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| STATEMENT BY CHIEF OF STAFF LEON E, PANETTA
i ON CONTINUING, RESOLUTION AGREEMENT

i

The c%enzinuing resolution agreed to by the Administration and the Congressional
leadership will enable us to continue providing important scrvices for the American people
while Congress takes the time it needs to complete work on fiscal year 1996 appropriations.

The dgreement provides funding on a temporary basis 2t an overall level close to
that proposed by the Congress, but it does not accept the praposals of the Congressional
matorty for tdrastie cuts in education, environmental protection, and other prionties
important to the President and the American people.

T‘he;m? has been to¢ much irrgsponsibie talk about using the threat of government
shutdown or default to force o particular set of priorities on the American people. This
continuing resolution will establish a level playing field, extending the deadline for
Congress to do its job and allowing us to resolve the significant differences that remain
over budget issues. We should be able to do that without victimizing the American people
or damaging our cconomy in the process.

i _

The President wants us to work together 10 achieve common ground on a balanced
budget. Thisl process shows that we can work together. The President has proposed a
balanced budget grounded in the fundamental American values of opportuntty, family,
comnunity, and responsibility.  This Is common ground that all Americans share, and it i3
our hope that we can agree on a budget that reflects these values.
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:REPUBLICANS AND THE DEBT CEILING:-
RECKLESSLY GAMBLING WITH THE NATION'S FUTURE

|

THE STRENGTH ()F A NATION’S CREDIT 1S A VITAL ASSET,

’ Through our more than 200 year history, through good times and crisis alike, the United
States has never abandoned its obligations to ilcrrzer s debt,

. "A sovereign poumry s creditworthiness is a precious asset not to be sacrificed under any
circumstances,” [Treasury Scoretary Rubin, The New York Times, 9/22/95]

IT IS RECKLESS TO THREATEN DEFAULT FOR POLITICAL PURPOSES.

s

. It is reckless for Congressional leaders to link passage of a debt limit bill -- upon which the
creditworthiness of the nation depends — on getting their own way, or no way, on the
budget. '

* "It would be unprecedented and wawise for anyone in a position of autharity to dismiss the

consequences| of default on the debt of the United States of America for the first time in
our history.” | [Treasury Secretary Rubin, The New York Times, 9/22/95]

. In the recent past, top Republican officials — such as Treasury Secretary Baker, Treasury
Secretary Brady, Attorney General William French Smith, Federal Reserve Board
Chairman Paul Volker - have roundly condemned the use of the debt ceiling for political
purposes.  Treasury Secretary Baker warned that, "it would be an absolute disgrace if the
United States-defatlted for the first time in its over-200 year history. Any default will
have swift and severe repercussions.”  [Treasury Secretary Baker, dssociated Press,
11/8/85]

' THE PRESIDENT, WILL NOT BE BLACKMAILED INTO MAKING DEEP CUTS IN
HEALTH CARE AND EDUCATION IN ORDER TO PAY FOR TAX BREAKS FOR THE
WELL-OFF.

. Speaker Gingrich has demanded that the President accept drastic cuts in Medicare,
Medicaid, and cducation or Congress will force the nation into default for the first time in
history. The President will not be blackmailed when the nation’s core interests are at

E

stake.

RECENT. ﬁﬁ?iﬁﬂhifﬁﬁﬁ PROPOSALS C(}NCERNING THE DEBT CEILING WOULD
STILL FORCE THE NATION INTO DEFAULT AND WOULD DEBASE ITS CREDIT
STANDING.

. Majority Leader Dick Armey and others have made proposals that allow the President 0
selectively defauli on the nation’s debt. These proposals are neither credible nor serious,
for they won%é require the United States, for the first time in history, to rengge on
obligations and debts already incurred.

]



'~ REPUBLICANS AND THE DEBT LIMIT:
RECKLESSLY GAMBLING WITH THE NATION'S FUTURE

The Repuhlicafn majority in Congress has threatened to the bring the
nation to the brink of default -- or further - in order to serve its own
political ambitions. In so doing, the majority has taken 2a dangerous
pamble with the nation’s financial system and has abdicated its most
solemn responsibility fo ensure that the nation doecs not default on its debt.

1
A RECKLESS {}AMBLE, REPUBLICANS CONTINUE TO GAMBLE WITH THE NATION'S
ECONOMIC FUTURE BY PLAYING POLITICS WITH THE DEBT CEILING.

Republicans have repeatedly threatened fo bring the nation te the brink of default -~ or beyond,

«  On Thursday, Speaker Gingrich boasted, "I don’t care what the price is. [ don’t care if we have no
executive offices and no bonds for 60 days -~ not this tme.” [Washington Posi, 9122/95]

«  On Friday, Gm;;,rlcll declared: "1 will not schedule the debt ceiling [increase] undil we get the
agresment fo i}&iancc the budgel” |[Washington Post, 9/23/95} :

i
And they have downplayed the conscquences of defaalt.
£

. “"Gingrich brushed agside suggestions that a default would undermine global investors” confidence in
the credit-worthiness of the federal government, sending Treasury borrowing costs soaring and
pushing down the value of the U.S. dollar. Instead, the House Speaker argued that, if anything, a
showdown mvolving a debt ceiling would have a positive impact on the markets.” [Washington
Posi, 91231951 {

« "Wg have talked to a lot of people . .. and a lot of people of Wall Streel who think that . . | the
- market will not overreact as negatively as some indicate,” Rick May, Majority Staff Director of the
House Budget Committee [Knight Ridder, 9/21/95]

But Seeretary Rubin - along with past Republican Cabinet Members and Federal Reserve Board
Chairmen -- have warned of the dire ramifications if Congress fails io raise the debt ceiling.

+ "It would be unprecedented and unwise for anyone in a position of authority to dismiss the
consequences of default on the deht of the United States of America for the first time in our
history. Even zhe appearance of a risk of default can have adverse consequences, and a default
itsell would mcreazac the cost of debt {or the United States Government for many, many years to
come. A SOVCI'CI&,I’! country’s credit worthiness is a precious asset not to be sacrificed under any
cirgumstances.” lrcasury Secretary Rubin [The New York ?"‘zzr:e,s, 9/22/95]

» it would be an absolute disgrace if the United States defaufted for the first time in s over-200
year history, Any default will have swift and severe repercussions both domesticalty and
internationally, [t is our view that it will probably raise general interest rates, costing the United
States # significant amount of mongy in the absence of conprevsiomd action,”  fumes Baker, then-
Secretary of ihzfa Treasury [Associuted Press, 118/85] {omphasis added)



. . the failure of Congress to act on the debt ceiling would in either case create great uncertainty
and cenﬁzszen tn bankzng and money markets . . . . z faillure {0 increase the debt limit would not
only create havoc i the payments system bccause of the necessary delays that [ have outlined, but
it would undermine confidence at home and abroad in the government’s abilily to manage its
atfairs.” Letter from then-Federal Reserve Board Chairman Paul Volker to then-Treasury Secretary
Donald Reagan, 117993 (erophasis added}

» "l urge the Congress o act in & timely manner on a debt limit increase in order to advert default
with its adverse consequences on domestic and international confidence and trust inn the United
States.” Secretarv Brady, Letter to Speaker Foley, 9/21/90 (emphasis added).

<« "Bince Septembeai' the failure of Congress to increase the debt limit has resulted in . . costly
delays of auctlons and uncertainty throughout the capital markets. . . The zzneeﬁamty and delay
will likely cost the Amertcan taxpayer miltions of dollars” Secwmry of the Treasury Baker
[Associated Press 10/23/851 {emphasis added)

»  "No responsible govemmezz%: should place itself in a situation where it would default on its
obligations. I therefore urge, in the strongest possible way, that the Congress act to spare our
citizens from the hardship, the floed of litigation, and the unprecedented constitutional crisis that
would be threatened by the inability of the United States to meet its financial obligations.” Letter
from then-Attorney General Williarm French Smith to then Senate Majority Leader Howard Baker,
1111783 (emphasis added)

Speaker Gingrich’s careless threa}s have already spooked the markets.

»  The Wall Strect L’ow rial mports "Message from the bond market to House Speaker Newt Gingrich:
You're starling lo scare us. . . . Prices may actually fall, perbaps sharply, in the next two months
because of what ‘might be caIIed the Newt Factor. In a threat unveiled Thursday and reinstated
Friday, Mr. Gingrich said he was willing to let the government risk default on its debt il President
Clinton didn’t agree to Republican budget prioritics.” [Wall Street Journul, 9/26/95]

!

|
+  "Mr. Gingrich’s ;remarics came in the middle of a day in which the dollar plunged as much as §
- percent against major currencies before recovering shightly, sending interest rates up sharply. The
Speaker’s statements appeared 0 be one of several factors that added w0 the market’s unseitled
condition.” [The New York Times, 9/22/95)

*  "[Speaker Gingrich doesa’t] vnderstand the risk, The guy is a gunslinger. He shoots al everything
that moves and he doesn’t stop to think belore he pulls the trigger.” F. Ward McCarthy of Stone &
MeCarthy, a fimancial research {irm [Washington Post, 9/23/95]

v 7l was very disnjéssed o learn of [Speaker Gingrich’s] remarks. It affects the way we invest. You
have to ask: Do 1T need all this uncertainty,” Daniel Fuss, who manages $32 billion in bonds for
Loomis Sayles & Co. [Wall Streei Journal, 9126/95],

r

b -

»  "We know people who are sefling fas a result of Speaker Gingrich’s remarks]. They fecl they are
too far trom the isituasian to know what’s. brinkmanship and what’s reality.” Nancy Zimmerman,
general parmcr of Farallon Fixed irzmme Partners, a iiosion hedge fund [Wall Street Journal,
Q26931 .
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*  "Gingrich’s. thmat to permit a government defaqlt also contributed to the uncastness in the marke‘is
and helped push bond prices lower this morning.” [Bloomberg, 9/22/95]
i .
+ To ﬁnazzciai traders, Cingrich’s statement, "suggested he is willing to sacrifice their interests to
further his own political ambitions.” [USA Today, 9/25/95)

Financial experts confirm that the failure to raise the debt ceiling would have wide-ranging and
dire effects.

« " . failure to pay interest or principal would have severe ripple effects in the ULS. payment
systemn. . . . the price of default . . . would he high. 1t would be ironic if Congress, in an effort o
cut the deficits, raise 1.8, savings and reduce interest rates, adopted a confrontational sirategy, that
forced the government to pay higher interest rates.” Susan Herring, Solomon Brothers, Testimony
before the Senate Finance Commitice, 7/28/95. )

«  “"If the federal gi}vemmcm rmssed a timely payment of interest or prmcxpa} as a result of a debt
ceiling caniwmatwn the consequences seem almost imponderable. Even the mere risk of default
by the world’s m{)si creditworthy public borrower, for whatever reason, cannot be tolerated.”
Richard Kally, Public Securities Asseociation, Testimony before the Senate Committee on Finance,
7/28/95

. .even a iemparary default -~ that i, a few days’ delay in the government’s abibity to meet its
eblzgzﬁmrxs - cozzid have serious repercussions in the financial markets.” James Blum, Deputy
Director of the {?8(} Testimony before the Senate Finance Commitiee, 7/28/95

. "One of the risks is that forgign investors will not understand what is bappening here. Aad if they
get nervous, they will just flec until it all sorts out.™ David Jones, Vice Chairman of Aubrey G
Lanson & Co., which trades in Government bonds [The New York Times, 9/22/95}

- The risk of default "is & concern around the globe, among central bankers, investors, and it's not
being taken lightly." Fhilip Braverman, Chief Economist DKB Securities [Bloomberg, 9/22/93]

Republican claims that 3 debt ceiling crisis can be "managed” dramatize their reckless refusal to
acknowledge the dangers of default. House Majority Leader Dick Armey recently declared on Face
the Neddon, that even if the nation’s reached an impasse over the debt limit, "we can manage the debt
ceiling by managing the cash flow. . . . I am prepared to pass a bill to the President . . . that aliows him
the authority to sel priorities in managing the economy on a vash-flow basis, during an interim period
between debt ceilings circumstance™ [Face the Naotion, 9724/95). Armey’s statement offers a deceptively
sanguine view of & debt ceiling crisis.
b -
< Armey’s suggestion, “docsn’t make any sense at all. .. . It's a simplistic idea that you can treat the
obligations of the 1.8, government like the obligations of an individual citizen with a credil card.
[The proposal] would still require making intolerable decisions. How de you decide whether you
are going to pay, for good and services the government has purchased, or the wages of employees?”
Undersecretary Hawke [The New York Thmes, 9/25/95)

«  "Some suggestions have beén made that the Government can operate on a cash-flow basis without
an merease in the debt. This is simply not realistic, The government’s expenditures do not match
its receiply on a‘day to day basis.” Secretary Rubin, Letter to Speaker Gingrich, 9/18/95
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A QUESTION OF INFEGRITY, EVEN REPUBLICAN MEMBERS OF THE SENATE FINANCE
COMMITTEE HAVE RECOGNIZED THAT DEFAULT THREATENS OUR NATIONAL ~
INTEGRITY, SINCE IT WOULD COMPEL THE GOVERNMENT TO RENEGE ON
COMMITMENTS ALREADY MADE.

* "It seoms 1o me now, to get tough and say, well, we are not going to raise the debt ceiling because
we don’t want to pay those bills which we have incurred, doesn’t make an awful lot of sensel”
Senator Chafee, Hearing Before the Subcomimitiee on Taxation and Debt Management of the
Senate Finance f%ammiztee, 9 {HES,

H
« L the deeisioiﬁt to increase the debi ltmit of the Federal Government s not discretionary.
Default on obligations already incurred is not an option . . . The debt limit must be increased.”
Senator Roth, Hearing Before the Subcommittee on Taxation and Debt Management of the Senate

Finance Commitige, T390,

|

1HE PRES tNT WILL NOT BYH BEACKMATLE
VALUES. ,

«  The President has shown he is willing to work together to achieve a common ground balanced
budget, but, as Secretary of the Treasury Rubin has szid, "the President won’t be blackmailed by
the use of the debt limit as a negotiating lever." Secretary Rubin [The New York Times, 9/22/951
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THE WHITE HOUSE
WASMINGTON

Juneg 30, 1945

MEMORANDUM F:QR DOMESTIC POLICY PROGRAM STAFF
FROM: Paul Weinstein
SUBJECT: FY96 Budget Resolution

Attached please find several documents outlining the
recentlymagreed to Housa and Senate Budget Resolution.  Included
in the paak&ga is a comparison with the President's proposed taen-
ysar balanced-budget. If you have any gquestions, please come and
talk to me. I will be forwarding additional information in the
coming weeks.

co: Bruce Reed
Jeremy Ben-aAmi

E
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CONFERENCE RESOLUTION: TOTAL OUTLAYS . 06128185

{in billions of dollars) 04:.12 PM
1996 1997 . 1998 1999 2009 96-00
National defense......0 i 2631 265.0 2638 267.2 270.9 1.330.0
Intemational affairs..........coevceven. 17.0 15.1 13.9 128 11.9 70.4
Science and space. ... e 16.8 16.6 16.1 187 15.5 80.7
Energy.... 4.5 3.5 31 2.6 2.2 16.0
MNatural msoz}{ces 203 - 200 18,7 18.0 18.85 896.4
Agriculture.... e 11y T s, 0.3 9.8 535
Commerce and credst ..................... -1.0 -5.8 -8.1 -4.9 3.6 229 4
Transportation.............c.ove. . 389 376 36.6 34.1 332 180.4
Community development............... 9.9 7.8 8.5 6.2 6.2 36.5
Education and training...........coevee 534 48.9 47.3 47.5 48.2 2454
Health. e e 1211 127.6 131.7 135.7 1380 6559 .
Medicare. .o 173.7 182.8 192.3 203.2 2145 a86 .6
Income secuiily. ..o 2276 236.4 2453 2558 268,98 11,2350
Social SecUrty. oo in e . 3842 3731 383.1 413.7 4358 - 1,96497
Velerans. ..o oo 36.9 38.0 384 380 40.6 192.9
JUSHER. e 18.7 18.9 . 87 20.4 20.9 ga.7
General government........... renraeans 12.9 12.3° 12.2 12.0 12.0 61.4
Netinterest...........coccvincciinnn oo 258.9 266.0 269.7 276.4 281.9 1,353.0
ABOWANCES. ..o vovrrvev v v veienan e -4.8 8.4 5.5 -5.0 -4.0 -25.7
Undisiributed offsetting receipis..... -A40.5 . 413 -44.0 43,6 -46.1 -215.4
Total. i 1,587 .8 1,628.9 16618 1,717.8 17780 83720
GALOTUSWFTOT WK4



PRESIDENT'S BUDGET PLAN: TOTAL OUTLAYS

(In billions of dollars)

) 1996
National defense.........c.ovvveereveenne. 260.8
International affairs...................o... 16.8
Science and space, ..o 16.8
ENEIgY e rne e e 4.2
MNatural resourees....cocvvcovevevevene 218
Agricullure......oooovic e ins 13.1
Commerce and credit......ooccceennn -7.8
Transpordation........c.ovivinnnvnn 38.8
Community development.............. 127
Education and fraining......oooeco 55.4
Health. .o s encscanes 120.3
Medicare......corrvr i 174.7
fncome security. oo 230.4
Social security............. v ey 354.5
Velerans. ....ooooovevveeicviveeinnes 38.1
JUSHICE. ..o 20.0
General government...................... 14.3
Net Interest....... ararery veeenraiarerararey 255.5
Allowances........cocvinineneaines -0.4
Undistributed af?set{mg; rac&zpts ..... A42.4

Total... evnsrnnsnensannensesraeeenses 189971

GAMOTUSWAFTOT WK4

1997

256.6

168.2
16.7

- 1998
254.3
16.3

6.4 .

1999
259.7
156
16.2

0B/28/95

04:12 PM
2000 96-00
2678 1,299.3
15.0 79.7
16.1 82.2
26 17.6
201 1058
9.9 55.7
55 17.9
36.8 189.3
9.6 57.3
61.9 294.0
161.0 7037
2300 10128
2756 12615
4336  1,966.6
41.8 199.7
24.6 113.2
13.4 69.5
2808  1,3517
1.0 43
422 2137
18542  8.632.2



© DIFFERENCE BETWEEN RESOLUTION AND PRESIDENT'S BUDGET PLAN

{in billions of dollars)

. 1696
National defense.......... o 2.3
International affairs..........ccceev e 0.4
Science and $pace.. o G.0
ENOIQY......i i vrcesen e ccnenns 0.3

-~ Natural resources.......oovnvoiean S .
AGricullure. .....c.oooeveeiinnens USTI -1.3
Commerce and credit.............. 0.8
Transportation..............ccoccvnveonns 0.3
Community development............... 2.8
Education and fraining................... -1.9
Health.. ..o e cacnne 0.8
Medicare.............. SORRUIURO RN ~1.0
Income security............... eraraineeeree w27
Social security ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, X
Veterans... et <1.2
Justice. .. . -1.3
General gc«vemment . -1.4
Net Interest. .. 3.5
Allowances.,, . -4.4
Und;s{nbated uﬁsaﬁzng recelpts ‘‘‘‘‘ 2.0

Toal. .o e 8.4
GALOTUSWFTOT. WKA4

1997 1998
8.4 9.5
1.1 2.4
01 -0.3
0.3 0.3
1.8 28

e 28
47 8.5
05 - -1
8.5 46
8.8 114
3.5 9.2
5.7 -10.3
5.2 5.9
0.1 0.6
1.8 15
2.8 . 3.2
4.7 4.7
0.3 2.2
7.8 8.7
2.0 0.2
-A36 -61.6

1999
7.5
-3.0
05
0.9
-1.7

g
- -1.0

3.8
-34
-12.8
-14.8
~12.8
74
1.0
417
-3.5
-4.8
-1.4
-8.2
-2,0
-59.3 .

2000
3.1
-3.1
0.7
~.4
-1.8
-0.2
1.9
-3.8
~3 4
-13.7
-21.1
-15.4
-5.7
2.0
-1.2
-3.7
-1.4
1.1
-5.1
-39
-76.1

06128105
04:12 PM

86-00
30.7
-9.3
-1.5
-1.8
8.4

iy

~11.5
-8.9
-20.8
48.7
47.8
-46 0
-26.5
31
5.8
-14.5
-8.0
1.3
-30.1
T
-260.1



CONFERENCE RESOLUTION MANDATORY QUTLAYS ' 08128195

{ in billions of dollars} 04:12 PM
. 18596 1897 1948 1999 2000 86-00
Nationaidefense........cocoeevvvinvininns -9 8.7 0.7 0.7 0.7 -3.8
International affairs.......c....ccoe v -3.7 4.1 -3.8 3.9 -3,7 -19.3
Science and 8pace. ... 0.0 0.0 0.0 .00 0.0 .02
ENEIgy....ccoonrviecccnni s, crrareren -1.9 2.1 2.4 ~2.8 -2.8 ~11.4
T Nalural resources........ o f—- - 03 . 88 . __.-08.. ..-05__ 13

AgReUlUre. ..o - B.O 7.5 6.8 88 6.1 35.1
Commerce and housing credit......... -89.5 -8.0 .97 6.2 6.6 40,0
Transportation.. ... 05 05 0.5 0.5 05 2.4
Community éevelopmerzi ................. -0.3 0.2 0.6 0.6 -0.3 -2.0
Education and training. ... 13.1 12.0 11.8 12.2 12.9 61.9
Health. ..o RO - 1000 106.9 111.2 115.6 126.0 5538
MediCar. ... v ocmvinirie e cran e aenes 170.7 179.8 1883 200.2 2116 95186
Income $CUnlY. ... e 188.4 194.9 204.2 214.8 227.8 1,030.0
Social secunty 351.6 370.6 3907 411.3 433.1 1,857.3
Veterans... 18.0 19.7 202 20.9 226 101.5
Justice... 0.3 0.3 0.4 0.4 0.4 1.9
General gwemment 09 - 0.7 0.8 0.9 1.0 43
AlCWANTES...ve e i . e _ — - e —ve

Undistributed offsetting receipis. ..... 405

41,3 44 0 -43.6 -48.1 2154
Grand toial .. oo 7947 838.8

874.2 925.3 8767 4.4086.7

GIALOTUS\AFMND WK4



PRESIDENT'S BUDGET PLAN MANDATORY OUTLAYS
‘ { in billions of doliars} ~

Nationaidefense......0 i

intemationai affairs

Commerce and cre
Transportation...

........................
........................

‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘‘

d}t

. Community deveiopmant ...............
Education and fraining.......cccoennnes

Health,.oooovo e,

Medicare. ....ooeen..

Income secunity....

........................

........................

Social security,,m,w.......,w.

Veterans...
Justice...

General gt}\rernmeni

Allowances...

Undistributed af‘fseﬂmg mwzms .....

Total...

GALOTUSVAFMND

Wi

1987
0.3
4.7

0.0
-2.0
0.6

g

4.7
0.5
4.4

13.7

107.8

186.4

201.4

369.9

20.9
0.3,
1.3
0.0

43,3
859.8

LR R —

1998

0.5

-4 4
0.6
21
0.6

85

-3.2
0.4
20

13.4

1174
189.4
2104
3894
215
0.2
1.4
0.0
44.2
808.4

1888
0.5
4.4
0.0
-1.5
08

6.7

~{ .2
0.4
1.1

14.1

126.8
2126
2209
400.8

21.9
0.2
14
0.0

-41.G
9616

2000
4.5
-4.2
0.0
-1.7
0.4

B3

~10.7
0.4
1.3
147
136.8
226.8
2337
430.7
24.0
Q.2
1.4
0.0
41,7
1,018 2

06/28/95
04:12 PM

86-00

-2.8
-22.0
0.2
3.2
2.3

=365

-36.9
2.2
116
70.9
5856
996.8
1,057.8
18513
107.3
$.4

8.9

0.0
=2127
4,547 4



DIFFERENCE BETWEEN RESOLUTION AND PRESIDENT MANDATORY LEVELS
{ In billions of dollars)

National defense..................
international affamrs. ...
Science and Space........ccnn

Energy....
Natural- resoumes
Agricuiture. .., X
Commerce am‘i cred;t
Transporiation., ..

.......

Community deve!apm&nt......,,‘.

Education and fraining..........

Income security........

Social sewrity ........................

Veterans..
Justice...

General gwemment .

vvvvvvvv

AlOWANSES. ..o e cereanrrne

GALOTUSWAFMND WK4 -

‘‘‘‘‘‘‘‘

»»»»»

.......

1986

0.2
0.6
0.0
0.1

.1
1.5
-0.0
3.1
1.9
29

- 0.8
-3.1

0.2
1.0
0.2
0.6

0.0

1997 1998
-0.2 3.2
0.6 0.5
0.0 0.0
0.1 0.0
3 A5
8.5 0.3
-3.2 -$.5
0.0 0.1
4.6 -2.8
17 16
0.9 6.2
66  -10.1
6.4 B2
0.7 1.2
-1.2 -1.2
8.0 g.2
-6 3.6
0.0 0.0
2.0 0.2
. -23.0 -34.2

1898

-0.2
0.5
0.0

-1.1

S L.

0.0
0%
{.1

-1.6

-1.8

~11.1

-12.5
-6.3
1.5
-1.0
0.2
-0.5
0.0

2.9
-36.3

e n0.9.

2000

-0.2
0.6
&0

-1.0

0.2
4.1
0.1
-1.7
1.9
-16.8
152
5.8
2.4
1.4
0.2
-5.4
0.0
-4.4

425

06/28/95
04:18 PM

896-00

-0.9
2.7

0.0
-2.2

1.4
32
0.2
-33.5
3.1
-32.0
-45.2

- 278
8.0
5.8
G.5
2.6
0.0
2.7
-140.7

36



CONFERENCE RESCOLUTION DISCRETIONARY LEVELS BY FUNCTION
{In billions of doliars)

MNuatinna! defense:;

Budget authonly,...........

Outiays....cccveein,
International affairs:

Budget authority............
~-CQullays s
Science and space; :

Budget authority............

Energy:

Natural resources:

Budget authority............

Cutlays.......coveveeveiivnnin
Agriculture;

Budget authority............

Cullays.... "
Ccmmerce emd (:mx:izt

" Budget authority.... .

Cullays....onerecrnr oo
Transportalion:

Budget aaihaﬁt}'

Cutlays.... v o
Communily development:

Budget authority............

DUlays.....cooivvivrve oo
Education and training:

Budget authosity............

Cullays. oo
Health: __

Budget authorily. ...

Cutlays......oo v

1986

2654
264 .0

183
20:7--

16.7
16.8

55
6.4

191

20.2

3.6
3.8

2.3
28

13.9
358.4

6.6
10.3

36.0

- 403

20.8
21.2

1887

268.0
2667

171

- -18.2-

16.3

6.5

51
. he

18.8
19.7

3.6
37

1.9
2.1

14.0
371,

6.5
79

35.9
37.0

20.7
20.6

1888

1888

4697 2724
2645 267.9

] -

84 -

. 15.8 15.1
17.7 ~46:5 -
15.9 156
16.1 15.7

47 4.8
5.2
185 18.4
196 19.3
36 3.6
36 3.6
186 14
16 1.4
13.8 11.6
a6.1 336
6.4 6.4
7.1 6.7
356 35.6
355 35.3
205 204
205 20.1

<000

275.1
271.6

14.7

~-1516

18.3
15.4

48
50

183
19.0

3.6.

36

32
3.1

108
327

6.4
6.5

356
353

199
198

2001

277.8

270.8

14.7
15.5

15.3
15.4

4.7
4.9

18.4
18.9

3.6
3.8

1.8
1.8

0.4
318

6.3
6.5

36.6
35.3

18.6
18.8

2002

280.7
2708

14.7

g

16.3
16.3

306
35.3

19.3
193

$6-00

1.350.8
1.3338

81.0

U887

78.7 -

80.5

250

27.3 -

831
a97.7

17.9
18.3

10.3,

10.6

642

178.0 |

322

38.5

178.6
183.%

102.1
102.3

06/28/95 .
0421 PM

86-62

1.808.1

38753

- 1105
12057

110.2
111.2

34.4
37.1

1499
135.4

250
255

13.7
14.0

849
2414

44.8
514

2497
254.2

141.1
141.3



CONFERENCE RESOLUTION DISCRETIONARY LEVELS BY FUNCTION 06/28/95

{in billions of dollars) 0421 M
. 1996 1857 1898 1889 2000 2001 2002 $6-00 86:02

Medicare: o ‘

Budget authority............ 3.0 3.0 3.0 3.0 3.0 3.0 3.0 15.G 209

OUAYS, ..o e 3.0 - 3.0 3.0 3.0 3.0 3.0 30 15.0 209
Income security: n : : "

Budget authority............ 35.2 340 . 435 360 394 354 39.5 188.0 . 2670

OulBYS ..o e e 39.2 415 41.1 412 - 420 415 415 . 2050 2879
Social security: . . . ' :

Budget authority............ e e - — o - e — e

Outiays....ccocvcnenerernens 2.6 2.5 25 25 25 25 2.5 12.4 17.3
Veterans: ’ _ ‘ _ "

Budget authonty............ 18.0 18.0 18.0 17.9 17.8 179 17.8 89.8 . 1255

CUHAYS v ccrnrereenes 8.9 183 18.2 18.1 18.0 7.9 17.8 815 127.3
Justice: '

Budget authority............ 19.5 - 195 18.7 205 20.6 20.6 20.6 88.8 141.1

Cutlays. ..o 8.4 18.7 183 - 2040 208 20.5 20.5 968 137.8
General government: : .

Budget authority............ 11.6 1.5 1.3 11.2 11.1 11.1 1.9 568 788

OUIBYS. oo 120 11.8 11.5 11.1 11.0 110 11.0 571 720
Allowarnices: , .

Budget authority............ 5.4 6.3 -5.3 -4.7 3.7 -3.7 -3.7 -26.4 -338

OuHaYS.onieere s 4.8 5.4 - 55 -5.0 4.0 4.0 R -28.7 -33.8
Undistributed offsetting receipts: :

Budget avthority............ — e : e - - - - e e

OUHAYS....c.corveecerenrerrarn, ’ e e e R bt P s - =
Total: o

Budget authority............ 489.2 487 4 496.2 . 4887 4959 496.6 458.8 2,457 .4 3.452.8

Qullays.......cnvvi §34.0 5241 517.5 516.1 520.5 5164 5151 2.612.2 3,643.7
Memorandum:
Total nondefense: .

Budget authority............ 223.8 2195 2265 216.3 2208 2188 2181~ 1,106.8 1.543.7

Qutlays........ovivno 270.0 268.4 2530 248.2 2489 2458 2443 12785 1.768.4

 GILOTUSICRESFDSC WK3
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PRES?DZEN‘{’S BUDGET PLAN DISCRETIONARY LEVELS BY FUNCTION

National defense:
Budget authority...........
Qullays. .o
International affairs

Science ang space:
Budget authority...........
QUAYS....ooivre e

Energy.

Budget authority..........
Outlays...ooreecinirns

Natural resources:
Budget authority...........
Oullays.....oooeimecvein,

Agrculture:

Budget authority....

Commerce and credit:
Budget authority...........
Outlays....covviinnns

Transportation 1/

Budget authority....
Cutiays.... o .

Community. ﬁev&iopment:
Budget authority....
Qutiays...

Education and 2razmng
Budget authority...........
Qubays..coovm e

Health:

Budget authonty........... _

Qutlays. ...

1986

2682
261.5

21.2
20.9

17.2
16.7

57
82

2.7
21.4

4.0
4.1

3.5
33

13.0
8.2

8.3
10.0

44.1
40 .4

23.7
23.3

18997

2539

257.2

19.8
2049

16.7

16.7

5.1
58

208
212

a9

4.0 -

35
35

14,4
3786

B3
8.8

453
44 0

23.3
23.3

(in billiens of dollars)

1958

2680.2
254.9

84
20.7

16.4
16.4
B0

5.4

20.1
20.9

3.7

3.8

34
3.5

13.8
37.3

8.2
8.0

46.3
453

237
23.5

1999

266.8
260.2

19.1
200

16.2
16.1

4.8
5.0

19.8
20.3

3.6
3.7

3.1
33

10.8
378

8.2
8.5

471
46.3

241
23.8

2000

2765 |

268.3

18.7
18.2

16.1
16.1

4.3
43

185
w7

3.5
38

5.2
5.2

101
36.4
8.3

48.1
47.2

245
242

2001

286.9
275.7

18.2

186

161
16.0

4.4
43

19.4
19.8

3.6
37

3.2
33

104
35.7

82
8.2

483
48.2

24.9
24.6

06/28/95

04:23 PM

2002 06-00 96.02
2869 13155 18894
2844 13021  1.8589
179 . 982 134.3

- 182~ —401:7~ ~—13B. 4~ ~~-

15.9 826 1147
15.9 820. 1140
44 25.0 33.7
44 26.7 355
15.4 101.9 140.8
19.6 103.5 1428
16 187 - 2B
3.7 19.2 26.5
3.1 18.6 249
3.2 18.9 25,4
10.1 62.2 82.4
35.2 187.1 257.9
8.2 421 58.6
8.2 45.7 £2.1
50.5 230.9 330.7
49.4 2231 320.7
95.3 119.3 1695
25.0 118.1 167.7



1/ Administration’s budge! authority has been adjusted to exclude highway budget authority.

PRESIDENT'S BUDGET PLAN DISCRETIONARY LEVELS BY FUNCTION

1986
Medicare:
Budget authority........... 3.2
Cullays...oooeeecvireen 32
Income security.
Budget duthority......... 332~ —-
Outlays. ..o 388
Social security: :
Budget authority........... —
Cutlays. ..o 3.1
Veterans,
Budget authority........... 183
Ouflays. .oovreriinnens 161
Justice:
Budget avthority.......... 21.8
Oullays......ccovevccr e 19.5
General government:
 Budget authorify,......... 136
Oullays. .o 12.8
Allowances:
Budget authority........... 0.4
Qutlays......oocemnnne, canenan (3.4
Undistributed oifsetting receipts:
Budget authority........... ' —
QUHBYS....c i e s
Total: ‘
Budge! authority........... 512.4
Qutlays. . .ooovreeeiiineeen e 542.1
Memoranduny
Total nondefense:
Budget authorily........... 254.2
Cutlays...oooes 280.6

GAMOTUS\CRESFDSL.WK3

1997

32
3.1

-32.7
40.2

3.2
18.8

189

224
215

12.4
127

1.3
1.4

i

505.8
545.1

251.9
287.9

{iny billions of dollars)

1998 1998
32 3.2
1.2 32
435 39.0
408 - 420
3.1 1.0
18.4 18.0
18.5 18,2
23.1 943
23.7 21 6
122 121
126 12.4
1.1 1.1
1.9 1.4
— 05
o 0.5
571.8 520.7
542.8 547.7
261.6 2539
287.9 287.5

m/gp__

2000

31
3.1

382

e

2.8
17.6
17.8

247
244

120
12.0
1.0
1.0
-0.5
0.5

530.7
5565.2

254.2
286.9

2001°

3.1
31

41.4
428 -

-

29

173
7.7

23.5
246

2002

3.1
3.1

43.9
436

e

2.9

17.8
18.0

224
23.3

13.0
125

10
1.0

0.5
0.5
546.2
568.0

259.3
286.8

06128195

04:23 PM

95-00 9602
165.8 224
15.8 221
186.8 272.0
- 2037 - 2808
18.3, 211
Q2.1 1273
25 i28.2
116.4 162.3

111.8 1587
62.3 873
6256 87.0
4.2 8.1
43 5.4
1.0 2.0
-1.0 -2.0
25914 36769
27329 3,862.3
{1,2758 1,780.5
14308 20034



DIFFERENCE BETWEEN RESQLUTION AND PRESIDENT DISCRETIONARY LEVELS
{In hillions of dollars)

National defense:
Budget au{hwﬁy ..........
Cullays...... o
Internations! affabrs:
Budget authorily..........
Ry S T e e
Science and space:
Budget authornty...........
Outlays....coom
Energy:
Budget authority...........

Natural resources:
Budget authority...........
Outlays.....voooevenvennn
Agriculture;
Budget authoriiy.v.mw.
Qutiays.... .
Commerce anzﬁ credz!
Budget authanty“.‘wm
Cutlays....
?:arzspoftatwn *¥s‘
Budget authority....

Communily dweiapment:
Budget authority...
Cutlays. .. rerrerans

Education azz:i 2razmzzg

Budget authority...........

Outlays....coecvervinenens
Health:

Budget authorily...........

Cullays..cveverevrernininens

1696

7.2
25

29
0.2

-0.5
0.0

-0.1
0.2

-2.6

-1.2
-0.4

0.3

-1.1
0.7

0.9
0.3

2.7
0.3

8.1
0.1

2.8
2.1

1997 1998
14.1 8.6
8.6 9.6
27 3.7
AT e B0
05 05
0.1 03
0.1 0.3
0.2 0.3
2.0 16
15 1.3
0.3 0.1
0.3 0.2
A6 1.8
15 1.9
i
-0.4 0.1
05 12
18 1.8
1.9 20
94 -10.7
7.0 9.7
26 3.2
26

3.0

1888

58
7.7

~4.0
-3.5

0.6
0.5

.0
0.2

-1.8
-2.0

0.7
-3.8

-1.8
-1.8

~11.6 (
~10.8

4.0
-3.7

_,__,//__

-

2000

-1.4
32

4.0
3.8

.8
Q.7

04
0.7

-1.2
0.7

0.0
0.0

2.8
2.2

6.7
-3.7

~1.8
-1.8

-12.5
~11.8

-4.5
4.4

2001

-8.1
4.8

-3.5

S PO

-0.8
-0.7

0.4
0.5

-1.1
-0.9

-0.1
Q.1

1.4
-1.5

03
RER

T8

~1.7

~13.8
~12.9

5.3
-3.0

2002

-6.2
~10.3

-3.1

. 28

-0.6
-0.6

0.3
0.5

-1.1
-0.8

-G.1
-0.1

-1.8
18

8.1
3.7

-2.0
4.7

-14.4
~14.1

6.0
5.7

86-00

350
318

~17.2

2.0

29

~1.5 .

0.0
0.6

-8.7
-5.8

-0.9
-08

B2
-83

20
80

-2.9
-7.2

-52.3
-38.8

-17.2

158

OBI281058
04:26 PM

8802

197
164

-23.8

oo =480 L

-4.4
-2.8

0.7
1.6



DIFFERENCE BETWEEN RESOLUTION AND PRESIDENT DISCRETIONARY LEVELS ' 06/28/95

{In billiohs of dollars) 04:26 PM
1996 1997 1898 196% 2000 2001 2002 86-00 86-02
Medicare: . ‘
Budget authority........... -0.2 -0.2 -{.2 -0.2 0.2 - 0.2 0.2 -0.9 1.2
Oullays..coovreceeernanees 3.2 0.2 £.2 0.2 3.2 D2 .2 £3.8 41
Income secuyrity: : §
-Budget authority........... — w20 M4 00 30 . 1 20 44 14 5.0
OUAYS. oo e, 0.4 1.3 0.3 0.8 01, -1.1 2.2 1.3 -19
Social security. - o . N
Budget authority........... -— e e e - -z - o o e
Oulays. ..o ccrecnen 0.5 £3.8 08 0.5 0.5 0.9 0.5 . 2.8 . -3.8
Veterans: :
Budget authority........... ~1.3 0.8 04 0.1 0.3 0.6 0.0 2.3 -1.7
QutlayS .o 0.2 0.7 -0.3 -0.1 0.2 0.2 -0.1 -1.0 0.9
Justice: : : . .
Budget authority........... 2.4 -2.8 ~3.4 -3.8 4.0 -2.9 -1.7 -16.8 “21.2
Outlays.... v =12 2.8 -3.4 3.7 -3.9 -4.1 -2.8 -15.0 -21.9
General govemmnt
Budget autherity.......... 20 . 09 09 -0.9 3.9 0.9 1,8 -5.6 -84
Ouliays‘..“.‘,,........‘.WW -0.8 -1.1 -1.2 -1.3 -1.0 1.9 -1.8 5.4 . 79
Allowances: ; .
Budget suthority........... -8.1 -7.7 -6.4 -5.8 46 - 4.5 -4.7 -308 388
Outlays.... -4,4 -7.8 -8.7 -6.2 -5.1 -5.1 51 ~30.1 - 402
i}nﬁzstnbuted affs&ttzng recezpis )
Budget authority... e — — 05 as 0.5 0.5 1.0 20
Outiay&”«m.:.:......,..mw o p == 0.5 05 0.5 05 1.0 2.0
Total; ‘ -
Budget authosity........... 232 -18.4 -25.6 -32.0 -349 458 473 -134.0 ~227 .1
Cutlays. oo 8.1 -21.0 -25.2 -318 -34.7 -45.0 -52.9 -120.7 -21886
Memorandum:
Total nandefense:
Budget authcm!y ,,,,,,,,,, -30.4 -32.4 -35.1 -37.8 -33.4 -36.7 ~41.2 -168.0 -246.8
Outlays. ... ~10.6 -28.5 -34.¢ -38.3 . -38.0 401 425 -152.3 -235.0

1/ Administration’s budge! authority has been adjusted to exclude highway budget authority.
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THE WHITE HOUSE
WASHINGTONM

June 28, 1995

Dear Mr. Speaker:

We share the goal of bkalancing the federal budget, and I
look forward to working with you on this important matter. .

But as we work together to reach our shared goal, we nust

- engure that we do so the right way -~ the way that will raise the -

standards of liv1ng for average Americans.

My plan to balance the budget over 10 years will help raise
average living standards by cutting unnecessary spending while
investing in education and training, targeting tax relief to
middle~income Americans, and taking incremental but serious steps
toward health care reform. By contrast, the conference agreement
cuts ‘too deeply into Medicare and Medicaid and cuts education and
training both to pay for a tax cut that is teoo large for too many
who don‘t need it, and to meet the .7 vear time frame. .

Though I am determined teo work with yvou to balance the
budget, I cannot accept legislation that will threaten the living

standards of American families.

. I hope we cvan work together and avoid a situation in which I
would have ne cholce but to use my veto authority broadly. The
american peéople want us to work together to balance the budget
and to do it the right way. I am ready to do that. _

Sincerely,
73":\/\ Wﬁ*

The Honorable Newt Gingrich

Speaker of the
House of Representatives

E
!
I
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To : Amy Busch@ASPA@OS.DC

Ce : w\y}
Bee : _ L

From : James Hickman@ABLA0S.DC ‘

Subject : re: cosponzore and today's bps

Date : Wedneaday, Apyil 19, 13595 at 11:16:0% am EDT

Attach : : :

Certify : N !

Encrypt - |

at a later Qate’

3

© & 17385 had 16 corviginal cosponsoys, including Packwood. Lugar and Hatch
cosponsoxed later in the year.

Taik to you laterxw

Jim.
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* THE WHITE HOUSE 0 TRC ITAEC

WASRINGTON

?{8 --8‘@%

February &, 2‘995

MEMORANDUM FOR SENIOR STAFF
FROM: f Oene Sperling
SUBECT;,: Budget Talking Peints

+ The following is & one-pager on the President's budget designed 1o address some of
the tzsups raised aver the lmat fow days.
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KEY POINTS ON THE PRESIDENT'S BUDGET
Febroary 8. 1985

‘The President has the hest proven record on defleit reduction. The President is now
proposing 1o add 16 the Jargest deficit reduction plan in bistory. His 1993 budger cut the
geficit by 5505 billion, and with the new prowth in the economy that resulted, wili izad 1o
$G16 billlon in deflelr reduction. He's now adding $81 billion in deficit raduction an top of
the $616 Billlon. And he is cuning the Federal workforce by 272,900 employess, to its
lowest level sl the Kennedy Adiminismration,

: :

Without Presidemt Clinton’s economic plan. the deficit would have reached $473 billien
by the year 2000. The Reagan and Bush Administretions sent the deficit skyrocketing- _
quadrupling the debt apd deficit in §2 years. Presidemt Clinon’s Icedership has brought the
deficit down for three straight years for the first time since Hacry Truman was President. In
FY 1954, 1he deficit was over $100 billion lower than projected befors the President's plzszz
It was the i&rgcst two-year drop ia-history.

Prasident C}izztau is honoring his commitment 1o cut the deficit in half.  What matters
most for working Americans is the deficit 3¢ ¢ percentage of the whole economy. Even
though the deficit becume worse after the slection, the President ie still on wack to cwt it in
half. By the end of the President’s five-year pian, the deficit will be half what i wag
projected 1o be as o pereant of GDP.going from 4.9 parcant to 2.4 percent. That's the
lowest evel since 1979--before the Reagsn and Bush Administrations.

| -

‘Under President Clinton, the budget would be balanced--in fact, in surplus-if not for
the interest from the Reagan-Bush debt.  ‘Withour iniersst payments on tha deficitg created
during the Reagan and Bush Adminigtrations, the Clinton Administration would acrually be
TUnIng 4 surp!izs witll eaough ieft over w0 pay for wx cuts.  Except for that mz:mz we
are now spmdzng less than we are taking in.

Tiz: chubhcam talk tugh, but they don’t make the tough declsions to cut the defl cit.
Throughout the 1980s, the chubhzm talked about balanced budgers.while running up the
largest deficity in history. In 1993, they voted against $305 billion in deficit reduction. In
1994, thay campaigned against the President’s tough shoices. And in 1995, they still haven's
proposed the hard, specific cuts to bring the deficit down.

The Republicans haven't even proposed spending cuts to pay for the tax breaks in the
"Countract.” The Joint Commitiee on Taxation estimates that these cuts cost $700 billion
over ten vears. The capital gains tax cut alone costs $170 billion over ten years-.and 7%
goexs to taxpayers ¢aming over $100.000;

- President Clinton remains committed to entltlement reform-+in the context of health care
reform. President Clinton proved his comminment ro keeping entifement costs under control
in 1993, when he eut nearly $100 billion from entittement spending.  The rate of growth In
Medicare and Medicaid conts has now decraased. As he enid throughout 1994, the only way
to achieve lasting ¢uts in the cost of entitlements is o0 reform the health care system, znd the
President looks forward to working with Republicans 1o achieve health care reform. Simply
slaghing Medicars--a8 many Repuhlicans propase..wil) cause cost-shifting to the private
sector, with higher costs for small businesses and higher premiums for middle-class families.
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" THE WHITE HOUSE
i WARMINGTON %

é | ‘é%

February 8, 1995

MEMORANDUM FOR SENIOR STAFF

FROM:
SUBJECT:

Gene Speriing

mididle Class Bill of Rights Talking Paints
!
!
i

j’We have been working in a cocrdinated effort with members of the
Domastic Policy Council, Treasury, Labor and OMB on the following:

a.} Surﬁmary Qne—F‘ager on MBR.

b.) One-Pager on Education Deduction,
.} One-Pager on IRA,

d) One-Pager on $500 Child Tax Credit,

|
|
|
|
|

¢.) One-Pager on G.1 Bill of Rights for Workers.

-

We also have background pabers and Qs&As,
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“THE MIDDLE CLASS BILL OF RIGHTS
‘ 'THE PRESIDENT'S COMPREHENSIVE PLAN
T RAISE MIDDLE CLASS STANDARDS OF LIVING

A Suctessfel Ecomomic Plan: The President’s ¢conomic plan i¢ aiteady cufting the deficit
by $600 billion -~ nearly $10.000 per family. It's also increasing investment in technology.
¢ducation, and waining--with new college loan, natlonsl service, schoo! reform |, and
School-10-Wark efforts. The Presidemt fought for NAFTA and GATT, bringlng two of the
best years for opening markets in history. Over 15 million working families recelved a tax
brcai: z}nough his EITC, and 90 pereent of smull businesses are gow chgxblc for L relief,

The i’;cc:zcmy Ilos Responded with the Best Combination of Growth, Job Creation
snd Low Inflation iz 30 Years: The Presidont's coomomic plan helped solidify the
:eeovery, e:efzte nearly 6 millien jobs, and hold inflation down. :

Still, the 15 Year Patiorn of Stagnant Wages Contzzwea for Toe Many Middle-Class
Familien: Only the top 20 percent of households bave seen thelr incomes rise sincs (978,

THE NEXT STEP: THE MIDDLE CLASS .8‘1’.[.!t OF RIGHTS

‘To ensure that all Americans shore in the recovery and to help families invest in the future,
the President is calling for 2 Middic Class Bill of Rights. It's based on three prineiples:

1 ) '
I. Tarpetéd to the Middle Clans: Unitke the Republican plen, which mostly benefits
families ea.;rﬂng over §100.000, the President targets beneflts w middie-class familles.

2. Rewards Investmest In the Future: The Prosident’s plan rowards (umilies who invest
in the futurc -+ gapgcislly education and skills for themscives and their childeen.

k I’md For By Specific Spoading Cutsr The Prosident’s plan pays for tax cuts with
specific spending cuts--adding to the $616 billion in deficit reduction following his 1993
plan with lmmézef $81 billion now.

THE MIDDLE CIASS BILL OF RICHTS

1. Tax Credit to Help Working Families Raise Their Children: Farulies eamning up to
$60,000 will receive & $500 tax credit for each child under 13,

2. Educatien snd Job Trsfoing Tex Deducton to Help Americans Get the Skills They
Need: Tuition will be fully deductible up tv $10,000 for families carning up to $100,000.

!
3. Expandsd TRA fo Help Working Amaericans Save for the Future: Families eaming
up to 3100,000 will be oble to save up to $2,000 o year tax-free per earner--and use the
meney forlcd,ucaz;on, a first home, or medical sxpenses, in addition to retirement.

- 4. A New G.L Bill to Empower American Workers: The Frasident wil coilapse 70
tederal education and training programs and offer low-skill or laidsoff workers & Skitl Gramt
. of up to $2.620 per vear to choose the waining that works for them. .
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EDUCATION AND JOB TRAINING TAX DEDUCTION

HELP MIDDLE.CLASS AMERICANS GET THE SKILLS THEY NEED
The ?z:sxdcm proposes making tuition for college, community college, tecknical school,
- graduate schmsi and job-training fully deductible up to $10,000. The deduction will be-.
i‘ully avai ab e to families caming up to $100,000, and phased out at $120,000.

BROADEN OUR MIIJ*QLE CLASS AND NARROW THE GAPS BETWEEN US
Each year af college or job training beyond high school increases average future eammgs
by 6 to 12 percent. And while workers with the right skills have seen their incomes rise
aver the 23525 15 years, paychecks for everyone else have declined.

STOP RISING TUITION FROM CRUSHING MIDDLE-CLASS FAMILIES =
Wealthy students can afford higher education and lower-income students recsive
financial aid. The middle-class gets squeezed as college costs rise. Between 1981 and
1991, aversge collcge tuition rose more than 130 percent--compared 10 about 50 percent
inflation over that penoci

OFFER AN INCENTIVE FOR EDUCATION SIMILAR TO BUSINESS Msm‘w
The tax code already encewrages business investments. It’s time {0 create the same
incentive fer families 1o make the best investment they can make: cducation,

MILLIONS OF WORKING FAMILIES WOULD GET TAX RELIEF
Twelve million students would benefit from the deduction, over 80 percent of them with
incomes less than $75,000.

FAMILIES DON'T NEED TO ITEMIZE TO GET THE DEDUCTION
The deduction will be "sbove the line"--allowed in determining adjusted gross income—-
50 middie-clnss famiiies that don't itemize wiﬂ still get the tax break,

TAX BREAKSI BON'T TRIGGER TUITION INCREASES
Little evidence links higher federal aid with higher tuitions: in the 1980s, education aid
virtually froze while tuitions jumped; in the last two years, President Clinton expanded
student aid and tuition increases slowed., With 7,500 schools competing for stadents
today, schooils that try 1o cash in by raising tuition will lose students--and money.

PART OF T. H:E PRESIDENT'S COMMITMENT TO EXPAND CHOICE AND ACCESS
The President is already implementing Individual Education Accounts to make more
affordable student loans available 1o every American and save taxpayers billions of
dollars. Convenient "pay-ag-you-can” options enable individuals to repay the investment
as their carnings permit. In addijtion, the President ig proposing to raise Pell Grants 10
$2600 and extend Skill Grants to laid-off and low-wage workers who usually can't take
full advantage of the education and training tax deduction.

I

| HELPING MIDDLE-CLASS FAMILIES: AN EXAMPLE
For a family with s $50,000 income spending $10,000 o send a child to college and
improve skills for & spouss, the tax deduction would be worth §1,500--a 31% tax cat.
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HELP WORKING AMERICANS SAVE FOR THEIR FUTURK

The President’s proposal would ensble more middle.class farnilies 10 save in fwo ways:

+ First, he wezz%é double the income thresholds for tax deductible IRAx: aligibility
would now be phwed out for couples with incomes berwsen $80,000 and $100,000..
Second, Pms:dczz; Chiston wuuld allow Americans to withdraw money from IRAs'
without penalty to pay for educution and truiuing, 3 first home, 6r medica!
g:xpmacu;

EXPANDING IRAs WILL INCREASE PRIVATE SAVINGS
Privite savings ate key to creating pood jobs and raising incomes inthe Jopgerun. Yet
our private savings rote has declined from 8.1 perecnt of GDP in the 19705 10 5.1
percent in the 1590s. Several empirical studies have shown thot cxpanded IRAS can
inceesse private gavings--and the President's proposal will do 5o in three ways: ‘

+  Dramaticelly incresse the number of families cligible for tax-free TRAs, cnabling

. middle-income families now putting away less than they'd like to save mors, tax-fres.

+  Giving families more incentives to aave by allowing them to use savings for purposes
other than retirement; like paying for educstion or buying 3 home.

+  Inereasing awareness af TRAx, hecause as more people are eligible for [RAg, banks
will promote them morz, and more paople will decide to save,

ANOTHER WAY TO HELP AMERICANS PAY FOR COLLEGE OR JOB TRAINING
Middle-class Americans will be able to use IRAs 1w pay for educaiion without penaity.
Together with the cducation tax break and the G.1. Bill for Workers, iU's another way
that President Clinton {s helping Americans 1 invest in thelr future,

HELP A FAMILY BUY A HOME
Families will now be able to save tax-free in an JRA and then use the money without
penalty to buy o first home--or help s child buy one. .

MORE CHOICES FOR MIDDLE.CLASS FAMILIES
The President’s plan allows families to take the tax breaks from IRAs either when they
deposis money or whan they withdraw it In contrast, the Republican plun requires the
deductions st the fime of withdrewal, And President Clinton allows withdrawals without
penalty for mare regsons--soch a5 care of an elderly parent or unemployment,

TAX RELIEE TARGETED AT THE MIDIDLE CLASS, NOT THE WEALTRIESY
Prasident Clinton's proposal is wrgeted at those who have seen their incomes stagnate
over the last 15 years--migddle-class familles with incomes under $100,000. The
Republicans” “Contract with Americy” offers them fewer uptions but offers & costly sax
Lreak te people earning 4s much as $230 000-people whe ate already saving, '

HELPI?&'G’ MII?J?L&-Q’.&SS FAMILIES: AN EXAMPLE
A twu-earner couple has 8 355,600 income and is expeciing & child. If they want ©

begin saving for the child’s cducatjon, cach working parent can put 52,000 in the IRA
1 --and sove §1,120 in toxes, a 15% out,
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K $500 CHILD TAX CREDIT

GIVE TAX KEiIEF T0 MIDRLE-CLASS FAMILIES
President Clinton wants © give a $500 tax credit to families for each child under
wge 13, The credit will be fully available 1o familles eamning up to 560,000 and
_ phased out w1 $73, 000,

!
HELP RESTORE THE AMERICAN DREAM
Mlddl: cisss familics who work hard and ;;Zay by the rales aren’t gcmug aheed;
they' m getting squeezed. The modian family carmd less in 1992 than in 1978,

|
THE COSTS OF RAISING CHILDREN C‘{?NT!NUE TO RISE
For middie-class families, the costs of health care and cducation ere rising faster
than inflotion. In 1990, the aversge middie-income family with c?zzidmn in daycare
or aflerschool care spent $3,000 on day care nlone.

RESTORE FM!&?&S‘ ' ERODED PERSONAL EXEMPTION '
In 1950, the personal examption was worth 83,800 in 1905 dollars. Today, it's just
$2.500--a 34 pervent decline. President Clinton wants 1o rastore the value of the
personal exemption far the penpie who need it mostfamilies with yousg children t

FOCUS RELIEF ON THE MIDDLE CLASS, NOT THE WEALTHY
President Ciinron gives 1ax relief 10 familles with {ncomes below 875, Oﬁﬁmthz
middle class thet's been hurt the last 18 vears. o conwmast, the Republican Contract
with America offers ¥ child tax credit o familics with incomes up 1o $250.000—
including some of the wealthicst 1 percent of Americans,

TARGET RELIEF WHERE WORKING FAMILIES NEED IT MOST
The tax credit goss to the familics with the greatest noeds, those with children under
13 who moy require child care or afterschoo! care. For familics with older children,
President Clinton has propossd s tax deduction for education expenses up to
$10,000. And for families eamiing less than §27,000, he his already expanded the
Eamad Income Tax Credzznaffenng an svermge tax cut of $1,000 to 15 million
famzim

. |
i HELPING MIDDLE-CLASS FAMILIES: AN EXAMPLE

“A family of four with two working parents, two children under 12, and & combined
income of $50,000 would receive n tax credit worth $1,000- 2 tax cut of ahout 20

porcent. |

e
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A NEW G.I. BILL.-FOR AMERICA’S WORKERS

FROM FEEMN& BUREAUCRACIES TO EMPOWERING MMBQALS

+  Collspse yome 70 Fedoral programs for education and job taining

»  Put the power to learn in workers’ hands.- offering lowsincome and unemployed
workers Skm Crants for education and tratning up 10 $2.620 per yeer, and Individual
Educatzon Accounig 10 get Jow-Cost loans and repey them: o a flexible schedule.

z:m*nngmﬁ WORKERS DIRECTLY
Instaad of Just shifting money from a federal buresucracy to 8 mu: bureaucracy, the
President, consolidates programs and cmpowers workers directly with Skill Grants--so they
san cheo?e the quality training and cducation they want, where and whes they vant it,

.3
LEANER GOVERNMENT :
The current maze of job training programs wastes money wnd doesn’t get the job done.
The ?mid@n‘i will replace some 70 separate programs with one integrated cystem,

STATE FLWEILII‘Y .
The President’s propesal engbles states ta work with eammunities, schmls, and the private
asctor to tailor information systems, job search assimance, and on-the-job wuining 10 meet
losal geal& Maost federsl rules dictating procedures will be wiped out.

GOCD 3’2&5{' ORMATION YO GUIDE GOOD CROICES
The propossl encourages Siates and the private sector 1o develop & system of Oue-Stop
Career Centers ‘or other information networks where workers got access to real job search
help amg rolisble informstion on jobs and the records of treining institutions.

ACCOUNTABILITY ’
For the first time, taining programs will have to paaa the same test a8 ttzc private sector:
mest your customers’ needs or lose business. Choice, sompetition, and good information
will empower individualy to pick providers who deliver: And pcrfcrma:zee standards for
raining providers will cut off the frauds snd the wmmpem

PRIVATE SECTOR PARITNERSHIP
The Presidest’s propesal ian’t about government. It's about jobs, so the privaie sector has
s central role. Businesz and labor will be full partners in designing new systems so that
workers and education providers know what skills employers will pay for. New awards
will rzoognize excellence in reating sworkplaces that reward worker skills. '

PATHS FROM SCHOOL TO WORK FOR YOUNG PEOPLE
This inftiative will fold federal training progrns for young people into the school-to-work
movement underwsy at the sate and Jocal kvel, Young peopls can look forvard to clearer
paths to new skills and beuer joba. '

N . S T Y11 M
HELPING WORKING AMERICANS: AN EXAMPLE

When 2 worker is {aid off. he becomes cligible for & Skill Grant. He can go t0 a One-

Stop Career Ceney 10 jeawrn sbout the cezmnuaézy college and 1ob waining programs

nearhy znd swdy their sucsess records in detoil. Then he can choose the program with

the best placement record in a ficld that interests him, and use the Skill Grant 1o pay

for it. The wuorker will leam o new trade, and at the end of the program, recelve job
vearel sssistance with arga employers. -

A ...
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\ SECRETARY OF LABOR
' WASHINGTON

MEMORANDUM FOR THE PRESIDENT

From: Robert B. Reich igﬁ
Secretary of Labor

Laura D. Tyson ja Z ARK et
Chair, Council of Economic Advisors

Subject: | The Distributional Context for FY 1996 Budget Decisions
|
| The Structural Problem: Falling Incomes for Many Americans
!
The purpose of this memo is to identify some importam structural and distributional

developments which should be among the copsiderations guiding our policy choices for the
FY1996 budget, |

According to last week's release by the Census Bureau, median houschold income
continued to decline in 1993 for the fifth consecutive year, and the number of Americans living
below the poverty level increased for the fourth consecutive vear, despite two full years of
economic recovery. Although the recession of 1990-91 and the subpar economiic recovery through
mid-1993 clearly played a role in these developmments, longer-term strctural factors are also at
work.

Over the last twenty years, both median compensation levels and median family incomes
have been stagnant or declining (median household income in 1993 was 3 percent lower than it was
in 1973). Az:wrdmg to the latest Census Report, the share of national income going tothe top 5%
of houscholds and the share going to everyone else in 1993 was the widest ever recorded since
comparable data began to be collected in 1967, -Only the top 3% of households appear to be

gaining ground. I fact, their share of national income increased from 18.6 percent in 1988 10 20 -

percent in 1993, with most of the increase occurring last year. Meanwhile, the share going to the
broad middle class and to the poorest 20 percent of households has dropped to their lowest levels
on record (3.6 perccnt) To put these numbers in perspective, note that the increasg in the share
of national income going to the top 5 percent of households recently increased by an amount equal
to roughly half the total income that accrues to the bottom 20 percent of households.

Another disturbing long-term trend is the share of children living in poverty. The 22.7
percemt of all children in poverty in 1993 isn't statistically different from the 22,3 percent in 1992
or in 1983, but i exceeds the rates of all other years since 1964, In 1977, by contrast, 162
percent of children lived in poverty, .

WORKING FOR AMERICA'S WORKFORCE
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In addition to stubbornly high poverty, these changes in the income distribution have
contributed (o two other serious probiems:

O First, the decline in real incomes at the bottom of the income distribution has
centrlbute{i to a variety of social pmblems ncluding increasing criminaf behavior,
de;clzmrzg marriage rates, and a riging tide of dissatisfaction.

o Second, the revenue collected by the 1S, government is reduced by low income
growth. This problem is especially relevant for Sociil Security, Which faces a long-
term deficit in part because wages have failed to grow as quickly as projected.
Moreover, because the Social Security 1ax ceiling is roughly $60,000, the rising
earnings of top wage earners has not added to Social Security revemues, while the
declining earnings of low and middle class families has served to reduce Social
Security revenucs.

!

b

u Causes ui; the decline in income and rising income dispersion

The main reason why many Americans are falling behind is that their real earnings and real
compensation levels have been stagnant of declining. Although average compensation levels have
more or less rracked average productivity growth in the economy since 1973, median compensation
levels have shown virtually no increase -- and indeed fell short of the 1973 level throughout most
of this period. The divergence between the average and the median figures is a clear reflection
of the growing inequality in rewurns to different types of labor and different types of families. In
view of the disparate trends in income for different groups of Americans, the once popular
macroeconomic idea of an average American {or "representative agent™) is mcreasingly sutmexded
and misleading. As a result of a decline in real earnings and compensation levels at the bottom
of the income and skill distributions, in 1993, about 16.2 percent of full-time, year-round workers
earned 100 little t:e 1t a family of four out of poverty (Up from 12.1 percent in 1979).

i

The main reasons for these disparae compensation and real earnings developments appear
to be: (a) technological change; (b) global trade and investment; (¢} a decline in workers’
bargaining power due o 3 decline in union membership and a fall in the real value of the minimum

-wage. Allof these forees are providing ever-greater rewards for people with skills and imposing.
ever-greater penaities for the majority of Americans without adequate education and skills,
Researchers iizs;}m how much weight to be given to each factor, but the consensus is that the main
cause of the ngslrmg premium On education and skills is technology, although globalization and
the other forces account for a substantial share as well.

chardlessf of the causes of the unprecedented changes in the structure of earnings,
economists agree that the payofY to having skills has increased considerably. Wages and benefits
are more highly correlated with education and skills than ever before. (Qnly about a quarter of the
workforce posses a four-year college degree. The largest part of the middle class has 2 high schoeol
degree apd/or one or two years of college.) College and graduate school attendance have been rising

- N



in recent years — in large part because of the rising payoff to skills - but most Americans who are
already in the workforce are largely untouched by this trend. Moreover, given the rapid shift in
demand in favor of skills, the wage gap is acrually wider among young people entering the
workforce than among older workers.

As recently as 1979, male college graduates camed 49 percent wore than high-school
graduates; last year they earned 83 percent more. Women have witnessed a similar shift, The rising
education premlum* has occurred because of a rise in pay for those thh a college degree or higher,
amd a decline in pay for those with a high school degree or less.” Between 1979 and 1993, the
average real weekly wage of workers with less than a high school degree fell by 25 percent for men
and by 9 percent for women. And over the same period, male high school graduates lost 18 percent
of their real earning power, and female high school graduates barely held even. Research has found
that any post-secondary school credits {even those not leading to a formal degree) are correlated with
higher pay and benefits. Alse, the National Longitudinal Survey of Youth revealed that young adulis
who got formal company training (within the prev;aus $ yearsy earned 30 percemt more than a
random sample Whlo did not, and this "premium” for on-the-job training is also rising.

Accounting for fringe benefits exacerbates the changes in wages across workers with different
skill levels. For example, employer-sponsored health coverage for workers with college degrees has
eroded a bit since 1979 {from 78 percent to about 76 percent), but it has eroded substantially for
workers only possessing high school degrees, and even more dramatically for dropouts (of whom
only 36 percent are now covered).

1N Conclusion

Historically, there has been a strong relationship between economic growth and rising
incomes at the bottom of the income-distribution. The long-term factors set in motion over the last
13 vears have clearly weakened that relationship. To be sure, faster economic growth i3 more
helpful (o low-wage carners than slower ¢eonomic growth. But the experiences of the current and
last recoveries reveal that the lift macroeconomic economic growth provides © low-income families
has not been strong enough to overturn the serious fong-term forces that are working against them.
In short, our view is that sustained macroeconomic expansion is necassary but not sufficient o raise
the living standards of lower-income families, and to reduce the increase in poverty among
Americans, ﬁ:speczally among children.
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SUBJECT: : TEE SHORT-RUN MACROECONOMIC QONTEXYT POR PY1936
BUDRGET DECISIONE

puring the next three months, 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
assessnoent of the macroeconomic environment we are likely teo face
during the next two years and how our budgetary decisiong 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 hudget discussions.

The macroeconomic prospects over the next two years look sound.

+  Although the current expansion iz middle~aged by historical
standards, most forecasts (including those of the
Administration, CBO, the Federal Reserve and the Blue Chip
Consansus) predict continued growth through the next two
years, albeit at a slower rate, along with a modest increase
in the inflation rate. The probablliity of a recession
coourring during the next two years is small. Although
growth is likely to slow noticeably from its pace so far
this vear, most forecasters predict that growth over ths
next two yvears will be sufficient to preclude a significant
increase in the unemployment rate and to achieve the eight-
million job target by election day, 1996.

The ecenomy has closed the gap.
i

- A variety of economic indicators suggest that the economy is
currently operating very close to its potential output
level«~that is, the level of output beyond which
inflationary pressures will intensify. Moreover, most
sconomists believe that the economy’s potential output level
grows at ahout 2.5 percent per year (based on labor force
and pgwduativity trends}. According te this logic, if
growth does not moderate to this range in the coming year, a
more dramatic uptick in the inflation rate than that already
empodied in most forecasts is likely.

-
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putput. growth in excess of 2.% percent is not sustainable in
the lohg run unless trend productivity growth increases in
response to greater private and public investment. The
styong productivity growth realized over the last two years
is conmparable to the productivity growth realized during the
economy’s last coyclical expansion in the 1980s. On the
basis of the available evidence, it would be premature to
conclude that the esconomy’s trend productivity growth has
actually increased during the last twe years.

Most feraaasters in fact predict that the economy’s growth
rate during 1984 and 1995 will average about 2.7 percent,
slightly above the economy’s long-run potential growth rate,
before settling onto its potential ocutput path. This should
be undarstood 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
intoe a recession, overshooting it on the downside as well.

;
Risks to the outlook for 1594 and beyond.

During the next twe vears, 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 srr on the side of excessive caution,
raising short-term intersgst rates so high that growth
falters. A possible Fed overreaction of this sort and a
possgible spike in 11 prices are the two main risks to the
forecast of continued growth. Either eventuality could slow
the econony aangldarahly and, if severe enough, nmight oven
cause a recession. A sharp increase in short-term interest
rates by an inflation-shy federal Reserve has been the
mechanisn whereby most previous expansions of the American
aconomy during the postwar period have ended.

The yield curve is still very steep.

*

Long~-term interest rates have increased more or less in line
with shmrt -term interest rates all vear--and the real long-
term interest rate is high ({between four and five percent,
depending on what measure of inflationary expectations one
assumes) . Both observations have led some to conclilude that
long~tern rates might ease somewhat in the medium term., But
as long~term rates continue to rise here and argund the
world, the prospects of easing look increasingly weak,
especially as growth and the attendant demand for long-term
funds pick up arcund 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
rev1sed upward in recent months, and the prospects for a
self-relnfor01ng cycle of broad-based global growth have
1mproved. On the positive side, 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 hlgh.

Fiscal polioy is neutral.

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

A defiolt-ﬂeutral 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 unchanged~-will have no discernible
macroeconomic effect in either the short run or the long
run. |

|

1
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 spendlng increase. Such a proposal would
jeopardize the Administration’s 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-term interest rates to rise still
further. i

In conirast, the likely short-run macroeconomic effects of
additional deficit reduction in the FY1996 budget package are
more uncertaln In the best case scenarieo, 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 confldence. Such beneficial short-term
developments in turn could foster a higher rate of private
1nvestment,.whlch 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
implemented.

l
|
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Rowaver, in the worst case scenario--in which financial
markets do not respond adeguately and Fed policy continues to
regtrict qrowthe--an additional dose of deficit reduction
heginning in FY12%6 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 Ragserve will err on the side of excessive ceontractien in
the coming year cannot be discounted; indeed, the histeorical
record on this score is hardly a source of optimism. BAnd given
the lags in the effects of monetary policy, a contractionary Fed
policy in 1995 raises the odds that 1586 will be a slow-growth
vear. 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 additiconal
deficit reduction undertaken in 1996 so that its direct
contractionary effects would b2 insignificant. Such a course
need not he inconsistent with the announcement of a significant
multi~yvear deficit reduction package in our FY139%6 budget
propogsal, 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 to propose such a package in ocur FY19%6 budget
submission. The likely macroeconomic conditions over the next
two vears are only one of many competing econonigc and political

congiderations on which such a decision depends.
I
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During the campaign, the President emphasized the role of public investment in economic
growth. The Administration has continued to build a public case for the importance of public
investment. The 1994 Economic Report of the President, for example, described at some length

* ‘why “the Administration believes the United States has underinvested in its public infrastructure.”
" At issue in this memo is whether the FY 1996 Budget should include new resources to fund.an

initiative that would offer a distinctive Clinton Administration approach to infrastructure.

All agencies agree that the principal option outlined in this memo would subsidize inffistructure
investment far more efficiently than is now the case. Agencies differ, however, on whether the
benefits of this option would bc worth the E)uzigctary and political opportunity costs associated
with any initiative. . ,

Seciwn fof this mcmcrandam provides background on the Administration's infrastructure policics -
to date. Section I describes baseline infrastructure policies for 1995, Section I cvaluates the
option that could form the core of a larger initiative. Section IV considers four additional policy
toals that the Administration might adopt cither as a complement to the larger initiative, or a8
a substitute for it should the Administration wish to pursue 2 smaller initiative.

H

| 'I‘HE AI)MINISTRATI{)N 3 I"JFRAS‘I‘RUCT{}RE I”Gi&(ﬁiiﬁg TO I}ATE

A.BUDGET szICIE. Despite very tight budgct caps, the Admrmstratwn has soaght significant
spending increases for infrastructure. The Administration's 1995 hudgct requcstcd funding for
infrastructure totalling $34.0 billion. This represented an 11 pcrccnt mcrcase: over 1993 spwdmg
levels but only a 1 percent increase from tha 1994 cnat:tcd level.

= The Administration’s budget ngacsts {sce TAB' A) have especially favored tzansportatltm‘
programs: the FY 1995 budget sought an increase of 3 percent over FY 1994 Jevels and 1§
pereent over FY 1993 levels. The proposed spending would have sipported “full-funding”
of both federal-aid highways and formula grants for transit capital spending.

¢ The Administration’s 1995 Budget requests for wastewater treatment and safe drinking

facilities were up 7 percent from 1994 levels and up 5 percent from 1993 levels

The Administration had mixed suceess with its budget réqucsts. Total 1995 appropriations for
infrastructure were $33.2 billion, or almost 9 percent higher than FY 1993 levels, FY1995
appropriations for both wastewater treatment and for safe drinking water were 12 percent higher

3 #

4t

. As part of NAFTA, the Adminisiration sooght $36 wiltion io capitalize the first tranche of the US. copital |
contribution {o the North American Develapment Banke The NAD Bank will ve isswumental in ;}wviiimg 21083
billion in environmental infrastaciore for the US.—Mexico border region,

1
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- than in 1993, Howoever, the Administration did not achieve its goal of "full wfundmg for ISTEA
—— the 1995 highway program level was $1.2 billion less than anthorized whllc ttansn programs
were $373 million less than authorized.

B,_PROGRAMMATIC REFORMS. In 1993 and 1994, the Administration pursued 2 number of
programmatic reforms in federal infrastructure programs, Congress enacted none of the changes
- sought by the Admmlsttatlon The most important of thcsc efforts included:

* Raauthcrxza!zen of the Safe Drinking Water Act (S[)WA) and the Clean Water Act {CWA}
The Administration proposals would have created and capitalized a "Drinking Water State.
Revolving Fund” program and expanded the existing Ck.an Water State Revolvihg Fund”

program. : ‘ ,

s A proposa{ in the President’s 1995 budget to rescind $4.7 billion'in *highway demonstration”
projects in order to make available enough funds to fully—fund the core iﬁghway pwg:ams
authorized by ISTEA. - ;

. A pmpasai to restructure the Federal Aviation Administration as a pub!ic cotporation

Congress mgectcé the Administration's pmpescd mprogrammmg of h:ghway ﬁmds and did not
 complete aczmn on tke et@e,r Administration pw;xssais mied above:

1 BASELINE iNFRASI‘RUC’I‘URE mmcms FOR 1995 ‘

All agencies agree that the Administration should contmue to press the general themes established
during the last two ym Although the s;mc;ﬁc legislative strategy would depend on political ©
developments in coming maonths, in géneral the Administration would continue to work on behalf
of the legislative initiatives noted above. In addition, the Administration would probably propose
or support limited pmgxammatzc reforms, These include: .

» Reissuing Executive Oxizier 12R03, which would stimulate private investment in infrastructure
by allowing states and localities to seli certain federally~funded public infrastructure facilities
and use the proceeds to make additional public infrastructure investments (see TAB B, .

s Supporting legislation that would allow States to S{:t up revolving funds using thclr Federal
highway funds;

« Administrative and regulatory actions to improve the Ciean Water SRFs,
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I1l. THE CORE PROPOSAL: cam’mm STATE INF mavmw BANKS ?
- Under this option, the FY1996 Budget would include increased spendiing to capitalize "State
Infrastructure Banks™ {SIBs).> Although SIBs could be capitalized at any level, the Working
Group believes that funding on the order of $2.5 billion ~ $5.0 billion over five years would be
needed to induce states to form such Banks. :

Permissible Use of Funds -~ SIBs would be a more flexible version of cxzsfmg Cic.am Water .
State Revolving Funds. SIBs would be allowed to: :

make below wmarkct loans for focal public infrastructure xnvestmczz:

provide loan guarantces or other eredit enhancements for local public infrastrdcture debt;
use the federal grants as a reserve against which the SIB would borrow ‘added fxmcis
make subordinate loans in Jocal pnvate pwgects,

provide development risk insurance for private pmjecis

accept funds from state entities;

* 8 & &% @

.7 :
I_A:vcraging - T‘l_u: capitalization grants would be leveraged by requiring that the SIB finance
infrastructure projects worth a total of four times the ammount of the initial federal grants.

. Beneficiary Pays -~ To reduce local reliance on financing by general taxpayers, some portion
of S1IB loans would have to be used to construct or repair facilities that were paid for directly by
users (dedicated taxes could be used to repay other SIB subsidies). The exact fraction specified
in the Administzation proposal would be determined after consultation with the Congress.

Pro: !

s During the campaign and subsequently, the President emphasized the role of public investment
- in economic growth, Capitalizing SIBs would underscore the importance that this
Administration attaches to public investment, and would advance an important part of the -
President's cconomxc agenda.

o SIB funding would be d:arnaticaliy more efficient than current federal infrastructure programs.
SIBs would “reinvent" federal programs in five principal arcas: '

(1) SiBs would feverage federal funds far more than do current programs, In most existing
infrastructure programs,” each dollar in federal spending is associated with $1.25 in total
infrastructure investment. SIBs, in contrast, would be rcqazzed to leverage federal funds by
four«»towi}nc '

2 A number of proposals have been made o capitofize o off-budget federal infrastructure bank. TAB E discusses

why the Working (roup opposes the many propossls that have been flosied for sach a bank.

E:z‘téxmy SiBs could te funded by réalimmg existing infrasiruciure funding. In I;mciacc, the agencies that
support this bptien do so zmiy on the conditios that it iy proposed 55 2 m;:picmt:ul te, not émitsszia:c for, eaisting
funding, .
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(&) Shallow subsidies wouwld provide incentives 10 fund only the most productive investments.

"Current federal transportation programs cover an average of 80 percent of profect costs.
Because of the leveraging requirement, however, SIB loans and credit enhancements would
pmvz{ic subsidies that, on average, were cconomically equivalent to'about 25 percent of
project costs. (The SIB would tailor each loan or other subsidy to fit local conditions. SIBs
could provide subsidics that were economically equivalent to direct grants ranging from zero-
up to a niaximum of 50 percent of project costs.) The shaliow subsidy prov ided by the SIB

- would provide states and locatities waii} incentives 10 be more selective in thc pm;ms that
’thcy choose 10 huzid : ~

{3) SiBs waufd give states greater flexibility in the use of feafem:’ funds. Compared 10 current
programs, SIBs could bettes tailor solutions to fit Jocal problems. SIBs would have more
discretion over the type of infrastructure to be built, and the depth of the subsidy needed to
. build it. Greater flexibility would lead to more efficient solutions to local problems.
. - ;
(4) S18s would increase the amount of private investment in infrastruciure, The vast majority
of infrastructure investment is now undertaken by the public scetor.  SiBs would be allowed
to join with private sector firms that wished to investment in infrastructure. The greater
private sector mvestment in infrastructure would resulf in competition for public providers;
greater competition would- bring 2 more rapid adaptation to changes in demand: and
technology, and would free publlc resources for other needed mfrastmcmre pro;mcts '

' (5) 81Bs would reduce the need for general taxpayers to fund mfrasfmcmre investments. At -
present, much, infrastructure is paid for by taxpavers generally rather than 1hose who use the
infrastructure.  The shallow subsidy rate provided by SIBs, together with the explicit
requirement that beneficiaries pay, would work to channel SIB subsidies to projects that were
more likely to be self-supporting. Increased payments by beneficiaries would pmézdz: new
revenues for funhcr investment an:i better signals about where and how much new inv estment
was needed.

o This initiative would provxde new funding that could be used o sapport other &ﬁm:mstraiwzz
policies, such as efforts to-address problems in urban areas.

(Imi

* Undcztakmg this initiative wc.uid divert budgetary resources and political capital from other
* Administration pn&ntrcs, such as health care reform or welfare refm*m

* Thc Admisistration alrzady has, S{mghz a limited "rcmvcmmn" of federal mfraisimcmrc .
programs through the pmgrammanc reforms undertaken to date: More cxtenswc reinvention
efforts could be pursued in the context of routine reauthorizations. ’

» Although infrastructure spending has fallen short of what the A{imlmstrazzo:} had hoped to
achieve, it nonetheless has rematned high relative to other priorities ~~ funding has been
preserved angd stightly increased at a time of severe budget constrainis. Section [ showed how

E

4
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the budgetary and programmatic efforts of this Administration have advanced the agenda of
those who would-invest more —— and more efficiently —— in America’s infrastructure. Given .
the Administration’s infrastructure achicvements to date, and the scverity of existing budget
constraints, the llmn‘eé available resources might be battcr spent on other Administration
prxorz{zcs

. Cangrcss might not enact any of the programmatic reforms embodied in this option, but -
instcad use proposed funding simply to increase spending on cxisting pwgrams.

¢ The options cx)nsxdcmci in this memo would tend to focus spending on projects tlfat can be
justified on ‘economic merit alone, and might give less weight to some of the distHbutional
concerns that are roflected in current programs. Specific provisions might need to be made
in these options in order to address concerns about the distribution of subsidies, (For
example, special provisions might be. needed to insure that the subsidies addressed the
infrastructure needs of Native American reservations.)
' !

A. UNRESOLVED DESIGN ISSUES. A sumber of issues remain open: pro;cct eligibility criteria;

whether the SiBs should provide special treatment for “federal prmntxcs and whether the

‘program should be mandatory. or discretionary.

s

1. Proiect Eligibility <~ all infrastructure or transporiation only. A broad-based initiative
would target all transportation and water-supply facilitics now eligible for federal aid. Such
a program would address concerns about underinvestment in "public infrastructure” generally,
and has the potential m-ge:néz’atc the widest support among infrastructure aévecatcs.

On the other hand a breadwbascd initiative would run the greatest risk of being attacked as
being umwccssary in a time of fiscal constraint. Maoreover, unless the SIBs receive substantial
resources, environmental advocates may want to focus all available resources on existing

Clean Water SRFs, rather than have water projects compete for the same. pot of money as -

transportation projects. Nor would limiting the SIBs to mransportation projects necessarily
sacrifice the support of environmentalists, for the conditions under which SIB subsidies would
be made a:vaxfablc are exactly those that environmentalists have championed for some time:
relatively low matching rates; greater reliance on beneficiary pays, and increased private sector
mvmcnt in infrastructure. -

. 2. "Federal Priorities” Window ~~ SIBs would not be well-suited to address specific federal
priorities. 1f desired, special provisions could be added to achieve various federal prioritics:
SIBs could be required to allocate a specified portion of subsidics to projects i designated
urban areas; to make below-market loans to private entitics that need o clean up
“brownficlds"; or to use a portion of subsxdms for_qualifying congestion rclch pm;cc:lz,

3, Mancfawz"y or_Discretiopary. SIB grams could be cstabizshcd as cither mandawzy or
discretionary spcndmg
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s A mandatory program could be paid for on a PAYGO basis. In addition, 2 mandatory

" program would provide more predictable funding streams, allowing better planning and
more cfficient resource 'use at the local level. ~Congressional oversight would be
~zzzan‘zi:mrzx:{i z?i:aagh routine oversight hearings and the reauthorization process.

. A mamiatfi}ty program might provide somewhat less Qe;;gxmioaa% oversight and afford
Congress somewhat less control over federal revenues.

IV, OTHER emeﬁs None of thc options below could provide an initiative of the scope
and magmméc of SIB grants. Af the same time, the options that follow might be attraétive either
as complements to a larger SIB mzzzazzv:;, or as a subszzzutc for it should the Admmasimtwn wish
to pursuc a smaiiez‘ ;mizaﬁzvc

AXABLE STRUCTURE Under 2?;18 option, state and local
governments would receive a direct fcdcrai subsxdy for a portion of the interest that they pay on
taxable bonds issued to support specific classes of infrastructure projects. Taxabie bonds would
. be attractive to states and localities if (1) the interest subsidy lowered state and tocal borrowing

costs below what they can achieve through tax-exempt borrowing, or (2) it were made available
for projects that cannot now. g&t iax%empt financing, ¢.g., pnvatciy-med roads and
“intermodal facxiztxcs

The taxable bond interest subsuiy would be a mandatory -appropriation in order to atlay issuer
concerns that the subsidy might not continuc for the life of the bond. The total subsidy paid out
each year would be capped by limiting the amount of debt cligible for subsidy each year. The
market for taxable bonds would encompass both those investors that currently invest in tax—
exempt debt and’ those that do not now purchase tax-exempt bonds (c.g., pension funds and
foreign zﬁvwii}::s} Bond volume would be allocated to states cither on a per capita basis (a la
the cxisting cap ‘on lax-cxempt, prvate activity bonds) or ‘would be auctioned off by some -
federal entity. | .
Pro
» This option can be structured to offer a subsidy cqual to a direct grant for any amount up to
50 percent of project costs.  This maiching rate —— lower than that on current grant programs
— w&uié offer some incentives for more efficient project sclection.

o Pension fund managers may support this option, for it would allow them to carn’ taxable
retums on investment in public sector infrastructure. .

Con ' .

o All of the objections raiscd against Option 1 apply cqually to this option.
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"« State and focal officials and the tax~exempt bond industry would be likely to oppose the

proposal strongly as a threat to the existing Federal subsidy for tax-cxempt debt. Fierce -

- opposition greeted a similar proposal by the Carter Admindstration. Confining the authority
to issue taxablc bonds to SIBS could biurzt somce &f the opposition to this instrument.
!

« Would take nioney Ifmm basic option.
Other

« Much of the imdgeiary cost of taxabie bond subsidies Woaid take place nutmdc thc budgc{
window. Unlike grants, which are scored as an up~front appropriation, the interést subsidy ‘
on a taxable bond would only rcqmrc an appmpnaﬁen caciz year equal to the amount of

_ subsn:iy pald m that year,

B. CREATE A "TAX-CREDIT INFRASTRUCTURE BOND". This option would be similar to the
taxable bond option in all but its budgetary effects. Under this option, State and local
governments would issue taxable bonds to support specific infrastructure projects. The holders
_of these borgds wouid reccive a subsidy from the Federal government in the form of a non-
refundable i income tax credit. The total Federal subsidy would bt: cappai by limiting the total
am&wit czf fax cred:t bonds that may i:fc: issued by a Statz :

Pmsf(:onsf()ther -~ same. as taxable bond subsidies cxczpt ﬁxaz

¢ Budget cx)nmdcratmns — unlike taxable bond subsidics, tax tax~credits would appear in the
budget as & tax reduction rather than as direct spending. )

o Foonomic efficiency —— bhecause thi tax;crcdlt would be nonrefundable, a tax—:c.rcdxt bond
would eliminate a significant portion, but not all, of the mcfficmnq assoc:atcd with tax~
‘exempt fi nazzcmg

» Political mnsxéeratmns ~— Unlike faxable bends tax»»»f:rwzz bonds would not enjoy the
support of pension funds {(who would be unable to invest profitably in tax~credit bonds). On
the other hand, tax—credit bonds would not carry the albatross of the words “taxable hond.”
Some agencms believe, however, that all those who t}ppose taxable bonds also would f);)pase
_the substantivaly similar tax»crcdxt bonds

%mﬁn%x CEMPT BOND SUBSIDIES. State and local governments currently are able 10
“ﬁﬁam public infrastructure projects with bonds that pay mtm:st that is exempt from Federal |
income tax. Most infrastructure projects with significant ;mvatze involvement, however, either .
cannot be financed with tax~exempt bonds or clse can be g0 financed only if a portion of the
relatively scarce State private activity bond volume cap is aii{x:azad to ﬁzc project. Under this
option, the Admmlstratlon would seek 1o g i
. provide a partial cxemption from thc statc pnvatewactmty volume cap fC}I cortain
mfraszmcwre facﬂatlc:s

i
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s allow highways and intermodal facilities to be financed with private activity bonds.

i

Pro - ' : ;
"« All of the ob}c&zﬁ(}ns raised against Option 1 apply equally to this option.

e Tax-exempt bonds provide only a shaliow subsidy. The value of tax—cxempt financing varies
with interest rate levels, individual and corporate income tax rates, and other factors affecting
the tax-exempt market. At present, tax-cxempt financing provides a subsidy that is
cconomically equivalent to a direct grant for roughly 15-20 percent of a pm;’m‘s‘,?ﬂsts. '

‘e Because, these ‘subsidies ge:.;;eraiiy. would benefit private ‘izzvestmcnts, they would lead to
facilities paid for by the beneficiaries rather than generai taxpaycm '

. Easwg oonstraints on tax-exempt debt at the same time that a taxabic bond option is proposcd
might reduce fears that the taxabie bond was intended to undermzm support for tax—exempt "
finazzcmg : :

Con

« ‘All of the objections raised against Option 1 apply equally to this option.

e Most economists belicve that tax-exempt financing is inefficient, for the benefits of lower
interest rates to issuers are smaller than the Federal revenue foregone through the grant of
tax—exemption; A rough estimate sug,gcsts that state and local borrowing costs are reduced
by about $90 dollars for every $100 in revenue that the federal government loses duc to tax—
exemption for municipal bonds. »

» Would take moncy from the basic option.
Other : ST

s The tax subsidies would be scored as revenue losses, rather than direct outlays. Unlike dircct
- subsidies, which require an up~front appropriation of the present value of the subsidy being
offered, tax~¢xempt bond subsidies would require budget resources equal to the azmnai foss

« from the increased use of tax—exempt debt during the budge:t wméow .

D. PROYVIDE TAX SUBSIDIES FOR PRIVATE ENVIRONMENTAL FAC:IJ‘TIES The Administration
would seek three tax subsidies for private sector investors in waszewatcr treatment and drinking .
water facilities: - :

.

o accelerated depreciation (the depreciable life of this property would be reduced from the
current levels of 15 or 20 years to 2 shorter period, e.g., 7 or 10 years), ,

o contributions in aid of construction (CIA(Z} - CIACs are contributions of capital asscts
or the cash cquivalent made o investor-owned . water atilitics by new customers (¢

. »
xg : *
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H
reimburse the unllty for tiw cost of cquipmem nwdcd 10 seIve thc customer. Cum:ut law

includes the value of CIACs in 2 regulated utility's gross income subject to federal income
tax. This option would allow utilitics to exclude from gross income the value of CIACs
if such contributions were also excluded from the utility's rate basc. =

These proposals Weuiii effectively reinstate provisions of the Tax Code that were rcpcalcd in the
1987 Tax Act and the Tax Reform Act of 1986 respectively.

Pro

* & These changes wmzid pmvndc relatively shallow szzbsxims The awcicmtcd dcpzeéfmmn, for
example, would provide a subsidy that was economically equivalent to a direct grant for’
something less than 5 percent of the amount of project wsts CIAC would provide a subsidy
of about X'percent of capital em.ts _ .

. These sabs:dlcs would benefit private investmerits, and therefore lead to famiims that are
effi {;zaniiy pnccd .

« other pms TBA.

Con . : N

]

o All of the Ob_]CCﬁ{‘}{}S raisesd agamst Option 1 apply a;ually to this cp:ton
» Would take mﬁ::ey from the hasic nptwn

¢ The political acceptability of thc pmposai is uncertain. Cnngrcss rcpcai::f;i similar depreciation
Areatmient in 1982, arguing that dcpm:xaiﬂe lives for income tax purposes should be at least
. somcwhat tied to econamlcally useful I:vcs, and repealed C:iAC in 1986

s other cons TRA
Other

s The i:mdgctary cost of accelerated depreciation would be equal tkc ammal difference between
depreciation deductions under current rules and those under the proposed niles multiplied by
the investors' margindl tax rates, Compared to difect grants or loans, thctcfam, much i}f the
revenue loss wauld be scamd outside of the relevant buégct Wmdow
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STATEMENT OF TREASURY SECRETARY LLOYD BENTSEN
EITC PRESS CONFERENCE

’

! have a few points to make about the Earned Income Tax Credit program today, .
and some announcements. I have another meeting I baveto go.to in a couple of
minutes, but this i3 important to me so 1 wanted to stop in and sav something. I've
agked Peggy Richardson, the IRS Commissioner, and:our Under Secretary for
Enforcement, Ron Noble, 1o stay and go over the fine points with you.

. The Earned Income Tax Credit is sn extraordinary program that helps American
families stay out of poverty and encourages them to work. It's been around since 1975,
and we improved it last year because helping American families is a priority for this

. administration. 1t has the potential to help 20 million low income working Americans
and their families have a better life - by rewarding work. ‘The EITC has a refundable
tax credit which can be taken as 8 Jump sum st the eod of the year, or a partie! credit -
that comes in the form of lower withholding during the year, wi:h a smaller refund a1 tax
time.

Qver the yzars there have been difficulties, and pow there are problems in
particular with fraud and electronic filing. We bave an on-going effort to attack this
problem. I named a task force earlier this yedr to examine the issue, and it made an
interim report to Congrass easlier this month. Wt’va also worked with the GAQ.

Lei me quickly go over some numbers for you In the good news :icpanme;m, the
errar rates for the EITC program sppear to be more zhau a third lower now than they
were in the 1980s. But they're sti}i too high.

The data the IRS put together tell us that for the tast two weeks in Janvary, there
were 1.3 million electronic returns that claimed the EITC. The work the IRS hes done
wells us that if we went through those returns line by line we’d find that 29 percent of
thezm, aceounting for 24 percent of the total tax credit claimed, or about $3358 million,
overclaimed what was due. That dossn't necessaniy mean the :axpaycr wasn't entided to
some tax credit, but that they <laimed too much.

H
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'The igures also tell us that 13 percent of the filers, aceounting for about 12
percent of the refund total claimed, may bave intentionally overclaimed what was due.
The good side of that is that 87 percent of the flers are getting it right. Now as to that

13 percent, I'd like 10 use some strong language about lying and fraud, but the lawyers
' 5 tell e I bave to bitz my tongue bem: of the lssue of intent. ,

m haven't been sitting on our hands. For neatly two years now we've been
going after prohlems and cracking M a0d we're gmng t» be dolng more.

* First, it may not sound like the place for an EITC provision, but we have &
number of proposals in the GATT legislation, such as requiring taxpayer identification
pumbess for all children, regardless of age. It also bas an item to have the Defense
Department report some of the non-taxable eamed income both to military personnel
and to the IRS ~ such as bousing and subsistence allowances. And, the ksgisiazmn would
deny the EITC 1o prisoners and tn non-resident aliens.

. Our welfare reform prmal also has a gragram to look at other administrative
ways to mpm ETC mmpﬁan@e

Sa far we've taken more :baz: a dozen jeparate actions in our camprehznsm
- program to improve the EITC, such as deciding to add staff to help detect fraud, a.nd
making forms mare understandable.

Taday we're announcing & sumber of addxtzanal stepz to make as certain &s we
can that only!those people who are truly entitled to the Earned locome Tax credit -
receive it. _Some of what we're doing can be done admnistmnvcly, and some of it wx}
take legislation. ‘ ,

. By the time we rcieasa the 1996 budget — carly next year - we will cicvclop
measures to deny the Earned Income Tax Cradit to illegal alfens. The IRS estimates
that gver 150,000 illegal aliens claimed the EITC this yeur for last year's taxes. We -
loaked fnto this one. There was nothing on the books that made it possible to verify the
existence of ¢hildren claimed by an. ﬂiegal aizan. which i:m:s an oppommty for fravd
that we’ re closing off. | ,

$econd, stamng in the next 1ax season, we will no If.mgcr provide preparers who
file electromic returns what we call o direct deposit indicator, ' That Indicator means that
we don't see anything that would require us to bold the tax credit to pay some other tax
bill. It's often used 25 a sigual 1o lenders who wt}rk with preparers that a rcﬁmﬁ will be
on the way shortly. , o

%
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' Wa’vc: f{mzzd that & my very high number of EITC fraud schemes iam‘tve refand
anticipation loans, and those loans are based on the direct deposit indicator we send out. -
The crooks take the money and run, and the taxpayers and banks get burned. So we're
oo longer going 1o tell the electronic filing operations whether & refund is likely to be

coming. The taxpaysr will sﬁu get any refund they're due, but we won't be sending out
that neﬁ.ﬁcadcn

The Earazd Income Tax Credit is for those who deserve it, who need that extrs
encouragement to work full time, to lift their families out of poverty, to join the
mainstreatm in American life, It is not for cheats and fraudy and slick operators, and

‘we're going to do our best to weed them out, and prosecute them when we find them,
, | _ .

. a3 o "
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S’I’ATEMENT OF 'IRE.&SURY UNDE& SECRETARY FOR ENFGRCBMENI‘
RONALD X NOBLE

_‘ BITC PRESS CONFERENCE ’
‘ “SincF: I arrived here at !'I‘rta.iu}y‘ Secretary Bentsen bas bcen‘cam-miztzd to ﬁ‘
addresing the problem of tax refund fraud. Tax refund fraud undermines the integrity
of our voluntary 1ax systems, and is & direct asssult on the fzéarail T;easury. Thaose w}za
commit fraud using the Earned Income Tux Credit are preying on g valuable pmgram
~designed to assist low‘mmc working Americans.

We'aﬁ are detergzim not to allow ineligible paap}e.l and fraud perpetrators 0
zai:e sdvantage of the EITC program. We are equally committed to making sure that :
people who are 'emitzeda to BITC get it. As Secretary Beutsen told you, the :I'reasury
Depatiment has been taking continuing steps 10 combat refund fraud in general, and
EITC fraud in particular. t

. Twould lixe 10 review some of tﬁm zzﬁps, Almost as soon 84 sheazm'ed at .
- the IRS, Commissioner Rz:hardso& recognired that refund fraud and EITC ﬁ'aazd were
serious problems that had nct been properly addressed in ﬁze past. She commissioned
an mzzszdc expert 10 assess the IR§’s vulnerability to fraud. She appomwd 8 ﬁaﬁmd
Fraud Executive to focus on this p;obicm and to report’ directiy w her. She also directed .
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the TRS ta mxzézzcz a study of EITC compliance du:mg the 1994 filing scason, T.lm
study {s the basis for the statistics that Secretary Boutsen quoted. |
‘ In Mnrch of this year, Secretary Bentsen appaiawd me 16 cka.i: 3 ’i‘ask Forcs
| that would make an independent, mpmhnmiva review of the pmblcm. The Task '
Fores hired experienced, impartial experts 10 manage ams direct its efforts. The IRS
| : ﬁ:lty mpporm! the Task Fores. 'ﬁze Task Force consuitad with reptmm:i'm of the .
IRS, OMB Department cf Justics, athor mmpﬁm of thc Treasocy Dcpurmm, GAD,
pmm indumy, and {:zzmdc experts, Some of the new proscdures that the RS is putting
iz place far the mext filing seavon are zhc result of cootdination botween s,ha IRS and the
Teak Forcs. o

On October 6, I testified befose Rep Plekle's Oversight Submmme, und

presented an Interim report from the Task Parce. Thete was bipartisan support for the
: ‘I“ask Faw. s work, We plag to provide a final report to Scm:ta:y Br.ntscn axzﬁ Cezzszcss
by zzze :nﬁ of Decenber.

Onue area that the ’i‘u& Foree examined ciosciym the pwi:icm af EITC non
mn@lm Aa obvious :;amcm is, *How kxge is the ETTC fraud problem? The
IRSs 1994 study provides the best available data oz m‘z: cumphanm The
encouraging news from the amdy it that almost 90% of the peoplc who claim the EITC
are %ﬁu‘imemianed and ztfing to comply with the law. Asl ezpﬁaineci more fuily o my
testimony ou October 6, the EITC forms can be wméiimtcd.. Comgﬁimed forms m
lead to mistaken claims for 100 much EITC. In eddition, taxpayers may bave legitimate

disagreements that iead to efraneous cleims. For example, two parents Living and filing
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gmwly may both believe they can ¢laim thelr chﬁ;l on the BITC form because they

botk 'prm’idz,ﬁ;nancial support for the child. The child can be ¢laimed ;}aly on the EITC
' form of the parent wltﬁ whom the child lived for more thap half the year. If the child

frequently spent nights at both parents houses, the parsnts may legltimately dispute who

qaaﬁ:ﬁcs to claim the child for EITC purposes. |

The IRS hes been svorldng fcz several years to simpﬁfy the EITC form, and to
previdc: greater assistance to mayets {n understanding Bow properly to file for the
EI'I‘C The IRS is elso taking more aggressive enformm actions, including maldng' |
expanded fraud cbzcks before ret’aads are pmd, During the 1994 filing season, the IIRS
{nstinuted imprcved fraud control sysm which resulwd in the rejection af aver 600,000
slectronically filed EITC claims. '& g result of these efforts, we expect to see the
mumber of erronzous EITC claims drap in the upwming years, {

Additional studaes are zzez:esmy bcfem wé can qua.nufy tha amount of BI'FC
fraud. but it would be mxs}cadmg to pmzzzme that 29% of 1}3& §14-15 billion paid evegf
yzzr in BITC involves fraud. Ler me. explain the best mform&:iczz that we have:
| The Task Force pub!icly d:s:}asad at the October 6 hea:ing that between one
and five billion doliars in problematic refunds are pa!d every year.  Only a portion of - “
the problematic refund claims {ovolve fraud, and only 2 portion of those involve the
EITC. | |

‘ " ‘In closing, let me say that it is erideal for there 10 be continued
cooperation between Main Tr:a.szzzf anc_l the IRS, and that the IRS's Tax System

Modernization program be fully and expeditiously fundad. Enhanced computer

A
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+ " capability will allow the IRS 10 more vigorously giard againet EITC fraud, and other
g - forms of refund fraud, »
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AR DEPARTMENT OF THE TREASURY L
INTERNAL REVENUE BERVICE
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For immediate zaléase .
Qcrober 26, 1894 o .

STATEMENT 5? MARGARET MILNER RICHARDSON
COMMISSIONER 0? INTEX%AL KREVENUE

Since beamm&ng Cammisszenex ovear a year and & half ago, -
have mads the elimination of filing zraud 2 top priority st bhe
IRS: .

We appreciate the support of Secretary, Bentsen and in
particular his establishment of the Treasury Refund Fraud Taek
Force. -In &ddition, we appreciate the fine work that -
Uﬁd&rsacretaxy Noble and the task force have done and the
aggistence /they have given ug in cur aﬁﬁorns to eliminate filing
fraud from our tax system,

We' at the Iﬁs have taken a number of steps to protect the

integrity of our tax gystem and, ae Ssoretary Bentgen stated, we
_plan to take more. durxng tha upcominq filing season. '

While. chese ataps are important and, I believe,. will be

.affective, the solution to protecting our system from fraud is.

the immediate full funding and implementation. of our Tax System

’ Modernization efforts. Only with the enhanced computer

cepabilities that TSM will provide us will we be ‘sble to respond

- £o both aaphzstlcated fraud attempte and the varioua problematic

refund returns ‘that we réceive sach year.

' Lét me take & moment and list 3uat some of the steps we have

takan so far: ; ‘
- ﬁuring the last filing sesson, we hegan pre-~refund :
examinatiana of questionable refund claims, including some
returng. claiming the Barned Income Credit. During the
upecoming £filing ssason we will significantly increage the
nunmber of these pre-refund examinations.

= Aleo during the next £iling svsson, we are increasing the
staff we have in place in our service centers who work to
datect £tauduzent refurns, .
- Eaxller this month, we issupd new rules For slgctronic
return originators or EROs. These new rules reguire soma
new EROs to submit to credit checks snd fingerprinting. wWe
feel these new.rules will ensure that only appropriate &nd
responsible p&mple are allowed to participateg in our
electronic filing system.

B

it
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We alzo plan to monitor £R0g more clessly during the filing
seasen., This will ensurs chat ZROs who fall to comply with
our raqu;:amanha are denied access to the elsctronic {ilisg
program.

- ha 1996 Barned Incomo Credit form was gimplifiad to make
it eapisry for low income workers to anply for the credit.

Puzing the 1895 ££Iing pesgon, in additisn to the
alimin&tian of the DT, we plan to TAKe Qlher 8Steps Lo protect
cur £iling system {rom those intent on £iling fraudulent returno.

g While we vemain cormmitted to iswue refund checks cimely on
‘Teturns filed with complote ond accurate information, rafunds on
returns with incorrect or missing gsocial savuricy numbar will ba.
delayed untii we can verify that the taxpaya: is due the refund,

T cannob emphasize enough that during the next £iling
season, it will be essentisl that all taxpayers file their
roturng with complate and adourste infermation. Any taxpayars
ungure about che sccupscy of thelr ‘social security nurbers. should
contact: the Social Security Administration ss socn ag possible to.
vnrxfy theiy aumbaca

3
1

hu Gecpetary Bentaen avate&, ghe IRS and Treasury are
_ ecommitted to insuring that the Earned Income Credit is there for
v th&dZQ million low lncome american workers who deserve it and . .
need it,

L4
%
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TREASURY DEPARTMENT QCTI{}‘IS ‘

10 REDUCE: EARNED INCOME TAX CREDIT OVERPAYMENTS ANI)

FRAUBIWT CLAMS

"
!

The Bamed Income Tax Credit (BII'C} pmvides appmprim inmuvcs for people to-

#11

EULE

choose work over welfare and rewards these working families by helping to lift them out of
poverty. The Administration already is in the process of implezzzenting and: dsveloping proposals
to stem erroneous snd fraadulcnt clalms for EITC refunds,

I AI)WISTRATIVE &CTI{}NS

The following actions ars being implemented:

. The 1994 EITC Schedule was szmphﬁeé 1o’ make xt casier for low-income maym 1o

undzrmnd‘if they are cligibla far the credit,
The tupp!ammtal cmim for health i insurance and fcr mfanzs undaz the sge of one ha?e

* been repealed. This has helped reduce the complexity of the EITC and improve

compliance and administration. It also ensures tha the most nwdy fmmim get the credit

oy K g

amounts 1o wizigh ‘they are entitled, . ' .

The }I(S is coﬁéucung studics of refund fraud and EITC compliance to better understand
~ the magnimﬁe and ource of cIToneous payments .

?ade:az g:mm::mt

" The RS will manua 8 major cvcrhau! of its information systems 1o hcip keep pacs ‘with

the dmm&s nf 2 gwwmg sumber of mxpayerx

The foﬂowing actions wzil lake qﬂ‘m in fax yw 199%:

' The IRS will delay refumis On 0¥ queszwnab!a return with an invalid or missing taxpayer

idcanﬁcatimz number, This will give greater tim to verify the rsﬁmd being claimed.

‘I‘hs H{S will increase thc number of staff devoted % detecting mfuzzd fraud by cm»«thini

“‘Wn:kiag with tha qu:iae Depmmcnt, thc IRS i3 prasecuting ;ampaxms and slectronic - ' -
_return originators {ERQ&) who_take advantage of fhe BITC provmons to defraud the

IRS ﬁeid resources wili be shified 1o check compl:ancc by electronic mwm onmm:s ‘

(ERO's} t0 ensure they are mesting mqumzmztx for participation in the program.

October 26, 1994
I
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i mesmm FROPOSALS

During the past year, zhc ‘Treasury Department hes also made a pumber of legiglative

proposaly W tmprove oversight of the BITC. The following proposals are contained in the GATT
iegislation w!xich will be considered by the Congress in the Nmmmmmw sasamn‘

»*

' ’f‘he K?I‘C would be ém.ad to prisoners wad non-ma‘iﬁmz alieny.

#i2

Wiz

Taxpayers would be required to provids texpayer {dentification numbers (;cacxaﬁy, sccial .

security neambers) for all shildren elalmed for BITC purposes. With this information, the
I'RS wzii be battar abls w verlty a taxpayer's eligibility ferthccraéit

The De;:ar:m: of Defense would he required to report oertain types of non-taxable
sarned income, such as housing and subsistence sliowances, {0 both military parsonnel
and the IRS. Under curtent law, taxpayers are required 10 include non-taxable forms of
ingome for the EITC, but many may be unawsrs how much they have received from their
emplaycrs. : ¢

¥

The Administration’s wolfm: reform propasal also czszxminx 8 provision 1elated to

administration of the EITC:

The Treasry Department would create 8 demonszaton project, under which °h81b1=

.ciaimants could receive advahce ETTC payments through a state’ agancy if the states verlfy

the eligidility of the EITC clajmants. These demonstration projects will allow the
Treasury Department (0 lest whether EITC compliance would improve if eligibility wers
verified up-front before advance payments were made ’

1. ADDITIONAL ACTIONE -

*

The Treasury Department is mauﬁc%xg two addidonal measures today 10 ensure that
BrTC sefunds are gﬁd galy w eligible individugls: ) i

. 'The Department will develop ms,;ure'l 10 deny the EITC (o undocumented workees.

Currently, the undosumented workers are contitied (o receive the eredit, This proposel

will change that. TRS esdmates that over 150,000 undecumented workers claimed the

EITC for x year 1993, Qenerally, they cannot cbisin social tecurity numbers for
themselves or their children, As 3 result, it iy d{f¥loult 1w verify the sxistence of & child
without the sociel security number. .

Beginning in the 1999 filing season, the IRS will no Jonger provide direct deposit
indicators (DDIs) to slectropie return originators, The IRS currently provides EROs with
such infotmation to determine if the taxpayer’s refund will be offict by another lisbllity
before payment, DDIs ure oftess used by EROs o determine the riskiness of maldng a
refund anticipation loan to & axpayer. Refund mueapatwn loans are & soures of frand,
‘Elim{:zaﬁng tie D] will reduce this fraud,

Ootober 26, 1904
. 2


http:riJld.eu

L ]

sEN? gy: ?crox Telecopier- 7028 1 10-28-84 ; 1? 8 fhc White Qausc»
p 1o;zc/a¢ RUTT T v

£ FICKLE, T5MAR. SHAMAR
SUERERTTTE D DUTERGNT

?ﬁﬁ“ﬂé&u
W

¥

COMMITTEE ON WAYS AND MEANS

U5. HOUBE OF REPRESENTATIVEE
" WAGHINGTON, D¢ 208 1

SUBCQMMTTEE ON QVEARIGHT
_ cdzobar'11,2199é

]

‘The Honorable Ronald X. Nobie
Under Secretary for Salozcewment
U.8. Department of the Tressuxy
1500 Panneylvanis Avanue, N.W,

¥ashington, D.¢.

2WaaL

Daar Uh&er Sscretary Noble:

743103
" N W F o

L e——

HAM B IRDEHE, FLOKOA, AT CratRcAn
- SAERTIS 4 Ware AR MAY)
—— .
MNGE S D, EiFa ROLIAT, Aigk
BP0 .
AN LT VAT, T8 Sy (o R IA0F Caat g
. - .
SRRLIP & OLELEE, MNPy THiLF B $Y007
SR & AUPIRATA WINBRY OVERIMAYT £00eB,

i

1 wane to. ‘takes thiso cppcrtuni:y ta pézw@aally @hﬁnkvyﬁuﬁﬁﬂt
laiading the effore te combat tax’refund fraud,
of the scops and magnitude of the refund fraud problem, coupled.
with your candid cestimony bafors the Subcommittee on Oversight
on Qctuber §th, haw helped gensrate the momontum neacessary to
agsure that this problen is effactivaly dealt with at the highest

levals of Sovernment.

Youy racognition

T appraciate your <ontributien and rempect

the manney A which you are’ conducting-this important review and .
presenting the facts.

El

: The Tax Refund Fraud- Tnsk Force {TBF Taszk F&rcu}, undar yoa:

. stewardship, should aleo bs commended for ite thorough and
indépandent iavestigation, soiid findings, and recommendations
for maaningstyl short-term reform. The TR?P Tack Porce is
‘perforning a valusble public service and I'n hopaful its etfvrtx

will bring about an anéd to. ﬂidanscxle trauﬁ abugan.

The prchaaa made’ by the TRF Task Force &a & goud stazxt and

your interim report offErs geme sagoureging news.

But clearly,

anre must bes done to address the long-term concarns, such as
implementation of strong fraud controls as part of IRS’s Tax

Byetems Modernization program..

It lo my

hope that you will help

ensura that Treasury and IRD stay cosmitted to ‘addresging the tax
refund froud problsm and pregerving our voluntary tax aysnam, :
" You dre doing an excellest job, Ron, keep up tha good wark..

With warm pareonal ragards, I am

/

JIR/ph

ey - The Hanorzbia &1cyd Bezna&n¢ Secretary
‘ V.8, Department of the Treagury
. Mr. Stephen A. Sslegburg,.DirectOr. TRF Task ¥Fozce

Ma. Joyce J. Walker, Managcz, TRE Taak ?orwa ‘

R el oed

' ammittaa on Ovaradight

e g T sty T P
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