
I
/. 

l'v: Hickoy 
G~ne 

John et 31. 

t't'om: Bob Reicb 

Re: ·Conference 

Behind the cffici.a! aser.cla fa:: th~ cor.fere;1ce Si)vuhi pe i;\ 

set of then;es whic!\ f::ar"e the Cli!1t..on A<..~mini$~ratior.'s overall 
econcmic challe:;ge--t:he str'.lct.,£X;?! 1 rs:aSC:lS why th~ American 
econc::ty' h<;\s pe:: fo::med be lew par: "the : ail ure of o~::: schoo is, 
ir.adeq<.late wOt'xGr t.rair:ir.g, t!lli! bias o! US ecor:.c~ic jnst.itutions 
".:::)\,(:;"0. st.Qr;;.-t:!r::1 in·.:estmer.t, th.e ctec..1l'i:1g pub::'ic :Y".:f:-astructur.?r 
the failtn:e of the tiS to pay adeClJ...:ate atten~icn to ou;: expo:t."t 
performa~c~ I i7::adequata."9:;: i Vat<; invest;ue:l1t, Ar.lI.?r ::'ca:; techno logy I s 
la:-gi~ re-liance on the ::iil':'~a!:'y; &.:id sc forth. 7h.e l:::of::cial 
""::1'-'00'-c"":la ~,~,'l"D '.< "'-""'~"''''t:'';'l'8 .... ,~.~ ,- 0.'00""..,a:1d ,,~ ,...,.... _ s\"''''''l~ "':-":"'~;';':>'~_" .,\.,."" ... s ..... C-(- ~ ~"'er;ca"j,Co'''' .:: "'_ , 

and how \,13 car: meet the c:;';i\ 1i8nge. 

?he p::es~ a:;d '::hc- puolic Zi!:1ti paying atte~::L::r. (;j~ usual) to 
the business C"/cle {he',-: :n:;;ch of a stint:lt:s? )68': will heo,ppen to 
int~irest l-at:<?cs: ct:;.;, i'\nci to 1;.$1", b\'dget. deficit mn:ro ...'ly 
conce::":ec, inste.::.d of to t:.h¢se larger issaes. The c~r;fere:nce 
shot:.ld be see:, e.s a:-: OPP?::t"J.r::.ty t" rE'_i';'a::l$ 'Cne deba+;e- and lay 
the 9t't"lUn:iw-o::,";': fo;.- ,,:ha: Be £'c~r;or.ti,z agen-d~ over ':.~e nC'.,;t fou~ 
yo-arn. 

l'h8, fol:'o',l:'.::C; '1::-;:; ">;;::ell'ati---::J c~;aIH:e~s ~o a story ~.. hh;;) thn 
cor.fere:;ce shou.:..d 'te::'l t:-.·;;; h:;:-;crican pl.l;):lc, ?'C car: e::lphasizc tl".e 
"1'''''''''e:- 1..." fo'" .. '-'.,.-.~'''' "'''''''l''''{'''r< , ..... a "":'-+!""U~F'" '''''''·.t:~;rl''' ""v....."-." '"' "'.'1 _. """'-'0"£'''''';/ "_",,,,.,,~.~ r-c'- ... .;. ... "'""'~ -""" ___ ~" j .... ~ 

re1:erencB ':c tham. ?h<: )i<?('ple :·:0 sele.ct to TI'!Zi}:e P::Bs-:::1ta1:-ions , as 
","c11 as Be's talr:ing 90:n~s, Q·..l8$';ions., a::d any de;;';)tc, shoUld 
enl<\t'gl'! upo:! th~$e }.:ey theme.s, so 'Chat 'ChI? ov",,:r::~::'l $":..0'::.'1 is told 
€!ffcctiv01y. 

I. 'rho challenge ",htH\\!: . 
1. A cyc.~ic~J t1\~'{~CL!-=-fi~Jll l~?tve~ the ~!<rqe!:'" "5::=U:CtU);:£\~ 
il,oe:nda ir,--place, E'/>9n WhB~ the '::COI)Ol'ilY gets bae}: or: t!:'"ack, it's 
ilnportant to remember that the long-torm track \lie IVe. beer: en 
since the r,lid-1970s isn I t enot!9h to it1prove the s~a:1dard of 
livinq of l'iIOst Al':le!:'icar;s, Jobs will return; but they won't yield 
high incomes. 

2. Arnerica--I'!£!s tJ~Em. gcr;e!.~Jttj!1g marlY neH j..Qhs ~ltr1ng t:hb! fh''!st 
geQ~g<l i\&a hfllf. but no!,: good. job§..... The real incomes of 
college-educated Americ~ns have been,inc;:,easing at a hoalthy 
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cllpi the real incomes Of non-col lege-educated Amerieans have 

been sta(~na:nt or declining. The qap is \I.'idening. 


3. Tectmo_h,Q,gJcal ch?,ng_~~nd globd.l ':;tl.,.'ol1omic integ2::,ation. O!;'e 
h!lZhinC ebE!se _lnnq-ter!t iirQblems, Foreigners at"en't to blame. Even 
·if 	we didn't face foreign competition, 1.meducated a:-td unskilled 
t\::1c!:'icarHf ',loule. lece decli!1inq ir.co~~s due to evulvinq 
technologies that supplant workers '","itJ)'o'J.t 5;-:i11$ but e~:rich 1;.h~ 
jobS Of those with skills. 

4. An\@r,tc::aJ:) indus;.ry. il:-.c fi~ancic.l mar~s, enuhrtsif<,"" shor'C
!;..e,r:':I profits at. ths; .;r>:D,;:ns.9 of lona-J:e~m iJ'westrr,e:;ts. The private 
sector isn't inves~ing as it should ir. worxer traini~g, 
technolog'/t or fact.ories a;'l:d eq'.:ipment.. Instead, it.'s 8ngaging in 
an end::'ess se~ies of short-tern t,ransact.ions. One: cuJp:::it: The 
'm1Y 'I>'e've organi:ed our capital markets. Our Shol:t-te!;mi:;;~: is 
getting, \VOl."se/ as f:!.nn:"lCl!):J m<H"k;?~s becam& itior€! ef!:io:.::ivnt" 

5. ;.. larc.;. ..und grrj.:win~ 'OroDortioD of o!-!r nat"iogls; ':::I)i10;1+,<;;" ;;;rs 

l;-'iing i,oa~te~r~l\L~l'''' fe':~~s:lothed, ar:d ~duc\;;'ll;ed, Our c:-:i:dren ~ 

ou;; nntion's future. 


G. l-,:-:-.e::icans s7:'end ;;:0:-'9 ..Q.Lhc,a1.tn c:u:e than a;\'c' othe:- JI<.tt.:.1011~tJt 
qet Vftry 11:\;:);,le fOb our s::'s.r.di"~ '!:'he: system is pla~a1ed by 
l:1ef:ficiencieS, an» 35 milliot: .~.~,cric~ns have :10 ·lCCCS$ to i:. <'It. 

011. 

7. In sl~;r,-, the ncblic and ~·:;:v,;r;e $Etc::'ot's a1.:,e CO.nEgming ~~.'o r.;uch 

and 'O.f,).v.ina in'!\d.~\l'u.?:.t~t:.-::t,.!?t"!+;'icn to i;lV.S;.stlr,g in Qur lopn-t.erm 

tllb:Y'~" ausines::l and 90'!e-l':1::-,€~t !Just shift d:':::act.!.or., 


II. Shifting d.il'o¢-:;ion frQb a c::::nS\.Ui:'\pticb economy t,;.o ZI.:'l 


invest.ment OCQnomy fond t;.,; find:1cial 11?<1:1CV Of t}1.a....E.a;;j'd?) ill";';; 

!l1.1$h y~tcgl 


8. 1he:;;! I s 1U'J-i~ant d i ;;fere:-:-:-c b!?j;JdSe.D bot'!;Qw :'nS'~1·o;;1 ~he ' 
.futurg in ordmr to iuv"1lst, in !'ll:tlt~..J21:.Q~ctivity I anc! bor?:o,.;inq 
in Q;;dej; to .;pn!1ume today, Public and pl~ivate debt iB high by 
historic st.andards, b-u~ th{i;! reo.l pl'obl'S:r:'; is. OUt; fail\;re: t;::o irwe.st 
those b'Jrrow':"n9s in our futu::;-e productivitY--in t'!.;'tch'inery a!1d 
eq"wipme::1t, people and infr(l:5trl.\~tUl."e- .. the unique assets of a 
natlon ',1ithin an increi.1singly global and technological economy. 
(In the late 15Jth century, this nation 1,..'as far more indebted than 
now/ as a proportion of its national product r but we the 
borro'liings in canals, railroads! telegraph systems, and other 
means of be:c'oming so much more productive by the early 20th 
century that ....,e cl)uld payoff the debt with ease) , 
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·i . 

10. t{ot all fu"':1erjcans ar~ sac::-i!'iciog p;'Q"Oor"tionately to tllei::: 
ab~Lity tQ sacrifice. The total tax burden (including Social ',-.,;":- . 

, .-- 'Sec~ri~y) has increased on the middle and lower-middle class, . '..::: 
while decreasin9 on those at the top, Fairness ret;'Jires that 
eve.rye!,,';) sacrifice in proport.ion to their capacity tu dQ so. 

WhAt's good and strong about America 

1!- ..:!\"~,e;ic:2. i....':. s-ejll blesso?:-1 ·":1"C.~ (3.\ t~£t best '...1~"}'y8;;'-$;'tv s·,.§.~ 
in t;;,e ·....or::; . {);'1 :::--,t (i0S:::; u~~~,:-~~....'.~--~~!; s ':"'1 I:::e ',..:or l,j, and 
~~t:! .m-.:.it~~~};;. ....:1..dt'..l.;:a.! j;"esou:::::::es ~n_j;<",,1e ·,.Jc-;;:'''J, "Iva c.a~ and 
st.c;.:ld bt::":·;: C'!1 t~e:H! :::;t:t:engths. 

13. Gu; di.·:er-sil:'; _:"3 ':;'-2~.~ 0::- 3.;::;;:.rg-:::. ~'Il'.:.::::-: ')t;:" ::::o::je!:"~ c,;:-J;t 
-e. ........... -"' .. .;..""...;_ .... !:'_"'~o; •. ___ ,.-..,...., ...~-.... ~."v""_ -" ~.;. .... - ..... ~\.-.. 11::> .-Il""~"""","", ..__ ·r .... ""· ...... -.',,_ ....... ~;e, ''""" •• ""..,1"1"' .. _ ,...,~"",,.. T'""s~~_ ........ _lC'~ __ ., 

c:': 'ners L":'! ::::.J.n se:;'re :as .::. :Ol.~;;C:a ::.:.::::::. s"!::;:-.e !-:.::; ¢'...l!-' ...;.;:.;::'-:.:: 

!'-=~C:c::."3;;1? iO'~0i:-=::1i::;all,! and ~(..·:'':'~ically. 

:..~. '~.'f-f..:::;. j~7.',,\:', ~.Lji1..E!.;_"_·'{::""c';. ~-'F-,:::"-3.:i .,,;.;:: "X 

;;;:-;~:;''1;;:g\i a:-:.'?,;.:'" I'h,;: jj~»=a..::<? --.:.i·..·:..;:~:1'i" :':1.13:::-:':
C:::;S~l~pt:.~'::"'. ~v'.:::li·::: ~~d pri·la::.:: , C~l.C :;11"::$: :::~ 
d:-:"..! ;::-ive::-:: i:1','"es:.~e::t, 

J...::). 1""':. _ _ .,___ ~ ~ ___.. _~ ... ~_ ~_ .... ,¥,,",_ ~_~..... _ .. ~ _ .. l'.-- ..,.....",e._"_"-_~ J..;>'''Z '" "'A',' ""cC-r~'l""-" .. r. ... r.","':-"'" 'I'>",.--1et·::::"-;:; l.~ -1':8 

ne\'; i;1ter:-:',?;t.icr.aTgcc~c;v~ .~Tt:e ;l~b~.l economv is;'!' t. ~ ze;o-~U"rn 
",~ .... ::, ';:n :...:'-~,..= '#o'p. .,...... t""j- ....." ...... " ·'1· ... J:""e"""onm C~1"\ '..:in ,-'" all ~ndes~.~.~.~\" - "'"U ... h ... ,'<;:, '_ •• > _. -; _.... --

(::\} irw~:;.':. in t!:.eir fut:..lre, {bj c::crdi:1at.~ global f !..s;:;al and 
monet,::ry policies, (c) ope,", tl:'.c.::se;'ves tc g!cb.'!l !.:.:.:-a"!·2 ;:.md 
in'Jcstmer-.":.. I:; ad.d':'tior' j t:.e "S':.::s-:. h'c::::'-:' <,.;':'l~ ;\eec -:.-:; invest 1:1 
the secone. and "I'hirci. 
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ASSESSMENT: DOMESTIC ECONOMY 
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Primary concern: long-term deficit reduction. 
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Former President and CEO, Chicago Economic Development 
Corporation , 
Recipient. ' 1980 Finance Achievement Award, Black Enterprise 
Magazine 

Primary concern: equity investments for small bushlesses. 



Claybrook. loan 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: Retreat from Safety: Reagan's A track on America's Health (1984); 

Freedom from Harm: The Civilizing Influence ofHealth. Safety and 

Environmental Regulations (1986) 


Panel comments will focus on consumer perspective. Key interests for 

this panel: transportation; infrastructure; investment su bsidies. 


Donahue, Thomas R. . Washington. D.C. 

Secretary-Treasurer of AFL-CIO (since 1979) 

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

Committee 

Former Assistant Secretary of Labor for Labor-Management 

Relations 

Director: Muscular Dystrophy Association; Urban League; Afrtcan

American Institute 

Chalrman: USTR Labor Advisory Committee 


Glass. D<!.YiQ 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 stimulation versus potentiaJ inflation. 

Henley·Cohn. Betsy New Haven, CT 
Chalrman, Ansonia-Derby Water Coman 
Chairman, Joseph Cohn & Sons, Inc .. Atlantic Floor Covering, Inc. 
Member, Committee of 200 (top business women in the U.S.) 
Chairman 9th Square Tax District, City of New Haven 



Hurst. Robert L. Detroit. ]'.1] 


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. C?.lYin Brinkley, AR 

PreSident, Arkansas Land and Fann Development 


Primaryconcern: Small family farmers, minority farmers and land 

owners, USDA policy, access to land for beginning farmers, 

involvement of non-profit organizations in loan servicing for 

agriculture. 


Le.wis. Delano E, Potomac, MD 

President and CEO. C&P Telephone Company 

Served in Peace Corps and on the Hill before joining C&P in 1973. 

Former Board Member: 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. Ann R New Brunswick, NJ 

Director, Project on Regional and Industrial Economics at Rutgers 

University 

Professor of Urban Planning and Policy Development 

Books: Dismanding the Cold War Economy (1992), The Rise of the 

Gunbelt (1991); Regions: the Economics and PoliticS of TerrilOry 

(1987) 


Primary concern: trade and industrial policy.; problems involved with 

defense conversion. 




Mathews. Ms. Jessica Tuchman Washington, D.C. 

Vice President, World Resources Institute. 

Columnist, The Washington Post. 

Served on MAS, Congressional Office of Technology Assessment and 

National Academy of Sciences. 

Co-founder and Member, Executive Committe€!, Surface Transportation 

Policy Project. 


Primary concern: She wiII underscore her conviction that "there are win

win opportunities in taxing energy 'Naste". 


McColl. lr.. Hugh L. Charlotte, ?'oIC 

President and CEO of Nations Bank Company. 

Board member of several education committees and strong supporter of 

education at all levels. 


Primary concerns: Financial regulation, tax policy. 


Dais. Lacene E, Indiantov-.'Ii, FL 

CEO of Caulkins Indiantown Citrus Co. and Via Tropical Fruits, Inc. 

Agricultural Committee Chair of Florlda Council of 100 


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

programs. 


EalIicQf. Alan I. New York, NY 

Patricof & Co. Ventures, Inc. 

Has financed over 200 companies over last t,,,,, decades and today 

manages over $1.5 billion on behalf of over 100 institutions. 

Chairman of Entrepreneurs' for Climon/Gore 

ConlIibuted to position paper on small business! entrepreneurship 


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



Renge. BJ;,th, 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 Caiifornia 

Leadership 

Former Chapter Treasurer of japanese American Citizens League 


Primary concerns: Rebuilding infrastructure. 


Sandler, Marion Q. 

President and C.E.Q., Golden West Financiai Corporation and World S&L 

Associa!ion . 

(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, Kathryn G. Aliso Viejo, CA 

Chairman and C.E.Q., Kathryn G. Thompson Development Company 

(real estate, construction, development and management of 

residential,commercial and industrial propertyin Southern 

California) 

Member, Advisory Committee on Construction Safety and Health, 

Qccupational Safety Health Administration 

1988 RNC Delegate . 


Primary concerns: bank lending regulation 




:' .', 

Ya\:elQs. Dr. P. RQY Rahway, NJ 

Chairman, President and CEO, 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. 
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DOMESTIC ASSESSMENT I: 

THE MACROECONOMIC OVERVIEW 


EVENT: 

Listen to overview of the macroeconomic situation on the state of the economy {to minules) 

after which Be and AG will ask a few questions, 


Presenter: 	 Dr. Robert Solow is the (987 winner of the Nobel prize in economics, 
He has been a professor at the Massachusetts Institute of Technology since 
1950, specializing in thoorics 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 laureates who 
endorsed Putting People First wben it was first released, 

GOALS: 

l. 	 A major goal of the Clinton-Gore economic agenda is to get our economy movtng again 
10 ensure sustained job growth. At the heart of the Clinton-Gore economic agenda, 
however. are actions to spur the long-term investments we need to increase the 
produi;tivity of our people, and to increase the American standard of living. 

2. 	 This presentation explains why a loog~term investment agenda is needed. h shows that 
U.S. productivity growth-has lagged, and that sluggish productivity has had a real impact 
00 the standard of living of tbe American family. 

3. 	 Demonstrate that the U.S. economy is burdened with significant structural problems, 
most particularly the twin deficits of the budget and weak public/private investment. 
These problems were created over a long time, and they wilrtake a long time to solve. 

AlTACHED: 
• 	 Summary of Solow Assessment 

• 	 Additional points to note and suggested questions for Solow 

• 	 J3ackground: 
• 	 Productivity, wages and family incomes 
• 	 U.S. investment trends. 

• Charts 	[0 be used by Solow 

• 	 Biographies on roundtable participants 
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St::\-lMARY Of ASSESSMENT BY ROBERT SOLOW: Professor Solow will use four or five 
charts to assess both the state of our short-term and long~term economic situation, 

Short-Term Assessment: 

Solow will make two points to underscore how weak this period IS compared to previous 
recoveries: 

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

• 	 He will also use a chart -- "The lobs Recession" -- to compare how weak payroll 
employment gain has been after the most recent recession compared 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 Stand~'rds or Living. 

Solow will e.l\.plain what our failure in productivity gains has meant to average American 
families, Th{: American family would be making over $12,000 more per year if productivity 
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 competJtors over the last four years. Finally. Solow win show that only the top 1% 
experienced dramatic income growth in the 1980s. 

AI}!JlTlON POINTS/QUESTIONS TO NOTE: 

1. International Comparison 

Ameri{;an 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 
Japan also stagnate? Are they likely to surpass us in another ten years -- a very short 
span of time in the long sweep of history -~ if we do nothing? 

2. Productivity Growth; 

lntcm3tl,onally. among 10 advanced industrial nations, the U.S. was 9th in productivity 
growth from 1980 to 199Q. Japan's productivity growth rate has been three times as fast 
as tbe U.S, IOECD Ouarterly National ACCollnts~ 1992], Is this because Japan is still 
at an earlier stage of its economic development than the United States, or docs this reflect 
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 19305, there was substantial job growth ~~ as much as l7 million jobs -- while income 
growth was poor. Prior to the 19805, have we ever experienced a period of significant 
job growth accompanied by little or no improvement in our standard of living? 

BACKGROUND, 

I. SAGGING PRODUCTIVITY/IVAGES/FAMILY INCOMES 

Weak productivity gains have slowed real wage· growth, causing family incomes to stagnate. 

1. 	 Productivity Growth has Slowed: Service sector productivity is notoriously hard to 
measure and grows Slowly. Manufacturing productivity grows faster because 
manufacturing processes are more amenable to the application of capital, And, for most 
of the postwar period, rising manUfacturing proouctivity kept overall U,S, productivity 
moving ahead briskly. as noted below. Weakening investment and the erosion of the 
U.S. manufacturing sector over the last two decades has changed {haL While 
manufacturing productivity has grown in recent years, the declining share of U.S. 
economic activity accounted for by that key sc-etor has caused overall U ,S. productivity 
growth to natten out. (The share of GDP represented by the manufacturing sector has 
fallen to 19 percent now compared to 23 percent in 1980.) This table is from the 
American CQuncil Qn Capital FormatiOD, 

U,S, r'roductjvity and Rea! HQurly ComncosmiQn Growth 

(Average Annual Rate) 


ProductIvity HQurly Compensatioo 

1959-1973 2.8 percent 2.9 percent 
1974-1990 0.9 percent 0.7 percent 

2, 	 Wage Growth has Slumped as Productivity Slowed: As noted in the above table, hourly 
labor compensation, which includes benefits, closely tracks productivity gains - exactiy 
as c(;onomic theory predicts. Thus, since productivity went flat two decades ago, real 
compensation has essentially gone fiat for all workers too. The tiny 0.7 percent annual 
compensation gatn since 1974 is an average figure. It disguises trends which have seen 
wage gains diverge depending upon skilllcvel - with the wages of less skilled blue-collar 
workers essentiaJly stagnating since 1973, and compensation to workers with more skills 
or cdtlcatiun rising a bit faster. Even so, almost all families feel poorer. The cost of 
major middle-class purchases such as a college education for one's cbildren. a house t or 
medical insurance have risen at roughly double the overaJl pace of inflation. That is why 
most families believe they are caught in a "middle-class squeeze. " 
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3, 	 Family incomes Have Pallen in Recent Years.: Real compensation tracks productivity 
closely, and so docs real median family incomes. Family incomes grew handsomely 
unHI 1973 along with productivity and wages. Since then, real family incomes have 
grown only by tillY 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 Censlls Burcsu data: 

Median Real Family Income Growth (Annual Average Growth) 

1947-1967: 2.8 percent 
1967-1973: 2.6 percent 
1973-1979: 0.6 percent 
1979-1989: 0.4 percent 
1989-1990: -2.0 percent 

II. [!'!VESTMENT TRENDS 

Economists universal1y agree that the mOSt potent contributor to prodllCtivity growth is 
investment, {JnfortunateJy, America has failed to make these long·lerm 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 planls and equipment has 
not increased significantly over the last two decades. .' 

Real Rise in Plant and Equipment Investment. 19'72-1991 

France: 53.1 percent 
U.S.: 60.5 
Italy: 68.0 
U.K,: 68.9 
Germany: 73.3 
Canada: 164.4 
Japan: 209.9 

Source: Council on Competitiveness 

2. 	 J)ome.:~tic Inveslment Trend 

U.S. investment activity has also lagged in the 1980's, The share of U,S. GDP being 
devoted to plant and equipment investment fell one guarter (net, inflation·adju·sted). 

Source: Commerce Department 



.' . .. 

3. Invcstment Grew Slowly Even During EighUes Recovery 

During the eighties recovery, the most potent type of investment, in equipment, grew 
only 5,7 percent annually. This growth rate was dDwn 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 

4. U.S. Fuiled to Inv~1 Adequately in Civilian R&D 

Civilian R&D is one of the most important contributors to productivity gains. Since 
1970, the U.S. has been devoting a smaller share ofGDP to civilian R&D spending than 
our competitors, 

Share Qf GDP Devoted to Civilian R&D 0989l 

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

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

EVENT: 

Assessments of U,S. investment in people, especially as it relates 10 preparing our children and 

workiorce to compete in a global economy. 


The assessmellt is divided into three sections wbich will each last nvc: minutes: 

I, Competitiveness and Education: 	 Presented by John Sculley; Chairman and 
CEO of Apple Computer. 

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

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

GOALS: 
• 	 Develop a strong statistical case for why we need to invest more in people. 

• 	 Show the high rates of return of investments in peopJe, 

• 	 Demonstrate that the US currently -underinvests in people and conclude that investing in 
people is bcncficlal and necessary for US competitiveness. 

A<ITACIIED, 
• 	 "'Competitiveness and education assessment": summary of John Sculley presentation 
• Additional background on competitiveness and education 
.. "The economics of investing in people": summary of Alan Blinder presentation 
.. Additional background on the economics of "Putting People First" 
.. "Children in poveny assessment": summary of Marian Wright Edelman presentation 
• 	 Additional background on children in povcny 

For additional information, see briefing for Working Session L 



SUMMARY OF COMPETITIVENESS ANI) EDUCATION ASSF.5SMENT: 
John Sculley will preseot 3~5 charts to make the following points: 

• 	 We are at a major turning point in the world economy as we shift from mass produclion 
and mass consumption to customization of goods and services and the decentralization 
of work. Success in this new, global economy lies jn teaching the workforce math, 
seienel! and critical thinking skills. • 

• 	 The U.S. education system stjlt concentrates all educating the slUdents whO' actually 
graduate from college. Most other industrialized countries have an alternative path for 
the non~college bound, in:;luding vocational study and school-lo-work transition 
programs, 

• 	 ' If we do not offer an education system which addresses the needs of all our students. and , 
not just the elite whQ graduate from college, we will condemn our children to low skilled 
manual work that pays low wages. We cannot leave our children unprepared to 
partici:;.xue as high skill workers in a globa1 economy. 

Additional &lints To Ma~~: 
• 	. We always hear about the performance of American students being wen below other 

industrialized countries. For example. the dropout rate in South Korea is 10 percent. and 
virtual1yaU of the 90 percent of South Korean students who graduate have mas.tered bask 
skills. The United States does not come close in either category. That means that our 
future workers are less well educated than workers who earn leSs than one-tenth what our 
workets earn. Have we priced ourselves out of the world labor markel? (Ra.y Marshall 
and Marc Tucker, Thinking &lr a 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 require a college education by the year 2000. 
What ,:oes that mean for the way we educate our young people'] 

Other 	BackgrQund: 
• 	 In a commonly cited study by the International' Association for the Evaluation of 

Education AChievement, the United States ranked' next-t<rlast in International math 
(algebra) achievement test scores among IS.countries. Belgium and New Zealand were 
:unong the countries that ranked higher. ("International Mathematics and Science 
Assessments: What Have We Learned?, National Center For Education Statistics, US 
Dcpt. tor Education, January 1992) 

SUMMARY OF TilE ECONOMICS OF INVESTING IN PEOPLE ASSESSMENT: 
Alall Blinder \,'ill present three charts (0 make the foHowing points: 

• 	 During the last twelve years productivity has remained relatively stagnant and real wages 
have f'lllen significanlly. These trends makes the case for a new approach *w an 
investment in people strategy. ' 



• 	 Rising wage inequality and an increased skills gap arc driven by the increased 
internationalization of the U, S, economy and changes in the work place driven by the 
computer tevolution. Increased automation has meant that good paying, unskiUed and 
semi-skilled jobs have become scarce. This incteaserl knowledge content of goods and 
services has put a large labor market premium on those able to recognize and solve 
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 19805. What you earn increasingly 
depends on what you learn, 

• 	 The real money lncomes of the bottom fortieth percent of American families in 1989 
were no higher 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 Make: 
• 	 In talking about a skills gap, we know thal we need better-trained workers, but we also 

know that many employers are reluctant to invest in worker training because of the high 
mObility of the American workforce. \Vhat can we do to address this problem? 

• 	 We've heard a lot 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 lhe case. or is there another reason for the,apparent 
differe'lce in opinion between someone like you, who is looking at this from a more 
academic perspectiveJ and the business perspective? 

• 	 Today almost one of every five people who works full~time does not earn enough to 
support his or her family above the poverty line. The fmetion of workers working fun~ 
lime and making low wages (those that would be insufficient [0 raise a famity of four 
above Ihc poverty line) has increased for all workers and especially for young workers. 
I believe we need to increase the Earned 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 (han the poverty line? ' 

Qther 	Backgrol,lng: 
• 	 Family income growth has been sluggish and unequal since the early 1970s. The 

economic expansion of the 1980s failed to, benefit a substantial fraction of American 
households by enough to offset the losses incurred during the recession of the early 
1980s, These families have fallen even further behind in the recent recession. 



CIIlLlJREN IN POVERTY ASSESSMENT: 

Marian Wright Edelman will presem three charts to make the following points: 


• 	 Young families are in trouble because of a devastating combination of profound changes 
in the American economy. government's inadequate response to families in trouble, and 
changes in the composition of young families themselves. 

• 	 20A % of American children Jive below the poveny line in spite of the fact tnallhe 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 ICitding industrial country in Europe. (Marshall and Tucker I p. 65) 

• 	 America's children are not being adequately prepared to compete economically in an 
increasingly competitive world economy. We need to make a commitment that no child 
is left behind~-aJl children must be prepared to 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 work and to save public dollars, 

Additional Points To Make: 
• 	 Many of these programs like Head Start and WIC are becoming integrated with child

care programs. How can we better coordinate services in order to 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 in Michigan, which is considered to be the best study on 
this subject, says that there is a $6 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 child is in the program? 

Qll)er Ba£kground: 
• 	 More than one in every five childreo,(morc than 14 million) are growing up poor. One 

io four children is raised by just onc parent. Half a millioli a year are born to teenage 
girls who are ill~prepared to accept the responsibility of motherhood. Furthermore! the 
child poverty rate has been increasing steadily over ,time; the child poverty rate has been 
higher in every year since 1980 than in any previous year since 1965. 

• 	 Tbe Amerkan infant mortality rate is scandalously high relative to those of other 
advanCi.-~ industrial nations. Many American children and mothers receive inadequate 
medical care and live in deprived material conditions. 

• 	 Every dollar on immilnizalio~s $aves us $10, and every dollar on WIC saves $3, 
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DOMESTIC ASSESSMENT III: 

PUBLIC Al'ol> PRIVATE INVESTMENT 


EVEl':T: 
Assessments of U.S. private and public investment trends, and the ways in which these trends 
affect U,S, cnmpetitiveness. 

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

l. 	 Public Investment: Presented by Alicia Munnell, Ph,D 

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

2. 	 Private Investment: Presented by Micbael Porter 

Professor of Business Administration at Harvard Business School 
since 1973. He is a leading authority on competitive strategy and 
served on President Reagan's Commission on Industrial 
Competitiveness. He directed a pro bono study of the 

. Massachusetts economy in 1991. Some of his publications are: 
The Competitive Advantage of Nalions: Compel;l;v" Slnlt,gy: 
Techniques for AnalYZing Industries and Competitors; and Capital 
~.b.Q!ces: Changing the Way America Invests in Industry, 

GOALS: 
• 	 Demonstrate that public investment "crowds in" rather than Ncrowds out" private 

investment, 
• 	 D~monstrale thal the U.S. is underinvesting in' plants and equipment and R&D, and 

suffering in terms of growth as a result. 
• 	 Demonstrate that countries with the highest investment rates also have the highest growth 

rates. 

ATTACHED: 
• 	 Public sector investment assessment: summary of Alicia Munnell presentation
• 	 Possible questions for Munnell 
• 	 BaCkground information on infrastructure 
• 	 Private sector Investment assessment: outline of Michael Porter presentation 
• 	 Summary of Michael Porter study on private sector investment 
• 	 Possible questions for Porter 
• 	 Possible points of contention (presented in question/answer form) 
• 	 Key clements of CHnlon~Gore plan 
• 	 Charts that might be used 
• 	 Biographies of roundtable participants 



I'UBLIC INVESTMENT ASSESSMENT: 
(Summary of Munnell presentation) 

The increasing focus on infrastructure issues reflects the lack of attention to hoth public and 
private invesfment during the 1980s. when most of the nation's output went for current 
consumption. 

Experts concerned about continued low levels of productivity growth argued for shifting 
resources from consumption to inveslment. 

Public capital investment in the U.S. is not only low compared to historical levels but also falls 
well below that in other developed countries, 

The }u'gumenl for increased public, as opposed to exclusively private, investment rests on 
three premises: 

1. 	 The drop in public capital spending reflects more than demographic and other 
developments such as the complefion of the interstate highway system and the 
education of the baby·boomer generation; a serious decHne bas occurred in the 
stock of productive infrastructure. 

2. 	 This decline represents a real economic loss, Por exampJe, the state of Our 
transportation infrastructure is beginning to serve as a drag on economic 
performance. Recent research suggests that greater public capital not only 
enhances tbe quality 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 study on the relationship between 
public capital and employment growth showed that public capital had a positive, 
statistically significant effect on employment growth at the state level. 

3. 	 Numerous investment opportunities have been identified with high ratios of 
benefits to costs. For examplc, cost·benefit studies reported by the eRO (1988) 
indicate that the return to projects designed to maintain the average condition on 
the federal highway system could be as high as 30"(040 percent. 

Voters are willing to pay for more infrastructurc investment. as expressed in bond elections and 
other referenda. Eighty percent of infrastructure bond proposals submitted 10 the voters between 
1984 and 1989 were approved and the margin exceeded 66 percent on average. 

Improved construction design and pricing should not be cons.idered an alternative to 
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: 

1. 	 Federal matching grant rates must be reduced; states and localities must bear at 
least half the costs to ensure that the money is spent sensibly, 

2. 	 One profitable investment area is aviation. The U.S. has the best aVuHl0n 
industry in the world; airlines need to eam enough money to buy planes, and for 
airlInes to be profitable, airports must be safe and relatively uncongestcd. 

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

I'OSSIULE QUESTIONS FOR MUNNELL, 
Q. 	 As we proceed with our Hebuild America plan, what exact definition of infrastructure 

should we use~ How has this definition changed? 

Q. 	 Do you agree with the Federa1 Highway Administration's projection that $50 million 
worth of annual public capital investment between 1990 and 2009 will be required from 
all sources jyst to maintain 'highways and bridges at their current level? [1991 Status of 
the Nation's HjghwaJlUnd Bridges, Federal Highway Administration, 11/911 

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

Q. 	 What is the best evidence thal public investment "crowds in" private investment? Arc 
there clear historical examples? 

UACKGROUND INFORMATION ON INFRASTRUCTURE, 
• 	 Highway ,ravel is expected to grow by 65-100% over the next 30 year.;, [Omee of 

Technology Assessment: Federal Highway Administration, 11/91] 

• . Estimates of total additional public infrastructure investment needed per year range from 
$45 biiHon to over $100 billion. [The Pll0lic's Capital, 7/89, University of Colorado, 
Harvard University] 

• 	 $i billion of spending on highway and bridge construction results in an estimated total 
output in the economy of $2.4 billion and employment of an estimated 52,000 persons, 
[CRS Report for Congress, 5/10190] 

• 	 Delaying needed highway improvements can increase costs as much as 200%. [Pederal 
Highway Administration, 11/91] 



• 	 By 1994, Japan j Germany, and France are all expected to have 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 19805, such systems are expected to be less than half complete 
in the U.S. by 1994. (New York State Urban Development Corporation] 

• 	 Though magley (high-speed trains) was invented by two American scientists in 1960, the 
U.S. invested 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 Corporatio~J 







PRIVATE SECTOR INVESTMENT ASSESSMENT: 
(Outline of Porter presentation) 

Porter will make the following points in his presentation (see attached charts): 

• 	 The foundation of a nation's competitiveness is based on the capacity of a nation's 
firms to continuously innovate and upgrade. Upgrading require~ sustained 
investment in specialized assets, knowledge ~d skiUs, 

• 	 Forms of investments 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 
ci villan R&D. 

• 	 Countries that invest a large share of their income grow rapidly. The United 
Stales has one of the lowest investment rates of any developed countries. As a 
result, o\'cr the past thirty years, the United States has a lower productivity 

. growth rate than the United Kingdom, Canada, France, Germany, Italy and 
Japan. 

• 	 U.S. private investment is lower because both the macroeconomic environment 
and the U.S. system for the allocation of capital do not encourage these types of 
investments. 

SUMMARY OF MICHAEL PORTER STUDY: 

(Capital ChQj£es: Changing the Way America Invests in Industry) 


Michael Porter recently complctC'.d a study On the U.S. system for allocating capitaJ. He 
concJude.d that "many American firms invest lOO little in those assets and capabilities most 
required for competitiveness (such as. emp10yee training or R&D), while others overinvest in 
areas (such as unrelated acquisitions) that 'add little to the country's long-term economic 
strength." The problem, according to Porter, ·is a "flawed U~S, system for allocating investment 
capili'.1 ill companies and to specific projects within companies." 

Evidence of investment problem: 

• 	 Many U.S, industries are declining relative to Germany and Japan. 

• 	 Investment in plal1:ts and equipment, civilian R&D, corporate trammg, 
relationships with suppliers, and start-up losses to enter foreign markets is lower 
in the U.S. than in Japan or Gennany, 

• 	 American CBOs believe that their companies have shorter time horizons than their 
competitors, 



• 	 The average holding period of stocks has declined from over seven years tn 1960 
to about two years today. 

Recommendations for systemic rerunn: 

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

1. 	 lmprove the rnacroeconomk environment; Increase private and public sector 
savings, and create a stable macroeconomic environmenL 

2, 	 Expand true ownership throughout the system: Outside owners should take 
larger stakes and playa m\Jrc active and constructive role in the companies. 
Also, ownership should be expanded to directors, managers, employees, and even 
customers and suppliers. 

3, 	 Retter aUgn 1he goals ofcapital providers~ corporations, directors, managers, 
employees, customers, suppliers and society: For example, by creating 
incent~ves for long-term equity incentives, the government could encourage 
investors to look for companies with attractive prospects five or mOre years. in the 
future. 

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

POSSIIILE QUESTIONS FOR PORTER 
Q. 	 What are some of the steps that rbe U.S. can take to lengthen the time horizons of U.S. 

cOlTIlXinies? 

Q. 	 What will happen if our major competitors corttinue to out~invest us in plant and 
equipment by as much as 2 to 11 



I'OSSIllLE POINTS' OF CONTENTION:' 
Q, How do you avoid pork barrel projects? 

A. 	 The easiest way is to give the President a line item veto. Beyond that, it witl be essential 
that President-elect Clinton send a clear message to Congress at the front end that pork 
barrel pOlitics will not be tolerated. Additionally. quantitative determinations should be 
used when possible to determine what levels of expenditures arc appropriate in what 
project') and what geographic areas. 

Q. 	 How will environmental concerns factor into infrastructure investment decisions'? By 
improving and expanding our highways, won't we be encouraging more travel, thereby 
creating more pollution? . 

A. 	 We will make smart infrastructure investments which will result in cncrgy~efficient and 
environmentally sound transportation. Better highways will result in less congestion, and 
other u:~hnologics (such as high-speed rail) will move more people, quicker, with less 
pollution. In addition, our other commitments to energy and environmental policies will 
remain strong. 

KEY ELEMENTS OF CLINTON-GORE PLAN: 
Public Investment 

• 	 <;:rcate 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 Invcspl.llm1 

• 	 Providc~ a targeted investment taX credit to encourage investment in new plants and 
equipment. 

• 	 Crcalc a permanent research and development tax credit to reward companies that invest 
in new teChnology. 

• 	 Offer a 50 percent tax exc1usion 10 those who take risks by making long-term investments 
in new businesses, 

-. 
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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 While 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 fmancing 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 
• 	 Summary of assessment 

• 	 Additional points to note and possible questions for White 

• 	 Charts that might be used 

• 	 Biographies on roundtable participants 



. , 

SUMMARY OF JOHN WHITE'S ASSESSML"IT ON THE DEFICIT: 

White's presentation may be one of the high points of the first day, The main chart he 
wil1 show is one that points out the change in the baseline assumptions since Perot and Clinton 
released their respoetive plans. 

The main goal here is for.White to show that the government's officia! deficit projections 
have gotten worse since Putting I?~le First and the Perot plan was put out. Both of those plans 
relied on the J;muary 1992 CBO baseline ~- the most authoritative baseline at the time they were 
released. Thl~ chart will show that most of the increase in the most recent (although not 
officially released) deficit baseline since then has been due to (I) the failure of Congress and the 
Administration to deal with the S&L bail-out; and (2) to changing eronomic and technical 
assumptions, Initially. cao projected that more. assets would be purchased in FY 1993 
(inc~sing thl!' deficit), with many of the assets sOld 1n later years (lowering the deficit). 
Furthermore, the sluggishness of this recovery' has lowered' both current and future 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 critical: while the 
deficit has been increasing, it has not been increasing because there has been too much increase 
in discretionary domestic investmeni. Instead the chart shows that increases have been in health 
care costs and interest payments on the national debe 

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



POINTS TO NOTF.JQUESTIONS FOR JOHN WHITE 

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

2. 	 Bob Reich points out that the current DebtlGDP rntio was the same now as it was in the 
mid-1950s. Yet. in the mid-1950s, productivity and growth were far higher. Why do 
you believe this is1 Does this support the view that what counts most is not just how 
much yOll 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. 

3. 	 The logic of using a debtlGDP ratio is, 1 understand, that what really COUntS for a nalion, 
like a family t is not how much debt you have per se, but how much you are in debt 
compared to your income. Yet, some Americans may feel skeptical when they hear 
economists using different - and more confusing -- deficit measurements. What are the 
types of targets that would be reasonable in judging what is an appropriate debtlGDP 
ratio'? 	 . 

4. 	 I know that in addition to the federal deficit we have also seen a strong increase in 
personal debt as percentage of dispoSable income. Indeed, the ratio has gone from 65 % 
in 1974 to 93.9% in 1991 according to the Department of Commerce. How much of the 
problem in our national savings problem do you see as emanating from increased private 
debt .s a ratio of personal disposable income? 

, 



BACKGROUND 

Long·tenn Deficit Reduction and Why It's Important 
Source: "Why Deficits Mane," by David Wyss of DRIIMgraw llill 

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 econo~ic 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.S percent. Corporate 
savings over the same time period fell to under 1 percent during the 1980's, as compared 
to the post war average of2.9 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 to rise, again impeding investment, and pushed up interest rates abroad, slowing 
the international flow of capital. 



Center for Strategic and International Studies: 
The Strengtbening or America Report 

In its seCtion On "Getting our Fiscal House in Order". the CSIS Commission, co:..chaircd by 
Senators Nunn and Domenici, argues that controlling the deficit and reforming the country's tax 
system ought to be the country's top two priorities. Specifically. the Commission argues, the 
deficit must be reduced to: 

• 	 INCREASE SAVINGS AND INVESTM£.II,'T. The drop in savings during the 1980·s. 
largely caused by the deficit and static reru family income. has already cost America 
about 15 percent of ils capital stock. 

• 	 mE DEFICIT TAKES AN INCREASING PERCENTAGE OF mE FEDERAL 
BUDGET. Federal spending has jumped from $500 billion in 1970 to $1.5 trillion in 
1992, with over $902 billion of. that spending going to mandatory programs 
(entitlemenls). Measures such as payroll taxes, intended to cover the costs of these 
expenditures, are failing to keep up with the growth of these entitlemenls. 

• 	 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. 

• 	 A VOID DEFICIT GIMMICKS The Commission argues against the so-called past 
"silver bullets" often cited as main ways to balance the budget: 

• 	 Laws: Gramm-Rudrruin-Hollingsand similar laws to balance the budget, including 
• 	 Une item veto: President can't trim more than 2 % of discretionary spending 

with this measure. 
• 	 Bi-enni.1 budgeting: too confusing and not responsible. 
• Agency consolidation: not significant savings. 

• 	 PRESCRIPTIONS: The Commission presents two "hard line" choke to balance the 
budget by the year 2002 without touchin, the Social Security Trust Funds, which can be 
pursued separately or together: 

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

• 	 Raise Taxes: a value added tax; a 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. heaJth care costs and the effects which 
these costs have 011 the U.S. economy. 

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

I. 	 The Burden of Rising Health Care Costs: 

Presented by Stuart Altman: Professor of National Healtb Policy, The 
Heller School, Brandeis University 

2. 	 Health Care Costs and U,S. Competitiveness , 

!>resented by Harold Poling: Chairman and c'E.O. of Ford Motor 
Company 

GOALS: 
• 	 To identify the economic implications of the rising health care cost" in the United States ~ 

- both for the budget deficit and for the competitiveness of U.S. firms. 

• 	 To establish a 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 it clear that the status quo is unacceptable. 

A1'I'ACIIED: 
• 	 Summary of the presentations 
• 	 Questions: Additional points to explore with the presenters 
• 	 Background: 

• 	 Congressional Budget Office's. EconQmic Implicfltions of Rising Health Care 
.c=, October 1992. 

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

• 	 possible paims of contention 
• 	 Charts thal might be used 
• 	 Biographies of roundtable participants 



.. 


SUMMARY OF ASSF.8SMENT: 

1. 	 The Burden of Rising Health Care Costs: 

Professor Altman, who has published extensively on the subject of controlling health care costs, 
will usc a variety of charts to illustrate the increasing share of U.S. produCl consumed by rising 
health care costs and the corresponding effects these have had on the federal budget deficit, 

• 	 Medicare and Medicaid are the fastest growing portions of the budget; jf Iheir 
growth is not contained ~~ and they continue. to be financed through budget 
deficits ~~ they will raise !(ltcrest costs alone on the federal debt by $91 billion by 
2002, 

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

• 	 In 1992, America spent $880 billion on health care. 

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

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

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

2. 	 1I."lIh Care Costs and U.S. Competitiveness 

Harold Poting, the C.EO. of Ford -- who joined the 'Company as a cost analyst in the Steel 
Division and has repeatedly identified health care as'one of Ford's most compelling problems 
- will usc the ease of the U.S, aulO industry to illustrate the direct impact rising health care costs 
have on U.S, competitiveness and employment. The goal of thts session is to show that aside 
from the obvious consequences of exorbitant health care costs (the health of the American 
people, the budget deficit), there are, other less apparent but equally damaging effects, 



Our inability to control health care costs adds significantly to American business costs j making 
our final products less competitive at a time when weakened world demand has dampened export 
markets for the U.S. A direc1 causal relationship between the soaring costs of health care and 
declining U.S. employment will be established. The health care cost per automobile w~ 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 $900 of the cost of each U.S. car goes to health eare, 
compared to $514 in Japan. 

AI)D1TIONAL POINTS TO NOTE: 

• 	 Altman will probably (Jote lhe CBO projcctiotl that, without reform, health care costs will 
continue to soar -- consuming 18 percent of GDP by the year 2000, or almost $1.7 
trillioll dollars. Ask him: What would implications be for the U.S. economy in the year 
2.000 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 to its 1991 share 
of GDP, the nation's growth in the year 2000 would be 2.2 percent higher than CBO 
currently predicts it to be. [CBO, October 19921 If be does not mention this point, it 
is a good one to bring up or around which to frame a question.] 

• 	 As I believe your international comparison chart illustrates. health care spending in 
Germany has consistently held at around 9%. I know that Germany has a system of 
universal coverage under which all citizens receive quality. affordable health care. How 
has Germany been abJe to do this? What ~essons can we draw from their experience? 

BACKGROUND: 

A. F...conom1c Implications of Rising Ilealth Care Costs 
Congressional Budget Oftice, October 1992 

The U.S. spent about 12 percent of the nation's GOP on hc.alth care in 1990 -- more than twice 
the amount spent on national defense and nearly twice the amount spent on education. cao 
expects health care spending to grow to 18 percent or morc of GDP by the year 2000 -- an 
increase as targe as that between 1965 and 1991. Much of this will result from advances in 
medicine. but misallocation of resources wHl grow as well. 

Srcdal Cham,l:!eristics of the Health Care Market: 
There is a weak relationship between what U.S. consumers pay for health care and the value 
they place on health care, because of health insurance and the delegation of treatment authority 
lO.providcrs. Compared with other industrialized countries, the U.S. spends a much greater 
proportion of GDP on health but docs not have a substantially healthier population. 



Three characteristics make cost control difficult, First. the system of financing health care is 
frolgmcnted. raising administrative costs and making piecemeal reform unlikely to succeed j as 
costs can be shifted from one area to another. Second, this fragmentation gives consumers little 
bargaioing power to negohate lower prices. Third, the market exercises only loose control over 
the acquisition of new capadty in the health care system. Additional capacity leads to higher 
costs. 

Why Are Health CoSU Ri£ing So Rapidly? 
Demographic change, defeosive.medicine, and the spread of AIDS do not account for much of 

the increase. Most of the growth is simply from the upw.ifd trend in per capita spending for 


. services, Medical technology advances are a major cost factor which faces little market 

discipline, with 00 assurance that their costs will be justified by their benefits. 

How Rising. Costs for Private H(,".3lth Insurance Affect the Economy: 
The sharp rise in health costs j together wi(lL slower growth in productivity and totaT 
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 
entourages them to buy more insurance than they otherwise would. Employer~paid costs tend 
to be shifted to employees in the form of lower wages or nonmedical benefits, For this reason, 
rising health costs have Httle direct effeclon 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 probably increase the size of the federal 
budget deficit under current policy because there is nQ automatic mechanism to offset such 
revenue losses with either spending cuts or tax increases, 

The Rising Number of Uninsured Workers 
In J990, 33 million people under the age of 65 did n01 have insurance coverage. By the year 
2000, ena (~xpects that number to grow to almost 40 million, One reason for uninsured 
workers is thl! voluntary nature of the system, Low-income workers may prefer higher cash 
wages, or simply cannot afford insurance, A second explanation is the increased use by 
insurance companies of experience rating and policies that exclude high-risk people. 

The Effects on the Shape and Structure of the Lahor Market 
Rising healtb care costs may distort the labor market. as employers move low-wage workers to 
parHime status with no insurance or eliminate the lowest-paid positions and hire independent 
contmctors. This reduces the flexibility of tbe labor market. 

How Do the Costs of Government Health E.mgrams AJf~"t Government Budeels and the 
Economy? Medicare and Medicaid are the fastest-growing portions of the federal budget -- from 
I percent of GDP in 1970 to 3 percent in 199!, to an expectC<! 6,1 percent of GDP by the year 
2002. The growth alone will cost the government an additional $313 billion in the year 2002, 
[f these cos{ increases are financed through a larger budge! deficil, they will raise the interesl 
costs on tbe federal debt by $91 billion in 2002. 



States spenl $100 million on health care in 1991. eno projects spending will rise to $244 
billion by 2000 ~- an average increas.e of more than 10 percent each year, Rising costs are likely 
to crowd out olber state priorities. 

l'ffem on the Fe4eJ:ill...!ludget Deficit 
eBa projectS that under current policy the federal deficit will swell to more than $500 billion 
by lhe year "2002, largely as a result of increased spending for Medicare and Medicaid. CBO 
calcula.tions suggest that if federal spending on these programs could be held to its 1991 share 
of GDP, oulput (real GDP) would be about 2.2 percent higher that lhe eno baseline by lhe year 
2002. Incomes (as measured by real gross national product) could rise even more -- by about 
2.4 percent ..~ bc<:ause servicing costs on dcbl to foreigners would be reduced. In addition, a 
reduction in federal borrowing would improve the competitiveness of U ,5. industry. as a decline 
in the reaJ value of the dollar lowers the prices of U.S. tradable products. 

B. "Putting People First" on Health Care 

I. 	 National Health Budget: 

A board of consumers. health providers, business and labor leaders will establish 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 to provide consumers with a comprehensive plan. In many 
areas, managed care networks wilt take some time to develop. During that time, 
traditional insurance plans will pay doctors and hospilals according to a schedule of fee... 
ensuring tnat budgets are met. 

3. 	 Insurance Compauy Regulation: 

Under the new plan. insurers will be required to compete on fair terms ensuring that 
recipients receive the highest quality care at the lowest price. 

4. 	 TI.. Plan docs Ihe following: 

• Bans Exclusions for "prc·existing" conditions. 


.. RCQuires "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, ' 



4. 	 Additional Major Cost Contrul Steps: 

We will reform medical malpractice laws; eliminate drug price gouging and cut rC(i tape 
by streamlining billing systems. 

5. 	 Universal Coverage: Privately-Provided, Publicly-Guar"auteed 

The plan requires employers to insure workers, with tax credits to help build businesses 
meet 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 
payroll tax. The plan guarantees that tbe unemployed will receive private coverage 
through the purchasing groups based on ability to pay and phases in universal coverage 
as cOSt control measures generate savings. Expands long~term care for the elderly and 
disabled, Increase access to health care providers through expanded school-hased. rural 
and inncr~cily clinics. 

POSSIBLE POL'IITS 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 exl.ent of these cuts, 

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




















