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SUBJECT: Balanced Budget Calculation 

When we ran the numbers without social security in the 
calculation using both the CBO and OM3 baselines. 

CBO baseline: Using the CBO baselir.:.e, the defici~ in 2002 would 
be $433 billion. The across the board cut, without ttc contract 
tax cut and with no further exemptions would be 23.2 percent. 
With medi.care exempt it would be 30.6 percent. With defense 
exempt it would be 30,1 percent. With both exempt it would be 43 
percent. With the contract tax cut, and no further exemptions! 
t:he cut "."ould be 29.5 percent, With medicare exempt it wou~d be 
3B.9 perc€;).t. With defense exerr,pt it would be 38.3 percent. With 
both exel.,pt. it would be 54.6 percent. 

OMB baseline: Using the OMS baseline, the deficit in 2002 would 
be $355 billion. The across the board cut, without the contract 
tax cut and wi~h no additional exemptions, would be 20.5 percent. 
With medicare exempt, it would be 26.5 percent. With Defense 
exempt it would be 26.2 percent. With both exempt, it o/Ould be 
36.4 percent. With the contract tax cut, without any further 
exemptions the CUt would be 27.8 percent, with medicare exempt it 
would be 36 percent. With defense exempt it would be 35.6 
percent. With both exempt it would be 49.4 percent, 
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THE: WHITE HOUSE• 
WASHINGTON 

August 24, 1996 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 GENE SPER11NG 

IONORSUG 


SUBJECT: 	 New Initiatives in FY97 Budget 

• 
Leon said thaI you were interested in reviewing the new initiatives that were already 

in your current budget. Attached is a three-page list of these initiatives, along with pages 
from the Budget on EZIECs, Brownfield., CDHs, HIV/AlDS, Immunizations. Cbarter 
Schools. and research and development. If there are any initiatives that we missed or did not 
provide enough infonnation on. we can send it to you later in the day, 
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ECONOMIC GROWTH AGENDA FOR A SECOND TERM 

1. BALANCE\THE'BUDGET WIlILE PROTECTING AMERICA'S VALUES 

;,. . Fiais .. tbe Job ud Bdaace the B~get. During bis flTSt 4 yean.. President Clinton cut the deficit in half fron 
a -ro high of $290 billion when Bush left alii", in 1992 to less than S130 billion in 1996. """,ro"" to both 
OMB .wi eBO. In a 2nd term. the President will fight for immediate adoption of a balanced budget agreement 

,. 	 Dalaace tbe Budget whUe $treDgtbeaiag MediC*R.- Mediald, Educadoll~ and the Eavira.lllmL 
• 	 Prote,:, Medicare. Ptc'Sk1ent Clinton's balanced budget extends the lifc of the Medicare Trust Fund for a decac 

_. mOl't than enough time to reach a bipartisan agreement on long-term Medicare solvency - witholl( em1:!me 
GOP cms or damagin3: struetwal c~ that are not necessary to balant;.c the budget 
Mliatail Medicaid Gaanatce. Pre:sidenr Clinton'S baianced budget maintains the Medicaid guarantee for 
people with disabilltiu, presnant women. nursing 'home residents. and children from low-income families. 
Major luvumu:at in Education. aDd Tni.nioa. President Clinton's balanced budget mUts a major inves1:mUl 
in education and training .... providing SS5 billion more OVtn' 6 years than the: RepubUcan budget proposal. 

.. 	 Proltct tbe Environment. Preserve and defend our commitment to environmental proteetions and safety. 
Eliminate needless regulations while n.rengthening key protections for cJean air. clean water. &; we communitic 

2. 	 PREPARE EVERY CIULD TO LEARN AND EQUIP THEM 
WITH THE SKILI.S NEEDED FORTHEllST CENTIlRY 

• 	 FuUy ruu:d tbe Women. lnfaats. and ChildreD Dutrition program fWlCI to provid.e flUlntion. health 
education, and immunization referrals to at least 7,5 million women, infants. and children each year, 

• 
* ExpaDd Head Start to 1 Million Preschool OpportuDitit::S by 2002, providing comprehensive prc ..scbool 

education 10 ensure that each child arrives at 'SI;hools ready to learn . 

* 	 Sehool Coostnldion Initiative. $5 biiUon initiative to spur $20 billion in state, local. and federal funds for . 
school «'fl$truction &:. renovation .to rebuild America's schools & make sure they are'safe and technology-ready 

* 	 Higher Ac:ad>tmk Standards for Studeats Aad Teacher;_ Students should have to pass a test to graduate 
from school 10 schooL Reward teachers that perform and make it easier 10 dismiss those who don't. 

~ 	 Es:paad School Choice. Work with states to expand pamual public school choice & pass Charter School law! 

• 	 Make F.'very Cbild Technologically Literate. $2 billion Technology Literacy Challenge to leverage state, 
local. and private $¢¢tor funds to connect every classroom to the internet. with modem computers.. tnUned. 
teachm. and: exciting. educational software. 

~ 	 Expand Sthool-Tc:PWork To 50 States, Help stales ensure that high school students no, Immediately going I; 

to college can make the transition from schoo! to work, 

3. EXPAND COLLEGE ACCESS TO RECORD LEVELS 


.. Tf!!ar Down Financial Barrien To Higher Education. ~ 
SI.500 HOPE Seholantup Tn Cut. Mak~ 14 j't.:lt'S of eduClUion (he n~w nauonal nonn wah a SUOO lax CUI f.or 
first 2 yurs of nigher education [B average ~ui.rtd fl)f second year!, The HOPE tax Cut will make Ille average 
Ulrnn'll,1nity {;o!lege free and help millio~ of families afford the COSt of higher education 
SHl.ooo Tuition TII~ ~acCioQ to litlp Middle--Clan familia Afford the CP1U of Highu £dtlcalion . 
:'\1.jUT Pell Grant Expansion, IncreMe maximum Pdl Grant by 33% to help needy studenu afforo eoHege, 

~ 	 Expand eolarge Work-Study to I Million StudellU working their way through college~ 

Allow PeaaJty-(tW WilhdrawaLs from IRA! for EducatioD ExpetueL 

• St.ooo College: Honors Scholsnlblp$ for the top 5% of graduating students from every hi~h school. 

~ Expaad National Service so more youth can serve their communities while earning money for college. 
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4. INCREASE ECONOMIC· SECUR1TY'FORWORKlNG::FAMILIES,· 

• 	 ,ootiBue Cruual Good: American Jobs Through Free.. Fair. aDd Open Trade. President Clintcn wjlJ 

.., continue 10 fight for me trade agreements such as NAFTA and GAIT which have already created hundreds of 
- thousands of higil-paying C"l""'-remtOd jobs 0= the last 4 years_ 

• 	 MAjor Reform and Expansion of Worker Training. Consolidate overlapping, antiquated federal job-training 
programs and create a simple $2.600 job-training skill grant that allows dislocated workers the ~om to 
choose tlH: training programs that are right for them, 

• 	 Expand Famiiy aad Medical Love. Allow workers tOo take up to 24 n9U_rs a year of unpaid time-<>ff for tiliil 
education.. elderly care, and routine family medical purposes, 

• 	 New Emilloyee--Choiee Flel·Time. Change the law so that workers can choose to use their earned ovenime 
hOUTS to ~pend extra time with their families, 

• 	 Protect t:lle Working Familict Tn Cut -lfle Earned Income Tn Credit The EITe encourages families I, 

move from welfare to work by making work. pay, In 1997, Presidem Clinton'S expansion of the EITC will me<! 
a taX CUt for more than 15 million working families, 

• 	 Make Hulth InStlraDCe More Affordable for tbe Unemployed. Help minions of temporarily unemployed 
families make transitions between jobs by providing premium suosidies (0 pay for private health insUflll)C.(' for 1 

[0 six months, 

Retirement Security. Help Americans save for their retirements by increasing pension pombtUty. enbancing 
pension protection, and expanding coverage, making it easier for small businesses to offer pension plans to the! 
workers. 

• 	 E1paad Medicare Benefits. New preventive benefits' suCh as annu~l mamograms, flu shotS. and diabetes 
screenings. and provide a respite benefit for famfiics of beneficiaries with Alzheimer's disease, Expand plan 
choices for beneficianes to include HMOs with a point·of~service option. Preferred Provider Organizations 
(pPOs) and Provider Service Networks. 

50 	 TARGETED TAX RELIEF FOR CHILDREN, SAVINGS. EDUCATION. AND JOBS 

• 	 51.500 BOl'£ Scbolanbip Tax Cut. Make 14 years of education the new nationat" nonn with a $1.500 tax CI 

that will make the average community college: free and help families afford the COSt of cotiege. 

• 	 SlO,OOO 'hition Tax Deduction to Help Middle-Clu! Families Afford tbe Cost of Higber Edueanoa. 
Allow middle.c!ass families to deduct up to $to.OOO a year for the cost of tuttion and training. 

• 	 5500 Per CbUd Tat. Credit. Provide targeted tax credits of up to $500 per child for llliddle~cJass families. 

.. 	 Expsnded IRAs to Help Famm"" Save for EduClltion and Tnltoing, Purchnc a Fint Home. and Cover 
Major Medical Espense:s. Expand IRA eligibility to 20 million more middle~class families and aHow~pcnaJty 
free IRA withdrawals for :hese major life expenses to encourage more families to save. 

Empowerment ZODes Round 2. Build on the President's communll,y empowerment efforts by creating greate 
opportunity and private-seclor investment in additional dis.tress~ communities: :0 additional Empowerment 
Zones OS urban, 5 rural or Indian nation) and 80 Enterprise Communities (?O urban. 30 rural o~ Indian nahon') 

• 	 Brownfil!lds Empowerment Coruracting. Of'fer new purchasers ana other businesses that redevelop 
brownfields. 3: new targeted tAX incentive to recover the cost of clean-up in distressed communities ovc::r,l short> 
period of time. 

Small Busioes! Training. PrOVide small businesses with a 10 percent !.aX credit to heip them cover the COSLS 

education and !mining. for their employees. _ 
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• OTHER IN1TIATIVES IN FY97 BUDGET: 

• 	 Increased funding for Charter Schools to fund stan-up costs for up to 3,000 schools. 

• 	 Expansion of CDFI Fund from $50 million to $125 million. 

• 	 Proposed $34 million increase in funding for IllY I AIDS prevention and treatment. 

• 	 Proposed $957 million in spending on immunizations. (NOle' for IlWI)' QUeue" We ~1IOllU J.bud nf 
~. ID mea d:II: loa! of jm uu'tlltin,ll90 pel'tClU.of ~year-okt <:biIdtta by 1996. The mtm =01 n,um $bOW C!W. from April 1994 10 
I>cc..et*t 199", 90 pcrum or more o( all twu-'1caNlld t:IuicIRIl 'fttt' imt'ftli"qed ~d~. kUba. ~rlUUit, ..ad ~ 
innuenu ~ 11. Fvnbcr. rattli for imtr!llftlUrion .Jaim!: mc:ulu, aaampt. rutxUl, w polio am ~ the 90 pcn::nu .-.} 

• 	 Proposed $47 million initiative to eradicare polio throughout the world. 

• 	 Proposed $1 billion increase in funding for research and development. 

• 
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experienced, skilled people serve the m. the 
frail. the isolated <elderly. and young people 
with emotional. mental. at physical disabH· 
ities. The budget also proposes $6 million 
for 'The PointIJ of tight Foundation. .All 
told, the Corporation would provide (!ppon:uni~ 
ties for over 11 million Americans to engage 
in service. 

ArneriCorps strengthens America's commu­
nities in several ways. National. State. and 
loeal organizations operate AmeriCorp3 pro­
grams, designiog them individually to meet 
specific needs. AmeriCorpa memben do not 
disple.c:e existing volunteers or employees; 
tney participate alongside the men and women 
already working to solve problems at the 
oommunity level. They provide a reguiar 
source of service that most volunteers:. given 
their time constraints, canpot offer, 

The Corporation operates few AmeriCorps 
prug'l'ama itself: its primary work is ensuring 
qu.ality in AmeriCorps programs that are 
locally developed and implemented. The Cor­
poration works with States to run competitions 
that determine what programs will participate 
in AmeriCQrps, Because States be:$t know 
their own n~ds. they enjoy consider~ble 
autonomy in dctermi.ning priorities. seie<:ting 
programs, and offering additional assistance. 
AmeriCorps is not a mandate for any State 
Of organization. although 49 States sought 
AmeriCorps funds last year, 

In addition. AmeriCorps seeks to encourage 
strong partnerships with the private and 
non-profit sectors. AmeriCof'PS grantees must 
false matching funds from outside the Cor­
poration, and many AmeriCorps programs 
are tmderwritten by businesses, including 
American Express, f'annie Mae. General El~­
tric, IBM. and Timberiand. 

Following intense competition Last year, 
blpartisan, gubernatoriaUy-appointoo State 
commissions and the Corporation c.nose 450 
organizations to participatt:' in AmeriCorps. 
includin", the Amencan Red Cross, the Na­
!ional Coalition of Homeless VetertlOs, the 
YMCA. and loeal United Ways across the 
country. Wherever they sel"\lt:!. AmeriCorps 
members are meeting vital needs and getting 
solid results: 

• 	 In Kansas City, they helped close 44 craclt 
houses: and drove out drug dealers from 
a 113..bloek community-and brought in 
over 3,000 volunteers to keep th~ area safe 
and clean; 

• 	 In Simpson County, Kentucky. they raised 
the read.ing levels of nearly half of the 
county's second grade students: and 

• 	 In Miami. they refiuited and 'worked with 
over 5,000 volunteers to build 44 new 
homes for working families, 

Many AmeriCorps members act aa '"volun­
teer generators" who recruit and superviae 
otber citizens in direct service. The Corpora­
tion's mGt:Ur-"getting things done"-expresaes 
AmeriCorps' commitment to achieving direct 
and demonstrable results. 

With a strong commitment to community­
based direction. the Corporation maintains 
a small Washington staff. The law limits 
administrative costs included in grants to . 
AmeriCorps programs to five percent of grant 
amounts, 

Empowennent Zones and Enterprise 
Communities 

As part of his 1993 eeonomic program, 
the President proposed, and Congress enacted. 
the Empowennent Zones and Enterprise Com­
munities program, Under it. communities de­
veiop a strategic plan to help spur eC'Ollomlc 
development and expand opportunities for 
their residents, in exchange for Federal tax 
benefits, social service grants, and better 
program coordination, 

Empowennent Zones (EZs} and Enterprise 
Communities (Ees} are parts of urban or 
rural areas with high unemployment. and 
high poverty rates, For EZs, the Federai 
Government provides tax benefits for busl' 
nesses that set up shop, arid grants t11 
community groups for job training, day cure. 
and other purposes. For £es. the Government 
provides grants to- c-ommunity groups for 
the same array of, purposes. EZs and ECs 
both can apply for waivers ffl)m Federal 
regulations, enabling them to better address 
theIr iocaJ needs, 

The 1994 competition for the first round 
a{ EZ and EC designations genttr3ted over 
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5. RESTORING mE AMl!:R1CA.N COMMl.ml'T'V 59 

500 applicati.oos as weH as new partnerships 
for communi1;Y l'1mtAlimtion. The 105 sele<:ted 
communities made w~n ovet' $8 billion in 
privare-publi: commitment6. apart from the 
promised Federttl resource!!, Even in COmmu­
nities that appUed but were not desiinnted 
as EZs Qr ECs. loea! dons to marshal 
~U'(Ce$ and forge broad coalitions to support 
an. innovative economic empowerment strategy 
produced tangible benefita. 

But many other, communities lack the seed 
capital to impiement their strategies: and 
sustain priVl\te commitments. Thus." the Pres)· 
dent now proposes a second round of EZsI 
ECs to stimwate further private investment 
and eeooQmlc opportunity in distresSed urban 
and rural communities and to connect resi­
dents to (I.\'ailable locnl jobs. The program 
',:vould again challenge communities to develop 
their own comprehensive, strategic pians for 
revitalization, with input from residents and 
a wide array of community partners. The 
Administration would invest in communities 
that develop the most innovative plans and 
sec:.ure significant local eommitments. 

The second round would build on the 
President's ~bTt)wnfields" tax incentive (de­

scribed in Cbapter 9), whieh would entourage 
businesses to dean up abandoned, contami· 
nated industrial properties in distressed corn· 
munities. Also. this round would offer :1 

competltlve application proeess that would 
stimulate (he pubHe·pnvate partnerships need­
ed for Iarge·seale job creation. business oppor­
tunities. and job conn~tions for families 
in distressed communitics. The Administration 
would seelt up to 105 new designations. 
with communiues receiving a combination 
of tax incentlves. direct grants, and prionty 
consideration for wnivors of Federal program 
nrquiremenl;s irom the PrJlaident's Community 
Empowerml!Dt Board, chaired by Vice Presi­
dent GO're. 

The proposed budget fO'r the second round 
inchldes $2 billion for tax incentives. including 
incentives for brownnelds clean-up and small 
business investment, and $1 billion for direct 
grants and loans Qv{!r three yeaTS. Each 
EZ or EC would have to identify performance 
benchmarK.'> to show what it plans to attorn­
;:;l1sh ;u c3ch year of the IO-year ciesi:J;'nation. 

Community Development Financial 
Institutions (eDFIs) 

Proposed by the President in 1993 and 
created a year later. the con Fund is 
designed to expand the availability of credit, 
investment capital. financial services. and 
other development services in distressed urban 
and rural communities. By stimulating the 
creation and expansion of Ii diverse set of 
CDFls, the Fund will help develop new 
private mmeta, create healthy local econo­
mies, promote entrepreneurship, restore: neigh~ 
borhoods. generate tax revenues. and empower 
residents. 

CDFls provide a wide range of fuumcial 
products and service~.g.. mortgage financ­
ing to first-time home buyers, commercial 
loans and in'Ve:stments to start or expand 
small businesses, loans to rehabilitate rental 
housing, and basic financial 5ervi~s. CDFl5 
also cover a brond range of institutions­
e,g" community development banks, commu­
nity development credit unions. community 
development loan funds. community dtl:velop-­
ment venture capital funds. and microontel'* 
prise IQan funds. These institutions. not thtl: 
CDFI Fund, decide which individual project.8 
to fInance. 

The budget proposes: $125 million fol' the 
CDF! Fund. with gradual increases uch 
year to bring the six~year total to' $1.6 
billion. Private sector interest tn the program 
has already dramatically exceeded expecta­
tIOns, To datE. the CDFl Fund has recelvetl 
requests for assistance from new and existing 
CDFls of over $300 million, about 10 times 
the amount avaiiable for the first round. 

These applications.. however, barely scratch 
the surface of long-run potential. The Fund 
alsO' plans to implement an oggresslve. lang· 
term program of training, technical assistance. 
and capacity building, which would help the 
CDF! fieid grow substantially over time while 
maintaining rugh·quality stal\dards and mar­
ket discipline. In additipn, the. Fund will 
inaugurate an annual Pilesidential ~li(:roonter· 
prise Awards program and coordinate a new 
Federal Microenterprise Initiatlve. 

Additional resources wouid enable the Fund 
w implement n new imtiative to support 
private institutions that provide secondary 
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""l11'£'QJNTON ADlIfINIS'I'RiI.'1lON PROPOSES A SECOND ROUND OF 
EMPOWERMENT ZOl'llS AND INTEIIPRISlt COMMUNrm:s 

.. M'Itcl1 19. 1996 
,, 

"We arc he1plo& AzMrica'a communitiils-not with more butAUCl&ey. but with more 
oppalnmi.ues-dwugb ou, s.cccsst\d'einpowennenl 1.0." ""d community development banks. 
we .... helping people to lind bOIler jobs md 10 stan new busin...... And. with .... 
ineen:tives for the eompwes that dean lIP &bmQoned properties~ ~ can bring back:jobs to 

the pilUS that despemo!y. desp_tely need them." 
- Pnsid.... Clinton. S""e of the Union, JDDumy 23, 1996, 

BUD.I>ING ON THE SUCCESS OF 'IlIE FlIIST ROUND OF 'IlIE ElJEC PROGBAM: In 
1991. candid .... Bill Clinton promised'to help revitalize dimcssecl Ameri.... neiahborboads 
~tb #1!Umber-of initiatives-most notkbly enterprise mnes and community development 
bariks-that now form the ClinlOo/Go,. Aclmini""ti.n'. "Community EmPOW<l'llUlllI Agenda.' 
Thirtem ycars a.ftet the first· enterprisO ZODe It'gisla'Cion was introduced in CongRSI. Presidmt 
Clinton slped • bill to ereate 9 EmpOwermenl Zon .. (EZ) and 95 Enterprise Commanilics 
(ECs) !h11 would reeei ... a co~ of tD incoon.... and di..... &1'0'"8. Th. Presiden. 
also ",wed the Community Empowermenl Boud., chaired by Vic. P...iden. Go... 10 p.ovide 
regwatory re1id and priority r-esponsiveness: for EZIEC communities from the 11 federal -~ 
agencies on the Baud. The 1994 competitioti for the fim rcnmQ,of EZlEC daipatiOftS 
rC$uhed ~ over 500 applications.. UIlprec:edented new partnersbips for community 
rc.vit1.iiz&Uon., md wen over S 8 billion in additional J)rivalelpublic (.C)mmitmtntl. 

NAnONAL CHALLENGE FOR COMMUNIlY EMPOWmMENT: The Admini.s1ntion 
proposes. secoad round of Empo....",ent Zones ...d En""Prise Communities '" comin•• to 
mruubdc • ..conomic opportunity 10 Americ.&ls distressed ·<:ommuniiia. As tn the fim fOUDd, 

lb. Pmideo. and Vice Prosidant woold c:hallengo oommunili.. 10 develop !heir ..... 
comprehensive strAtegiC plans for revitl.lizaUon. with tht input of residentS and a wide am.y 
of community partners. We would invest in thcne ~mmunities that dev.loped tho most 
innovative pians and gam-ere<i rignifi4mt local and priv.t~sector eommianent.s. 

Otrl'l.lNE OF THE CHAlLENGE; 

Number or N... Delie"";o"", W. will designate 10 1'.mjIow........t Zo_ (I S .m.... s. 
turel.r IlIdilll Nllico) and 8O'E.nllerpriH eo_Ii.. (SO .man, )0 rural or bldian NIIIion,), 
ThC$C comm!.lJl!ne$ wilt raceivc a combinatiDn of tax incentive:s.. dir~ griUll$ and priority 
~nsider&licn for flexibility from the.Comml,lftjty Empowerment Board. 

Eli&i~,A.....: Communitt.. \b11 wore designated in !h. fim round .. Supplemental Zon.. 
"",d Enterprise Comrnunili.. would be eligible", comp<le for the new d..ignarionl, as would 
all other urban. rural and Indilll Nation eommunitie! that meet 'the :EZJEC po~rty criteria.. 
(1n lieu of the poveny criteria, ouunigration may he taken into ~unt in desienltinc • 
limited numbet of new rural communities.) 
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F~ LewIs .. '!)pea or Tu: 1DcoaII....: The Presid..... FY 1997 bud,c., inciUdes 
approximately $1 billioo fa, _ inconti..... svcIt ... btoWlllitlds .... inecnlivo fo. the . 
waOhld EZ/BC _ wi ..-by iodumial """'"P. and i.eenli ..... fot busin... expansion and 
inv_ It also iacIodes $ 1 bill.... eo. direct ann ... over due y...... As ill lb. flm 
rourul..-ao:h desiauled COIIU!IWli!y will b. requirod to identifY pcri'ormance beDebmuks for.... "'-~, ,
what ~,ey aport to ....mplish etCh year ar Ibe ten·y.... desi&JWioa, 

, 

SUMMARY 01' BENEnlS TO NEW A.NlI EXISTING IZo AND ECa: 

BI'OWIIIIeWo Tu 1De_., The Presidcat. Budget proposes • new bra_fields tax incenlive 
Ibll would availabkl 10 ...in...., lot\ltecl ill all.,... of 20% POVUl)'. existing BZs anell!C.. 
and ••,.., BZs ODd BCs Ihlll would b.,desisn_ in Ibe _d t'OUIllI. Wid!. !his in....live. a 
busim... could fiI1Iy dtduct the COSt of m"'tonme,ual cl......p af eon.....illated propenies 
wilhill III EZ .f lie. ". 

Ube.nIiuIioa of EllcibWly lbd .. fo.·FZ IIoad& and 179 r......... ' Cltanges would be made 
to the tax~ pn_e ac:tiYity bond.1)rovisions and the -enterprise:;one business" 
dermilian. allowing. broader rang. of bwin..... to qualify for die EZ Bonds and !ho 
enIuu!,<;.n'79' ""l''''';O/l. Thi. liberalization will apply bo1h '" Ibe exislin, EZs anel EC. and 
those that would •• <leoignet.d·iIi tbe>seconel round. (I" 0XJlCIlSintI applies only to l!Zs.) " , 
SUMMARY or BINEFtIS TO ROUND II Eb AND ro 

Gnat A..... I!acb new EZ will receive up to $7S mill;... in direct g,..... 0_ Ill... yo... 
(exac. amoUGIS will vuy will> the papullklion of the local jurisdi";OlI), l!ach .ew EC will 
re<:ei-"" ditect "...lS of up to $3 millilln over !hr.. y..... 

", 


'1'.... IDcoaIIves for El.s: I!acb new EZ will be afforded lb. followiD, ."" incentives:
. . 

~ill Brownfield, TOX lncmrivf. Extends the tax incentive for clcm.uJ> of bro'Wnficlds (that 
win IWtollWico1!y epply to "",as of 20% poverty) to II!> ., 2000 "'"" of .on-pOverty. 
ind ....... 'iI"'il!hq. that will be Ib.. foCus of job c:r..non for zone residoolS. 

special PriY*tc Acavity BimrJs. S30..$240 million in £laible priyuo-activity !>ond authority. 
5l.USIid. the Me volume g;p. to subsid.i.M luge-Kale job creation ptoj~ts and business 
expansion 'La me Z01lt. Tho I.I'ROUDt of ,",tbority per ZOG. will de:pcnd on the popt.Uation sia 
of d..e desi8JWCd area. Authority may also appiy to up to 2000 acres of non-poverty &cruet. 

tnernsed Section 179 ElPensing. For zone businesses. S20,000 in additional I!x;pensing fot 
invmmeo:ts in capital and eq\tipment, 'With the liberalized eligibility rules noted abOve.. 

Re,WAt EZ B~nds. Privlte~activity bond. Authority. subject to the stalC volume cap, with 
, . HberalU:ed. eligibility rules noted above. 

To. WE"Ves for EO: Elen new Be will receive the reg\l1ar EZ bonds, with lbe liberalized 
eligibility rules and an extension of the Brownf'ieids tax incentive to up to lOOO acres of non· 
'po,'eny indumi41 acre.q;c that \IillJ be Ute foCus of job 'l'tWlon for mne residents. 
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homes'to home- and coxnmunity-btlSed set­
tings without Federal waivers, 

• Covtragt: expanSions without Wlli~,.s.­
The pian eoablea States. without waivers. 
to expand. coverage \I:) any person whose 
income is under 150 percent of the poverty 
line. States would pursue these erpansicns 
within their per-person limits. thereby 
limiting FederAl costs. 

Protections tor the Most Vulnerable 

The budget retai1l$ the policy of helping 
low.incHme seniors and people with disabilities 
by preserving the shared Fede-ral·State respon­
sibility for their Med.icttre premiums, capay­
menu, and deductibles. It also retains pay· 
ment prote«ions for Medicaid-eligibie Native 
Arnerieat\S treated in Indian Health Service 
and other facilities. These protections are 
not subject to the per-person cap, 

MAINTAINING AIm EXPANDING cov­

• ERAGE FOR WORKING AMERICANS 

Reform. to Mak~ Health Coverag~ More 
Aece.lible and Affordable 

In his State of the Union addresa, the 
Prestdcnt challenged ConlJfVSs to enact insur· 
ance reforms to enable more Americans to 
maintain health insurance covuage when 
they change jobs, and stop insurance campa~ 
nies from denying coverage. far p~xisting 
conditions. The blJdget proposes that plans 
make coverage available to ail groups of 
busine.!ule$, regardless of the health status 
of any group members, insurers would have 
to prnvlde an open enrollment period of 
at least 30 days for all new employees 
(whether or not they were previa-usly insured), 
and insurers could not individuaily underwrite 
new 1mrollees-i.e.. their premiums would 
have to match other enrollees' with similar 
demogrnpruc characteristics." 

To incn:;ase affordabillty, the President)s 
insurance refa-rms phase uut the use of claims 
experience. duration of coverage, and health• 

• 
Status in determimng ratcs fOT small busi­
nesses. To put the self-employed on a more 
equal footing- with other businesses. the re­
(onus gradually raise the self~emplayed tax 
deduction far health Insurance premiums from 
30 to SO percent. And to heip give small 

businesses the purclumi.og clout that larger 
businesses have. the bU~fJt proposea: $25 
million a ~ar in grants that States can 
use for teehnical assiatanee and for setting 
up vohm1:al'Y purt:haswg cooperatives. 

Health Insurance Cor tbe Temporarily 
Unemployed 

'!'he budget gives premium subsidies to 
individuals wh.o lose ~ir health insurance 
when they lose their jobs, to pay for private 
insurance cove-rage for up to su mouW, 
States would receive funding to de'sign and 
administer the program, which would pnwide 
coverage for about 3.8 million Americana 
a year. During the four-year period for which 
this program is authori1ed. 3 CommisaioD 
would study and provide rerommendatiotUi 
to the Administration and Congress as to 
making it pennanent. 

PROMOTING PUBLIC HEALTH 

The budget ecmtinues our Nation's critical 
Ulvestment in basic biomedical researeh, an 
investment that plants the seeds for- lifesaving 
advances in medicine. The budget propo:&e1l 
$12.4 billion for NIH, .to $467 million ina:"ell&e 
over 1996 and 3. 20 percent increase since 
1993. Further. the budget advances our efforts 
to eradicate, once and for aU, the dreaded 
disease of polio. And it supports childhood 
immunizations. which have proven their C05t~ 
effectiveness time and again. 

The budget continues the: PreSIdent's strong 
commitment to HJV/AIDS prevention and 
treatment. It increases funds to prevent BlV 
transnussion by $34 million over 1996 levels. 
It Increases Ryan White funding by $32 
million ov;;r 1996 to ensure that our most 
hard-hit cities, States, and local clinics can 
assist those with AIDS: rt increases funding 
for pmentu1l1y life·prolcnging therapies, includ· 
ing some of the newly~di5C{)vered drugs that 
show 50 much promise in treating AIDS, 
It inereases support for drug treatment-. 
one ot' the most effective forms of HIV 
prevention. And it increases AlDS r!'seareh 
funding Dt XIH in' the continuing search 
(or effe<:tive treatments, vaccines, and a cure. 

The budget also gives substance abuse 
treatment and preventicn ;) 17 percent. in­
crease. helping expand effortS agains .. drugs. 

http:purclumi.og
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And it inereases support fQr the lndian 
. 	Health Ser'lke l IHS) by eight percent-keep­

ing our NatIon's commitment to Native Ameri­
cans and contmuing efforts to promote Tribal 
administratton of IHS pfOg{an'lS. 

Biomftiical and Behavioral Researeh: 
The budget continues the Administration's 
!ong~standing tommitment to biomedieai and 
behaviorai researeh, which advances the 
health and weU·being of aU Americans. The 
$12.4 billion proposal for the NIH invests in 
research directed to areas of high need and 
proml$e. as well as in basic biomedical re­
search that would lay the foundation for future 
innovations that improve health and prevent 
disease. The budget inCludes inC1'e3SSS for 
HIV/AlDS·reiated rese~h, breast cancer r~ 
search. high pen"ormance computing. prevenw 
tion research, gene therapy. and developmen· 
ta~ and reproductive biology. The Office of 
AIDS Research wiH continue to coordinate aU 
of NTH's AIDS m!leareh. The budget also 
includes funding for a new NIH Clinical Re­
search Center, which would give NIH a state~ 
of~the-art research facility in which researeh~ 
en would bring the latest discoveries directly 
to patients' bedsides. NIH's highest priQrity 
continues to be financing investigator-.initiated 
research project grants. 

Ryan White HfVlAlDS Treatment 
Gram.: The budget proposes $807 million for 
activities authorized under the Ryan White 
CARE Act, a.'l increase of $32 million over 
1996, 'This levei would fund grants to citi\ls 
disproportionately affected by the HIV epi­
demic; :0 Staws to provide medical and 
support sel"V'ices: to community-based organi­
zations to prDvlde HIV early intervention serv­
ices: and to sUPPQrt pediatric AlDS demonstra­
tion at:tivities, In addjtion. the Administration 
has SQU'iht mor~ funds for State AIDS drug 
aSslstan:e {}rograms funJ!/id under Title II 'If 
the Ryan Wltit.c protrram-to finance newly-

I diseovered life-prolongmg AIDS therapies. 
some of which are beginning to receive Food 
and Drug Administration approvaL Under this 
AdministratIon. funding for Ryan \v"'hite grllntS 
has risen by 89 percent, The oudt:et for i997 
would increase R)"al1 White funding by 132 
percent since 1993. 

HIV Prevention: The budget proposes $618 
million icr Centers for Diseuse Control and 

6. STRENG~G HEALni.:.:..;C::;ARE='-____________________-=B7 

Prevention (CDC) mv prevention activities, a 
S34 million increase OVe1' 1996. At the histone 
\"1Lite House Conference on HIV and AIDS. 
the President made his commItment to HIV 
prevention clear: "We have to reduce too num­
ber of new infections each and every yeat until 
there are no more new infet:tions." A portion 
of these funds would address the linkage.s be­
tween substance abuse and HIV infection. 

Indian Hredth Sf!rvic~: '!11e budget pro­
poses $2.4 billion fot' the IHS, a $186 million 
increase, IHS clinical service$.......(jtit:n the only 
source of medical care on isolated reservation 
lands--grow by $138 million, maintaining our 
comm~tment to Native Americans. The budget 
aHows the Tribes to continue talring greater' 
responsibility for managing their own hO$pita.ls 
and clinies: it increases the "contract suppon 
costs'" that help underwrite 1'ribal actlvnies by 
31 percent, to $201 million. 1n addition, th.e 
hudget proposes a major new initiative to 
bring water and sewer lines to th¢se ~ati...e 
Americans stili without adequate access to 
these hasic necessities. This initiative would 
ensure that about 4,000 more Native American 
homes receive water und sewer lines-a step 
which has been critical to improving public 
bealth. 

Substallce Abuse Treatment and P~n# 
lion:. The budget increases ·suppon for State 
substance abuse treatment and prevention ac­
uvities by $67 million. to SL3 billion. The 
budget reiterates support for Performance 
Partnerships, which would give States more 
flexibility to better design and coordinate their 
substam:e abuse preventicn nnd treatment pro­
grams. and better target reSGurces to ioca! pri­
ority areas. in addition. it increases funds for 
substance abuse demonstration and training 
activities by $140 million, Lo $352 mi!li9P_ The 
budget establishes a $20 million Substance 
Abuse Managed Care InitiatIve that. with the 
rapid growth of managed care, would help to 
establiSh SeMce guidelines and design quality 
assurance. monitoring, and evaluation sYs­
tems. This !\tr(lng support for substance ::Ibuse 
:lctn'ities would enable hundreds of thousands 
of pr€!,'1l.t:lht women. high risk youth. and other 
under-served Ameri<:ans to receive arug treat­
r:ient and prevention services. 

http:hO$pita.ls
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Sp,I«:Ull Supplemental Nu.trition Pro· to lock in these gams and meet the goals for 
grat,. for Women. lnth"t... (lnd Children the remaming immunizations. 
rwrCJ: WIC reaches over seven minion 
women, infants. and childrEn a yelll". providing 
nutrition assistanCi!. "nutrition education and 
cout'l:reling, and health and lmmunitlltion. rew 

ferrata, As a result of fundmg increases under 
President Clinton, ..vic participation bas 
grown by nearly 25 percent in the past three 
years. The: budget proposes $3,9 billion, to 
serve 7.5 million individuals by the end of 
1997, fulfilling the President's goal of fully 
funding WIC in four years, 

• 

Immunizations: The budget proposeS $957 
mtllion in spending {In immuni:ca.tions. indud­
ing th<! Vaccines for Children program. For 
many diseases. the Admimstration )s ahead of 
schedule to meet the goal of immunizing 90 
percent of two-year-old children by 1996. The 
most recent figures show that. rrom April 1994 
to December 1995, 90 percent or more of all 
two·year-·old duldrnn were immunizl:!d against 
diphtheria. tetanus, pertussis, and hernophilus 
influenza type B. Further. rates for immuniza­
tion against measles. mumps, rubella and polio 
are approachmg the 1996 goals. Nevertheless. 
the Nation must maintain its efforts in order 

• 

• 


The budget also includes a major $47 
million initiative in toe Department of Health 
and Human Servlces !HHS} to eradicate 
polio-preventable through 'immunizations­
throughout the world, [This HHS funding 
romes in additftltr to poiio-eradication efforts 
that the Ageney for International Development 
supports,) Polio is" a.lready gone from the 
Western Hemisphere. This shows that. like 
smaUpox, polio can be wiped from the face 
of the earth. sparing aU children from trus 
crippling disease and saving the United States 
the hundreds of millions of dollars we now 
spend to immunize against It. 

Infectiou.. Dillf!f.Ue.: The budget proposes 
$88 onilion for CDC's cooperative efforts with 
States to address infectious disease, an in· 
crease of $25 million. It would support trainmg 
and applied research. and States' disease sur· 
veillance capability. All Amencans face threats 
from the onset of infectiQus disease problems. 
such as drug resistant bacteria. and emerging 
viruses. sueh as the hantaviI'\.\s. CDC works 
with State health departments to monitor and 
prtl'Vent sU1;h problems and to contain out· 
breaks. 

http:Dillf!f.Ue
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This Administration has energized State 

• 

and local efforu to raise the educational 
achievement of. every e:hild and to create 
safe learning environment.s. It also has worked 
with Congress to improve the largest Federal 
edllcation programs for disadvantaged chil~ 
ciren. focusing th~ mQN' on ,results and 
less on proeesa, 

Goala :lOt')(); This Administration initiative, 
enacted in 1994, supports State efforts to raise 
academic aclrievem~t for all students. Goals 
2000 helps State! and rommunities focus on 
results, It builds on the NauQnal Education 
Goals, first articulated by the Nation's gov­
ernors (led by then-G:;vernor Bill Clinton} and 
President Bush in 1989, which provide clear 
targets but encourage States to develop their 
own means to achieve them.. 

States and localities receive funds to set 
their own challenging academic standards 
for all children. then design tbeir curriculum. 
teacher tniniog, educational technology, in· 
struction methods, and assessment tools 
around them. Goals 2000 also helps Slates 
and &ehoois involve parents in the education 
of their children. Currently. nearly all States 
participate in the program, 

'X'he budget proposes $491 minion fOT the 
program. 32 percent more than in 1995" 
Under it, every State and over 12.000 schools 
could reeeive grant$, 

r Charter Schoo": Charter schools are pu~ 
He schools that parents, tea.::hers. and commu­

\ 	 nities create, and that States free from most 
rules and regulati<:lUs and hold .accountable for 
raising student a.::hievemenc Begun as a 
gr~~snoots movement in 1991. and supported 
by Federal start-up iund.s smce 1995, publlc 
charter sch<lols now number 250 nationWIde. 

some of them already sbowing results in high­
et' student test &cores and lower drop..out rates. 
The budget p~8 $40 million for pubUc 
charter schools in 1997, and increases over the: 
nert five years to fund start-up cOS1$ for up 
to 3,000 such new schoo14, 

Titt. l-lidueaiion for the DI....w.m. 
tfllled.: Title I provides funds to raise: the edu~ 
cational achiev9lent of disadvantaged chil~ 

dren. In 1994, the President proposed and 
CQngress adnpted c:hangu to: focus Title I re­
sources better 00 areas with the largest con· 
centrations of low·income children; set the 
same high sta.nda.rd.& for those children as {or 
all othen; and hold schools tu::countable for 
progr~ toward achieving those standards. 
Schools now have- much more flexibility in 
using these fuDds. The budget includes $7.7 
billion, six percent more than in 1995. 

&iuco#on T~hltololfY: Technology can ex­
pand leaming opportunities for all students 
and help raise student a(:hievemcnt. Yet many 
school districts lack the necessary resources 
to integrate teehnology fully into their school 
curricula. 

The President has launched a national 
mission to eMure that all children are techno­
logically literate by the dawn of the 21st 
Century. Wlth communication. math, science, 
and critical thinking skills essential to succeed 
in the Information Age, Specifically, the Presi­
dent proposes ;} Technology Literacy Challenge 
Fund. with four goals: (1) helping States 
put enough computers in every dasllroom: 
(2) connecting these computers to the informa· 
tion Superhighway; t3l giving teachers the 
traming they need to integrate technology 
into teaching; and (4 j fostering the develop· 
ment of high quality, widely available edu­

• 
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HOW STATES USE GOALS 2000 TO ADVA.'1CE THEm REFORMS 

In M.arylanrl. scor-es on «lsrs designoo ~(} measure pTOgnHiS toward the Slate's standards are' 
intn~.asillg yenr after y(:!.ar. 

In Midul;an. 13 Upper Per.insilla school distm:t& nrc working with Bay Mitis Community Col· 
iege l)nd Lake SupenQr Cniversny to train teaeners to use lcchnQi1gy to improv,~ math and 
tdence teaching and lear-nng, 

[n Harrison CQI.)nt..... Kentucky. Goals :.:000 is hdplflll' (n,U\ parl!nLS (IS ~'oluntecr instructional 
ilides and rear:nin,1l' out to jmrenu IhrouJ';h cable .ele\.'l5ICm prolffilms and homework hotlines. 

http:sta.nda.rd
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terns!. The partnerShips enable tbe private 
sector ,to translate Dew knowledge into novel 
technologies that benefit its bottom line and 
society at large: 

Science and Technology Highlights 

Under the 1996 budget resolution. Congress 
would cut support to S8tT programs by 
about 30 percent by the year 2002. I At 
;), time when increased global competition 
threaren8 U.s, markets. and when Japan 
has proposed. doubling its investments in 
S&T, the President believes \W cannot afford 
such deep cuts, In his budget negotiations 
with the bipartisan congresa:ional leadership, 
the President has repeatedly reaffirmed his 
commitment to ea;nomic prosperity, education. 
health. the environment. and nanoaal security, 
S&T investments are critical to these: guds. 
The budget fulfills his commitments by: 

IltC1'Y!fUinlf Tt:Jtal Funding for Scienc~ 
<Uta Technology: This budget marks the 
fourth straight year that the President has 
proposed inCl'l!a5es in S&T investments. Table 
10-1 shows the proposal to invest roughly $73 
billion in research and development (R&D), 
{)Yer $1 biJlion more than in 1996. '2 In keeping' 
'.vith previOUS efforts, the budget also provides 
an incr.easlng share for civilian R&D invest~ 
me-nts, with those investments at 47 percent 
of the tota1. Table 10-2 lists selected S&'T 
highlights. 

Boouing Funding for B(Uic RUeGrch 
and BeGlth Re.ttaren.· The' budget proposes 
$14 billion for bask research, a $278 million 
increa.se ov~r 1996, including a (OUT pe~nt 
increase for the National Science Foundation. 
Given the importance of basiC and applied 
health scienl:C research, the budget boosts 
funding at the National Institutes of Health 
by (DUT percent, 

Strengthening University.based Re~ 
search: U niversity·based researeh is key to 
i'>.merica's future; simultaneously, it provides 

~ Auafi~"" AUoo~UOII I... th~ Ad¥I;I>Pl'liItnl ~f S(ltnCt. 1995, 

j lUlU .." u:.d 4''''.I'IftmoI!IlI <R&D! " ~ w;<X1"I<'Hp(fd ...e....n 
d",n."ne~1 til !i&" . 

new knowledge and new teclmoiogy.' and it 
trains the next generation of scientists and en~ 
gineers'. The budget proposes $13 billion for 
university-based raearch. an increase of $155 
million over 1996. It also proposes $22 bUlion 
for merit·reviewed research (six pereet1t more 
than in 1996), which comprises 31 percent of 
tho R&D budget. 

Investing in Innovation to enola Ne", 
Job. end Indu*tm..• Under this Ad..m.inistra­
tion, many of the new jobs have been high~ 
tech, high-wage jobs. in i.ndU&tries like bio­
technology and eomputing-joba that didn't 
exist a decade or two ago. The budget main­
tains a strong investment in teclmology- to fos­
ter these high·priority civilian S&T induatries 
and jobs. Funding ;::ontinue! ot' expa.t\d.a for 
high·perl'onnanee computing res,ea:rch; for the 
Advanced technology Program. which works 
with inrlustr'y to develop high-risk, high~payoff. 
technolOgies; for a Manufacturing Extenalon 
Program to help small business battle foreign 
competition by adopting modern technologies 
and production teehniques; and for other pr0..­

grams, 

IncT'etUing Envircmmental 1lfteorch: 
S&T investments are critical for en'l:l.anting en­
vironmental quality, While we are making 
progress on many pollution fronts. emerging 
global environmental problem! pose new riaks. 
The budget maintains vital researcll to provide 
safe food. dean air, and pure water. It sup­
ports research into n~ environmental tech­
nologies to provide better environmental pro­
tection at lo~r cost. while gtmerating jobs and 
exports. [t supports programs to increase 
energy efficiency and the development of re·· 
newable energy sources that cut demand for 
foreign oil. and partnerships with industry to 
develop caTS that use less fuel. The budget 
invests in programs that preserve biological di· 
....erslty and help us understand and prepare 
for ehrtnging climate conditions· and natural 
disasters, These investments aiso provide tt 

sound scientific baSIS for rational rule~making 
on. and the cost-effective tmplementation of. 
environmental reguiations. (For more details, 
see Chilpter 9.l 

http:increa.se
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Each White House office has loaned a senior staff member to this effort. as have several of~~_ 

the Cabinet Agencies, The Working Group as a whole meets daily, as do sub-groups on 'tc: 

Medicare, Education and Training, the Environment. Technology, and Taxes. 


The Budget Working Group has been responsible for marketing your budget priorities on 
the local, regional, and national level. This effort includes: rapid response to lbe 
appropriations votes, issuing daily talking poin~ mobilizing outside groups and validators, 
providing infonnation to friendly Members of Congress, saturating the media markets of 
pivotal Members, and planning events and media for yourself, the Vice-President. Mrs: 
Clinton, and Cabinet officiais. 

The net result has been a series of positive news stories at the national and local level, 
highlighting the impact of the extreme GOP cuts, in sharp contrast v.ith your more 
reasonable approach. 

This docum{)nt summarizes some of the major accomplishments of the Budget Working 
Group to ds'Cc. 

• 
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• 
I. MEiliCARE 

• 	 MCdicare Vouchers: Realizing that RepubU,"",s had left themselves highly 
vulnerable on Medicare plans, the Budget Working Group began its activities in mid· 
July with an attack on the Republican Medicare voucher proposals. We prepared and 
distributed materials to Members of Coogress and the press, arguing that under the 
GOP voucher proposal. beneficiaries face a simple) cruel choice: choose to pay more 
or choose to get less. 

Strategy. Following the Robert Pear story in the ' New York Times on Monday, 
July 17, which suggested that the GOP Medicare proposal would raise costs for 
millions of beneficiaries, we built a strategy around Judy Feder's July 18 
testimony before the House Commerce Committee ·and HCF A Administrator 
Bruce Vladeck's July 20 testimony before the House Ways and Means Health 
Subcommittee. Both were very critical of Republican voucher proposals, 
focusing on: (l) how the Republicans would constrain spending fur below the 
private sector; and (2) how much more beneficiaries would pay under the 
Republican plan to stay in a plan that allowed them to choose their own doctor. 

• 
Ampiijicatio,n. Democratic SenatorS held a press conference following 
Administrator Vladeck's testimony and talking points were widely distributed to 
Democrats on the hill. Members of the Cabinet and Sub-Cabinet conducted 
print and radio interviews into 50 targeted markets. Secretary Shalala, Dr. 
Tyson, Alice Rivlin, and Gene Sperling interviewed with the major national 
newspapers. 

Media Coverage. OUf attack received significant positive press coverage, 
including: the New York Times, the Washington Past, the Wall Street Journal, 
USA Today, and AP. On Friday, July 21, CNN aired a story in their hourly 
news-reeJ on the heat the Republicans· are feeling over Medicare cuts. . 

• 	 Medicare 30th Anniversary Event. This event was designed to show Democrats on 
the Hill that we would stand with them in the coming weeks and make Medicare a 
major issue in the Budget battle. This event also provided a major forum for you to 
highlight the Republican increases in Medicare premiums and out-of~pocket costs to 
seniors on the 30th anniversary of the bill. 

Media Coverage. Your speech received extensive positive converge on the 
evening neWScasts on NBC, ABC, GBS, CNN. and CNne. Two of the three 
networks quoted you saying, "we ~annot afford to bankrupt older Americans in 

•
the name of tax cuts for the wealthiest Americans." 

• 	
The New' York Times printed an op-ed the day of your speech, warning that on 
the 30th anniversary of Medicare1 the Republican plan to cut $270 biHion over 
seven years by giving vouchers to beneficiaries "could cause serious damage." 



• 
AmpiifiCfltWn. Cabinet and senior White House staff were booked into targeted 
radio in more than 40 loeal media markets. Cabinet and senior White House 
staff also conducted press calls to national press, focusing attention on your 
message about the Republican movement from the 30 year common ground of 
protecting the health security of older Americans. Your speech was mailed to 
150 editorial boerds and older American and health care trade press. 

• Medicore 30th Anniversary Radio Address (toped Friday, July 28). Realizing that 
• "news hook" was needed for the radio address, we acted on an idea suggested by 
Alan Cohen at Treasury and directed HHS and Treasury to compute the number of 
Americans who would be foreed into poverty under the latest draft of the Republican 
Medicare proposal . 

. The 500,000 poverty number was inserted into your remarks and your radio addresS ~" 

with the First Lady received extensive poess coverage, leading CNN newS all day 
Saturday, and producing favorable stories in both the Washington Post and the New 
York Times] - the 500,000 number was featured prominently in each of the stories, 

Amplification. 

• 
Your radio address was mailed to top 150 editorial boards, African-American, 
Hispanic, women's and older American press. We issued a press paper 
detailing the number of seniors who Will be forced into poverty under the 
Republican plan. Regional radio and print interviews were conducted with the 
seniors attending the radio address, into their hometowns. 

• 	 State·by-State Data on Modl""r.: State·by-State analyses of the Republican 
Medicare and Medicaid cuts were released on Friday, July 28, coinciding with your 
radio address. 

Amplification. Chief of Staff Panetta briefed reporters on the state-by-state 
data, Friday afternoon, July 28. Analyses' were sent to radio s.tations. ed. 
boards, and television outlets in all 50 states. Cabinet and sub~Cabinet officials 
conducted numerous radio and print interviews into targeted markets. 

Press releases/statements were released by: State Democratic Legislative 
Leadership in CA. FL, IL, Iowa, MI, MO, NB, NJ, NY, PA, OR; the governors 
in: WVA, MD, FL, DE, CO. and Lt. Governors in CA, MO, RL 

• 
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• Medicnre Education; Seeing the need to provide reporters vYitb basic education on 
the status of the Medicare Trust Fund, Administration aetions, and the Republicao 

• 
pian, we organized a series of reporter briefings by Dr. Tyson and Judy Feder (HHS) 
with assistance from Chris Jennings, and (lene Sperling . 

These briefings, based on the I1White House Medicare Brieftng Document.1I which you 
have read, explains: 

(1) 	 What the Part A Trust Fund is and how it differs from the Part B 
Trust Fund; 

(2) 	 The history of the solveney of the Part A Trust Fund; 
(3) 	 What you have done to improve the solvency of the Trust Fund; and 
(4) 	 How the proposed RepublicllllS cuts are not necessary to extend the 

solvency of the Trust Fund. 

• 	 . To date, we have conducted 17 Medicare briefings - 5 for Illltional media and 12 ~ . 
for regional reporters - using the county-by-county data as a book for regional 
reporters. Lorrie McHugh, April Mcllody, Peggy Lewis, losh Silverman and Laura 
Schmtrtz from the Press Offi .. played an instrumental role in putting these briefmgs 
to-geth(~r. 

Network Corespondents 
Bureau Chiefs 

• 

National Newspaper Writers (Toner, Pearl, Oliphant, Dowd, etc.) 

PWldits (Clift, Broder, etc) 
Rustbelt Tang 
Big East Tong 
Business Writers Tong 
Banking, Finance, and taxes Tong 
Economic Tong 
Sbanaban Tong 
Loubsdorf Tong 
Radio Tong 
CNN Bureau 

• 	 County-by-County Data; County~by~county data on Medicare was released on 
MondllY, August 7 to coincide with the series of :t..1:edicare education briefings for 
reporD!rs, and the Gingrich Medicare event in Atlanta, also held that day, The county­
by-cOlUUy data has exceeded aU of our expectations in terms of media coverage -­
each of the state-wide AP wires broadcas~d the coUrtty data and stories were printed' 
in literally hundreds of local papers. .-

Amplificatiolt. Press releases on the county numbers by county executives in 
the following states: Ohio, Iowa, Wisconsin. Michigan. Florida, Virginia, 

• 	 Washington, Hlinois, CA, Minn" MD. Kentucky, Georgia. Deleware, PA, 
Oregon. 
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• Regional Media. We have also set up a recess regional media strategy focusing 

• 
primarily on Medicare. The attached grid indicates the hundreds of media calls being 
placed . 

• 	 Trustees Op,Ed: lennifer Klein from the First lady's office pieced together an 
excellent op-ed by Secretaries Rubin, Shalala, and Reich for placement later this week. 

Jl,. 	 EDUCATION 

• .. 	 Stat...by..state Data on GOP Education Cuts: Witb significant coordination by Ken ......... 

Apfel at OMB. and help from NEC, DoEd, and DOL, a state,by·state anruysis was 
prepared ror release Friday. July 21, 1995. Over 50 reporters were rargeted for calls 
by Cal,inet and Senior White House Staff. 50 Separnte press releases were prepared 
for each state. When the Committee did not finish within the news cycle, we decidad 
to hold this report for release Monday, July 24, in conjunction with your Boys' Nation 
Speech. 

• 

Waiting for your Monday speech proved to be a major positive. While national media 

covernge of the speech centered mostly on your re,engagement in the budget debate, 

(Your threat, "I will continue to act. alone if necessary," was heavily reported). 

regional coverage paid significant attention to the education numbers. 


Amplification. We released a pcess document highlighting the Republican 
movement from the common ground on the issues of Education, Health Care 
For Seniors, Helping Working Families, and EnvironmentIPublic Safely. 
George Stepbanopoulos and Dr. Tyson hosted a breakfast with Network . 
Correspondents the mooting of the spee<h. Director Rivlin, Dr. Tyson, and 
George Stepbanopoulos briefed columnists. Director Rivlin and Dr. Tyson 
briefed business journalists. Vour speech was mailed to top 150 editorial 
boards.. African-American~ Hispanic, women's and oider American press, 

NearJy 2000 copies of the report were distrihuted to education groups, members 
of Congress. state and local officials and regional media. Over 50 calls by 
senior Administration officials were made to regional media and editorial 
boards, Statements were issued by_ejected officials in nearly 25 states. 
Regional media conference calls were conducted by Secretaries Reich and Riley 
and by Wltite House staff, The following Governors issued releases on how the 
EducationILaooClllHS appropriations bill will impact their state: Caperton, 
Nelson, Bob Miller, Romer, Glendening, Carper, Knowles, Carnahan, Gray 

• 	
David (Lt. Gov. CAl, Lt. Gov. of VA..Beyer 
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• 
Education Committee Chairs in the state legislatures from the following states 
sent out press releases on how the EducationILaborlHHS appropriations bill will 
impact their state: Arkansas, Kentucky, Louisiana. Mississippi, Missouri, New 
York. Oklahoma, California" Massachusetts, and Oregon. 

The Democratic Legislative Leadership in the following states issued releases: 
Ohio, Minnesota, and Michigan, Vermont, Connecticut. 

Media Coverage. The state repans rcceivad good press coverage •• the data 
was picked up by the AP Newswire and stories appeared in several regional 
papers. 

• 	 American Federation of Teache.. (Friday, July 28) The Republicans banded us a 
. gift, by choosing to call for the elimination of Direct Lending on the same day as your 

spee<:h. Your quotes on Direct Lending were picked up by the news wires and the 
inside-Washington press (Post, Congress Today, Hotline, elc,) 

Amplification. Your speech was mailed (0 ISO editorial boards. The 
Departmcnt of Education issued several press releases on Direct Lending and 
Deputy Secretary Kunin held several conference calls with reperters, A dozen 

• 
African American college presidents wrote op-eds blasting the GOP cuts. OMB 
Director Rivlin released a letter blasting the Republicans for trying to repeal 
Direct Lending, 

• 	 Meeting with CongreSSional Democrats and Education Practitioners.. Your 
meeting in the Cabinet Room on August 3 with Congressional Democrats and 10 
education practitioners on the day of the ,House vote on Labor!rffiSlEducation 
appropriations served to reinforce your comrititment to education and your concerns 
regarding the bill approved by the House later that day, 

Amplification. The people chosen to participate were so strategically to 
pressure on key Members of Congress as they cast their votes on LaborlHHS. 
Media Affairs set~up print, TV and radio interviews in targeted congressional 
markets (Buffalo, Cleveland, Pittsburgh, Worcester, Madison and Baltimore) 
with the participants. 

Media Coverage, This event received heavy coverage from CNN ail day as a 
lead·in to stories on the House vot¢'. Newspaper and television stories appeared 
in ail of participants' home media markets, Your quotes from the pool stray 
were in the New York Times and Washing/on Post. ; 

Impact. 'N'bile the bill was eventually approved, it should be noted that none of 

• 	 the targeted Members representing individuals we invited to the event ended up 
voting in favor of final passage. 
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• 
In. ENVIRONMENT 

• 	 GOP Anti-Environment Rid .... (Rapid Response - Part 1). On Friday, July 29, 
the House considered the V AIHUD Appropriations bill. An amendment to retain the 
Environmental Protection Agency's jurisdiction to enforce clean air and clean water 
rules was passed (212-206). 

Following the floor vote, the Budget Working Group mobilized and had the Vic. 
President brief reporters on the GOP Environmental cuts. The Vice Presid""t did a 
White House briefing and was quoted in a very positive ABC News story. His quotes 
also appeared in the first few paragraphs of storie. in the Washington Post and New 
York Times. 

• 	 . GOP Anti-Environment Riders (Quick Respons. - Part 2). On Tuesday evening, ." 
August 2, the House voted to restore the anti-environment riders to the Va/HUD 
appropriations bill. The Budget Working Group mobilized quickly, and prepared .• 
hard hjtting statement for you to read to reporters in the White House briefiog room 
the following morning. 

You statement was nicked up by all CNN. ABC. NBC, and CBS, and 

• 
the Washington Post, New York Times, Los Angeles Times. Boston 
Herald Chicago Tribune. and nmnerous local and regional 
newsn1!Pers. 

• 	 Environment Speech and Issuance of Executive Order. After two weeks of 
planning by the Budget Working Group (and negotiations with the various offices 
involved), an Executive order was prepared (or you to deliver a strong reb~ to the 
GOP environmental roll-hack . 

..J 	 Your healtq.safetv, and environment event in Baltimore on August 8, 
was bv all ~~COunts a suc~ss, receiving very positive coverage on 
NBC, CBS, CNN, FOX, i!1ld in hundreds of major daily newspapers 
and regional print and radio. 

NBC news ran a 2 minute story describing how the Re:mblican cuts 
would drasticallv rollbf\~k years of environmental progress.Regjonal 
clips are attached, ",~ 

Prior to the event, we put Carol Browner in the press briefing room to explain the 

• 
affect of the Executive Order. CaroJ and her Communications Director Loretta Ucelli 
played an exceptional role developing and implementing our Environemta1 message. 
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• 
Time, Business Week. and the Washington Post are expected to 11m articles in the next 
two weeRs on the influence of special interests on the Republican budget cuts, 

In conjW1Ction with your event, Govemors and Legislative Leaders and Committee 
Chairs put out press releases on the environmental impact of the Republican cuts, 

We rel"ased Environmental State-by-State impact numbers. 

IV. 	 COMPREHEl':iSIVE STATE-BY-STATE ANALYSES 

• 	 We prepared a booklet for the House Recess highligbting, the state·by-state impact of 
the Republican cuts on Older Americans, Students, and Working Families. As of 
8114/95, this book has been distributed to more than 10,000 persons and media outlets 

",~"-

, from the White House. The ONe has also reproduced the book and sent'it to 
thousands of local supporters on the ground in states across the conotry. Groups are 
also using the book daily in their attacks on the GOP cuts. Book is available via the 
internet and through variQUS forms of electronic media. 

V. 	 PEROT 

• In preparation for Perot's United We Stand convention in Dallas" we released a report 
to the press comparing the Administration's record with Perot's campaign promises. 

VI. 	MEDI!;AID 

We are preparing a Medicaid document Similar to the White House Medicare Briefing 
Document that we have been using to educate the press. 

YlI.CITY-BY-CITY DATA 

Analysis of impact of GOP cuts on 5'0 major cities should be completed this week. 

We arc looking at several options for timing the release {possibly in conjunction with 

the Mayors' meetings in Seaule on August 28. or as part of the back to school rollout. 


VIII.BACK TO SCHOOL 

A memo was sent to you on Monday, August 14. outiining our back [0 school plans, 
including two weeks of ramp up activity by Cabinet and groups, and I week of White 

• House events (September 11). A sub-group met today to finaliz.e plans and begin 
implementation. 
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• IX GOP MEDICARE PLAN 

Plaiming continues for the last two weeks of September. We are working on strategy 
to counter GOP release of Medicare plan set for September 21. 

X. VALIPATORS 

Attached is a comprehensive .grid indicating our strategy for validation 
outreach on Medicare. This grid, the product of the tireless efforts of 
Susan Brophy (Legislative Affairs), Emily Bromberg (Intergovernmental 
Affairs), Marilyn Yager (public Liaison), Kris Balderston (Cabinet), and 
Leslie Thornton (Validators), we have laid out a plan for massive regional 
. media outreach over the next few weeks on Medicare. ~'. 

This plan includes: Cabinet, Sub-Cabinet, Regional Administrators, 
Groups, and Intergovernmental Officials . 

• 

• 
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EXECUTIVE OFFICE OF THE PRESIDENT 


COUNCIL OF ECONOMIC ADVISERS 


WASHINGTON, D.C. 20500 


THE CHAIRMAN 
October 11, 1994 

MEMORANDUM FOR 	 THE PRESIDENT) ..-'/ 

FROM: 	 LAURA D. TYSON· ~}J...,\;"~, i';l:.J..<~.-'~U 	 ij 

SUBJECT: 	 THE SHORT-RUN MACROECONOMIC CONTEXT FOR FY1996 
BUDGET DECISIONS 

During the next three months I the Administration will be 
making critical policy choices for the FY1996 budget. These 
decisions will be guided by several economic and political 
considerations. One of these considerations will be an 
assessment of the macroeconomic environment we are likely to face 
during the next two years and how our budqetary decisions might 
affect it, for better or worse. In conjunction with the OMB, the 
CEA prepared the following evaluation of current and likely 
macroeconomic developments between now and 1996 to serve as 
background in our budget discussions. 

The macroeconomic prospects over the next two years look sound. 

Although the current expansion is middle-aged by historical 
standards; most forecasts (including those of the 
Administration t cao, the Federal Reserve and the Blue Chip 
Consensus) predict continued growth through the next two 
years; albeit at a slower rate, along with a modest increase 
in the inflation rate. The probability of a recession 
occurring during the next two years is small. Although 
growth is likely to slow noticeably from its pace so far 
this yaar l most forecasters predict that growth over the 
next two years will be sufficient to preclude a significant 
increase in the unemployment rate and to achieve the eight­
million job target by election daYI 1996. 

The economy has closed the qap. 

A variety of economic indicators suggest that the econony is 
currently operating very close to its potential output 
level--that is, the level of output beyond which 
inflationary pressures will intensify. Moreover, most 
economists believe that the economy's potential output level 
grows at about 2.5 percent per year (based on labor force 
and productivity trends). According to this logic 1 if 
growth does not moderate to this range in the coming year, a 
more dramatic uptick in the inflation rate than that already 
embodied in most forecasts is likely. 



output growth in excess of 2.5 percent is not sustainable in 
the long run unless trend productivity growth increases in 
response to greater private and public investment. The 
strong productivity growth realized over the last two years 
is comparable to the productivity growth realized during the 
economy's last cyclical expansion in the 1980s~ On the 
basis of the available evidence, it would be premature to 
conclude that the economy's trend productivity growth has 
actually increased during the last two years. 

Most forecasters in fact predict that the economy's growth 
rate during 1994 and 1995 will average about 2.7 percent, 
slightly above the economy's long-run potential growth rate, 
before settling onto its potential output path~ This should 
be understood as an optimistic forecast because it predicts 
that the economy will "glide" into its long-term potential 
growth rather than overshoot it on the upside and then cycle 
into a recession, overshooting it on the downside as well. 

Risks to the outlook for 1994 and beyond. 

During the next two years, the economy is likely to run 
close to its potential and inflationary pressures are likely 
to intensify. This in turn increases the risk that the 
Federal Reserve will err on the side of excessive caution, 
raising short-term interest rates so high that growth 
falters. A possible Fed overreaction of this sort and a 
possible spike in oil prices are the two main risks to the 
forecast of continued growth. Either eventuality could slow 
the economy considerably and, if severe enough, might even 
cause a recession. A sharp increase in short-term interest 
rates by an inflation-shy Federal Reserve has been the 
mechanism whereby most previQus expansions of the American 
economy during the postwar period have ended. 

The yield curve is still very ste,ep. 

Long-term interest rates have increased more or less in line 
with short-term interest rates all year--and the real long­
term interest rate is high (between four and five percent f 

depending on what measure of inflationary expectations one 
assumes). Both observations have led some to conclude that 
long-term rates might ease somewhat in the medium term. But 
as long-term rates continue to rise here and around the 
world, the prospects of easing look increasingly weak, 
especially as growth and the attendant demand for long-term 
funds pick up around the world. 
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The rest of the world is growing faster than anticipated. 

Forecasts for growth in the rest of the world have been 
revised upward in recent months, and the prospects for a 
self-reinforcing cycle of broad-based global growth have 
improved. On the positive side l this will boost u.s. export 
growth; on the negative side, this will intensify the global 
demand for long-term capital and keep long-term interest 
rates high. 

Fiscal pOlicy is neutral. 

On its current path, fiscal policy is essentially neutral 
through the end of the decade~ 

A deficit-neutral tax cut will have no macroeconomic effect. 

A deficit-neutral tax cut--that is one financed by 
offsetting tax increases or spending cuts designed to leave 
the deficit unchan90d--will have no discernible 
macroeconomic effect in either the short run or the long 
run. 

CONCLUSIONS 

Under current and projected macroeconomic conditions for the 
next two years, it would be economically unwise--as well as 
politically unwise--to propose a temporary "unfunded" fiscal 
stimulus for FY1996, whether in the form of a temporary tax cut 
or a temporary spending increase. Such a proposal would 
jeopardize the Administrationts hard-won reputation for fiscal 
responsibility, would encourage the Federal Reserve to act more 
strongly against the dangers of excessive growth and inflation; 
and might well encourage long-teem interest rates to rise still 
further. 

In contrast, the likely short-run macroeconomic effects of 
additional deficit reduction in the FY1996 budget package are 
more uncertain. In the best case scenario, the announcement of a 
credible deficit reduction proposal could exercise downward 
pressure on long-term interest rates, ameliorate fears of 
continued inflationary pressures, exercise a moderating influence 
on Fed decision makers, and provide an additional boost to 
private-sector confidence. Such beneficial short-term 
developments in turn CQuld foster a higher rate of private 
investment, which along with more public investment , remains the 
solution to our long-term productivity problem. Moreover, if we 
are as lucky as we were with our OBRA budget package, all of 
these beneficial effects could begin to take shape as soon as our 
paCkage was announced, well before it was actually voted upon and 
implernented~ 
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However l in the worst case scenario--in which financial 
markets do not respond adequately and Fed policy continues to 
restrict growth--an additional dose of deficit reduction 
beginning in FY1996 could actually have the perverse effect of 
slowing an already slowing economy. By themselves, both spending 
cuts and revenue increases to reduce the deficit tend to reduce 
the economy's growth in the short-run. Only in the happy and 
uncertain eventuality that short-term and/or long-term interest 
rates fall enough to offset these direct contractionary effects, 
will the economy's growth rate be unaffected. 

As already noted, in 1996, the current expansion will be 
quite old by historical standards. Moreover; the danger that the 
Federal Reserve will err on the side of excessive contraction in 
the coming year cannot be discounted; indeed, the historical 
record on this score is hardly a source of optimism. And given 
the lags in the effects of monetary policy, a contractionary Fed 
policy in 1995 raises the odds that 1996 will be a slow-growth 
year. Under these circumstances, it may be unwise to add an 
additional dose of fiscal contraction in that year. At the very 
least, it 'would seem prudent to limit the size of any additional 
deficit reduction undertaken in 1996 so that' its direct 
contractionary effects would be insignificant. Such a course 
need not be inconsistent with the announcement of a significant 
multi-year deficit reduction package in our FY1996 budget 
proposal, as long as the lion's share of the package's spending 
cuts (and/or revenue increases) take effect In FY1997 and beyond. 

Finally, it is important to emphasize that the foregoing 
analysis should not be interpreted as endorsing or criticizing a 
decision tlJ propose such a package in our .FY1996 budget 
submission. The likely macroeconomic conditions over the next 
two years are only one of many competing economic and political 
considerations on which such a decision depends. 



EXECUTIVE OFFICE OF THE PRESIDENT 

COUNC,L OF ECONOMiC ADVISERS 

'.....ASHINGTCN.O C_ 20500 

THE CHA1RMAN 
December 71 1994 

r
MEMORANDUM FOR 	THE PRESIDENT / "_'_ 

FROM: 	 lJ\UR1\ D. TYSON~L,,:: ,<.k"'"
i 

Subject:: 	 Some Thoughts on Additional Deficit Reduction and 
Our Budget Strategy 

In determining how much additional deficit reduction should 
be incorporated in our 1996 budget for the 1996-2000 period and 
beyond, several economic considerations should be taken into 
account. 

1. Accordin9 to the Administration's new economic forecast, the 
deficit line is somewhat worse than predicted by our earlier 
forecasts, both in absolute terms and relative to GOP. Contrary 
to our earlier forecasts, the deficit/GOP ratio rises to the 2.7­
2.8 percent range 'during the next five-year period t rather than 
remaining in the 2~4 percent range. By ,comparison, the deficit ­
GOP ratio averaged 4.4 percent in the eight years of the Reagan 
Presidency and nearly 5 percent under the Bush presidency. 

The deterioration in our deficit projection is almost 
entirely' the result of a sizeable increase in our forecast for 
short-tt;lrm interest rates compared to our previous forecasts. 
The eEA, the Treasury, and the OMB--the agencies responsible for 
the official Administration forecast--believe that our new 
interest rate forecast is a credible ane and that any forecast 
predicting significantly lower interest rates would err on the 
side of ,excessive "rosiness". 

. 	 .~.
• 2. As I noted in an earlier October ~emorandum; the macroeconomic 
prospects over the next two calendar years' remain favorable. 
Although growth is likely to slow noticeably from its pace this 
year, our forecast predicts that it will be sufficient to 
preclude a significant increase in the unemployment rate over the 
next two years and to achieve the eight-million job target by 
election day 1996. 

It sho~ld be emphasized, however, that this forecast is an 
optimistic one, ",because it predicts that the economy will' Itglide" 
onto its long-term potential growth path of 2.5 percent rather 
than overshoot i~ on the downside. Given the unexpected strength 
of the economy in the, last quarter of this year, the risks are 
now considerably greater than they were in October that this 
perfect landing scenario--which is embodied in our new forecast-­
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will not be realized. Consequently, it is likely that some 

private forecasters will predict a mini cycle, with growth 

dipping to the 2.0 percent range or lower by late 1995 _or early 

1996, before recovering later that year. As an illustration, in 

its most recent December forecast, DR! pr~dicts 9row~h of only 1 

percent for the second half of 199~ and 1.7 percent during 1996. 

These growth rates are too low to prevent an increase in the . 

unemployment rate. 


3. On our current budget path, assuming no additional deficit 
reduction between 1996 and 2000, fiscal policy is essentially 
neutral through the remainder of the decade. Therefore, any 
additional deficit reduction would by itself exercise a 
contractionary effect on a99reqate demand and growth~ Of course, 
this effect could be offset if the Feaera1 ,Reserve responded with 
short-term interest rate reductions or if the financial markets 
responded with long-term interest rate reductions." In either 
case, both the magnitude and the timing of such reductions would 
determine the extent to which they offset the direct 
contractionary effects of deficit reduction. Only in the happy 
and uncertain, eventuality that short-term and/or ~ong-term 
interest rates fell enough to offset these effects would the 
economy's growth rate be unaffe~ted. 

It is important to keep in mind. however, that the lagged 
effects of Fed interest rate hikes this year and early next year 
are likely to exercise their maximum braking force on growth late 
next year and through early 1996. This is exactly the time when 
any additional spending cuts scheduled ,for FY1996 would exercise 
their contractionary effect, reinforcing the slowdown resulting 
from previous Fed actions, and giving the economy a double hit~ 

\ 

5. Over the next two years, the course of Federal Reserve policy 
is not likely to be much affected by our budget plan--first, tor 
the obvious reason that our plan is not likely to be the one the 
Congress passes; and second, because the Fed'S actions during 
this period are likely to be directed at holding the line on 
inflation, the course of which is not likely to be much affected 
by our plans for additional deficit reduction beginning in FY1996 
or beyond. Over the longer term, however, continued deficit 
reduction would allow for a shift in the mix of macroeconomic 
policy toward less monetary restraint, lower short-term interest 
rates, and more investment. 

5~ In the best-case scenario, the announcement of additional' 
credible deficit·reduc~ion would also exercise downward pressure 
on long-term interest rates during the next two years, and this, 
in turn would have a beneficial effect on investment and growth. 
But this best-case scenario seems less likely in 1995 and 1996 
than in 1993 for two reasons. First, the financial markets, like 

. the Federal Reserve"are not likely to view our budget plan as 
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,the one that will be enacted by the congress. Second, according 
to most observers, including the CEA,~ the dramatic increase in 
long-term rates this year--which is a global phenomeno~--is 
primarily the result of faster than anticipated growth both in 
the United states and in the rest of the world. Unless our 1996 
budget package had a perceptible effect on growth prospects 
either at home or abroad, it would not have much effect on the 
course of long-term interest rates in the foreseeable future~ 
And if the risk of a sUbstantial slowdown late next year is 
realized, long~ter~ interest rates will moderate anyway. 

None of.this is to deny that a credible plan for long-run 
deficit reduction in the 1996 budget would have a moderating 
effect on the course of lonq-term interest'rates over time. 
Rather, the point is that the announcement of such a plan is not 
likely to have a perceptible effect on long-term interest rates 
in the next year or two. 

6. Although for the reasons just noted, the announcement of 
additional deficit reduction in our 1996 budget is not likely to 
have much effect on financial markets or the course of monetary 
policy during the next tyO years t the announcement of an 
irresponsible package CQuld have damaging effects. The 
Administration has a reputation for credibility on the deficit 
with both the Federal Reserve and the financial markets. If we 
act irresponsibly--for example, by adopting rosy scenarios in our 
forecasts or by promising tax cuts that are not financed by 
offsetting spending cuts-~we could lose our hard-earned 
credibility very quickly. This could be quite damaging to our 
ability to use the threat of a potential veto to calm the markets 
in the face of concerns about' irresponsible budget actions by the 
Republicans. 

1. The Administration will have to find a credible way to respond 
to both the balanced budqet amendment and:to the report of the 
Kerrey commission. submitting a budget that simply holds the 
deficit in FY1996 to,its FY1995 level, along with a commitment to 
do the same in our FY1997 budget submission. is not likely to be 
an adequate response. Moreover, with our new,deficit 
projections, even the task of holding the line on the 1996 
deficit will not be'an easy one~ For example~ a total of $35 
billion in spending cuts would be required to achieve this task 
and cover $10 .billion in lost revenues resulting from a rniddle~ 
income tax cut that went into, effect in the summer of L995. As 
this simple example illustrates r while it may be possible to find 
the spending cuts required to pay for middle-income tax relief 
and to hold the line on the deficit--or to reduce it still 
further over the next five years--timing the spending cuts to 
match the revenue losses and Meet a particular time path for the 
deficit will be much harder to do. 

8. A credible Administration response to the Kerrey commission 
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report and to the likely imposition of an entitlement cap in the 
Republican budget submission requires some proposed actions in 
the area of entitlement spending {excluding Social security which 
has apparently been ruled off limits by the political dynamics of 
the 1994 election.) Moreover, the simple arithmetic of 
entitlement growth over the next d~ade shows that the main 
problem is projected growth in federal health care spending on 
Medicare and Medicaid. 

Administration officials have repeatedly said that our plans 
for additional deficit reduction would involve adjusting federal 
programs on health to realize additional savings. In addition, 
you have said that you want to use savings from existing federal 
health programs in part to finance new health care reforms~ 

Taken together, the realities of the entitlement problem and 
the Administration's previous comments suggest that our 1996 
budget should contain some credible actions to restrain the 
growth of federal health spending over time, with some of the 
anticipated proceeds channelled to possible health care 
initiativas in the private sector--such as sUbsidies for children 
or tax credits for the purchase of health insuranca--and the 
remainder devoted to gradual deficit reduction. One possible set 
of proposals might include: proposinq extension of all of the 
OBRA1993 Medicare actions; introducing competitive bidding 
procedures for public service health contracts; turning the 
Medicaid program. over to the states with greater flexibility in 
program operations in exchange for slower growth in federal 
spending; adjusting Medicare rules to make it more cost-effective 
and attractive for patients to join HMOs; means-testing the 
Premium B contribution for Medicare recipients; and appointing a 
Health Care Commission charged with the task of developing 
specific recommendations for achieving a targetted reduction in 
the baseline growth rate of federal health care spending on all 
programs--Medicare, Medicaid, veterans, Defense, Public Health, 
and Tax expenditures for Employer-based health insurance: The 
impending Jnsolvency of the Medicare Trust~Fund by 2001 is a 
compelling motivation for establishing such a commission now, 
just as the impending insolvency of the Social Security Trust 
Fund wa!':l a compelling motivation for the establishment of the 
successful Greenspan commission. 

9. Bold actions to curb the growth of entitlement spending over 
the long run will maintain our commitment to deficit reduction, 
without subjecting the economy to the short-run contractionary 
risk of significant cuts in 1996, and will have a moderating 
influence on interest rates with beneficial effects on economic 
growth over time~ 


