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1 December 1992, two of Bill Clinton’s top
economic advisors, Roger Altman: and
L;zwrerscc Summers, wrote the pmsidentn

cléet a*pnmi; mum}randum wargaming the
st Clmwzz bzzdget s economic goals. The two
nu,nm-zh{;} are. now top, deputies: to-Lioyd
‘Béniser at the ’I‘reasurym.u giied that'a deficit-
z‘t,duclmn :zzrg@t which: 5(&%}; ized the growthof-

f\?

. dcbt t{:: i%ze growth ofrthecconomy (a figire:

that zumcd out 1o-be’ $500 billion) was “the:
least-ambitious dcf:mt mr&c{ ztz,ml» dcfwsi-‘
ble:? Gez:ss what !argez ‘the President. xeziied
on? Not surprisingly, 3500 billion:
7 When' Congress E‘mail} passed the ptm by
‘the landsiide margms af two votes in'the
E'{izzzsc and one vote in the Scnate this summer,
the prcs;denz ‘hit the hustings: “Now We can
truly say c?z‘mgc haq COmeE W, Amemzz Clm~
Jton am&aunced at om: ra}Iy at'the State Capu{}
zs‘z my o}d homct(iwn of Cf&it‘iﬁ‘ii{m We«n Vzrw,
blni& : i LR LA Jf’“ 33 ey %g*”f‘ E
Qr has a7 E'szmz by, the president’s anen’s
own adm;s%&m. what Clinton! got thig }fc'zr w&s
the bire, mnimum. The Congrédsional Eud,g,m

" - Office’s.own.figures, too, indicate that the pib-
* He debt will | actually grow from52.5 percent of

the gross domestic product in'1993 (o 346 per-
_cent by 1998 and still higher thcrp&fzer_-meam
ing that the $500 billion wasn't ﬁnough to-be-
gin with. So despite the President’s cheerful
words, 1iié Change won't conm fotil Wa shmg»
ton clears out the kudzu of stubborn subsidies,
untoucheé benefits for the well-off, ‘zzzg'i? tax
lag}pholes thal escaped pruning this year, |

In that' spirit, the Monthly would like to, wg,»
‘gest how?Clinton and Congress can free up
money o cut the deficit and help pay | tor pro-
grams that are really needed. They were onthe
right track when they expanded-the Earned:In-
come Tax Credit and raised the top income tax
rates-—steps which pul money ih’the pockels

Charles Faress is editor in chisf of The Washingion Mombdy, Ke.
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ofi thet wwkmg poor while makzng;‘zhe z‘mh

fam:lu.,s il p‘sy mvhcr income t.uw«; Whilb
105 000 Tamilies’ w;l ‘get tax, Bréaks-La small
ccoriomw snmuiz I8 paci\a‘ge an its bwn! "L; A

T’tzzs is 012¥ s, “the f‘zm step“ th le Clznmn has
t;}gg to" ptzsf‘f qlfcw of (mz‘ co%camng, ideas
%ﬁ’mui,h Ccmgmw—»fmezmé, feé{,.rdl ;) .md
ending Iuézcmm wbmdms—-(:apaw | Hill izas
z‘esw!ed We, h{}pc the ?rc.sadcm pre%cs ‘on,
fuk}pzq thz: ideas he hasn’ t§zz ready, and t?m
Cong; gress: ‘will-see the wisdom in taking mengy. -
from: bumauc{at wcii«off entitlement junkics, -
and speculitors to pay for rebuiilding ‘our roads
andbridges? providing unwersai healtts cafe,
and investiog inveducation to crz;:;zte a!t}ezmr

workfarce"?‘w‘i’:*‘s.‘ st :

*Take ;usi one cx&mp!c‘ Each ye&r t['IL Umiﬁ

ed Szaze& admzis’Sﬂf} 00f) fewlegal ; 1mm1~

&g}zzm Wlﬂ’i(}i}t mws{mg m m{ixmeﬁw}f rain: RS

L Y] ‘%vi"u

zn§ in. E*Enghsh "{‘hese ?mple oncc in the
workfome cauld 3{2:?}{:@1&{‘1 the ccc:zzomy for
everybody. But there is_no, federal m(mcy 1{¢]
teach Lhun‘{f’%gin?& and cimrches in New
York arc, izaidmg Totteries for Jimited: spaces-in
volunteer clisses. As Bilga Abramova, a 35-
year-old Russian z&fug@e told. The New York
Times at her third time through such adoltéry,
“Msf%fuwrc is on’ ‘hotd. Without English, 1 can-
not hc,gzz} a mw }Ifa‘*l do'notwant 1o aizﬁpeﬂ{l
on welfare. That i is SHameful"c 4" 7 v

© 84 for thes dcficzt chae&cm on both sides of
th{: aisle, ané ﬁ)r Cimfon I‘mre am cats ‘that
would give pe{)p[c like Ms, At}ranwva a
chance: -

» Freeze, feffeml s;ziaﬁes. Sayings: 529

i*dsz hy 1998 :
. One of Clinton’s most courageots stands
this ycar,{sadly lost in the fallout from
Cristophe’s tarmac coiffing and the suceession
of Nannygates, was targeting the 2 million-
strong Tederal civilian workforce {rotal pay-
roll=$107 billion) for a pay frecze. Too tough

i

At Wcs.t» C et LI . ‘,-‘u;-‘
N 3 1 AR L TR TRTRR LI L AL TI S
on; the f{:ds'? {Zs}nmdef this: thl*sawants
S»f%S Oﬁi}:m Wcz,x%zmgtnn g}av cafz go s, hzvil 28
gix: fzgur{,s pius for, top: shuréauerats, {Mcaw
while," the: average’ prw'sze!scctor warker
l'nzkl\&S $26. ?58%111(:1 z;a?y 0. pen.ent t}f‘pm,a{,e
werkers: fmkt: as high aiﬁaiury as L third of
cml wrvanz,x”é(} dwfp i IR

chmbsicqs zfze;ﬁwct1~cann&c£cd{fedg§al
unpleyw unmma w&ﬁtad 422 percent pay
raise won}z $3 1 {}z flion_ m 1994, A b;g ;:smb-
i(.m mzh dH eéemi saiarics {%hluh Cimmz‘z
has ml dckzzowlcaigcﬁ},us ﬁsai the} are b&c{i
on Job descnpn{}m;wmza '-b:,f the fuds zh:::m-
SC!VSS not emthe 3{}23 theyareally do. ,Thziz
mnb%}m mspﬁzzsib:m;% ofa file (,icrk, with
minimal *htemry flairfcan: begm 10, czmznd asot
lzkadulms?&iemr e" The- govcmmcm ‘then
taka& these” cmbmldemé dcscrz;}ﬁansi w0’ com:

pcm;ea ~who mad ﬁzcm gm{i say wl:zaz 2 com;f}a« )

mble 5«:}?} in in, the(,;}nvaw mt@r w&t}uid pay ‘Bu{
bec&me tl’zéz deqcrz;ﬁwm arc in fiatz:d, so fu*c r.%}e

'pravaw samrles enfwhzch cem;zambx!zty 18

ba%{! The fe(is also; w.lmed zm dddnzona! ‘B% 8
bzih(}n in iocaizzy, pay io pay w«z)rkem v«ho
five § in cosﬂy glites mom thgm 2ﬁasc who lwc
it cheaper ones, While'it makes sense 16-pay
workers:who live inLos-Angeles or Nj&?«' York
City mdse:torget by; there pughtito be' corre-
sponding Tocality pay cuty for civil sefvants
who hvc in piacm’hke Arkansas or ”f"cnnms&:b
where federal safaries” {set by Wasbmgion
staﬁdards) Izzake thé Tocal federdl admmlstmwr
béttey f}md th:m ti’le ical b,mk preszdunl
Mﬁ)rtfovcr in zi clasm. bur&:aucmllc (:im {ik,
feds are i&zvlng szr gcrzeroua bezw?;ts {)axi of
11"1@ it}m}zty cal leufation in order to dnvc up tlzz.
locality ratse, the justification for wf}zch wauid
often disappear entirely it the %}f:nctit p;ickag,i.
were taken into account. -7

Clinton rightly proposed killing® lhe 2.2 per-
cent raise, and though he should have tried to
focus focality raises the LX?Z.Z]SIVC citics
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where they are really needed, he did try (o de-
lay the scheme. This wauld have saved $28.7
billion over five ycar%w{ié percent of Clin-
ton’s discretionary sayings in his {}{zgmal
budget “But e - g{}i% mi?cd" ' wztb *empic}yees

A

zzm(}ns rdzlmadmg anmakemmmamhcmzmb :

the epcndxng" Yet: there’s ‘xzzﬁzimpc The" monay .

10pay. fofiheidouble: E}arzeicd rafsesshas ot

specificallyfapproprigted: h}uCongmss;byH}an- y
vary:yThe President z}aghl 10-press fora rollback

ard - gojagain, f;:)r thé }ug,ulamns 19947 This i5 big -
money, going o people who are; bcttcr pazé and
have considerably, batlcr i:zmsf' (s than wi’z*zz S
pamtc Amcnca ofi‘crs :zs empioyees rue b
A“‘d whlle Al G(zz’c § mcom’inér&datao’ﬁ to
chmma}c ’?52{3% }i}ﬁbtl‘a pmmzs;ng, thm 8 juﬁ{
12 perccnt SF i’he workforée ! Wizcn‘Conmzi was
o' the Verge’ of dlsagt;.rjm tHé-&ightics, it gut61-
p{:rcmz “and gaingd mirket’ ‘shareiInion- Carh;dc
hastuti22 "percentrand Jis iplannidg more ! in
1992, itiwas:the bést pefformer in Dow.Jones in-
dustrials; rising 92-percent. Losing 20, percent of

federal: ampiz}yeesmaws ap additional 59 billion -

a;yezm,’?oeencaamgezncw investments - 1o,put.
victims of, de{’vnszzmg back to.work, see, our .
pian "for capzzai gmm oﬁ ‘page 34, [See"‘My&z
Infor:miam, Jon Mc'ic?z:z% }azvmugmt 1993‘
“Bmldmg ﬁsmenca T Last™ N’lauhcw {v‘hih_:r,
J&mzawfi’ebruary %992*&1’:(! “How i{} {Zut ihe
Bnmaucracy iR Halfln Scmt Shzzger }m‘zc 199(} T
“iw "Raise the Eivil serwce refzr‘emenr ng;e 19'
62.1 Savings*85 billion” by 1998, Difer cost of
living aei;asrmcn:«' {C{}Ms) Jor. federal and
mifitary pensiovers untl dge 62 and means test
them thereafiers Savings: at Zeasi 26.5 billion
éj"}gp& i: i Heer 1||F Vet 5 ,;«Ff S
Another burgaucratic sczmz is.1he swc.zz dual
rut;{{:ii fe&em! bnvemmcnz cmployecs :md m:ip
fary . wzlra,es  ERJOY, fmm  government pemmns,
whz\.h IhL 1?1‘6%25&‘1“ avoldcd zhz% year. Thal $
amdzlng, cem:&cnng !h{: $6i} bzilaon a year
Waqhmgzon spcndq on fedmzi rctlrcmz:m 15 mofe
than the | gcvcmmcm ipc:zds :3 yt.ar o higher edut
cition, cousumer &afezy, Aid o Fanilies with Pe-
pendent Childrcn ‘food stamps, AIDS res&arch
und-low-incoime housing combined. And'the big
trouble is ahead. The government's “uitfunded
pension lability” —sthe amount by which planned
pemtoa benefits outstrip workers’ contribu-
HONS—-in, thc {e&ezal civil service alone is $600

‘ I Foe

4%, The Washington Moathly#hteber 1993

billion. Add in miliiary expectations and the total
exeeeds $1 tallion. That's just at the federal Jev-
elemstates, cities, and lowns are facing an aggre-
gate lability of $160 billion 1o $450 hitlion,

JuA-major cause ofsthis federal sshortfaibig that
chvil servams cairetire. w:th full- benefits ar age $$
after, 30 yearsiof;service, I‘haz s why, 362, 892 feé«»
cnl cmi pensionens-or. aie i ic:urwam si;ii i
thczr f‘zfiws« Semcezma zfmi womcn (3212‘2 mgzm ,af~
If:t‘ Zi} yc:u"s wi‘uieazbey ,zre snl! m éx:;r mrly for:
zws, :md as a rmziz oy pel cem of mziztary reum
:zrc nondzsab%e& 4nti Under gga, ‘62 Both” mzizwy

and’ cz&’zlzaﬁ reﬁrees thfl{mfam hgftb';n;%gggie
of even’ mplatdnppm; ‘bringingfin'a goéc'{zzmant
peaszz}n Socwl Securziy and posmbiy & thmi pen*
sion from a: u‘iz{i e job, 'I‘hezzz smgthmg.wmng

with thatof z:ozzrse, 50 long &% the rest of us afen’t

- footing thebill, forioveriy igenerons ponsions and

casz-of»-izvmg ¥ adjvszmems sthat; grow, fastersthan

- nflation: Juat raising the givilian m{zmzrrem age to

62 would raise $5billion ovm, z‘wc ycam P
l’;‘OLAs i govcrnmcm ;}ensmm WOerL un-

A

common until the wears. afler” 1969 wiwa the'

‘c‘ei;zzzz‘y;wasiat faxt ;}évymg“iﬁgf bll[‘% for, ‘s?:«;m.lm
:{g}d }vas sutferm,g, z?ze; shg‘;}cs of izwa glant ml
‘;3;*25:6 hlkﬁ’v That'] p«mod “of mflzzzmrz cnded ‘abobi
[982 but iiza go»crnmu{z fefires: pmgramﬁ coﬁ?

unuui £x:3 fzmd genen}m CCOEAR L RoW B $2 bill

‘ ilazz % yedr mbliv’fami fedefal’ a,rnpk?ifcc il mlll-

iar}f retirees Canii - lodk: on‘t%ze COUAS not as
‘a‘tsmporm helping handhn*mf}&tzonary times ™
but as an'entitiementy 1 sl o Ebi  ednging
evlasteath of adjusting COLAs downivard -when
inflation fell or g%ving them only o peopte whose
overalt income is low,)COLAs! became: permanent

'featurcs for zzze public sector., ’}"%zf: d]ffﬁf@l’lﬁfﬁ be-

weeh the g,cvcmmcni zmd zha pnvate secmz* on
11115 is vast: In 1991, ;zi fedemi cmp!oyces ‘zmi 50
;:acrcef}{ of state am:i iom! a,mplovee‘; had this ben~
e{ i How many ;}m’ate x'camr workﬁrs %zazd 1t‘? Jost
§ frercent. e
COLAs have gone wrong for two rcawm.
First, they ‘are conipounded: wcrv ycar piling
COLA on top of COLA. Second, they are'ap-
plied indiveriminately to all retirees instead of
protecting the marginal pensiongr from inflatios,
Deferring COLAS untii age 62--hordly oner-
ous—-would save-36.5 billion over five years.
Means testing the COLAs for well off pension-
ers would save even more money while protect-

¥ {‘ r?l
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ing' zh{}sc'mlzhc margin. [See A Passion tor
Trouble,” Ma{thcw Cooper, July/August 1989,
e Meansitest: Sacmiﬁﬁ’ecuw{y COLAs, Sav-
mgf 88,25 biltion by 1998, -« -

*We are-delighted 1ha1*(l‘2mt0zz and Corzgzw
agreed'to tak 5. percent of Social Security bene-
fits, but this:is- just the first stép towurd a sane
Sodial:Security system.*Because of increases'in
the Sacial Security tax in the-eighties, poor
workers. sawitheis mx burdens rise by .about 28
percent while theisystem funded the retirements
ofsthe Rockefetlers and silver-haired Rotarians
at two 014 times the amount they paid in.
'Z‘Z’mugh We wcaié prefer that the working poor
and lower middle class receive, breaks, and. that
the affluent pay taxes on 100 percent of bonefits
{and would rea-ifv prefer s ceans tost to-stip the
rich of: Sucm? Security. benefits altogether,if
their mceme is_more,than $100,000 aryear),
there are mgns of support- for means testing CO-
LAs for Social Security, | ., =5 4000

* On lbc mghl the Senate pas‘:cé the Cimion
package, Senator-Alan Simpson went on ABCs
“Nightlinel:{io discuss the vote. There, RSt
host Barbara Waliers pressed Simpson' ondssoes
where, the Republicang might inin ranks with
Besmocrats i the coming yean § You're going 1o
help on amu!cmum"i" Waliers.asked Simpson,
who answered wSure. -But Al'Gore talked to.me
Jjust after z?ze ¢lection and he.was.talking about
something we all ought.io talk aboul: We have
to do something with cost-of-living allowances
for people; -we have to siart meass testing, we
haveao do these things and we have 1o do it to-
gether. This i is where you join hmds and go over
achif” ~f - & .

. It's-a leap-worth taking, and we hope Szmps(}ﬁ
is serious about federal retiree pensions and
about Social Security, According o the CBO,
fleezing cIm:zzzi Security COLAS across the board
for just one year would save 2 whopping $46 bil-
lion by 1998, However, we believe in protecting
the person who's living on the edge and genuine-
ly needs a COLA 1 keep.up with the cost of liv-
ing. Why nm pay the full COLA for people mak-
tng less lhan say, $20,000 a vear, and take it
away fromithose with more thas $50.000 of
household-income? According 1o data analyzed

by Phillip Lengman and Neil Howe for The At

fondic 11 1992, 20 percent of Social Sccurity's
‘- A

outtays—or:-$53 billion—go 1o households mak-
ing more than $30,000. Take the COLA away
from them and you save roughly $8.25 billion by

1998, assuming 3 percent inflation, v 10+ pey,
-~ Daone withreare, this fectifies divisions resulting
trom the fact that in the cightics, Social Security,
Medicare, and federal pension benefits paid @
households .making over $200,000 doubled.
Meanwhile, households with incomes lessithan
$10.000 Jost 7 percent of their federal benefits.
The vote to tax 83 percent of benelitswund:Simp-
son’s emarks—shows, Mt there 38 a realistic pos-
sibility we can stop wastin; ¢ money on pgopie who
are, already affluent [Sec ‘The W-2 Stop,= James
Bennet, June 9800 v e s e Yo

o Limit the hone morfgzzge deduction to a set
percentuge,'Savings: "$21 billion by 1998, .

;; Home owaership is so much a part of. thc post-
waf, Amerzc;m wotld that youjd think only an Ed-
die-Haskell affecting a'Socialist pose would. sug-
gest the great pickel-fenced middle class is ripping
the country off. Byt hemcownm can geduct
mortgage interest cxpenses from their txable,in-
comer-¢ven though homes do not.produce. any
taxable income. The case for such deductions is
based- on the ot unseasonable: afesum;:»tmn that
they-encourage Rome ownership and-improve-
ment: Thar's true, of courst. but the, size of the
current.deduction is generous by,anystandard. In
fact? .ﬂth(}&gﬁ no.ether, kind of consumer zmmst
has been deductible: since 1991, home mortgages
amount'to.a $57 billion yearly, subqu}y froms ait
zaxpayez“s 10 homeowners,

Capping the deduction at Jusl $ JO00 f‘or Sife
gle fiters.ards $20,000 per,joint return wouald
guickly raise 321 billion, and these Hmits are
higher than what 95 percent of homeowners
claim, H these caps were adopied, the CBO
says, -only morigages of $250,600 or more
would lose any of the deduction, and only 4 per-
cent of new wortgages in 1992 were in that high
priced range. This.way, only.those people well-
off enough 16 consider luxury homes or vacation
houses woukd be affected atall.

» Lancel the space station and the ﬁ‘uper-
cellider, Savings: $148.5 billion by 1994,

‘there's more mbhhn; going on arousid these
two behemoth projects than o1 a Jobbyist-spon-
sored cockial buffet, but the clear answer is 10
be done with them both. The space station has
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already sozked up $‘9 billion with no objective
or end in sight lf NAS& can’t talk fo its own
satelliles. how can z%zey host a permanent-siumber
pirty in space? The sathe goes for the Supercollid-
er, the dacting oft Don't-Tax-But-Spend-in-Texas
Senators Phit (Eramm and Kay 8 wileyHutchison.
While Clhinton reéaced the size of the projcels
cloaked m fhetoric abom ‘smatier,-more focused
migsions,™ thereare if}O many problemns back hore
on Earth 1o jostify nho{z{mg bilfions into space ;mé
into resenrch about ra{!zoactzve decay. - o,

» Frepze Medicare payments i hospitals for
ane year; fower. subsidies to f;zgh income recipi-
enals; sirip surgeons of their raives for Medicare-
Junded patients. Savings: $22 billion by 1998.

We are wary of proposing:too much on Medi-
care because we hope the Clinton health plas,
which will surely involve g restructuring of Medi- |
care, will gis}e the rich and poor equal access’to
the same level of care, Sull, there are a few mone
ey-saving steps thal could immediately be taken,

Firit, for all the squawking about the $56 bil:
lion® ;zz Medicaresfoats” this-vear, only the pro-
gram's automatic growth was'somewhat fimited:
Breeming” pa};mnh to hospitils producesi$15
hillion:in savings over five yearstand swonld
force hospitals to-be - more-efficient” House Re-
publicans ‘sensibly proposed means tosting sthe
Medicare deductible for beneficiarics making
over $100.000 1o moke them'pay thé [irst'$2,000
of hospital costs'insigad ‘of the current 3697,
Also, cu{zznb subsidies on Madicare's supples
mental insurance for couples muking $125,0060
and phasing the subsidy.owt for those making
over 5200000 would bring in $6 billien. -

< One glaring mustake ought to be corrected
right away, i-the budget deal, Clinton and
Congress raised the government subsidy (o one
of the richest sectionsjof socictyisurgeons. -By
including surgeons to'the 8.9 percent ralse in the
fee schedule—mean {} S..surgical income 1%
now $223 800, comy mred t0'$111,500 for family
doctors—-the {}cmncra;s caved 10 a majot spe-
ciat interest. How’s thai for shared sacrifice?

» Raise the estate !.ax and close the gngel.
afdeath-nephole. ‘Sa;fmgs abowut $80 billian
by 2004, 1

As we have pointed out in reeent issues of the
magazine, the few wiy 10 get rich quick in his coun-
try is to inherit, There’s a §2i}[¥ bithon anwrual transfer

34 'Fhe Washington Mesth l)fi‘écim%:er 1G53
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of weaith going on berween baby botmers and thelr
pareats, who are dying off. And 97 percent'of cstates
now go untaxed, Changing that and closing the sagel-
of-death-loophole which exempts capital gains tax on
stk sold after o's inherited would raise, by some es-
timges, $80-biffion by the year 20080, [See [Brother,
Con You.3pare My BMW.?” David Segal, lxpril
(993, and “The Secret Solution 1o the Dei’icz! Paui
Glasirss, January/Febnaary 198911 T o
» Give capital gains tax bmaks fo invest-
menis in new jobs. S'armgr: biflions. - ..
The more’ businesses and gwemmcnzx down-
size to-miake themselves efficient, the more people
will be out of work. This could have the terrible re-
sult of cutting the number of customers these new,
lezn corporations willikave=nd the number of
taxpayers for the govemm(.mw—;znias new plants
and businesses we cpemng to take up the lack)
While Congress passed'a broak forsmall busi-
ness capital! paing heldifor over fi tve yea:s, ity il
pemtive that Chinton keep hig szmpdtg,n prowiise 1
reward people who'invest'in job-producing %z{x:ks
and Startupsacross«the board; Nows thi tax- Code
akes iy iilstmcizon hetween 1hu3mvutor who
takes @ risk by § mvestmg i o new ccmpaiw and whie
sells, say, five vears and so many new fobs'luter ;md
the spem]alm' wha buys 10,000 shaces of AT&T Ga
Monday and sells them on Tuesday, Thefirst man
deserves i -lax break, iizc speculator whose in-and-
out frading' gncourages company mana;,m to maxi:
mize shov term p:ﬂof” ts al:dbe expcaz% of the lofigs-
termr goad’of the Company {and, in the bzg pzctzzm
of 'the cconomy}), shouldn't gel g break. Now, in-
VEROrS' piy 28 percent capital gaing mgdrdims of
whether it's a job-producer er a speoultiog; making
short fermers pay the same h:ghcr rate o1 their stock
deals that they pay én (}f{izzzm come will save bil-
Tiona” And & targeted cut'will'sncournge investon o
put their money where it counts: Investments' that
micar new jobs. [See “No Doltars, Common Sense,
Charles Peters, December 1992 IR AL
“Our suggestions, added 1o what Clinton and
Con gress did this year, come o about 3610 billion
by 1598, They ask something of the middie as
well as the rich; without both, nothing can be seri»
osly accomplished. That said, we would not pwt
aff of these savings toward deficit reduction. A
third of it. about $200 billion, should go to making
goad public investments in roads, cducation,'and
hesith care. Now thar’s regd change, &
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MEMORANDUM FOR GENE SPERLING
FROM: PAUL DIMOND

SUBJECT: FOUR IDEAS

1. ADDITIONAL SPENDING CUTS. The cursory review of Domestic
Agency progransg provided by OMB to me several months ago
demonstratad that theres was substantial room for more cutsg -- 1f
wit have a clear policy focus., 1 believe that the Administration
can get very sericus about submitting substantial additional
gpending cuts to Congress this fall -~ if the current FY9% Budget
and Performance Reviews have a much sharper policy focus. Htated
another way, Budget Review and Performance Reviews without policy
direction may be able to cut fat, but they won'’t be able to cut
entire programs that are wrong-headed and Iinconsistent with where
the President wants to lead the country. The FYS5 Budget and
Parformance Haviews therefore provide the only chance £or the new
Adwministration to get rvrid of what prior Congreases and previouyg
Administraticns have piled on the budget. Now that the House has
asked us to submit wore spending cuts, the Administration bas an
apen invitation to do what it otherwise might not have been able
to do: put Congressional pork and entire programs that are
inconsistent with the President’'s vision right on the table, all
alone, bafore the full glare of the nation. That certainly
provides our best opportunity to get xid of programs and cut
spending that are counterproductive, don't work, or the country
doesn't have the luxury have to afford.

2. ADDITICONAL INVESTMENTS. The spending cut feeding frenzy also
means that we will have to become mors Creative in how to fund
new investments to pul people first: my suggestion is to create,
forthwith, an elite working group to look at the potential for
uging the capital budget corner of the Credit Reform Act to
finance new investments in education, training, lifelong
learning, worker transition assistance, and Infrastructure. As
with the direct student loan program, all such investments will
be scored for budget purposes based on the current value of any
subsgidy and the default rate on repayment Oof the loans -- not on
the amount of, the loan., Imagine if we financed some substantial
portion of the DOL, DoEd, HHS, and infrastructure programs on the
hasls of a stream of future repayments of current federal
investment: we could rveduce current spending substantially, while
increasing current investments! Gene, this is a bargain that we
sannot afford to ignore., That, of course, ig also the ultimate
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charm of the direct student aid portion of the HNational Service:
we just need to see how far we can extend the principle.
Remember, also, the current CBO Director is the primary proponent
of this approach to budgeting and to real investment in our
future: and there are other experts within CBO and OMB who could
help us take a very close look at the full potentisl of this
approach. i

3. 3 HGR&X?R@QE: FINANCING HERLTH CARE AND WELFARE REFORM WITH A
CUT IN CAPITAL GAINS TAX FOR INCREBRSE IN CIGARETTE TAX AND, AS
APPROPRIATE, THE ESTABLISHMENT OF A BTU TAX. Move basic health
care plan costs entirely off of company payrolls (with a co-
payment reguirement) and increase our international cost
competitiveness;: give a shot to current tax collections from
sales of investments and provide greater incentives £or new
investment: and move to a tax on consumption that promotes
health and the environment. Enough said? Worth a shot? A
different, bi~partisan coalition? Change the whole political
dynamic? |

4., TENNIS AND POLITICS. As you know, I played tennis with
Senators Breaux and Mitchell last week. Although I hardly
brought my best game €0 the court, I didn't embarrass myself
despite the heat. Both Senators are sufficlently talented that
we could get some good exercise -- and build 8 close relationghip
-- 4f you joined me in taking them on for a regular home and home
series on the White House court and the Senate oourt. Similarly,
I am informed by reliable sources that there are Republican
Senators who night like to join us for a game of tennis: this
could provide sn opening to establish some beachheads for
Dipartisan agtion off the court, teoo. In your role as political
head of the NEC, I think this offers an copportunity to get your
game {n shape that yvou cvan't refuse. You will have to negotiate
use of the Court 50 that we won't be subject to bumping: that
would be a political embarrassment of the first order.

i
I'11l be in Ann Arbor through Monday. Give a holler if vou need
me. |

e Bob Rubin,. Bruce Reed
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