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STATEMENT IlY CHIEF OF STAFF LEON E. PANETTA 

ON CONTINUING. RESOLUTION AGREEMENT 


The c10ntinuing resolution agreed to by the Administration and the Congressional 
leadership will enable us to continue providing important services for the American pe,?ple 
while Congress takes the time it needs to complete work on fiscal. year 1996 appropriations. , . 

The a'greement provides funding on a temporary basis at an overall Ievel close to 
that proposed by the Congress, but it does not accept the proposals of the Congressional 
majority for ~rastk cuts:' in education, environmental protection, and other' priorities 
important to' the President and the American people. 

, 

There! has been too much irresponsible talk about using the threat of government 
shutdown or 'default to force a panicular set of priorities on the American people, This 
continuing re"so[ution will establish a level playing field, extending the deadline [or 

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 economy 'in the process. 

i, 
The President wants us to work together to achieve common ground on a balanced 

budget This: process showS that we can work together. The President has proposed a 
balanced budget grounded in the fundamental American values of opportunity, family, 
c.ommunity~ and responsibility. This is common ground that 'aU Americans share} and it is 
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 OF A NATION'S CREDIT IS A VITAL ASSET. 

• 	 Through our ,bore than 200 year history, through good times and crisis alike. the United , 
States 	has never abandoned its obligations .to honor its debt. 

.. 	 "A sovereign country's creditworthiness is a precious asset not to be sacrificed under any 
circumstances:" [Treasury Secretary Rubin, The New York Times. 9/22i95] 

, 
IT IS 	RECKLESS TO THREATEN DEFAULT FOR POLITICAL PURPOSES. 

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

• 	 "It would be unprecedented and unwise for anyone in a position of authority to dismiss the 
consequences of default on the debt of the United States of America for the first time in 
our history." I [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 Pa\,l 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 Stateldefaulted for the first time in its over-200 year history. Any default will 
have swift and severe repercussions," [Treasury Secretary Baker1 Associated Press, 
11/8/8SJ 

. I 

THE PRESIDENli WILL NOT BE BLACKMAILED INTO MAKING DEEP CUTS IN 
HEALTH CAR.: AND EDUCATION IN ORDER TO PAY FOR TAX BREAKS FOR THE 
WELL-OFF. ! 

• 	 Speaker Gingrich has demanded that the President accept drastic cUls in Medicare, 
Medicaid, arid education or Congress will force the nation into default for the first lime in 
history. Th~ President will not be blackmailed when the nation's core interests are at 
stake. i. 

RECENT REPUBLICAN PROPOSALS CONCERNING THE DEBT CEILING WOULD 
STILL FORCE T'HE NATION INTO DEFAULT AND WOULD DEBASE ITS CRE())T 
STANDING. 

• 	 Majority Leader Dick Anney and others have made proposals that allow the President to 
selectively delault on the nation's debt. These proposals are neither credible nor serious, 
for they wobld require the United States, for the first time in history, to renege on 
obligations ~nd debts already incurred, 



REI'UBLICANS AND THE DEIlT LIMIT, 

RECKLESSLY GAMBLING WITH Tm; NATION'S FUTURE 


The RepublicJn majority in Congress has threatened to the hring the 
nation to the brink of default -- or further -- in order to serve its own ,
political ambitions. In so doing, the majority has taken a 'dangerous 
gamble with the nation's financial system and has abdicated its most 
solemn responsibility to ensnrc that the nation docs not default on its debt. 

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

Republicans have rlpeatcdly threatened to bring the nation to the brink of default ~~ or b:yond. 

• 	 On Thursday, Speaker Gingrich boasted, Hl don't caro what the price is. I don't care if we have no 
executive offices and no bonds for 60 days -- not this time:' [Washinglon I'OSI, 9122195J, 

• 	 On Friday, Ging~ich declared: "I will not schedule the debt ceiling [increase] until we get the 

agreement to bahmcc the budget." [Washington POSI, 9/23/95]
, 

I 
And they have dowppJaycd thc consequences of dcfault~ , 
• 	 "Gingrich brushed aside 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 Speakcr argued that, jf anything. a 
showdown involving a debt ceiling would have a positive impact on the markets." [Washington 
Pasl, 9123/95J ~ , 

• "We have talked to a lot of people ... and a lot of people of Wall Street who think that ... the 
. market will not 'overreact as negatively as some indicate," Rick May, Majority Staff Director of the 

House !ludget Committee [Kniglll Ridder, 9/21/95J 

But Secretary Rubin ~~ along with past Republican Cabinet ::vIcmbers and Federal -Reserve Board 
Chairmen -~ have warncd of the dire ramifications if Congress Jails to raise tbe debt ceiling. 

, 
• 	 "It would be unprecedented and unwise for anyone in a position of authority to dismiss the 

consequences of default on the debt of the United States of America for the first time in our 
history. Even the appearance of a risk of default can have adverse consequences, and a default 
itself would increase the cost of debt for the United States Government for many, many years to 
come. A sovereign country's credit worthiness is a precious asset nol to be sacrificed under any 
circumstances." Treasury Secretary Rubin [The New York Times, 9n2/95] , 

,. 	 'lit would be an absolute disgrace if the United States defaulted for the first time in its over-200 
year history, Any default will bave swift and severc rcrcrcu;;sions both domestic<llly and 
internationally, iii is our view that it will probably mise general interest rates, costing the United 
Stmes a signHicant amount of money in the absence of congressional action," James Baker, lhen~ 
Secretary of th~ Treasury [Associated Press, J 1/8/851 (emphasis added) 



• 	 " , .. the failure 'of Congress to act on the debt ceiling would In either ca."ID create great uncertainty , 
and confusion in Ibanking and money markets .... a failure to increase the debt limit would not 
only create havoc in the payments system because of the necessary delays that I have outlined, but 
it would undermine confidence at borne and abroad in the government's ability to manage its 
afTairs." Letter from then-Federal Reserve Board Chairman Paul Volker to then-Treasury Secretary 
Donald Reagan, 1119193 (emphasis added) , 

• 	 "I urge the Congress to act in a timely manner on a debt limit increase in order to advert default 
with its adverse consequences on domestic and international confidence and trust in the United 
Stales." Secretary Brady, Lell~r to Speaker Foley, 9121190 (emphasis added). 

, 

• 	 "Since Septembe}, the failure of Congress to increase the debt limit ha<; resulted in ... costly 
delays of auction~ and wlcertainty throughout the capital markets, . , '. The uncertainty and delay 
will likely cost the American taxpayer millions of dollars.l> Secretary of the l)easury Baker 
IAssociated Presi, 10123185] (emphasis added) 

• 	 "No responsible government should place itself in a situation where it would default on its 
obligations..[ therefore urge. in the strongest possible 'Wily. that the Congress act to spare our 
citizens from the hardship, the flood of litigation, and the unprecedented constitutional crisis tbat 
would be threatened by the inability of the United States to meet its futancial obligations." Letter 
from then-Attorney General William French Smith to then Senate Majority Leader Howard Baker. 
11111/83 (emphasis added) 

Speaker Gingrich's careless threats have already spooked the markets. . .' 
• The Wall Street 10urnal reports: "Message from the bond market to House Speaker Newt Gingrich: 

You're starting th scare us... : Prices may actually faIl, perhaps sharply, in the next two months 
because of what lmight be called 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 if President 
Clinton didn't agree to RepUblican budget priorities." [Wall Street Journal, 9/26/95J 

I 
I 

• 	 "Mr. Gingrich's remarks came in the middle of a day in which the dollar plunged as much as 5 
percent against rhajor currenCIes before recovering slightly, sending interest rates up sharply. The 
Speaker's statements appeared to be one of several factors that added to the market's unsettled 
condition." [The New Yark Times, 91221951 

• 	 "[Speaker Gingrich 'doesn't] understand the risk. nlC guy is a gunslinger. He shoots at everything 
that moves and he doesn)t stop to think before he pulls the trigger." F. Ward McCarthy of Stone & 
McCarthy, a financial research firm lWashingwn Post. 9/23/95J 

• 	 "I was very disr~'essed to learn of [Speakcr Gingrich'sl remarks. It affects the \\fay we invest. You 
havc to ask: Do: I need all this uncertainty," Ouniel Fuss, who manages $32 billion in bonds tor 
Loomis Sayles & Co. [Wall Slreal Journal, 9126195]. 

I, 	 . 
• 	 "We know people who are selling las a result or Speaker Gingrich's remarksl. They fcc I they are 

too far from the!situation to know what's. brinkmanship and what's reality." Nancy Ztmmerman, 
gencral partner ~f Farallon Fixed Income Partners, a Boston hedge fund [Wall Street .Journal, 
9/26/95J. 



.. 	 "Gingrich's. thre~t to permit a government default also contributed to the uneasiness in the markets 
and helped pu,h Ibond prices lower thi, morning." [Bluomberg, 9122195] 

. 
• 	 To financial trad~rs. Gingrich's statement, "suggested he is willing to sacrifice their interests to 

further his m\<11 ~oIitical ambitions." IW;A Today, 9125/95:1 

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

• 	 ", , .'failure t'o pay interest or principal would have severe ripple effects in the U.S. payment 
system. , . , the price of default ... would he high, lt would be ironic if Congress, in an effort to 
cut the dcficit~, raise u.s, savings and reduce interest rates, adopted a confrontational strategy. that 
forced the goven~ment to pay higher interest rates." Susan Herring, Solomon Brothers. Testimony 
befure the Seuat~ Finance Committee, 7/28/95. 

, 

• 	 "If the federal government missed a timely payment of interest or principal as a result of a debt,
ceiling confronta~ion, the consequences seem almost imponderable. Even the mere risk of default 
by the world's niost creditworthy public borrower, for whatever reason, cannot be tolerated,", 
Richard Kelly, Public Securities Association. Testimony before the Senate Committee on Finance, 
7128195 . I 

• 	 "" .. even a temporary default -- that is. a few days' delay in the government's ability to meet its 
obligations ~- co¥td have serious repercussions in the financial markets." James Blum, Deputy 
Director of the GBO, Testimony before the Senate Finance Committee. 7128195 

• 	 nOne of the risk~ is tl1at foreign investors will not understand what is happening here. And if they 
get nervous, they will just flee until it all sorts out" .David Jones) Vice Chairman of Aubrey G. 
Lanson & Co., which trades in Government bonds [The New York Times, 9122195) 

• 	 The fisk of default ·'is. a concern around the globe, among central bankers, investors, and it's not 
being taken light1y." Philip Braverman, Chief Economist OKS Securities [Bloomberg, 9/22/95] 

Republican claims that a 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 
lhe Nation, that evcn if the nation's reached an impasse ovcr the debt limit, "we can manage the debt 
ceiling by managing :1he cash now... ' I am prepared to pass a bill to the President, .. that allows him 
the authority to set priorilies in managing {he economy on a cash-flow basis, during an intcrim period 
between debt eeiliJ1g~ circumstance" [Face the Nation. 9/24/95J. Armey's statement offers a deceptively 
sanguine view of Ii debt ceiling crisis. 

.. 	 Armcy'~ suggestion, "doesn't make any sense at all .... It's a simplistic idea that you can treat the 
obligations of th1c U.S. government like the obligations of an individual citizen with a credit ~rd. 
lThc proposal I 'Ycm1d still require making intolerable decisions. How do you decide whether you 
are going to paY

t 
for good and services the government has purchased, or the wages of employees'!" 

Undersecretary ~awkc [The Nev.' York Times, 9125/95]. 
.. 	 "Some st!ggcsli~ns have been made that the Government can operatc on II cash-flow hasis. without 

an Ulcrcnsc in Hie debt. This is simply not rcalistic, The government's expenditures do 110t match 
its receipts on a~day to day basis." Secretary Rubin. Letter to Speaker Gingrich, 9/18/95 



• • 
A OUESTION OF INTEGRITY. EVEN REPUBLICAN MEMBERS OF THE SENATE FINANCE 
COMMrrrEE HAVE RECOGNIZED THAT DEFAULT THREATENS OUR NATIONAL ­
INTEGRITY. SINCE IT WOULD COMPEL THE GOVERNMENT TO RENEGE ON 
COMMITMENTS ALREADY MAI)E. 

.. 	 "It seems to 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 sense;" 
Senator Chafee~ Hearing Before the Subcommittee on Taxation and Debt Management of the 
Senate Finance Committee, 911Ol85, 

. 	 I, 
• 	 ".,. the decisio~, to increase the debt limit of the federal Government is not discretionary, 

Default on obligations already incurred is nol an option ... The deht limit must be increased." 
Senator Roth, Hearing Before the Subcommittee on Taxation and Debt Management of the Senate 
Finance Committee, 7/31190., 

, 
THE PRESIDENT WILL NOT BE BLACKMAILED INTO SACRIFICING AMERICA'S CORE 
VALUES. 

, 

.. 	 The President haS shown he is willing to work together 10 achieve a common ground balanced 
budget, but, as Secretary of the Treasury Rubin has said, "the President won't be blackmailed by 
the use of the debt limit as a negotiating lever." Secretary Rubin [The New York Times, 9122/95]. , 	 . , 

1 

I 



i , 

THE WHITE HOUSE 

WASHINGTON 

June 30. 1995 

MEMORANDUM FOR DOMESTIC POLICY PROGRAM STAFF 

FROM: Paul Weinstein 
I 

SUBJECT: FY96 Budget Resolution 
i

Att3ched please find several documents outlining the 
recently-agr'eed to House and Senate Budget Resolution. Included 
in the package is a compari.son with the President's proposed ten­
year balance:d-budget. If you have any questions, please come and 
talk. to me~ : I will be forwarding additional information in the 

• coming weeks . 

, 
cc: 	 Bruce Reed 

Jeremylaen-Ami 



CONFERENCE RESOLUTION: TOTAL OUTLAYS 06128195 

(In billions of dollars) . 04:12 PM .' 

1996 1997 ..1998 1999 2000 96,00 
National defense ....... : ............... " •.. 263.1 265.0 263.8 267.2 2709 1,330.0 
Inlernational affairs" ...................... 17.0 15.1 13.9 12.6 11.9 7004 
Science and space .......... ".,.,.,. ..... 16.8 16.6 16.1 15.7 15.5 80.7 
Energy ........................................... 4.5 3.5 3.1 2.6 2.2 16.0 
Natural. resources; ......................... 20.3 20.0 18.7 19.0 18.5 96,4 
Agriculture ............................... : ...... ·tn!" 11.1 -10:5- '. 10.3 9:8 53.5 
Commerce and credit... .................. -7.0 ·5.9 -8.1 -4.9­ -3.6 ·29,4 
Transportalion ................................ 38.9 37.6 36.6 34.1 33.2 180.4 
Community developmenl.. ....... "" .. 9.9 7.8 6.5 6.2 6.2 36.5 
Education and lraining ................... 53.4 48.9 47.3 47.5 48.2 245.4 
Heallh ............................ " "".... " "" 121.1 127.5 131.7 135.7 .139.9 655.9. 
Medicare ... " ... "" " ....... """,,........... 173.7 182.8 192.3 203.2 214.6 966.6 
Income security." """ " .. """ ... " " .... 
Social security ......... " .... " .. " ........... 

227.6 
364.2 

236.4 
373.1 

245.3 255.8 
393.1 413.7 

269.9 
435.6 

1,235.0 
. 1,969.7 

Velerans ............... : ..... "" ............... 36.9 38.0 38,4 39.0 40.6 192.9 
Justlee ........................... " ............... 18.7 18.9. .19.7 20,4 20.9 98.7 
General governrnent. ...... " .. : ...... " .. 12.9 12.3 12.2 12.0 12.0 61.4 
Net lnterest. ............................... " .. 258.9 266.0 269.7 276.4 281.9 1.353.0 
Allowances ..................................... -4.6 -6.4 -5.5 -5.0 4.0 -25.7 
Undistributed offsetting receipts ..... :40.5 ::41.3 ::4~"0 043,6 :~61 -215,4 

TotaL ... : .. , .................................. 1,587.6 1,626.9 1,661.5 1.717.9 1,778.0 8,372.0 

G:\lOTUSIAFTOT.WK4 

• 

/ ­
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PRESIDENT'S BUDGET PLAN: TOTAL OUTLAYS 06128195 


J998 
254.3 

16.3 
16.4 
3.4 

21.5 
10.4 

0.4 
37.7 
11.1 
58.7 

140.9 
202.6 
251.1 
392.5 

39.9 
23.0 
14.0 

272.0 
1.2 

-4.4,2 
1,723.1 

04:12 PM 


.1999 2000 96·00 
259.7 267.8 1,299.3 

15,6 15,0 79,7 
16.2 16.1 82.2 
3.5 2.6 17.6 

2Q'? __--"Q_'__...105._8~ ~_ .. 
10.4 9.9 55.7 
·3.8 ·5.5 ·17.9 
38.0 36.8 189.3 
9.6 9.6 57.3 

60.4 61.9 294.0 
150.5 161.0 703.7 
215.8 230,0 1,012.6 
262.9 275.6 1,261.5 
412.8 433.6 1,966.6 

40.1 41.8 199.7 
23.8 24.6 113.2 
13.8 13.4 69.5 

277.8 280.8 1.351.7 
1.1 1.0 4.3 

,4.1.5 042,2 ,213,7: 
1,787.2 1,854.2 8,632.2 

. 

National defense............................ 

International affairs........................ 

Science and space............... ......... 

Energy........................................... 

Natural resources.......................... 

Agriculture...................................... 

Commerce and crediL.................. 

Transportation................................ 

Community developmenL............ 

Education and training.... ............... 

Health............................................ 

Medicare........................................ 

Income security.............................. 

Social security................. ............... 

Veterans. ......................... .............. 

Justice............................................ 

General government...................... 

Net InteresL......... ......................... 

Allowances..................................... 

Undistributed offsetting receipts..... 


Tolal........................................... 


G:ILOTUSIAFTOT.WK4 

(In billions of dollars) 

)996 
260.8 

16.6 
16.8 
4.2 
1..6 

13.1 
-7.8 
38.6 
12.7 
55.4 

120.3 
174.7 
230.4 
354.5 

38.1 
20.0 
14.3 

255.5 
-0.4 

-42.4 
1,597.1 

1997 
256.6 

16.2 
16.7 
3.9 

21.8 
11.9 
-1.2 
38.1 
14.3 
57.7 

131.0 
189.5 
241.6 
373.1 

39.8 
21.7 . 
140 

265.7 
1.4 

-43•.3 
1,670.6 . 

- 2 ­



DIFFERENCE BETWEEN RESOLUTION AND PRESIDENT'S BUDGET PLAN 06128195 

(In billions of dollars) 

Nalional defense ....... : .................. . 

Intarnalional affairs ....................... . 

SCience and space ...................... .. 

Energy .......................................... . 


. Natural resources ....... , ................... . 

Agricunure ............................. : ....... . 

Commerce and credi!.. .................. . 

Transportation ............................... . 

Community developmenL........... . 

Education and training .................. . 

Health ........................................... . 

Medicare ....................................... . 

Income security..., ......... " .... ,,"., .. "" 

Social security .............................. .. 

Veterans ..... , , ........... _.. :.,,, ............. . 

Justice ........................................... . 

General government. .................... . 

Net Interest. ................................. .. 

Allowances ................................... .. 

Undistributed offsetting receipts .... . 


TotaL ........................................ . 


G:1l0TUS\AFTOT.WK4 

1996 
2.3 
0.4 
0.0 
0.3 

..:1.4 
-1.3 
0.8 
0.3 

·2.8 
-1.9 
0.8 

-1.0 
-2.7 
-ll.4 
-1.2 
-1.3 
-1.4 
3.5 

-4.4 
2Jl 

-9.4 

1997 
8.4. 

-1.1 
.Q.l 

-G.3 
-l.B 
-0.8 
-4.7 
-0.5 
-6.5 
-8.8' 
-3.5 
-6.7 
-5.2 
-ll.1 
-l.B 
-2.B : 
-1.7 
0.3 

-7.B 
2.11 

-43.6 

1998 
9.5 

-2.4 
-0.3 
-0.3 
-2.8 

... "0-:-1 
-8.5 
-1.1 
-4.6 

-11.4 
-9.2 

-10.3 
-5.9 
0.6 

-1.5 
-3.2 
-1.7 
-2.2 
-6.7 
0..2 

-61.6 

1999 
7.5 

-3.0 
'-0.5 
-ll.9 
-1.7 

. '-0.1 
. -1.0 

-3.9 
-3.4 

-12.9 
-14.8 
-12.6 
-7.1 
1.0 

-1.1 . 
-3.5 
-1.8 
-1.4 
-6.2 
02,-0 

-69.3 • 

2000 
3.1· 

-3.1 
-0.7 
.-0.4 
-1.6 
-0.2 
1.9 

-3.6 
-3.4 

-13.7 
-21.1 
-15.4 

-5.7 
2.0 

-1.2 
-3.7 
-1.4 
1.1 

-5.1 
-3.9 

-76.1 

04:12 PM 

96,00 
30.7 
-9.3 
-1.5 
-1.6 
-9.4 

--:2:2' . 
·11.5 

·8.9 
-20.8 
-4S.7 
-47.8 
-46.0 
-26.5 

3.1 
·6.8 

-14.5 
-6.0 
1.3 

. -30.1 
. 01.( 

·260.1 

- 3­



CONFERENCE RESOLUTION MANDATORY OUTLAYS 06128/95 

( in billions of dollars) 04:12 PM 

~996 1997 .1998 1999 2000 96·00 

National defense ................•............. -0.9 -0] -0.7 -0.7 ·0.7 -3.8 

International affairs.... "," ..... , ........ " ",,, ·3.7 -4.1 -3.6 -3.9 -3.7 -19.3 

Science and space ........................... 0.0 0.0 0.0 00 0.0 0.2 

Energy ................................... : ......•... -1.9 -2.1 -2.1 -2.6 -2.8 -11.4 

Nalural resoun:;es ............ :::::::::-.=:.~ . 0.1-~· 0.3 ·0.9 __ .-0.3_ .~0.5_. _-1.3 


.... 

Agriculture ........................................ 8.0 7.5 6.B 6.6 6.1 35.1 

--~ 


Commerce and housing credi!... ...... -9.5 -8.0 -9.7 ·6.2 ·6.6 -40.0 

Transportation..: ............................... 0.5 0.5 0.5 0.5 0.5 2.4 

Community developmen!... ............•. -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 ............................................... 100.0 106.9 111.2 115.6 120.0 553.6 

Medicare .......................................... 170.7 179.8 189.3 200.2 211.6 951.6 

Income security ... , .." , .. , .. , .... , .. _. ,."" .. 188.4 194.9 204.2 214.6 227.9 1.030.0 

Social security .................................. 351.6 370.6 390.7 411.3 433.1 1.957.3 

Veterans ........................................... 18.0 19.7 20.2 20.9 22.6 101.5 

Justice .... ", ........... " .., ....... H." ....... , .... , 0.3 0.3 0.4 0.4 0.4 1.9 

General government. ....................... 0.9 0.7 0.8 0.9 ·1.0 4.3 

Allowances ....................................... 

Undistributed offsetting receipts ....... ~.Q.5 ~U ~~!..O ,,1-3.6 046·1 :2l5.<1 


Grand total. .................................. 794.7 836.8 874.2 925.3 975.7 4,406.7 


G;\LOTUSIAFMND.WK4 
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PRESIDENT'S BUDGET PLAN MANDATORY OUTLAYS 06/28/95 


National defense ....... ~ ................... . 

International affairs ...................... .. 

Science and space............"."." ... . 

Energy ............ : ............................. . 

Natural resources .......... , .... ,,. ... , , .., 


'''Agrii:ulture=~:.~::: ....................... :. 

Commerce and credit... ................. . 

Transportalion .............................. .. 

Community development. ............. . 

Education and training .................. . 

Health ........................................... . 

Medicare ....................................... . 

Income security ............................. . 

Social security .............................. .. 

Veterans ....................................... . 

Ju.tice............................. : ............. . 

General government. .... " ............. .. 

Allowances .................................... . 

Undistributed offsetting receipts .... . 


Total ......................................... .. 

. 


G;\LOTUSIAFMNOWl<'4 


. (in billions of dollars) 

j996 j997 
-0.7 -0.5 
-4.3 -4.7 
0.0 0.0 

-2.0 -2.0 
0.3 0.6 

'-9.1- . --7.9­
-11.0 -4.7 

0.5 0.5 
2.8 4.4 

14.9 13.7 
97.1 107.8 

171.5 186.4 
191.5 201.4 
351.4 369.9 

19.0 26.9 
0.5 0.3. 
1.4 1.3 . 
0.0 0.0 

-4ZA, -4J•.3 
799.5 859.8 

i 

1998 
-0.5 . 
-4.4 
0.0 

-2.1 
0.6 

'6.5 
-3.2 
0.4 
2.0 

13.4 
117.4 
199.4 
210.4 
389.4 
21.5 

0.2 
1.4 
0.0 

~42. 
908.4 

1999 
-0.5 
-4.4 
0.0 

-1.5 
0.5 
6.7­

-7.2 
0.4 
1.1 

14.1 
126,6 
212.6 
220.9 
409.8 

21.9 
0.2 
1.4 
0.0 

::41.0 
961.6 

04:12 PM 

2000 96-00 
-0.5 -2:8 
-4.2 -22.0 
0.0 0.2 

-1.7 -9.2 
0.4 2.3 

'.'6.3-' ..- 36.5 
-10.7 -36.9 

0.4 2.2 
1.3 11.6 

14.7 70.9 
136.8 585.6 
226.9 996.8 
233.7 1,057.8 
430.7 1.951.3 

24,0 107.3 
0.2 1.4 
1.4 6.9 
0.0 0.0 

::4V ,2.12.( 
1,018.2 4,547.4 

. , 
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DIFFERENCE BETWEEN RESOLUTION AND PRESIDENT MANDATORY LEVELS 06/28/95 

( In billions of dollars), 04:19 PM 

1999 2000 96-00 

,0.2-0.2 -O,g 

0.5 0.5 ' 2.7 

0,0 0,0 0.0 


-1.1 -1.0 -2.2 

_-O.S -0.9__ . ...:3.6__. 


-0.0 -0.2 -1.4 

0.9 4.1 -3.2 

0.1 0.1 0.2 

-1.6 -1.7 -13.6 
-1:9 -1,9 ·9,1 

-11.1 -16.8 -32,0 
-12.5 -15.2 -45.2 

·6.3 -5.8 -27.S 
1.5 2.4 6.0 

-1.0 -1.4 ·5,8 
0.2 0.2 0,5 

-0.5 -0.4 ·2.6 
0.0 0,0 0,0 

,2,5 :4,~ ,2,7 
-36,3 -42.5 ·140,7 

National defense ....... : ................... . 

International affairs ....................... . 

Science and space ....... ; ........ , ...... . 

Energy .......................................... . 


~Natural-resources.. ,."." .. "" ......_._" ..._~ 


Agriculture ........... , ................ ,. , ... , .. . 

Commerce and erediL.................. . 

Transportation." ................. , ... , .. , .... . 

Community development. ............. . 

Education and training .................. . 

Health ....................... , ................... . 

Medicare ...................................... .. 

Income security .................. , ......... .. 

Social security ............................... . 

Veterans ....................... " ... " ......... . 

Justice""" ..................................... . 

GeneralgovemmenL... : ............... . 

Allowances ............ " ........ " ..... "" " .. 

Undistributed offsetting receipts .... . 


Total ............... " ........... ,," " ........ . 


G:\LOTUSIAFMND.WK4 

, 
.1996 199( ,1998 
-0.2 -0.2 -0.2 
0.6 0,6 0.5 
0.0 0.1i 0.0 
0.1 -0.1 0.0 

.,0.1 __.Q.3__. ,1.5 
-1.1 -0.5 0.3 
1.5 -3,2 -6.5 

-0.0 -6.0 0.1 
-3.1 -4.6 -2.6 
-1.9 -1.7 -1.6 
2.9 -0.9 -6.2 

-O.S -S.S -10.1 
-3.1 -6,4 -6.2 
0.2 0.7 1,2 

-1.0 -1.2 -1,2 
-0.2 0.0. 0.2 
-0.6 -0.6 -0.6 
0.0 0,0 0.0 
2Jl. 2.0 Q.2 

-4.8 -23.0 -34.2 

:-G­
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CONFERENCE RESOLUTION DISCRETIONARY lEVELS BY FUNCTION 06128195 
. 

(In billions of dollars) 04:21 PM 

1996 1997' .1998 1999 2000 .2001 2002 96-00 96-02 
Medicare: 

Budget authority ............ 3.0 3.0 3.0 3.0 3,0 3.0 3.0 15.0 20.9 

Outlays .... , , .. ", .. "., .. ,... ". 3.0 3.0 3.0 3,0 3,0 3.0 3,0 15,0 20.9 


Income security: 
Budget authority ............ 35.2 34,0 43.5 36,0 39,4 39.4 39,5 188.0 . 267.0 


.. 
Outlays ...... : ............... , , .. 39.2 41,5 41.1 41.2 42.0 41,5 41,5 205,0 287.9 

Social securily: 
Budget authority ........... , 
Outlays,,, ........ "."., ........ 2,6 2.5 2.5 2,5 2.5 2.5 2.5 12.4 '17,3 

Veterans: 
Budget authorily ...... ,.,," 18,0 18,0 18,0 17,9 17.9 17,9 17.9 89.8 125,5 
Outlays ... " .." ... , " .. , .... ' ,,' 18.9 18,3 18.2 18,1 18,0 17,9 17.9 91.5 127.3 

Justice: 
Budgel authority .." ........ 19,5 19,5 19,7 20.5 20,6 20.6 20,6 99,6 141.1 

Oullays, ..", .... " .... ,.", ..... 18.4 16.7 19.3 20,0 20,5 20.5 20.5 96.8 137,8 


General government: 
Budget authority ....... ,,'" 11,6 11,5 If3 11,2 11,1 11, t 11,1 56,6 76.8 
Outlays, ....................... " 12,0 11,5 11,5 11.1 11.0 11.0 11,0 57,1 79,0 

Allowances: 
Budget authority ..... ""... -6.4 -6,3 -5.3 -4,7 -3,7 -3,7 -3.7 -26.4 -33,8 . 

Outlays.." , .. " .......... ,.-'." -4.8 -6.4 -5.5 -5,0 -4,0 -4,0 -4,1 -25,7 -33,8 
Undistributed offsetting receipts: 

Budget authority .. "" ...... 
Outlays,: .... "" .... , ,,, .. '" ". 

Total: 
Budget aulhority .... ""... , 489,2 487.4 496.2 4887 495.9 496,6 498,8 2,457.4 3,452.8 
Outlays,,,,,,.,,, ... ,,,, """." 534,0 524,1 517,5 516.1 520,5 516.4 515.1 2,612.2 3,643.7 

Memorandum: 
Total nondefense: 

Budget authority""". "'" 223,8 219.5 226.5 216,3 220,8 218.8 218,1 1.106.8 1,543,7 

Outlays., .".,,"""" .......". 270,0 258.4 253,0 248,2 248,9 245,6 244,3 1 ,278.5 1,768,4 

G:lLOTUSICRESFDSC,WK3 
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PRESIDENT'S ElUOGET PLAN DISCRETIONARY LEVELS ElY FUNCTION 06/28/95 
(In billions of dollars) 04:23 PM 

1996 1.997 .1998 1999 2000· 2001 2002 96,00 96,02 
National defense: 

Budget authority ........... 258.2 253.9 280.2 266.8 276.5 286.9 286.9 1.315.5 1.889.4 

Outlays ....... .,................ 261.5 257.2 254.9 280.2 268.3 275.7 28U 1.302.1 1,858.9 


International affairs: 
. __ _ 	 Budget.authqpty,•......:. 21.2 19.8 19.4 19.1 18.7 18.2 17.9 . 98.2 134.3 

Outlays ......................... 20.9 20.9 20.7 20.0 19.2 18.6 "'18.2- --101:7·' -138:4-"-' 
Science and space: 

Budget authority ...... ., ... 17.2 16.7 16.4 16.2 16.1 16.1 15.9 82.6 . 114.7 

Outlays ....... ., ................ 16.7 16.7 16.4 16.1 16.1 16.0 15.9 82.0. 114.0 


Energy: 
Budget authority ........... 5.7 5.1 . 5.0 4.8 4.3 4.4 4.4 25.0 33.7 
Outl.ys............. ., .......... 6.2 5.8 5.4 5.0 4.3 4.3 4.4 26.7 35.5 

Natural resources: 
Budget .uthority........... 21.7 208 20.1 19.8 19.5 19.4 19.4 101.9 140.8 

Outlays ......................... 21.4 21.2 20.9 20.3 19.7 19.8 19.6 103.5 142.8 


Agriculture: 
Budget authority ........... 4.0 3.9 3.7 3.6 3.5 3.6 3.6 18.7 26.0 
Outlays ......................... 4.1 4.0 3.8 3.7 3.6 3.7 3.7 19.2 26.5 

Commerce and credit 
Budget authority .. ., ....... 3.5 3.5 3.4 3.1 5.2 3.2 3.1 18.6 24.9 
Outl.ys......................... 3.3 3.5 3.5 3.3 5,2 3.3 3.2 18.9 25.4 

Transportation 11: 
Budget aulhorily ..... 13.Q 14.4 13.8 10.8 10.1 10.1 10.1 62.2 82.4H •••• 

Outl.ys......................... 38.2 37.S 37:.3 37.6 36,4 35.7 35.2 187.1 257.9 

Community. development: 

Budge! authority •.......... 9.3 8.3 8.2 8.2 8.2 8.2 8.3 42.1 58.6 
Outl.ys......................... 10.0 9.9 9.0 8.5 8.3 8.2 8.2 45.7 62.1 

Education and training: 
Budget aulhorily .. 44.1 45.3 46.3 47.1 48.1 49.3 50.5 230.9 330.7 

Outlays ......................... 40.4 44.0 45,3 46.3 47.2 48.2 49.4 223.1 320.7 


Health: 
Budget authority ........... 23.7 23.3 23.7 24.1 24.5 24.9 25.3 119.3 169.5 
Outlays ......................... 23.3 23.3 23.5 23.8 24.2 24.6 25.0 118.1 167.7 

H •• , •••• 
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PRESIDENT'S BUDGET PLAN DISCRETIONARY LEVELS BY FUNCTION 	 06128195 

(In billions of dollars) 	 04:23 PM 

1996 .1997 1998 1999 2000 2001' 2002 9S-00 9S-02 
Medicare: 

Budget authority ........... 32 3.2 3.2 3.2 3.1 3.1 3.1 15.8 22.1 

Outlays ......................... '3.2 3.1 3.2 3.2 3 1 3.1 3.1 15.8 22.1 


Income security: 
. . Budget.utliority........... "-33,2-~ -32.7 43.5_____:lIto 	 38.2 41.4 43.9 186.6 272.0 

41.9- - -42.5-­Outlays ......................... 38.9 40.2 40.8 ·42.0 	 43.6 . -203;7 289.9 

Social security: 

Budget aulhority ........... 
Outlays ......................... 3.1 3.2 3.1 3.0 2.9 2.9 2.9 15.3. 21.1 

Veterans: 
Budget authority ........... 19.3 18.8 18.4 18.0 17.6 17.3 17.8 92.1 127.3 

Outlays ......................... 19.1 18.9 18.5 18.2 17.8 17.7 18.0 92.5 128.2 


Justice: 
Budget authority ........... 21.8 22.4 23.1 24.3 24.7 23.5 22.4 116.4 162.3 

Oullay .......................... 19.5 21.5 22.7 23.6 24.4 24.6 23.3 111.8 159.7 


General government: 
. Budget authority ........... 13.6 12.4 12.2 12.1 12.0 12.0 13.0 62.3 87.3 


Outlays ................. _ ....... 12.8 12.7 12.6 12.4 12.0 11.9 12.5 62.5 87.0 

Allowances: 

Budget aulhority ........... -0.4 1.3 1.1 1.1 1.0 1.0 1.0 4.2 6.1 
Outlays ......................... -0.4 1.4 1.2 1.1 1.0 1.0 1.0 4.3 6.4 

Undistributed offsetting receipls: . 	 . 
Budget aUlhanty ........... -0.5 -0.5 -0.5 -0.5 ,-1.0 -2.0 

Outlays ...... : ................... -:ltS ,0.5 :9.5 ,0,5 01..0 -2.0 


Total; 
Budgel aulhanty ........... 512.4 505.8 521.8 520,7 530.7 542.4 546.2 2.591.4 3.679.9 
Outlays ......................... 542.1 545.1 542.8 547.7 555.2 561.4 568.0 2,732.9 3,862.3 

Memorandum: 
Total nondefense: 

Budget aulhorily ........... 254.2 251.9 261.6 253.9 254.2 . 255.4 259.3 1.275.8 1,790.5 

Outlays ......................... 280.6 287.9 287.9 287.5 286.9 285.7 286.8 1,430.8 2,003.4 


11 Admin;slra!ion's hudgel authority has been adjusled to exclude highway budgel aulhorily. 

G:ILOTUSICRESFDSC.WK3 
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__ 

DIFFERENCE BETWEEN RESOLUTION AND PRESIDENT DISCRETIONARY lEVELS 06128195 
(In billions of dollars) 04:26 PM 

~9_96 1991: 1998 1999 2000 200.1 2002 96:00 96·02 
National defense: 

Budget authority,"',"'H___ 7_2 14.1 9.6 5.6 ·14 ·9_1 -6_2 35.0 19.7 
Outlays. _"H ________ .:_H .. _.H 2_5 8.6 9_6 7.7 32 ·'t9 -10_3 31.6 16.4 

International affairs: 
Budget authorityH ...._'" .. -2.9 -2.7 -3.7. -4.0 -4_0 ·3.5 -3_ 1 -17,2 -23·9 
Outlays=,:7,.",.".,,:.. -0.2 --1.7·-· - --3,0- -3.5 --3.6 .. ·3_1- -2.9 -12.0_ -.18.0 

Science and space: 
Budget authorityHH'"...._ -0.5 -0.5 -0_5 -0,6 -{J,B -0,6 -0$ -2,9 -4.4 
Outlays._, ...,',' H. _. _H H _., H 0.0 -0_1 -0_3 -0,5 -{J,7 -0,7 -0.6 -U. -2,8 

Energy: 
Budget authority ... H.H.H -0.1 -0.1 -0.3 -0.0 0.4 0.4 0,3 ·0_0 0,7 
Outlays.... ,' .... ,., .. H""" H 0,2 -0_2 ·0.3 0.2 0,7 0_5 0,5 0_6 1,6 

Natural resources: 
Budget authority ..... HH .. -2_6 -2,0 ·1.6 ·1.4 -1.2 -1,1 -u -8.7 '10,9 
Outlays., H', H.' .___ "., ,_, __ ,_ -1.2 -1.5 -0 -1,0 -{J_7 -0_9 -0.6 -5,8 -74 

Agriculture: 
Budgel.uthority .... HH ... -0.4 -0.3 ·0.1 -0.1 0,0 -0,1 -0.1 -0_9 ·1_0 
Outlays .... , ......... __ .....H_. ·0_3 -0_3 -0,2 :0_1 -0.0 -0,1 -0,1 -0_8 -1_0 

Commerce and credit: 
Budget authority ..H_ ...... -1.1 -u -1.S -1.8 -2_0 -1.4 -1_6 -82 -11.2, 
Outlays.... _, H. 'H .... ' ,_ H' H' :0.7 -1.5 )_9 -2.0 -2_2 -1.5 -1.6 -B.3 -11.4 

Transportation 11; I 

Budget .uthority .... '"... _. 0.9 -0,4 0,1 0_7 0_7 0_3 0_1 2.0 2.5 
Oullays..H... : .._....._.... H ... 0.3 -0_5 -).2 -3.9 -3.7 ·3.8 -3.7 -9_0 -16,6,

Community development: 
Budget authority,_. H'''H_ -2.7 -1.8 -).8 ·1_8 ·1.8 ·1_9 -2,0 -9-9 - ·13.8 
Outlays_ .. _._ .... , ........ _.... _ 0_3 --1.9 -2_D -1.8 -1_8 -11 -1.7 -7.2 -10_7 

Education and training: 
Budget authority .. _........ ·B.l ·9A -10.7 ·IL6 -12.5 ·13.8 -14,9 ·52_3 -8LO 
Outlays_ ...._...... __ ..... _.... , -0.1 ·7_0 -9.7 ·10_9 ·lLB ·12,9 -14,1 -3R6 -66_5 

Health: 1 
Budget authority .......... _ ·2,8 -2_6 -3.2 -4_0 -4.5 -5.3 ·6.0 -17.2 -28.4 
Outlays_ ......_........... _..... ·2.1 -2.6 ·3.0 -3_7 -4,4 -5.0 -5.7 -15.8 -26.5. 

-//­
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THE WHITE HOIJSE 

WASlUNGTON 

June 28, 1995I 

Dear Mr. Speaker: 

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

But as we work together td reach o~ $hared goal, we must 
ensure that we ,do so the right way -- the way that will raise the 
standards of living 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 serio.... 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 too large for too many 
who don't need it, and to meet the.7 year time frame. 

Though I am.determined to work with you to balance the 
budget, I cannot accept legislation that will threaten the living
standards of American families . 

. I hope· we ~can work' together and avoid a situation in which I 
would have no choice but to use my veto authority·broadly. The 
American people want Us to work,together to balance the budget
and to do it the right way. I am ready to do that. . 

Sincerely,. I 
, 

• 

The Honorable Newt Gingrich 
speaker of the : 

House of Representatives 
Washington," D.C. 20515 

I 



04/19/95 12: 01 U'202 e90 5673 HHS-PUBLIC AFFAl I<li002 

To Amy Buaeh@ASPA@OS.DC 
Ce 
Bce 
From James,HickmaneASL@OS.DC 
Subject re: cosponsors and today's 'tps 
Date 
Attach 

Wednesday,
• 

April 19, 1995 at 11,16,09 am EDT 

Certify N 
Encrypt N 

Amy ~: 
HR 3500 ha 64' o~ponsors: 159 original cosponsors and 5 additional cosponsors 
at. a later at . . 

S 1795 had 16 criginal cosponsors, including Packwood. Lugar ar.d Hatch 
cosponsored later in the year.

1 
Talk to you later 

Jir.t. 
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February 8, 1995 

~MORAN!)UM FOR SENIOR STAFF 

FROM; , o.ne Spcrlini
! 

SUBJECT;' Budgel Talking Poin",, 

, The, following i$ G onc"pagcr on the President's buugel designed to address some of 
tho issues ra.i:iOd over the; 11l3t few days.. 

• 
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SENT BY:Xerox Telctopier 1020 2- 9-95 12:00 The Whitt Hc-uzc'", 

KEY POI~"TS ON TIlE PRESIDENT'S BUDGET 
February 8. 1995 

, , 

The Presid~nt has. the best prO"flD rfcord on de-ncit reduction. The President is now 
propolling to ~dit 10 the largeSt deficit reductiOn pl.:;n in history. His 1993 bu~.s:et ,cUt the 
deficit by $505 bUlion, and with the new grnwth in the economy that re:SUltM, will lead to 
$616 bllllon In dellclr reductlon, He'S now adl11ng 581 billion in deficit reduction on top of 
the 5616 bUlton, An<l be Is cun\ni the FC<!<ral work1orce by 212.900 employee,. to it' 
lowts\ level ~~ the Kennedy AdmiDistration. , ' 

Without p;...ldelll Clillton', economle plan, the deficit would have r'""bed 547S blUloD 
by the yeai:' 2000. The Reigall aud Bush Administrations scnt the deft!';i! skyrocketlng­
quadrupling the debt and deficit in lZ ye.lS_ Pre.ldeot Clinton', leadersllip I,", brought UIC 
deficit down for three straight yean for the ftnt time since Ha..rry Truman was PI~ident. In 
FY 1994, lJ1e deficit was over $100 billion lower than projccted before the President's plan. 
It was the- ~argelit two-year drop in-bistory. . 

President Cllnu>n I, honoring hi. conou!tment to cut tb. d.ficit in half. What mane,. 
molt for working Americans is the deficit at a pereenu.ge of the- whol~ economy. Even 
though the deficit became- wone after the election, the President 19: still on Ilack to cut it in 
half. By tho end of the Pr.sldent'. !ive-year pi.", the deflci! will b. half wha, it w.. 
projected to he as a·pe~t of GDP • ..going from 4.9 pert.ent to 2.4 peteetU. That's; the 
lowest level since 1979-41efore the Reagan and BUlin Admini~tttltiom" 

I ­

Under Prtisldent Ctinton, the bUdset would be balanced-of. f.ct~ In surplus--If not for 
th. Interest from the RealllW-Bush debt. Wlthou,lntereSl payments on the dellelts <realed 
during !he RcagiID and Bush Admlni,,,,,"um, the Clinton Administration would actually he 
nmning i:I. surplus. willI enough left over to pay for tax C"uts. Except for that interest. we 
are now sP,cndlng less· than we atc taking L1. 

The RepubU<aru talk tough, but they don't make the tough d«lsion. \<) cut the delidt. 
Throughout the 1980" the Republic.." l4lked aboul blllan«o budge" ,while n .. lIliDg up tlu> 
largc:lt dcf..its in history, In 1993. they voted .goinst S~OS billion in c!cficit reduction. In 
1994, they campaigned .gainst tho P""idenr', tougb obOl.... And in 1995. they ,til! haven't 
proposed th. Iuu'd. specific cut.< to bring the dcflcit down. 

Tht Repu~UeQDl haven't even proposed spending euts to -PllY for the ta.~ break. in the 
"Contract." The Jomt Committee on Taxation estimate! that these cuts cost $700 bHHon 
over ten yeaI$. 11le: capital gains tax cUt Rlotlt costs $170 billion over ten yelt!s-~I\nd 70% 
goes to taXpayer! ca.ming over 5100.000; 

. 
, Prtsident (:llnton remains eommlttcd to entlUemeni reronu~..in the rontexL or health t:aR 

refonn. Preaident Clinton pro~ hi! I;ommitmern: tQ keeping ~mltlem'nt costs linder control 
i." 1993. when he cut nearly 5100 billion ftom entitlement spenlilng, The 11lti: of growth in 
MediclUo and Medicaid costs has now decrtlUtd. At. .he said throughout 1994, the omy way 
to achieve lasting CUtS in the cost of enthlements is to reform the health care system. Rtid the 
Pre.sident looks forward to working with Republicans to achieve health care reform. SimplY 
slashing Medicare--a~ many Retmhlic.l!n.~ prnrn~·-wiIJ <:au~ cosH-hifting to the private 
!<!Cto,. witll bigber COSts for ,mall businesses anQ hJ~ber premlunr, for mlddle-elas, famUle,. 

! 
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THE: WHITE HOUSE: 

WAS~INOTON 

February 8, 1995 

MEMORANDUM FOR SENIOR STAFF 

FROM: Cene Sperling 

SUBJECT: Middle Class Bill of Rights Talking'Points 

,: 

We have been working In a coordinated effort with members of the 

Domestic Po!icy Council. Treasury. labo~ and OMS on the following: 


••J Summary One-Pager on MBR. 

b.l One-Pager on Education Deduction. 


c.) One-Pager on IRA, 


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


eJ One-Pager on C.1. Bill of Rights for Workers, 


!We also have background paper> and Qs&As, 
,, 



The White HO'J~e· 

THE MIDDLE CLASS BILL OF RIGHTS 

. THE PRESIDENT'S COMPREHENSiVE PLAN 

TfJ RAISE MTDDI.E G..ASS STANJ)AJ/DS Oi" LiViNG 


A SueceJsf~l Economic Plan: The President'S economic plan is already cutting the defic.it 
by 5600 billion·· nearly SIO.OOO per frIrnlly. It', also increasing investment In teeMology. 
educotion, and ttaloing··wlth new ",Uege loan. national ..mee. scbool reform, and 
School·to,Work efforts. The Presidenl fought for NIlfTA and GAIT. brlnelna two of the 
bc:st years for o~ning mMKCts. in hilitury. Over 15 million working families received a taX 
break tluougb h.i~ ETC, and 90 Iler.;ent of ~rnll.H bwim::nes arc: now eligible for tax relief. 

ne~ ~ono~y. I1a. Ruponded with the Bat Comblo..Uon of Growth, Job Creation 
aDd Low Infladoh' hl 30 Vc:aMl: 1ne Prcsid'mt" cconomie plan helped .solidify the 
reeovery, erMte nearly 6 miUion jobs, Md hold inflation down. 

• i 

Still, tho IS·V.... Pattern of Stagna.t Wag.. (;.atill••, for Too Mo.y Mlddle·CI... 
Familiell! ,Only the lOp 20 percent of hou&ehold. have teen their incomes: rise sinee 1978, 

THE NEXT STEP: THE MIDDLE CUSS BILL OF RIGHTS 

To ensure that all American!! lI.hare in the recovery Md to help families invest In the f,jture. 
the President I, caJllng for a Middle Clln Bill or Rflbtl. It', bued on three prlncipl.., 

! 
1. T1t'!lelid to Ihe Middle CI.", Unlike the Republican plan, Whleh mostly benefits 

famJlles .II."IIIni 0'"' Sloo.OOO. Ille Pmide" tarictS bentftl.! to middle-class famJlles. 


I 
2. Reward. IUYC'llItmcDt III 'he Futurt! TIul: PfI:.'IlIil.il:nl') pim lOWI1rW: flUIliiiC!i' who inve!ill 
in tbe fu~c w" "pcdally education And,skills (Qr thcffiSC1vclI and theit (;wldren. 

3. r~id F~r By Specific SpGDdioi CUq~ ih~ President's plan pays for ~ euts with 

>p"clfio .pending cw··lIdding to Ill. $616 billion in d.ficit ....oti•• following hi, 1993 

pi"" with nnother $81 billion now.
, 

THE MIDDLE CUSS BILL OF RIGHTS 

1. Tn Crtdit to Help Working Familiel Raile Their Children: Ftmtilies e,aming up to 
$60,000 will' receive ft $500 tax credit f(\t eAch child under !3, 

2. EciutBtiOIl and Job Tratntna: Tax Deduction to Hr:lp Amenta'" Get the Skill, They 
Need; Tuition will bo fun), dCUU\llibl¢ up t\l $10.000 fQ{ f3.lJlilies earning up to $100,000. 

! 
3. Expanded IRA io Htlp Working Amorlc.aD8 'Save for the Future: Families wning 
up to S100,000 will be: l1h!e to SQ.~ up to $2.000 11 yel\t ux·fr.o per emlOf-·and. use the 
money for 1ed~tlon, 3. first home, or medical .xpenses, in addition to mtirem~nt. ' 

'4. A New' G.I. Bill to' Empower AmerJt'*n, Workers: The'Pre!lident will collapse 70 
tenenll education and trainiml prOiTams and' offer low~skill or, laid.ort work.ers a SklU Gram 
of up to 52.620 per year to choose the training that works for mem, 

I 
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EDUCATION AND JOB TRAINING TAX DEDUCTION 

HELP MIDDLE·CLASS AMERICANS GET THE SKILLS THEY NEED 
The President proposes making tuition {or college, enmmunity college, technical school,, 

. graduate school and job-training fully deductible up to SIO,OOO. The deduction ",in be· 
fully available to families earning up to SI00.000, and phssed out at SI20,000., 

BROADEN OUR MIDDLE CLASS AND NARROW THE GA.PS BETWEEN US 
Each year of coUege or job training beyond high school inmases average future earnings 
by 6 to 12 pi:re.nt. And while workers with the right skills MV••un their income, rise 
over the last I15 years, paychecks for everyone else have declined. 

I 

STOP RISING TUITION FROM CRUSHING MIDDLE-CLASS FAMILIES 
Wealthy students can afford higher edw:ation and lower-income students reteive· 
flM!lcial aid. The middle""l.,s gets squeezed as college costs rise. Between 1981 and 
1991. average college tuition rose more than 130 poreent--eompared to about SO percent 
teflation over that peried. 

OFFER AN INcil'mvE FOR iDUCATlON S1M1LAR TO BUSINESS lJVVESTMENT 
The tax code already encourages business investments. It's time to create the same 
incentive far families to make the bcot investment they can make: education. 

MILLIONS OF WORlClNG FAMILIES WOULD GET TAX RELIEF 
Twelve million ,tudenlS would benefit from the deduction, over 80 percent of them with 
income. Ie.. than $75,000. 

FA.'>fILIES DON'T NEED TO ITEMIZE TO GET THE DEDUCTION 
The deduction will. be "above the Hne"--allo.wed in determining adjusted gross income­
sO middle...las. familie. that don't itemize win still get the tax break.I .' .' 

TAX BREAKS, WON'T TRIGGER .TUITION INCREASES 
Little evidenoe l~'lks higher federal aid with higher tuitions: in the 1980" education aid 
virtually froZe while mitions jumped; in the last two years. President Clinton expanded 
student aid and tuition increases slowed. With 1,500 schools complOting for studants 
today, school. that try to cash in by raising tuition will lose students--and money. 

I, 
PART OF THE PREsIDENT'S COMMITMENT TO EXPAND CHOICE AND ACCESS 

The President
, 

is already implementiog Individual Education Accounts to make more 
affordable student loans aVallable 10 every American and save taxpayers billions of 
doitars. Con~enient "pay.. a.s~you~can!l optioruJ enable individuab to repay the investment 
as their earning. permit. In addition, the President is proposing to raise Pell Grants to 
$2600 and ~xtend Skill Grants to laid-off and low-wage workers who usually can't take 
full advantage. of the education and training tax deduction. 

I 

I HELPING MIDDLE-CLASS FAMILIES: AN EXAMPLE . 

For a family with a S50,OOO income spending $10,000 to ,end a child to college and 

improve skills for. spellS', the tax deduction would be wonh SI.500--. 31% tax cut. 
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EXPANDr.n lllA 

HELP WOWNG AMElUCIlNS .sAVE YOR THKIR FiJTI/R~: 

The Presiden,fs proposal would enable more mi(!dle~class families to lIave in two ways: 

• 	 Firs" h. would double lb. i.coille threshold, for In d.~uctible (lUI: eligibility 

would nuw be ph....! uu, fur cuupl.. with incomes between $80.000 and $100,OOU.. 
S~ond, President Clinton wuuld .Uow AmertullJ to withdraw money hnm IRA.' 
without peua)ty to PlY for edu~tiu~ IDd trammel a nnt bome. or medical 
upelllle~!

I, 
EXPANDINC IRA, WILL lNC1®!SE PRflIA.TE SAVINGS 

PriVlltc savings Me key to ~tltin& good jobs and nUlling inecmell in.the )Qn@-rWl, Yet 
Out private savings rete ha.:! 4eclin~ t'r¢m 8.1 perc:ont of ODr in the 19101'1 tQ 5.1 
1"""""1' in the 1990,. Several .mp!rioal studie. hove 'hown thot expanded IRA. can 
increase private ~vings~~and the Prt:sident'" ptopos31 will do so in three waY3: 

4 DralDadcally increalo the IUlIab.r of familiN eUgiblo for tax~rrte IRA., enabling 
middle-ineome families now puttinC away leu th.M thefd like to S4VO mOJ't:, tax~fic:e. 

~ Giving famiU.. !non intfDtivt. to fI.ave by allowing them to use savings for pufposes 
other than retirement; like paying tor education or buyio8 a home. 

• 	 lnerealing Bwareneu of fRAt:, hecsuse AS mort people MI! eligible for IRA.i, banks: 
\\/ill promote them more, and more ~f!:le will decide to SAVe, 

ANOTHER WAY TO HELP AM'£1UCIlNS PAY FOR COLLEGE OR lOB TRAINING 
Middle-cl... Americans will be able to use IRA! to pay (or eduCation without J"!nlllty. 
Together with the education"'" break and the OJ, Bill for WOlkers, it', another way 
th.8l Pt¢!iident Clinton is hdpin~ Amcocam: to invest in their fuwre. 

HELP A FAMILY OUY A HOME 
Families will now be able to Save t.IiX~fr" in an IRA and then use the money wl!.hOUl 
penalty to buy c. first home--or h;lp n ~ld buy one. 

MORE CHOICES FOR MIDDLE-CLASS FAMILIES 
Th. P .... id.n'·. plan .lIo"'~ famili" to IDke tho lIIX brooka from IRA, .ither when they 
dcposlt money or when they withdraw it. In contrast, the Republican pla.n reqwres tilQ 
deductions at the time of withdrawaL ADd Pretident Clinton allows withdta\ll'B.ln witbout 
p¢na1ty tOr more ft"SSOM-"such flS (',are of an elderly parent or unemployment. 

TAX REl.leF TARGETED AT'THE MlDPLE CUSS, NOT THE WF.AL1'H1EsT 
President Clinton'S proposal is Wileted at those who have seen their incomes stAgnate 
over the last L~ years·-middle:-clus famUld with incomes under SI00.000, The 
RepubliCans' "Con1ttu;;l with Amc:ricl1~ Orr~:fS them fewer uptiOH5 but offers a costly ~ 
break to people co.ming as mUch .as S2S0,OOO--pc:oplc who Ate: already SAving. 

HELPING MIDDLE-C1.A.SS FANILIES: AN EXAMPLE 
A t .....u·c:-antef ·«tuple has 4 $55.000 income and is c:x,pc:(;ting a ~hild. [f tlICY' WMt to 
begin saving Jor the child's cduC4'tion, each working part:nt (an put 52,000 in the IRA 
·~o.nd 3o.VC: Sl.120 in toXts. 3. 15% cut. 
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5500 CHILD TAX CREDIT 


I 
GIVE TAX RELlEF TO MIDDLE·CLASS FAMILIES 

P",sidenl Clinton wonU 10 give a 1500 w< credit to families for each child under 
"<Ie 13. Th. ",edit will be Cully available to famme, -i up to S60,OOO tuld 

. ph"':d out at $15,000.. 
I 

HELP RESTORE tHE AMEl/ICIlN DREAM , 
Middle cl... famme. who work hard anti play by the rule. "''''''I gelting <head; 
they';" g.rung "'l""o"o, Th. median fantily.omcd Ie.. in 1992 ~'>a.n in 1978, 

I 
THE COSTS OF lIAlSING CHILDREN CONTINUE TO RISE 

For m;ddl.·.I.... f"",ili.., the "",!.3 of health ..,. and edueation oro ri,ing f""or 
than inila.tion, In 1990, thtl average middle·inoom¢ family with duldrtn in dAy~ 
or aftlnchooi csr. 'pent $3,000 on day cwo c1ono, 

RESTORE FAMILIES' ERODED PERSONAl. EXEMPTION 
tn 1950, the pettOl"lJ!U exemption was worth 53,800 in 1995 dollar,. Today, it's jUS\ 
52:.500·.", 34 percent dec:!ine. President Clinton wanu to renore the value of the 
personal exemption for the: I'Mpie who need it'mo!t-families with young children. 

FOCUS RELIEF ON THE MIDDLE CLASS, NOT THE WEALTHY 
President Cllmon live, "'" relief to famlile' witb Income. 1>elow S7S,OO()"'!he 
middle cllw that', been hurt !he laot II rears. In conttllSl, tile Rcpubl1can Conttll/:t 
with America orrer~ l:t child lax credit to famlli~ with incomes up to $2'0,000­
including somt of the wultbie:5t 1 ~rcent of Americans. 

TAJ/GET RELIEF W1IERE WORKiNG FAMILIES NEElJ IT MOST 
The tax cr¢dit goes- to' the fmnilica with the greatest nccdJ, th(»e with c.hlldr¢1l under 
n who moy ..~uiro child <are or 1lI\e",hool.-. For [omiU.. with older children, 
Prosident Clinton has propoB&d a tm( dod\.lCtlon for education expeNle.9 up to 
$10,000. And for f.muU.. eaming I... tlum $21,000, h. hils clreildy tltp&lded the 
Eanwd. Income TIL"'C Credit....offering an avenge ta."( cut of 11.000 to IS miUion 
fantili.., 

I 

I IlELI'ING MlDDLE-CUSS FAMILIESI AN EXAMPLE 
. A family" of fout ~~th twO' \lIQrkiAB pattnt£, two thildren under i 2. and a: combined 
income of $50,000 wnwd recelVl!'. R ,te:x credit worth S1,000-- a tax cut of about 20, 
percent 

, 
! 
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.. A NEW G.T. BILL-FOR AMERICA'S WORKERS 
I , 	 , 

FROM FEEDING BUREAUCRACIES TO EMPOWl!RlNG lNDlYlDUALS 
• 	 Collaptt ~Oill~ 70 Ftderal [lroi"8ma far education a.."14 job training 
• 	 Put the power to learn in worktn) bands.. otferina low·incom(l: ~d unc:mployed 

worken Skill Grants for education and t'alning up to $2.620 per YCM. and Individual 
Educatio~ Aetmml! to get low-cost loam and rcP:'lY them ou e. t1exibJc 3~hc:du.lc. , 

, 
EMPOWERING WOREERS DIRECTLY 

Instead ofJust shlt'ting money from a fedttal. bur~y to " 3ta~ bureaucraoy, th~ 
PresidentI consolidates prOgIiWl5 and empowers work~ directly with Skill Granu-~lIo they 
can choose the qua1ity training And cducatio-n they-want, when and when they want it. 

I 
- I

LEANER OOVI;RNMENT , 
The l:urrent fWIr,U of job training progrnrru v.'Ut6S money and doesn't gf!t the job done. 
n~¢ p.[Csl4en't will replace some 70 fiopatate ptOgrartl! with o~ integrated system. 

I ­

STATE FL£.X1BILITY 
The: Presidont's ptopOW enable. statel to work with tommun.!ties. schools. and the privute 
seetor to',tailor infonnation syitems. job search wiance. and on-tlw-job training lO mc:;t 
looal go~~ Most r,,",raJ rules dictating rrocedures will be v.iped out 

GOOD lN~ORMATION TO GUIDE GOOD CHOICES 
Tho proposal eneotml:ges SUItes: and the private sector -to d;:velQP a system of On~Stop 
Cmer Cenren 'or other information netWOrks whc:re workm i~ ac:ce.ss'to rul job search 
,h~lp ~ reliable informan,on on job. and ilic rewrds of trAining institutions. 

ACCOUNTABILITY 
For the fim time. training program, will have: to pGmI tho SAmO test as the private see'tt"lr: 
meet your customCf1' need, or lose business. Choice, eompttition, aiul good ir.formation 
will empower individual. to piok provider:! who deli""" And perl'ormance ,t>ndatrl, for 
training pwvidcrs will ;ut off the €mud.:! 4nd the ineompe\l:Inl, 

PRIVATE SECTOR PARtNElIS1IIP 
The Prcsident'o propcso.l im't about government. It's about jobs, so the Dth-ale sector has 
a central role. SWIm", and labot will be full pArtners in des:t~i new systems so that 
worker, aM edU(:~uon providers know what skills employers will pay fot, New awards 
will rcoognize excellence in.ereating workplaces that ~ worker wlb:, . 

PATHS FROM SCHOOL TO WORK FOR YOUNG PEOPLE ­
This inhiative will fold federal t:ralning prognu1l5 ror young people into tht schoo1-to~work 
movement under-va)' at the State and Io~ l~vcl. YOW'<g people eo.n look forwuc to clearer 
patb, to new skins and betlcr jobs, < 	 ' 

HF.I.I'fNG WORKING AMERICANS: AN EXAMPLE 
When aworker is laid off. he become) <ligible for a Skill Grant. H. can So to a One-, 
Stop Career Center to leum llbout. th~ conununity college and job training progrMl~ 
nearby and stUdy their 5U;;r;C'311 records in detniL Then he ea.'1 choose the program 'With 
the: best placement record in a field. that interests him. and use the Sidli (irant to pay 
for it, The worker will leam B new trade. and lit the end of the program. reeeive job 
R'tlr;;;h '~stanee with otto. amployen1. 
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SECRETARY OF LABOR 


WASHINGTON 


MEMORANDUM FOR THE PRESIDENT 

From: 	 Robert B. Reich 
secretary of Labor 

Laura D. Tyson j D7: flit<, 

Chair. Council of Economic Advisors 


Subject: 	 The Distributional Context for FY1996 Budget Decision~ 

I 

I 


I The Struc~ural Problem: Falling Incomes for Many Americans 
I 

The purpose of this memo is to identity some important structural and distributional 
developments whith should be among the considerations guiding our policy choices for the 
FY1996 budget. ! 

According.to last week's release by the Census Bureau. median househoJd 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 year I despite two full years of 
economic recovery. Although the recession of 1990-91 and the subpar economic recovery through 
mid-I993 clearly played a role in these developments. longer-term structural 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). According to the latest Census Report, the sbare of national income going to Ille top 5% 
of households 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 5% of households appear to be 
gaining ground. Itt faCt, their sbare of national income increased from 18.6 pe"':ent in 1988 to 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 hooseholds has dropped to their lowest levels 
on record (3.6 pe~ent). To put these numbers in perspective. note that the increase 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 
percent of all children in poverty in 1993 isn't statistically different from the 22.3 percent in 1992 
or in 1983, but ii exceeds the rates of all olller years since 1964. In 1977, by contrast, 16.2 
percent of children lived in poverty. 

WORKING FOR AMERICA'S WORKFORCE 

..' ~ 
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In addition to stubbornly high poveny, these changes in the income distribution have 

contributed to two other serious problems: 


o 	 Fib!. the decline in real incomes at the bottom of the income distribution has 
co:ntributed to a variety of social problems, including increasing criminal behavior. 
declining marriage rales. and a rising tide of dissatisfaction. 

I 

o 	 Second, the revenue collected by the U.S. government is reduced by low income 
growth. This problem is especially relevant for Social Security;WhiCh faces a long­
term deficit in part because wages have failed to grow as quickly as projected. 
Moreover, because the Social Security tax ceiling is roughly $60,000, the rising 
earnings of top wage earners has not added to Social Security revenues, while the 
de~lining earnings of low and middle class families has served to reduce Social 
Security revenues. 

I, 
Causes of the decline in income and rising income dispersion , 
The main reason why many Americans are falling behind is that their real earnings and re~l 


compensation levels have been stagnant of declining. Although average compensation levels have 

more or less tracked average productivity growth in the economy since 1973. median compensation 

levels have shown virtually no increase -- and indeed fell shorl 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 returns to different types of l.bor 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 nrepresentative agent") is increasingly outmoded 

and misleading. As a result of a decHoe 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 too little to lift a family of four out of poveny (up from 12.1 percent in 1979)., 

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

.wage. All' of these forces are providing ever-greater rewards for people with skills and imposing...,.. ­
ever-greater penalties for the majority of Americans without adequate education and skills. 
Researchers dispute how much weight to be given to each factor. but the consensus' is that the main 
cause of the growing premium on education and skills is technology, although globalization and 
the other forces account for a substantial share as well., 

. 
Regardless: of the causes of the unprecedented changes in the structure of earnings, 

economists.agree that the payoff to having skills has increased considerably. Wages and benefits 
are more highly correlated with education and skills than ever before. (Only about a quarter of the 
workforce posses a four-year college degree. Tbe largest part of the middle class has a high school 
degree andlor one or two years of college.) College and graduate school attendance have been rising 
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;. 
in recent years - in large part because of the rising payoff to skills -- but mOSt Americans wbo 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 .cruaUy wider among young people entering the 
workforce ~n among older workers. 

As recently as 1979, male college graduates earned 49 percent more than high-school 
graduates; last year they earned 83 percent more. Women have witnessed a similar shift The rising 
education premium'I has occurred because of a rise in pay for those with a college 

_~____ degree or higher>• .. , . 

and 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 reU 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-secafl\lary school credits (even those not leading to a formal degree) are correlated with 
higher pay and benefits. Also, the National Longitudinal Survey ofYouth revealed that young adults ,
who got formal company training (within the prevIous 5 years) earned 30 percent more than a 
random sample who did not. and this "premium" for on-the-job training is also rising. 

r 
Accounting for fringe benefits exacerbates the changes in wages across workers with different 

skill levels. For .x.arnple, employer-sponsored health coverage for workers with college degrees has 
eroded a bit sioce 1979 (from 78 percent to about 76 percent), but it has ernded substantially for 
workers only pos","sing high school degrees, and even more dramatically for dropouts (of whom 
only 36 percent are now cQvered), 

III Conclusion 

Historically, there has been a strong relationship hetween economic growth and rising 
incomes at the bottom of the income~disttibution, The long~tcrm factors set in motion over the last 
15 years have clearly weakened that relationship, To be sure, faster economic growth is more 
helpful to low-wage earners than slower economic growth. But the experiences of the current and 
last recoveries reve.aJ that the lift macroeconomic economic growth provides to low~income families 
has not been strong enough to overturn the senous Iong-tenn forces that are working against them. 
In short, our view is that sustained macroeconomic expansion is necessary but not sufficient to raise 
the living standards of lower-income families, and to reduce the increase in poverty among 
Americans, especially among children. 

I ~ ."V ,l
~(.if"ll I("(lv' ."lJ" ."CY 

ce: Tl!e Ei'Sl!hMI¢iJ~\\,J" Carol Rasco 
Hon. Ron Brown Bo Cutter 
Han. Lloyd Bentsen Greg Simon 
Leon Panen. Gene Sperling 
Alice Rivlin Pat Griffm 
Rahen Rubin George Stephanopoulos 
Prank Newman Mack McLarty 
Bruce Reed 
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EXECUTIVE OFFICE OF THE PRESIDENT 

COUNCil OF ECONOMIC ADVISERS 

WASHINGTON. D.C. 20500 

THE CHAIRMAN 
october 11, 1994 

MEMORANOUMiFOR 

FROM: 

SUBJECT: 	 THE SHORT-RUN MACROECONOMIC CONTEXT FOR FY1996 

BUDGET DECISIONS 


During 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 
assessment of the macroeconomic environment we are likely to face 
during the next two years and how our budgetary decisions might 
affect it, for better or worse.- In conjunction with the OMB, the 
CEA prepared the following evaluation of current and likely 
macroeconomic developments between now and 1996 to serve as 
background in our budget discussions. 

The maoroeconomic prospeots over the next two years look sound. 

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

The econom~ has closed the gap. 
, 

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 
economists believe that the economy's potential output level 
grows!at about 2.5 percent per year (based on labor force 
and productivity trends). According to this logic, if 
growt~ does not moderate to this range in the coming year. a 
more dramatic uptick in the inflation rate than that already 
embodied in most forecasts is likely.

I 
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output growth in excess of 2.5 percent is not sustainable in 
the long run unless trend productivity growth increases in 
response to greater private and public investment. The 
strong productivity growth realized over the last' two years 
is comparable to the productivity growth realized during the 
economy's last cyclical expansion in the 19805. On the 
basis of the available evidence 1 it would be premature to 
conclude that the economy's trend productivity growth has 
actual~y increased during the last two years. 

• 	 Most forecasters in fact predict that the economy/s growth 
rata during 1994 and 1995 will average about 2.7 percent, 
slight~y above the economyts long-run potential growth rate, 
before,settling onto its potential output path. This should 
be understood as an optimistic forecast because it predicts 
that the economy will Hglide tl into its long-term potential 
growthfrather than overshoot it on the upside and then cycle 
into a, recession, overshootin'g it on the downside as well. 

I
Risks to the outlook for 1994 and beyond. 

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

The yield c:urve is still very steep_ 

Long-t,erm interest rates have increased more or less in line 
with short-term interest rates all year--and the real 10n9­
term i'nterest rate is high (between four and five percent, 
depending on what measure of inflationary expectations one 
assumes). Both observations have led some to conclude that 
long-term rates might ease somewhat in the medium term. But 
as 	long-term rates continue to rise here and around the 
world" the prospects of easing look increasingly weak l 

especially as growth and the attendant demand for long-term 
funds pick up around the world. 
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The rest of the world is growing faster than anticipated. 

Forecalsts for growth in the rest of the world have been 
revise'd upward in recent months, and the prospects for a 
self-r'einforcing cycle of broad-based global growth have 
improved. 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 'high. 

I 
Fiscal policy is neutral. 

l
On its current path, fiscal policy is essentially neutral 
throug'h the end of the decade. 


, 


A Clefioit-n1eutral tax cut will have no macroeconomic effect. 

A defi1cit-neutral tax cut--that is one financed by 
offsetting tax increases or spending cuts designed to leave 
the de'ficit unchanged--will have no discernible 
macroe:conomic effect in eithe:= the short run or the long 
run. I 

I , 
CONCLUSIONS 

Under Icurrent and proj ected macroeconomic conditions for the 
next two ye'ars, it would be economically unwise--as well as 
politically: unwise--to propose a temporary "unfunded II fiscal 
stimulus for FY1996, whether in the form of a temporary tax cut , .. 
or a temporary spend1ng 1ncrease. Such a proposal would 
jeopardize :the Administration's hard-won reputation for fiscal 
responsibil'ity, would encourage the Federal Reserve to act more 
strongly ag'ainst the dangers of excessive growth and inflation, 
and might well encourage long-term interest rates to rise still 
further. i 

, ,
In contrast, the 11kely short-run macroeconomic effects of 

additional 'deficit reduction in the FY1996 budget package are 
more uncertain. In the best case scenario, the announcement of a 
credible de'ficit reduction proposal could exercise downward 
pressure on long-term interest rates, ameliorate fears of 
continued inflationary pressures, exercise a moderating influence 
on Fed deci'sion makers, and provide an additional boost to 
private-sec'tor conf idence. Such benef icial short-term 
development's in turn could foster a higher rate of private 
investment,! which along with more public investment, remains the 
solution tal our long-term productivity problem. Moreover, if we 
are as lucky as we were with our OBRA budget package, all of 
these benef-icial effects could begin to take shape as soon as our 
package was ' announced, well before it was actually voted upon and 
implementedi• 

I 

I 

I , 
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However,' in the worst case scenario--in which financial 
markets do not respond adequately and Fed policy continues to 
restrict growth--an additional dose of deficit reduction 
beginning in FY1996 could actually have the perverse effect of 
slowing an already slowing economy. By themselves, both spending 
cuts and revenue increases to reduce the deficit tend to reduce 
the economyts 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 t the current expansion will be 
quite old by;historical standards~ Moreover! the danger that the 
Federal Reserve will err on the side of excessive contraction in 
the coming year cannot be discounted; indeed, the historical 
record on this score is hardly a source of optimism. And given 
the lags in the effects of monetary policYI a contractionary Fed 
pOlicy in 1995 raises the odds that 1996 will be a slow-growth 
year. Under these circumstances! it may be unwise to add an 
additional dose of fiscal contraction in that year. At the very
least, it would seem prudent to limit the size of any additional 
deficit reduction undertaken in 1996 so that its direct 
contractionary effects would be insignificant. Such a course 
need not be inconsistent with the announcement of a significant
multi-year deficit reduction package in our FY1996 budget 
proposal, as long as the lion's share of the package's spending 
cuts (and/orlrevenue increases) take effect in FY1997 and beyond. 

I
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 our FY1996 budget 
submission. The likely macroeconomic conditions over the next 
two years are only one of many competing economic and political 
considerations on Which such a decision depends. 
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During the campaign. the President emphasized the' role of public investment in economic 
growth. The Administration has continued to build. public case for the importance of public 
investment. The 1994 Economic Report ofthe President, for example, described at SOme length 
why "the Administraiion believes the United States has ;lDderinvested in its public infiastructure," 
At issue in _his memo is whether the FY 1996 Budget should include new resources to fund·an 
initiative that would offer a distinctive Ointon Administration approach to infras~ure. , 
All agencies agree that the principal option outlined in tbis memo would subsidize inftastructure 
investment far more efficiently than is now the casc. Agencies differ, howeve~. on whether the 
benefits of this option would be worth the budgetary and political opportunity costs associated 
with any initiative.' ~ 

Section I of this memorandum provides backgz.ound on *e Administration's infrastructure policies 
to date. Sedion I! describes baseline infrnstructure policies for 1995. Section III evaluates the 
option tJult could form the core of a larger initiative. Sedion IV coDsIdelS four additional policy 
tools that too Administration might adopt either as a complement to the larger initiative. or a.~ 
a substitute for iLshouJd the Adnlinjstration wish to pursu<a smaller initiative • 

• 

, 
I. TIlE ADMINISTRATION'S INFRASTRUCfURE POLICIES TO DATE 

A.l!lJJ)!iE'f POLlCIE.~.· Despite very tight budget caps, the Administration has sought significant 
spending inccta$cs for infrastructure. The Administration'. 1995 budget requcstcd.funding for 
infrastructure totalling $34.0 billion. This represented an 11 percent increase Over 1993 spending 
levels but only a, 1 percent increase from the 1994 enacted level. . 

• The Administration's budget ';'qutSts (see TAB' A) bavc ~Uy favo';'d uansportalion' 

programs: the FY 1995 budget sought' an increase of 3 'percent over FY .1994 levels and 15 

percent over FY 1993 levels, The proposed spending' would bave sUpported "fulf-funding" 

of both federal-aid 'highways and formula grants for tiansh capital 8p?llding. 


• The Administration's 	 1995 Budget requests for wastewater treatment and safe drinking 

facilities .were up 7 perceiJt from. 1994 levels and up 5 percent from 1993 levels.' 


. 	 .' 
The Administration had mixed success ~ith its budget requests. Total 1995 'appropriations for 
infrastructute were $33.2 billion, or almost 9 percent higher than FY 1993 levels. FYI995 
appropriations for both wastewater treatment and for safe drinking water were 12 percent higher 

" 

1 " As part of NAFrA,l.he Adminimalloo !\OI,!gfI( $56 million to capiWiz.e the tim tranche of the U.S. Clpital • 
contribution 10 the North tunefican Development Bank. The NAD Bank will be Instrumental in providing 52 to $3 
billiO!1 in environmental infra:druc\ure fot the U.S.-Mc~ko borocr region .. 

: 
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, than in 1993. However. the Administration did not achieve its goal of "full-funding" fOr ISTEA 
- th.I995 highway program level was $1.2 billion lcs.than authorizCd while transit programs 
were $373 million less than authorized. 

J!, 	PROORAMMATIC REFORMS. In 1993 and 1994. the Administration pursued a number of' 
programmatic rcfonns in fede~al infrastru~re programs. Congress enacted no~e of the changes 
soughl by the Administration. The most important of Ihese efforts included: 

• Reauthorizalion of the Safe Drinking Water ACI (SDWA) and the acan Water Act (CWA). 
The Administration proposals would have created and capitalized a "Drinking Water State, 
Revolving Fund" program and expanded tbe existing aean Water Siale RevolVIng Fund" 
program. 

, 	 .. 
• A proposal in the President's 1995 budget to rescind $4.7 billion'in "highway demonstration" 

'projects in order 10 mak,e available enough funds to fully-fundlhe core high,\"ay programs 
authorized .by ISTEA. ' . 

• 	A proposal to ~structure tbe Federal Aviation Administration as a public corporation. 
. 

Congress rejected the Administration's proposed reprogramming of bighway funds, and did not 
complete action on the other Administration proposa1~ noted above~ 

H. BASEUNE INFRASTRUCTVRE POUCIES FOR 1995 

All agencies agree that tbe Administration should continue to press the general themes established , 
during the last tWo years. Although the specific legislative strategy would depend on political ,. 
dev~opments in Co~ing months, in general the Administration would continue to work o~ behalf 
of the legislative initiatives noted above. In addition, the Administration would probably propose . 
or support limited programmatic reforms. These include: 

• 	Reissuing Executive Order 12803. which would stimulate private inveStment in infu.structu:rc . 
by allowing states and localities to sell certain federally-funded public infrastructure facilities 
and use the proceeds to make additional public infrastructure investments (see TAB B)... 

• Supporting legislation that would allow States to set up revolving funds using their Federal 
highway funds; . " 

• 	Administrative arid regulatory actions to improv? the C1ean Water SRFs. 

2 
, 
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Ill. THE CORE PROPOSAL: CAPITAliZE STATE !N~'RASTRUCTURE BANKS.' 
Under this option, the FYl996 Budget would include increased spending to capitalize "State 
Infrastructure Bariks" (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 fonn such Banks. 

Pennissible Use of Funds -- SiBs would be a more flexible version of existing aean Water 
State Revolving Funds, SiBs would be allowed to:' 

• 	 make below-market loans for local public infrastructure investment; , 
• 	 provide loan guarantees or other credit enhancements for local public jnfni.stnlCture debt; 
• 	 use the federal grants as a reserve against which the SIB would borrow 'added funds; 
• 	 make subordinate loans in local private projects; , 
• 	 provide development risk insurance fur private projects. 
• 	 accept funds from state entities; 

Leveraging -- 'J1le capitalization grants would be leveraged by requiring that the SIB finance 
infrastructure projects worth alOtal of four times the aniount of the initial federal grants . 

. 'Beneficiary Pays -- To reduce local reliance On fin~ncing by general taxpayers, some: port'on 
of SIB 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), lbe exact fraction specified 
in the Adenini.t,ation proposal would be detennined after consultation with the Congress, 

Pro: 

• Ouring the, campaign and subsequently, the President empba.,iz.ed the role of public investrDent 
in cc:onomic ,growth. O!pitalizing SiBs would underscore' tbe importance that this 
Administration ~ttaches to public investment, and would advance an importan~ part of the . 
President's ,cconomi~ agenda. 

• ' SIB funding would be dramatically more efficient than current feder.linfrastructure programs, 
SIBs would ",einvent" federal programs in five principal ar"",,: ' 

(1) SIBs would leverage federal funds far more than do CUJ'rent programs, In most existing 
infrastructure programs; each dollar in federal spunding'is associated with $1.25 ,in total 
infrastructure investment SIBs, in contrast, would be required to i.evcrage federal funds by 
four-to-one, 

:2 	 A number of proposals have ~ made to eapitalize an off-budget (~ infrastructure bank. TAB E discusses 
why the Worldng ('J!'oup oppoSes, the many proposals that have been floated Cot SUCh a bank. 

' 

J 	 In'theory, Sllls cou!~ be fuooed by reallocatillg exisling irlfraslructure fundlpg. In PI'l1CIice. the agencies that 
suppM this option do so onl, on the ronditioo that i( is proposed is a supplement 10. 001. subitilUle for. >Cllisting 
funding. , , 

3, 
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(2) .'>hallow subsidies would provide inccnlives to fund only the most productive investments. 
, Current federal tninsportation programs CQver an average' of 80 percent of project' costs. 
Because of the leveraging requirement, however, SIB Joans aild credit enhancements wouJd 
provide subsidies that, on average" were economically equivalent to :ilbOut 25 percent of 
project costs. (The SIB would tailor each loan or other subsidy to fit local conditions. SiBs 
could provide subsidies that were.econornicaUy equivalent to direct ~ts ranging from zero'· 
up to a maximum of 50 percent of project costs.) The shallow subsidy provided by the SIB 
would provide states and localities with incentives to be more selective in the projects that 
they choose to build. . . .,. 	 . 

(3) SIBs would give stales grealer flexibility in the use offederal funds. Compared;o current 
programs, SIBS could bef!;C! tailor solutions to fit local _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" flexibjli~y would lead to more efficient solutions to local problems. 

~ • J 


(4) SIBs would increase the amount ofprivate investment in infrastructure. The vast majority 
of infrastructure investment is nOW undertaken by the public sector. SiBs would be allowed 
to join with private sector firms that wished to investment in infrastructure. The greater 
private sector investment in infrastructure would result in competition for public providers;. 
greater competition would· bring a more rapid adaptation to changes in demand·. and 
technology, arid would free public n ..,.,.".ces for ,other needed infrastructure P!Ojects. 

· (5) SIBs would reduce the need for general taxpayers to fund infrastructure investment<. At 
present, much infrastructure is paid for by taxpayern generally tathcr than those who use the 
infrastructure. The shallow subsidy' tate provided by SIBs, together ~th the explicit 
requirement thai beneficiaries pay, wOUld wOlk to. channel SIB subsidies to projects that were 
more likely to be·self .... upPorting. Increased payments by beneficiaries would provide. new 
revenues for further, investment and oetter s}gnals about where and how much new investment 
was needed. : 

, 
• This initiative would provide new funding that could be used to support other Administration 

policies, such as efforts to· addr~ problems in urban, areas. ' . , 

Con 
. 	 . 

• Undertaking this initiative would divert budgeiary resources and political capital.from other 
· Administration priorilies, suCh as health care reform or welfare reform. ' 

• The 	Administration already bas, sougnt a liUlited ";rcjnvcntion" of federal infnlstructurc. 
programs through the programmatic reforms und~rtaken to date:' More extensive' reinvention 
efforts could be pursued in the context of routine reauthorizations. ., 

• Although infrastructure spending has fallen short of what the Administration had hoped to 
'aehkve, it nonetheless has' remained high 'relative to other priorities -:... funding has: been 
preserved and slightly increased at a time of severe budget constraints, Section I showed how 

4 
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the budgetary and programmatic efforts of Ihis Administralion have advanced the agenda of 
those who would· invest more -- and more efficiently -- in America's infrastructure, Given 
the Administration's infrastructure achievements to date, and the severity of existing budget' 
constraints, the limited available resources might be lictter spent on other Administration 
priorities. . 

• Congress might 	not enact any of the programmatic reforms embodied in this option. but 
instead ~se pro~ed funding simply to in~e spending on existing programs. " 

. 	 . ' 

• The 9Ptions consi~ercd in this memo wOuld tend to focus spending on projects diat can be 
justifled on economic meril alone, and miShI give less weight to some of Ibe di.ltlibutional 
concerns that arc reflected in current programs. Spe~ific provisions might need to be made 
in these options in order to address concerns about the distribution of subsidies. (For 
example. special provisions might !;)C, needed to insure that the subsidies addressed the 
infrastructure needs of Native American reservations.) 

, 	 , 

A. UNRESOLVED D&.~IGN ISSUES, A number of issues remain open: project elJgibility criteria;, 
whclhcr the SiBs sbuuld provide special treatment for "federal priorities; and whether the 
program should be mandatory or discretionary, 

L Project EligibilitY ~- all infrastructure or transportation only. A broad-based initiative 
would target all tmnsportationand water-supply facilities now eligible for federal aid, Such 
a program would address concerns about underinveStl1lent in "public infrastructure" generaJly, 
and has the pOtential lo.gener.te the widest support among infrastructure advocates. 

. ' 

On the other hand, a broad-based initiative would run the greatest risk of being attacked as ' 
being umiecessary in a time of fiscal constraint. Moreover, unless the SIBs receive s.ubstantial 
resources, enVlrQnmental advoc.ales may want to focus. al( availabJe reSOurces on existing 
Oean Water SRFst rather than have water projects.compete for the same .. pot of money as 
transportation 'projects. Nor would limiting the SIBs to transportation projects necessarily, 
sacrifice the support of environmcntalists, for the conditions' under which SIB subsidies would 
be made available are exactly those that environmeotalisis have championed for some tim'e: 
relatively low matching rates; greater reliance on beneficiary pays, and increased private sector 
investment. in infrastructure. 

2. "Federal Priori,ies· Window -- SIBs would not bowell-suited to address specific federal 
priorities. If deSiredt special provisions could be added to achieve various federal priorities: 
SIBs could be reqUIred to allocate a specified portion of subsidies to projects in deSignated 
urban areasj to make below-market loans to private entities that need to clean up 
"brownfields"; or to use a portion of subsidies 

, 
for-qualifying congestion relief projects. 

, 

3. Mandatory Or Discretionary. SIB grants could be established a"i either ma'ndatory or 
discretionary spending: 

5 
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• 	 A mandatory program could be paid for on a PAYGO basis. In addition, a mandatory 
program would provide more predictable funding streams, allowing better planning and 
more' efficient, resource' usc at the local leveL . Corigressional oversight would be 

. maintainc4 through routine oversight hearings and the reauthorization p~ess. 

• 	 A mandatory program might provide somewhat less Congressional oversight and afford 
Congres..~ ~omcwhat less control over federal revenues . 

• 	 i 

.IV. OTHER OPTIONS. None of the options below could provide an initiative of the scope 
and magnitude of SIB grants. At the same time, the options that follow might be attrac!t'ive either 
as complements to a larger SIB initiative, or as a substitute for it should Ihe Administration wish 
to pursue a smaller initiative._ 

A. CREATE A "TAXABLE INFRASTR!!CTl1RE IION!}". Under this optiOn, state and local 
governments would receive a direct federal subsidy for a portion of the interest that they pay on 
taxable bon<!s issued to support spedfic classes of infrastructure projects. Taxable bonda would 
be attractive to states and local!ties if (1) the interest subsidy lowered state and local borrowing 
costs below what they can achieve through tax-exempt borrowing, or (2) it were made available 
for projects, that cannot now get' tax-exempt financing, e.g., privately-owned roads and 
intennoda! facilities. . 

The taxable bond interest subsidy would be a mandatorY ,appropriation in order ,to allay issuer 
concerns that the subsidy might not continue for the life of the bond. The total subsidy paid out 
each year would he capped by limiting the amount of debt eligible 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 bonda (e.g., pension funds and 
foreign investors). Bond volume would be allocated to states ~ither On a per capita basis (ala 
the existing cap 'on t~--exempt. private activity bonds) or would be auctioned <?~ by some, ' 
federal entity. '. ­

, . 


Pro 


• This option can be structured to offer a subsidy equal to a direct grant for any amount up to 
50 percent of project cos... This matching rate -- lower than that On current grant programs 
- wO\1ld offer some incentives for more efficient project selection. , 

• Pension 	fund managers may,support this option, for it would ~llow them to earn'taxable 
returns on investment in public scctor infrastructure, 

Con 

• 	An of the objections raised again~t Option 1 apply equally to this option. 

6 
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~ State and local officials and 'tbe tax-exempt bond industry would he likely to oppose the 
proposal strongly as a threat to tbe existing Federal subsidy fur tax-exempt debt. FIerce 
opr-ition'greeted a similar proposal by tbe Carter Administration. Confining the authority 
to issue taxable bonds to SIBs could blunt SOme of the opposition to this instrument. ­

I 	 ' ' " 

• 	W~)Uld lake tr!0ney from basic option. 

Other 

• Much of the budgetary cost of taxable bond subsidies would take place ouiside the budget 
window. Unlike grants, which are scored as an up-front appropriation, the inte~t subsidy 
on a taxable bond would only require an appropriation each year .,qual to the amount of' 
subsidy paid in that year.·'·, ' . , 

B. CRllATE A"TAX-CREDI'L!~FRASTRucruRE 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 bonds woUld receive a subsidy from the FOdera! governmeot in the form of a non­
refundable i"oome tax credit. The tota! Federal subSidy ,would he cappod by limiting the total 
amount:of tax crOdit bondS tbat may be issued by a State. . 

Pros/Cons/Other -- same as taxable bond subsidies except that: . . 
• Budget considerations -- unlike 'taxable bond subsidies, tax-credits would 'appear" in the 

budget as a taX reduction rather than as direct spending: 

.,Economic efficiency -- because the tax-credit would be nonrefundable, a tax-credit bond 
would eliminate a significant portion, but' not'a1I, of the inefficiency associated with tax­

'exempt financing. > ., • , 	
, '. 

• Political considerations 	-- Unlike taxable bonds, tax-credit bonds would not enjoy tbe 
suppOrt of peDsion funds (who 'would he unabie to invest profitably in tax-credit bonds). On 
'the other hand, tax-credit bOnds would nOt carry the albatross of the words "taxable bond." 
Some agencies believ,e, however, that an those who opPose taxable bonds also would oppOse 

. the' substantively similar tax-credit bonds. ' , < " 

C, 	IllQ'AIIDJ'AX~M!"I!101ID SUI!~!.!lIES. State and local governments currently are able to 
'tina""" public infrastructure projects with' bonds !hat pay interest that is exempt from Federal 
income, tax. Moot infrastruc~re projects :with significant private involvement I however, either 
cannot be financb::J ~1th tax~empt bonds or else can be SO financed only if a portion of the 
relatively scarce State private activity bond volume cap is allocated to the project. UnderJhis 
option, the Administration would seek· to: ' 

, 
• 	 provide a' partial exemption from the state private-activity volume cap for certain 

infrastructure facilities;" J' , , 

7 
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• allow highways and intennodal facilities to be financed with private activity bonds. 

Pro 

.• All of the objections raised against Option 1 apply equally to tbis option. 

• Tax-exempt bonds provide only a shOilow subsidy. The value of tax-exempt financing varies 
with interest rate levels, individual and corporate income tax rates, and other factors affecting 
the tax-exempt market. At present. tax-exempt financing provides a subsidy that is 
=omically equivalent to a direct grant for roughly 15-20'percent of a project's.costs. ' 

. . • • 	 ~ 'I 

.• &cause, these 'subsidies generally. would beDefit private 'investments, they would lead to 
facilities paid for by the beDefitiaries rather than general taxpayers. 

• 	Easing constraints on tax-exempt debt at the same time that a'taxable bond option is proposed 
might leduce fears that the taxable bond was intended to undermine support for tax-exempt· 

· . financing. . . 

Con 

• All of tbe Objections raised against Option 1 apply equally to this option. .' 

• 	Most economists believe that tax-exempt financing is inefficientl for the benefi~ of lower 
interest rates to issuers are smaller than the Federal revenue foregone through the grant of 
t...-exemption; A rough estimate suggests that state and loeal borrowing coots are reduoed 
by about $90 dollars for every $100 in revenue that the federal'government loses due to tax­
exemption for municipal bonds. 

• 	Would take money from the basic option~ 

Olher 

• 	The tax subsidies would be scored as revenue losscs, rather than direct outlays. Unlike direct 
. subsidies. which require an up-front appropriation of the present value of tbe subsidy being 

Offered, tax-exempt bond subSidies would require budget resources equal to tbe annual loss 
, from the increased use of tax-exempt debt during the budget window. . 

D. PROYllllLTt'X SUBSIDIES 1108 pruVATE ll."'lRQNMEIITAL FACtl.l'l'U).~. The Administration 
would seek three tax subsidies for'privatc sector investors in Was~ewater treatment and drinking 
water facilities: 

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

• 	 contributions in aid of construction (ClAC) -- ClACs are contributions of capital assets 
or the cash equivalent made to investor-owned, water utilities by new customers to , 	 . . 

8 




• • 

• 


••• DRAFI' ••• Please do not quote or circulate *~. DRAFf ••• 

I , ." , 
reimburse the utility for the cost of equipment rieeded to serve the customer. Current law 
includes tbev,lue of CIACs in a regulated utility's gross income subject Co federal income 
tax. This option Would allOw utilities to exclude from gross income the value of ClACs 
if such oontributions were; also excluded from the utility's rate base, 

, 

These proposals WQuld effectively reinstate provisions of tbe Tax Code that were repealed in the 
1982 Tax Act and the Tax Refonn Act of 1986 respectively. ' 

Pro 

. '. These ebanges would provide relatively shallow subsidies, The accelerated deprctlation, for 
example, would provide a subsidy that was economically equivalent Co a direct grant for' 
~mething less than 5 percent of the amount of project costs. CIAC would provide a subsidy 
of about X'percent of capital costs, 

., These subsidies would benefit private investments, an~ therefore lead to facilities that are , 
efficiently priced, ' 

• other pros TBA. 

Con 

• All of the Objeclions raised '.guinst Option 1 apply equally to this option, 

• Would take money from tbe. bssic option, 

.. The political acceptability of the proposal is uncertain. Congress repealed similar depreciation 
,treatment in. 1982, argui)lg tbat depreciabie lives for income tax purposes should be at least 

, somewhat tied to economically usefunives; and repealed ClAC in 1986 .. '" 

• other cons TBA 

Other 

• The budgetary cost of accelerated depreclation would be equal tbe annual difference botween 
depreciation deductions under current rules and those under the pIDposed rules multiplied by 
the investors' nuugimil ta.~ rates;, Compared 'to dUect grants or lOans, therefore. much of the 
revenue loss would be scored ·outside of the relevant budget ':window. 

9 




• 
SENT By:xerox Telecopier, 7J20 ;10-26-94 17:52 The White House~ 
• 10128/9. ,14: 17 . 'i:I' 

.J 
; 

f 

'lREASURY 
*1500 

NE'WS 
D.C.. tOHG 

FOR IMMlIDlATll. Rl!LEASB 
. October 26, 1994 

STA'l'BMBNT OF TRBAStJRY SECRETAllY lLOYD BENTSEN 

ElTC PRESS CONI'ERENCE 


. . , 
I bave a few points to make about the Earned Income Tax Credit prograDl today. 

ond some lIIlIlouncements.. I have another me.1iIIg I have'to go. to in a couple of 
minutes, but tlds is important to rrie so 1 wanted to stop in Bnd sl/,y,something. rve 
uked'Peggy Rlebardsoll, the IRS Commissioner, and·our 'l:Jnder Secretary for 
:Enf~rcement, Ron Noble, to stay end go over the !in4 poinu with you. 

The Earned Iocomc Tax Credit is an extraordinary program that bell's AmcriCllll 
families stay out of poverty and, encourages thelli to Work. It', been around dnee 1975, 
and we improved it last you becauSe helping American families is a prillri!)' for this 

, administration. ·It hAl the potential to help 2OmllIlon low income wOrking AmenCIIIIS 
and their families h.ve I/, bettel' ute :"by reviardiDg work. The me bas a refundable 
till( credit which eao be takell 8.1 a.Jump sum at the end of the year, or • partial credit . 
thet comes in the form of lower withholding during lb. year, with a smaller refund BI tax 
time. 

Over tbe years there have been difticultl.., end now there are proble!ll5 in 
particular. with fraud end el~ctronic filing. We have an on-gomg effcn to attack this 
problem. I named a task force earlier this year to examine tbe Usue, and it made an 
interim repon 10 Congress earHer tbis month. We've also worked with the GAO. 

. Let m. quickly go over some numben for you. In the ,ood noWl department, the 
orror rates for the me program appear to be more than a tbiro lower now than they 
were in the 1980&. But thetre still too high. 

The data the IRS put together leU us thaI for ,the 18.11 two weeks in January, there 
were 1.3 ml1Uon electronic return.! that claimed !be EITC. The work'the IRS h.. done 
teUS us that if we went tMouch those ,eturn.! lin. by line we'd Ihld that.l9 percellt of 
them, accounting for 24 percenl of tbe lotalllll credit claimed, or "bout $358 million. 
overclaimed what wu due. That doesn't neceuarily mean the taXpayer Wl\SII'tentitled to 
some tax credit, bUI tbat they elaimed too much.. 

, . 



SENT SY:Xerox Telecopier 7020 :10-2.-14 11:,3 The White House~ 67431:# 3 
. IO/2S/9~ u: 11 ti' , IQD03 

. 2 

The figures also teU III that, 13 percellt of the filen, .ccounnng for about 12 

pera:nt of the refund IOta! clalmed. may have intelllionally O\'eI'cIalmed what was due. 

The ,ood side of that i5 that 87 pereent of the film are goning it riiht. Now as to that 

13 percent, I'd like 10 use some strong laquage about M and fraud, but the lawy.,. 

tell me I bave to bite my tougue heCfl.11le of the laue of intelll. 


We haVCII'1 beca. siltirli on our handl For nearly IWO year! now we've been 

goinj after problem.s and crackIIIg down, aDd wc're golDs to he doing more. 


FIlSt, It may not sound like the place for au BITe proviJlolI, bul wo have Ii 
number of proposals in t!se GAlT IeglilatlOll, iueb as requiring taXpayer identification 
numbers for all ebUdrell, regardless of qe. II also has an Item to have the PefellSl: 

.' 

Dop~enl repan lome of the non-taxable earned income both 10 military personnel 
and to tbe IRS - such 8.1 bousinj and subsi5tenee allowances. And. tbe legilledon would 
deny the me 10 priJOners and to non-resident aliens. 

, , Our welfare reform proposal also has a. program to look at other adminlltratlve 
ways'to improve BITe compliance. 

' 
' . 

So far we've W;en more Iban • dozen !Cparate actiOlll in our comprehensive 

Program to ~ove the BITC, such 8.1 dccldlil& to add staff to help detect fra1!d, and 

maldnl follllS more Understandable. .'. . 


Today' we're announcing a numhe.r of additiollallteps to maIce as Certain as we 

ean that o!!ly:those people who are lruly entitled to the Earned Income Tax credit 

receive It. ,Some of "'bat we're doing can he done administratively, and some of II will 

lalee legislation. . ' 


, By the time we relea!e the 1996 bud,el-'euly next yeat:" We will develop 

measures to deny th'. Earned Income Tax Credit to iIleCal aliellS. The IRS estimates 

that OVer 150,000 illegal aliCIIS claimed the me this year for last year's laxes. We 

lookcid Into this ODe. There wai llOthlDg 011 the hoola that made it possible to verify tbe 

emtence of eblldrefl cWmed by an,Wegal ali_II, wbleb leaves an opportunity for fraud 

that we're cIosinj off. 
< 

, . 
Second, stanina in the llext lax scason, we will flO longer provide preparers who 


file .leClrollic rel1UDl what we call • direct deposit indicalOf. '1'h8.t Indicator mea.tlS that. 

we dOlI'! S•• 8llythinj thit wOllld require III to hold the tax credit to pay lome other tax 

bIlL It's often used as a sigDA! 10 lenden who work with prepare", that a refund will b. 

00 the way shortly. ' < , \ 
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'. We've found that a ~~ry hi&b n\llDbcOr of me. fraud Icbemes Involve r.!'wid 
anticipation low, and those low are based on the direct dllJlOSit Indicator we ,olld out . 
The crooks take the mOlltly aIId Nil, aIId !be taxpayen aIId banks gel burned. So we're 
DO longer going to leU the dectrollle liJing operatiOIlil wbe-ther a refund is likely to be 
oomlng. Tho. taxpaye.r will Ilfll ,.1 any refund they're. due. but we won't b••elldlng out 
that IIOtlfIcatlon. 

. 
The Earned Income Tax Credit is for those who duerv. i~ who need that extra 

enoouragemenl to work full tJme. to Iit'I tbeIt famUles out of pav.ny, 10 join the 
mainstream In American Ufe. It is not for cbeau and frauds aIId sUck operators, and 
we're golng.to do our but to weed them out, aIId proaecute tbem whell we find lbem. 

·3()' 

. . 

\ 

http:golng.to
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lREASURY NEWS 

OmaOFP!l'8UC (102) On-2l1GO 

POR IMMEDIATE lU!I..EASE 
October 26. 1994 

.. STATBMENT OF 'I"R.EAsURY UNDER SEO\ETARY FOR BNFORCEMENT 
RONALD K. NOBLE 

BI.TC PRESS CONFERENCE .. 

.Since I arrived here,al TteuW')'. Secretary Bentlen bas be .. n.committed to . 


addressing the problem of lax refund.fraud. Tax refund fra~ uDdermmes t~e integril)'. 

. , 

of our vo1unta'Y tax I)'Ittm. and is a tUr.c:t ...ault on Ihe federal Tr_U1)'. Those who 

commit fraud using Ihe.Earned Income Tax Credll are prey!na on a valuable program 

deaigned to usb! low-income worlcin& .ll.mCriC1l.lU. . 
I . 

We all are determined n0110 allow ineligible people and fraud perpetrators to 

" ' ,take advantB.,ie of the EITe program. We ~. equally committed to making sure that 

people who are entitled to BITe gct il. As Secretary Beutsen told you. the TteiSU1)' 

Oepaiunenl has been tald.ns continuing steps 10 combat refund fraud in general. and . . 
me fraud in partlc:ular. 


, I would like to review som. of these steps. Almost as soon at !he arrived at
. 

. the IRS. Commissioner Rlchardson recognized that refund fraud IIlId me fraud were 

seno\15 problems that had not ha." proporly addressed In lb. past. Sbe commisslOll<ld. 
an outside expert to asse&,S lbe IRS's wlner.bUll)' 10 fraud. She appointed a.Re.fund 

Fraud Executive to'focus on tbi. problem IIlld 10 rcpon·tUrectly to ber. She also directed 

http:ll.mCriC1l.lU
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tho IRS to condU<I a lluoy of SlTC compU...... during lb. 1994 5JiDg .cASClll. 'lbat 

.NOy la tho bull fC1f tli. It&tls!lca lIlat So.:rot&!)' aontsco quoted. 

In March of chit YOat, SO....t&!)' Bo.tICl1 appo!zrt.nd me to chait a Task Fo,.. 

ilia! would mW lUI indop61lde.t, oompmelllivo remw of the problom. 'lb. Tuk ' 
, , . 
1'0.... blred expert~d, fmp4tdal ~ I. II18II88" and din'" iU efforts, TheIRS 

fully supported .tb. Tuk Foroe, 'lb. Tuk Foroe eollJlllllld with roprew:u.at!l>es ot tli. 
, ' 

IRS, OM!. ~plll1mCDl of 1usW:o. othor ""lIlpOnontS of !he TrculIl)' Deplll'lllll>lll, GAO, 
, '. 

p1vll.te Indu;tty, 'and auwdc uporU, Some of the .OW 1'''''''0'''0' tlia! tho IRS Is putting 
, " 

,u. pia•• fot the IIC1t iilina I........ the r..u1t of coor4molloo botwo... tho IRS and tho 

Tuk For... 

011 October 6, I ,o.tilied bcfot., ReP. PlcJd.', Oveni&ht Subcommittee, IIlId 

prueDIOd an interim report from Ibe Task I'oroe. '!bert was bipartisan mppon for tho 
, . 

. Tuk Force', work. W. pIao 10 provide. fiIW report to So<:rcIlUy !leDuo. and Co"".... ,. 
by 

, 

the end o,r Docotnbor. 

011. III.. that 'tho Task Force examiDcddOHlyw... the problem of SlTC non· 

compliu.<c. "'" 0....... qu<S1lO!! ta, 'How lua- is the SlTC fra.d problttll'l" 'lb. 

IRS'. 1994 study provide> tho bett avallobl. data ~ I!ITC complillllce, '!be 
" , 

cneounalnS _ from the.1ndy Is that o.\mo$t 90% of the people Who claIm the RlTC 

ate wen·lntentloned and I~na to comply with !be law, At. I explalned more fully !DIllY 

...timony un October 6, the I!ITC fQI'IIll <.all be compU""tcd., CoIlll'Ur.atCd forms can 

lead to IIIlstok... claims for 100 IOI.Ich ElTC, In IlddltiOll, tupaym may ba.. legitimate 

diillll'••"",nU that lead to OrTODeoU. claims. Po, IW.I!1ple. tw" pilton" living IIlId !!lID& 
, " 

http:p1vll.te
http:appo!zrt.nd
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separately may both belleve they tall claim their cblld on the EITC form because they 

both provide .financial support for the ebild The cblld am be claimed only on the EITe 

form of the parent with whom the eblld lived for more than IWf the yW-. If the c:hild 

frequently spent nights at both paten!! bouw, the parenti may legitimately disPute who 

qualifies to claim the cblld for Ene purposes. . ' 

The IRS has been worldilg fOf several years to simplify the ElTC form, al!d to 

ProvIde greatef asslstallee to Ibpayerl In Wlderatalldius h6w properly to file for the ; 

ElTC. The IRS is also tllldng moreagressive eoiorcemelll actiom, including maldng' 
, . , . 

- . . . 
expanded fraud cheeks before refwldJ are paid. DIIf!Dg the 1994,1llms seuoD, the IRS 

Instituted Improved fraud control sysiem!, which resulted III the rejection of over 600,000 
, , 

electronlcally filed EITe claims.. As a result of these efforts, we expect to see' the 

number of erroneous ElTC claims c!rop mthe uptomillg years. 
Additional studies are ne"ssaty before we can quantify the amount of BITe 

-, . ,',. ,". 

. . 
fraud, but It would be lIliIleadius to presume that 29% of the 514·15 billion paid every 

year in BITe in',olvel fraud, Let me.expl!lill the best iDfonnatloil that we have; 

The Tuk Foree publlcly disclosed at the October'6 hea:rinJ! .that between one 

and five billion dollan in problematic refwIdJ are paid every year.. Only. a portion of . 
, 

., . 
the problematic rcfwld claim! Involve fraud, and only a portion of those involve the 

'In c:loq let me say that It ill critical tor there to be continued 

cooperation between Maln TreuurY and the IRS, and that the IRS's Tax:" Syttem 

~odemlmtion program be fully and cxpedltlously funded. BDhanced computer 
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. capability WIll allow tbe IRS to more vigorously gUard agailut me fraud, and other 

Corms of refllnd fraud. 

' .. 

, 
. , 

, '. 

., 
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DEPARTMENT OF' THE TREASURY , 
INTERNAL. ~IVENU! ISIRvrc::s 

, 

,e' WASHINGTON, D.C:. lO:U 

For immediate release 
October 26. 1994 

STATEMENT OF V~GARET MI~ RICHARDSON 
, CowaSSIONER OF INTERNAL aEVtNt/E 

Since becoming Comissioner over II' year and a half ago.: I 
have m4de the elimination ot filing fraud A top, priority at the 
IRS. 

We appreciate the 'support of Secretary, Bentsen and in 
particular his establishment of the Treasur¥ Refund Fraud Task 
Force. -In';ad:d.ition, we appreciate the fine" work that ­
undere,,'cretary Noble and the task force have, done lIndths , 
assistance,Jthey heve giVen \1$ 'in cur efforts to diminate filing
fraud from:our tax system, 

We at the IRS heve taken a number of steps to protect the 
integrity of our tax system and. as Secretary Bentsen stated. we 
plan to take more. during the upcoming -filing season. " 

While,thesa steps are important and. I believe. will be 
,affective.: the solution to protecting our system ,from fraud is ,
the immediate full funding and irnplementation,of our Tax System
Moderniial;1on efforta, , Only with the enhanced computer '. 
capabilities that ~SM will provide ua will we be 'able to respond 
to both sophisticated frauCl atarnpte and'the various problematic
refund returns 'that we receive each year, ' ' 

. Let me take a moment and list just some of the steps we have 
taken 80 far: 

-. During' the last filing s.,ason'. we began pra-ra.fund, 
e~arninations of questionable refund claims. including soma 
reeurns ,claiming the Earned'Income Credit, During the 
upcoming filing S6ason we will ,significantly increase the 
number of these pre-refund examination•. , " 

~ Aleo ,during the next filing 6aa80n~ we are inereasin~.the 
staff we have in place in our service centers whO· work to 
detect fraUdulent returns. ' 

- Earlier Chill 1I\Onth, we issued r..ew rules for electronic 
return originator3 or EROs. Thes-e new ru.les require soma 
new EROs to 8uomie to creQit cheeks ana· fingerprinting. We 
feel these nsw,rule. will ensure that only appropriate and 
respOnsible paople are al"owec to participate in our 
electronic f~linq system. 
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We Also plan to roonttor EROs more eloaely during the filinq' 
season. This will ensure that E~O$ who' !4il to cornpl~ with 
our re~irernents ere Qenie~ ~cce88 to the .l~ctronie filing 
program. '" 

- The 199' Sarned Income Credit form waa aimplified to make 
it 'eaei@r for low income workers t;o apply rot' the credit. 

, , 

During the 1995 filing eeason, in addition to the 
~limination of tne nor. we plan to ~ake'other steps to pro~ect 
our filing 8Ylt~. t.om those intent on filing frau6ulent rQturnc. 

Wh1le we remain committed to iaDue refund checkz timely on 
're~urn~ filed with-complete ond acourate iniormation, rofund9 on 
returng with ineorreet.or missing 8ocial'88~\.l.rity number .will ,be. 
dele-yeo unt.il we ca.n'verlfy the.t the ta~ayer is due the, rafun~. 

. .' 

'I cl!Lnnot. emph88i2:e enough tha.t ·d.w:-ing the next filing 
season, i't will 'be essential that all to:xpaycro file their 
returns with,complet. and accurate information. Any taxpayerS .. unsure about the accuracY of their'BQcj~l' gec~rity numbere' ,h9Uld 
contact-the socicl Sec~ritY~~ni3tr&tion as' Goen as poDgible to, 
verify. thair nUmb."•. ' ' 

AD S~cret~~ Bentsen etated, thQ IRS an4 Treasury are 
eommiteed to insoring that the Earned Income Credit i8 the&e for 
the 20 milliQfl low income ~rican worker' who desGrve it and ' 
need it. ' 

http:ineorreet.or
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TREASURY DEPARTMENT ACTIONS 


TO REDUCE EARNED INCOME TAX CREDIT OVERPAYMENTS AND 

FRAUDULENT CLAIM'.S 


Th~ Earned rncome Tax Credit (mC) provldes,approprlate Incentives for people 10' 
choose work over welfare and rewatdi those worldng fsm!lies by hell'ini to lift thllO! out of ' 
poverty. The Admllliaua1ion already iJ In Iheproceas ofimplementing and'developing propesalJ 
to l!em emmeeus and fn.uOulenlelal!lll for me refunds•. . , 	 . 
I, ADM1NISTRA11VE ACl10NS 

v,../ollDwUig adlOIl, lUI Mill Impll11/'Itl'd: ' 
, . 

• 	 "The 1994 BlTC Schedule ..... simplified 10 roW il wier for low-income taxpay.... to 
undertland'lf Ihey are cIlgible for the credit. 

, " 

• 	 The supplemental credits for health 'insurance and for infant. under the age of one have 
been Itj!ealcd. ThlJ hal helped reduce the eomjllexiry of the, me and improve 
CQIIlPUance and administration, It alae ensures thallha molt needy families get the credit ' 
amountS to whlch'theyan'!iiilltIod.' .'-' ,.. , 	 • ' 

• 	 The DiS Is condueting studla of rCfwld fl'aUd and me compliance to better undemand 
the magnitude and louree of moneeUJ payinents: 

• 	 ' ,Working with the lustiCe'Depuuncnt, the IRS is prosecuting preparers and ~Ieettonlc" . 
, tetur'l\ origlnatoU (EROs), who. talce advantage of the'me provision. to demud the 

Pede.ml ,ovemment... 

• 


• 	 ' The IRs will _tinu. am~or ~.rhaul of its Information sysu:ms to help keep pace 'with 
the demands of a growing number of taxpayon, ' 

" J' • .' , 	 (", 

'I1I../o1lt;wfIIg ..mom wiU Iak, .um III IIU 11'8,1991: 
( 	 , . . 

• 	 . theIRS will delay refunds on ~ questionable return with an invalid or missing Wtpayer 
Identification number. This will 8lve greater!lme to verify the refund b~ng clolmed. 

, 

• 	 The IRS willlncrwc the number of staff dcvo!ed 10detecting refund fraud by o.,...lhlrd. 

• 	 IRS field resources will bp Ihif!ed 10 cheek com~ce ,by eu.:tronic return' oriainators 
(BROs) to ensure they arc meelin, requiromcnl8 fur participation In the pro,rarn. 

October 26, 1994 
1 
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II. LEGISLATIVIt PROPOSALS 

DlIrln, Ill. pon )'<Ar.)he TlWUf)' Doportment has al•• ....,•• numb" of IqtSlJUive 
propoBal. to !mproveovcn!&ht of the BITC, The followinll proposal. are conwnod In the OAIT 
lo,islaUon which will be _sideted b~ the Congms'ilI !hI NovemberJDeo.mber sesslon: 

" • 'Tho ElTC would b. denied to priloners Ill<! non.llsident al!enl., ' 

• 	 TaXpayon would be t"luired to prtwidotnpayer ldondf\cation number. (&cnually,..aai 
lOCUriIy numbersl for all ehlldren claimed for ElTC purpcae.. With thiJ fnforrnJUion, the 
IRS will he bet!tT obi. II) Ver11'y. lUpaycr'. oIlgibUlty fOr the credit.. ' 

• 	 The Department of DelonlC woul~ be ''''IU~ to r<poit cetlBi1l \)'Pet of non.taxable 
earned In\:Omo, such .. hounn, and aubli."",ce aIlOW1lltm, to both mililtlry personnel 
and the IRS. Under CIIITcnllaw, taxpaycrs IIf. rtoquir«! CO include non·taxable forms of 
~m. ror the ElTe, bOJ many may be una"""e how much they h."" received from thclr 
employers, ' I ,, 

The Admlni'ltation', wtlfm tOform ptoposalllsoCOllI8Jn& a provision tclotod to 
edmlnistnltil!n of the BITC, ' 

• 	 The Treuury ,Departml'Jl' w.uld create a domomlradon pt9j..., under :whioh .10 
,claimant! could rocolve edvallcc,ElTC Payment> thro•• ,Iatc'ag...y If tit. _ vorlii' 
tit. e1iSibUlty of the BITC claim..... Thc.!c domonsttaticn proje<u will allow the 
Treasury I)Opamncnt to tat whether BITC oompli....would improve ifclitibm,y w.", 
vcr!tIcd up-front before advance pay....t> were mad•• 

m. ADDmONAL ACTIONS' 

The Treasury Dopartmeo, Ii Wloune!n, two additiOnal m....rco todey 10 en,"'" tIIat . 
BITC rtfu.d. 1110 pald glib; 10 tUpble individuals: ' 

• 	 The Doparuncnt will dovclop rnwurei to dllllY the llITC to undocumentod. worlam. 
Currently, til. undocumented worws an: endued CO rcooivo tItc crodit, Thi. proposal 
will ohm,. tIIol. IRS ~tco the, over 1'0,000 ~o••mentN _km claimed Ill.= for laX year 1993, ClencrallY. thoy """,,ot obt.m ...w Iccurl!)l numbers for 
memsc1vC.t or their ,hlldrtm, At a r;.ult j it il d1ffiovlt to verify the ex.iJtenee Of .. child 
without tItc lOClaleeurity ••",ber, 

, I • 	 Bcciiutin, in the 1m filine aeason, Ill. IRS will no Ion,.. provide direc, dCjXloi' 
i.dic:alCr1 (DDls) CO .Icctninle return origi!!l!l<lrs~Th~ IRS currtnuy provide. SltO. willi.""h infomation I<l determine jf tho tnpay..', refund will be off"" by ,",other Itebllity 
before payment. DDlt are often used by;llI\O. to, d ..... mine Ill. riJld.eu of mUlnlll 
refund anticipation loan to. taxpayer. Refund. antic,pGtion, loanllll'c-. touree of fraud. 

, 
EIImtnating ~... DDI will ted"",

' 
this {".d. 

, , 	 o.tober 26, 1994 
2 
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COMMlTTet ON WAYS AND MEANS -U,$. HCUI' OJ lIeilwINTJ--TWU ~ .. IIOUt.tf."""'OIlVtt.,.... 

~ ... aUlwt"'III!!:~~COIJUaWACH.lttCTCN,oe :01 II • -. 
IV.COMMmU ON OVf",IGWf 

October' 1.1". l!U' 

. '!'he Honorable Ronald It.. Nol>l. 
under secre~ary for Intorccment 
U. S. Iloput"",nt of th. TIi...~:y 

1500 Penn',ylvanll A.vft!'l.ue, N.W. . 

Wlsh1nqton. D.C. 20220 


Pear under ~eeretary Noblet 

. r . """. to ...take '-biG C!'!'Ort\U1itY to peZ1l"....~J,)-, :.luml< ".1'0"••.&0... 
laadins .the affon ,to ecmb._t tax/re!un" 'f:rt.ud. You:r''%'4icogttition 
or the scope .n4 magnit~dD'ot ~he,~8fund'frlud problem, coupled.
with your ciond:l.d tastimcriy before the Suli.o"",:I.••e. on Overs!.,b•. 
on Oetober 6th-. half helped ilUlu'ato' the mot'I'lont.\,lm 'necessary to 
&88~t.1 th&t th1~ pro~le~ is effoetiV$ly dealt ~1th at the h1gheet
level. of OOV8%'nment", r a~rac1lte your .contribution and. 'X'ocpect.
tne-'maMer ~irCwh1clf'"YQ\l Are:conduet1r...i-tM. important review. and . 
pra~en~1n~ the facta. 

, .
The Tax Refund F:avd·Ta,k Fo.co (TRF ~ask Foree), under your 


steward.hip, should .180 ba e~nd&d for i~B thorough and 

Lft4epand.ne inv~.t!gation, Bolid'f1ndlnqD, and recommendations 

for m.an1nQ'%ul short·tarm reform.. 
 The 1'lU' '.tlle Fore. i9 
perfoim:i.ng a va.uable public ••rvice and I'm hopeful its .ttore• 
will D%ing about an .nd to,V1de~lcal. traYQ 4~.eo. -, 

The PrQg:" ••• ma<t.' by the nF TUlk Force 1& a good _tart ancS 

~\l.• interim report otfers 10m.' encoUraging new.. aut elea:l'ly'* 

more must be done to addr••e the loni~t.rm concerns. auen Aa 

implo~entatiQn of atrcttg '_ fraud controls &8 part -of tRS' a Tax . 

By_tom. Mod.rn1~atiQn program .. 1~.18 ~ hope that you 'will help, 

ensure that· Tr-eseury anQ Ias-'lay committ~ eo ·Ad~es.1ng tha tax 

reflJ.nd fra.ud -probl.m and preeemng! our volunt.ary tax &YIJtem., ­
You ,are doing an exc$llent job; Ront kacp up th.·~ood work.' 


Wieh warm par.Qnal regards. I am 
'. 

.. 

JJP/ph .. . 
eel The ~onor.hlQ Lloyd·Bentaen, Secretary

U.S,' Dep.r~ment o£ the 1r04Gury 
Mr. Ste-ph-on A.' Salt28urg. ·,.01rectO;'. TU ~aBk ;Q%'ce 
Ms. Joyce J. walk'~l Manager I TR' ~a_K Pore. 

http:reflJ.nd
http:loni~t.rm
http:perfoim:i.ng
http:Lft4epand.ne
http:A.vft!'l.ue


SEN1'SY:AEROSfACE 1lUlG. ;10-12-54 ;11:21AM,; AO'fSUITE 60~ . S4o(i'/U2~" tll tl 
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;.Tu~~~~OIlIUIAi.~!.~R:.~;;' 'POUTlCSAPCUCY .,..' 
• t ' 

"A~Clinton Is JJeridedas Flaming LiberalbyGOP, 

,HlS Achiev(3m.en;ts.Look Centrist andPro-Business 
. . 


