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Introduction 

° Thank you very much for inviting me to address 
this distinguished group. 

° :rhe title of my talk is "Key Policy Challenges for. 
the G-7," and I will speak about two long-run 
challenges facing economic policy-makers today: 
fiscal consolidation and reform of the official 
international organizations. 

. 	0, Of. course, we all hiwe different notions of "short 
run" and "long run." Toyoo Gyoten, the former . 	 . . 
Vice Minister for International Affairs atJapan's 
Ministry of Finance, tells a wonderful story of 
interviewing some foreign exchange traders. One of 
them said that he took short-run, medium-run,. and 
long-run factors into account in his trading 
strategies. Gyoten became quite interested that the 
trader looked at long-run factors, arid asked him 
what he meant by that. The trader paused and then 
responded: "Probably ten minutes." I can reassure 
you that is not what I mean by the long run. 



I. Short-run economic prospects 

o Before turning to longer-run. issues, let me begin 
with a brief summary of current economic 
conditions in the G-7. 

o The G-7 experienced an impressive combination 
of strong growth and low inflation during 1994: 

--Growth for the G-7 as a whole was 3.1 
" percent in 1994 (see chart). Private sector 
consensus estimates predict G-7 growth of "" 
2.4 percent this year and next year (see 
chart) . 

.[It may be appropriate to note that all 
forecasts you will mention were 
constructed prior to the announcement 
of the Japanese stimulus package on 
Septerpber 20.] 

--Inflation remain"s low. Inflation across 
the G~7 in 1994 was 2.2 percent, 
reminiscent of the low inflation rates of the 
19608. Inflation i~ expected to be 2.5 
percent this year and 2.6 percent next year 
(see chart). Inflation is not dead, but it 
may have a hard time buying life." 
insurance. 

o The United States seems to be achieving a highly 
desirable "soft landing." 



--Real GDP growth slowed at the 
beginning of this year, at 2.7 percent in 
the first quarter and 1.3 percent in the 
second quarter (see chart). Official 
administration forecasts are for growth of 
2.8 percent on a year-over-year basis and 
1.9 percent on a Q4/Q4 basis. More 
recent data, includirig the upward revision 
in the second quarter GDP figures, suggest 
that these estimates may be a bit 
conservative. 

--u.S. economic growth continues to be 
driven by interest-sensitive spending and 
by exports. Real spending on producers' . 
durable equipment' rose by 25 percent in 
the first quarter and by an additional 12 
percent in the second quarter (see chart). 
Export growth has also been substantial: 
real merchandise exports were 14 percent 
higher in the second quarter than a year 
earlier (see chart). 

--Inflationary pressures remain subdued. 
The consumer price index in August was 
only 2.6 percent above its level a year 
earlier. For a variety of reasons, this may 
overstate the actual rate of inflation. The 
Administration and others are currently 
studying the various biases in the 
consumer price index. 



--As the U.S. economy settles into what I 
hope will be an extended period of 
sustainable growth with low inflation, 

. fiscal policy issues have become a central 
focus. I will return to a discussion of the 
historic deficit reduction that the Clinton 
Administration has achieved, as well as the 
impact for the long-run prospects of the 
U.S. economy, below. 

o The.situation in Japan may be the most 
challenging. 

--There has been essentially zero growth in 
the past three years (see chart). 

--The Japanese government has finally 
acknowledged and has now begun to 
confront the bad loan problem of its 
financial sector. One lesson we have 
learned from our mistakes with the Savings 
and Loans experience is that it is better to 
confront bad loans quickly, rather than to 

. allow the problem to linger on and grow. 
I hope that our ex'perience proves useful to 
the Japanese authorities as they face the 
problems in their own banking sector. 

--The U.S: Government welcomes both the 
reduction in the official discount rate (to 
0.50 percent) announced on September 8 
and the 14.2 trillion yen fiscal stimulus 



package announced on September 20. 
, Economic conditions in Japan have 
important ramifications for the rest of the 
world, and I trust that the Japanese 
Government will continue to take whatever 
steps it feels is necessary to stimulate the 
economy and address problems in the 
banking sector. 

o The European economies are, in general, likely to 
continue to achieve moderate growth with relatively 
low inflation. 

--Nevertheless, high levels of 
unemployment--and especially high levels 
of long-term unemployment--remain a 
substantial economic policy challenge. 

--Recent attention in Europe has focused 
on fiscal consolidation issues, especially in 
the context of European Monetary Union 
and the Maastricht Treaty, conditions. 
Such fiscal issues will be the focus of the 
next part of ;'TIy talk, on longer-run 
economic prospects. 

, II. Fiscal positions in the G-7 

o Fiscal positions in many ,of the G-7 countries are 
a cause for concern. 

--According to the OEeD, general 



government deficits in the G·7 amounted 
to 3.6 percent of GOP in 1994 (see chart). 
This is slightly lower than the peaks 
reached in the early 1980's and early 
1990's, but still remains quite high. The 
G·7 as a whole does not meet the 

. Maastricht 3 percent threshold . 

..There is considerable variation in deficit­
GOP ratios .across the G-7 economies (see 
chart). As is well known, the deficit 
problem is particularly severe in Italy, 
where the budget deficit amounted to 9.0 
percent of GOP in 1994. . 

--Because of sustained and substantial 
deficits over the past fifteen years, .. 
government debt levels have reached very 
high levels in some countries. Acco~ding 
to the OEeD, the G·7's general 
government debt amounted to 40 percent 
of GOP in 1994, up from 21 percent in . 
1980 (see chart). Again, the data display 
considerable variation across the countries 
(see chart). 

o A natural and important questiori to ask is 
whether these deficit and.debt levels matter. Are 
they a problem? The answer is ~. 

--To put it simply: deficits can stunt long­
term economic growth. If governments 



borrow against savings in order to finance 
current consumption--rather than investing 
in things like education and technology and 
infrastructure that will boost our future 
productivitY7-economic growth will be 
limited down the road. 

--An alternative way ofputting the same 
point is that under reasonable assumptions, 
government borrowing pushes uprea\ 
interest rates. This increase in real interest 
rates crowds out private iIivestment. If the 
government borrowing is used to finance 
public consumption, private investment 
falls without any offsetting expansion in 
public investment. This hurts productivity 
growth. 

--Deficit reduction is therefore important. 
because it frees up resources for 
investment and thus can boost \ong~term 
growth. The ultimate objective of fiscal 
consolidation is to raise growth and living 
standards. . 

--The crucial economic lesson is that 
eliminating the deficit is important, but it 
is not an end in itself. How the deficit is 
reduced is also crucially important. This 
is a theme I will return to below. 

--Let me also stress that eliminating the 




deficit too quickly and without 
compensating changes in monetary policy 
entails short-run costs in terms of lower 
output and higher unemployment. The 
timing of deficit reduction matters, just as 
the method of deficit reduction does. 

III. Fisl:al policies in the long run 

o Given that large budget deficits impede long-run 
growth, the current state of government finances. in 
most countries would require corrective,poliCy 
action--even if all else were to remain constant. But 
unfortunately all else'is not going to remain 
constant. Demographic changes will put increasing 
pressure on fiscal positions in the G-7 in the future. 

o . There is of course uncertainty over long-term 
patterns of immigration, mortality,and birth rates. 
Nevertheless, demographic ,changes are already 
determined to a significant degree. And they 
represent one of the most substantial long-run 
challenges facing the G-7. 

o In all G-7 countries except the UK, the elderly 
dependency ratio (defined as the ratio of elderly to a 
measure of the working age popUlation) is expected 
to almost double by 2040. ' 

--The elderly dependency ratio is expected 



to peak at about 40 to'50 percent for the 
United States, the UK, and Canada (see 
chart for US) 

--The elderly dependency ratio is expected 
to peak at about 60 percent for Japan, 
,Germany, and France 

--The elderly dependency ratio is expected 
to peak at over 70 percent for Italy. 

o These demographic trends have significant 
implications for fiscal policy, especially in terms of 
public spending on health care and pensions. 

--According to rough OECD projections, 
demographic and debt pressures would. 
imply a truly dramatic deterioration in 
public sector fi\1ances. Under its more 
conservative set of assumptions,', the OECD 
projects that government deficits would 
significantly deteriorate in all G-7 , 
economies except the UK and Canada (see 
chart). 

--The problem is particularly striking in 
Japan. The OECD projects that 
demographic and debt pressures under 
current policies will drive the Japanese 
deficit up to 20 percent of GDP in 2030. 

--These projections should be treated with 



more than the usual degree of skepticism. 
But they do point to the need for 
substantial policy adjustments across the 
industrialized economies. 

o There are numerous policy responses to these 
projected imbalances--responses which will ensure 
that the imbalances do not in fact materialize as 
expected. 

--Deficit reduction today generates more 
favorable debt dynamics in the future 

--We can and must slow the rate at which 
health expenditures are rising. " 

" 

IV. The Clinton Administration's deficit reduction efforts 

o The United States has already begun the process, 
of making these adjustments. I'd therefore like to 
turn to the historic fiscal consolidation efforts of the 
Clinton Administration. 

o Over the past two and ahalf years, we have made 
great strides in reducing our budget deficit. Indeed, 
the Clinton Administration has for the first time ' 
since President Truman succeeded in reducing the 
deficit three years ina row (see chart). 

o The deficit reduction has been even more 
impressive when viewed relative to the size of the 
economy (see chart). 



o As a result of the Clinton Administration's 
efforts, the debt-GDP ratio has stabilized after 
climbing sharply during the 1980's and early 1990's 
(see chart). . 

o Another measure of the Administration's fiscal 
responsibility can be seen in what economists call 
the "primary bal;u:tce"--which is simply the budget 
balance excluding interest payments. The Clinton 
Administration has been running primary budget 
surpluses--something which hasn't happened since 
Lyndon Johnson was President (see chart) . 

. V. The current budgetary battle in the US 

o Over the next two months, we will be engaging in 
a momentous debate about how the U.S. budget 
deficit should be further reduced. Both President 
Clinton and Congress agree: the deficit must be 
zeroed-out. 

o The question is therefore no longer whether to 
eliminate the deficit, .but rather how to eliminate it. 
As I noted before, the manner in which the deficit is • 
reduced and the timing of how it is reduced are both 
crucially important questions--one with significant 
implications for productivity growth and the other 
with implications for short-term economic 
performance. . 

o Some in Congress are suggesting that our critical 



investments in education be put on the chopping 
block, along with everything else. I find this 
troubling and extremely short-sighted. 

o The two fundamental economic challenges facing 
the U.S. today are slow productivity growth and 
widening income inequality. For reasons only, 
partly understood, there has been a marked 
slowdown in productivity since 1973 (see chart). At 
the same time, wage inequality has grown: wages 
havt~ declined at the bottom of the distribution and 
risen at the top (see chart). 

o Investments in education offer the- best hope of 
addressing both. of these challenges. Educating the 
workforce will spur productivity growth, which will 
jump-start stagnating wages and raise the living 
standards of all workers. 

o A recent report released by the Council of 
_Economic Advisers shows clearly that investments in , 

education yield greater dividends today than ever . 
before, To cite just some of the evidence: . 

. --In 1979, a full-time male worker between 
the ages of 25 and 34 with at least a 
bachelor's degree earned 27 percent more 
per week than a worker with only a high .. 
school degree. By 1993, that difference 
had grown to 65 percent (see chart). 

--Recent studies suggest that one year of 



college education increases annual earnings 
by between 5 and 13 percent. . This holds 
true not only for four-year institutions, but 
also for community colleges. 

--High school dropouts are far more likely 
to be convicted of. crimes that those with 
higher levels of education. On any given 
day in 1992, almost one-quarter of all 
males between 18 and 34 who had not 
received a conventional high school 
diploma were eith~r in" prison, on 
probation, or on parole. This compares to 
less than 4 percent of those with a high 
school diploma (see chart). 

o Government investments in education mean higher 
wages for our workers, a stronger economy, and a 
better, healthier s()ciety. Now· is the time to renew 
our commitment to education, not to back away . 
from it. Deficit reduction should nQt be 
accomplished by cutting away at our human capital 
investments. 

o Some people clearly see things differently. The 
Clinton Administration proposes to invest $76 hillion 
more in education by the year 2002 than the Budget 
Resolution passed by Congress (see chart), 

o The fight over education spending is just one 
example of how there is a right way and a wrong 
way to reduce the deficit. We must continue to 



build on the historic deficit reduction we've already 
achieved. But doing it. the wrong way and doing it 
too quickly could be just as disastrous as not doing 
it. 

VI. Other policy challenges: international public goods 

o In addition to fiscal policy issues, there are many 
other ways in which governments can raise living 
standards. Indeed, I have a reputation for being 
enthusiastic about the wide variety of ways in which 
governments can play such a positive role. 

o Unfortunately, I won't be able to go into detail on 
all of these ideas. But because I am addressing this 
august international body, and because the topic is 
one that is being discussed in Washington this 
weekend, I did want to focus briefly on the roles of 
official institutions in improving living standards 
across the globe. 

o A brief digression into economic theory may be 
beneficial in framing the issue properly. I will 
therefore briefly don my professorial hat. Please 
accept my apologies and bear with me. 

o Economists have recognized a class of goods, 
called pure public goods, that have two properties: 

·they are non-rival 	in consumption (so that if I 
consume it, it does not diminish the consumption 
available to you) and non-excludable (so that it is 
difficult, if not impossible, to exclude you from 



enjoying the benefits of it)., " 

--The classic examples of publ ic goods 
include national defense, police protection, 
and basic scientific research. 

o Some public goods are local: that is, they benefit 
only those who reside in a particular area or nation. 
But I want to call attention to another important 
class of public goods: international public goods, 
which benefit people across the. globe, 

o These international public goods are, or should 
be, the collective responsibility of all nations. "And 
unless this collective responsibility is recognized, the 
goods will be underprovided. " 

o There are at least four categories of international 
public goods: international stability and security, 

"" 	 assistance to the less developed economies, science, 
and the environment. Because of my limited time, I 
will focus on the first of these. " 

o International stability and security has many 
facets of relevance to.official institutions, including 
the" maintenance of macroeconomic and financial 
market stability, the maintenance of a liberal 
international trading system, and assisting the reform 
process in the economies in transition. As an 
illustrative example, I want to examine this final 
item, the reform process in the economies in 
transition. 



o Trillions of dollars were spent winning the Cold 
War. To maintain this victory, the industrialized 
democracies should at least be willing to spend 
billions. . 

--Ensuring the success· of the reform effort 
in the economies in transition is a 
collective good: all of the world benefits 
from international security, and no country 
or countries can be free riders. 

--More than aid is involved. "Trade not 
aid" is fast becoming a popular mantra, 
and there is a lot of truth to the saying. 
Trade assists the reform effort by 
providing hard currency, helps to correct 
distorted internal prices, increases 
interdependence, stabilizes democratic . 
political reforms, and raises incomes and 
living standards. 

--There are, however, strong forces in the 
industrialized world resisting the free flow 
of trade from the economies .in transition. 
The entrance of those economies into 
world markets has been a significant. shock 
to producers of aluminum or uranium or 
steel. And people often don't like shocks. 

--The producers of these raw materials, like 
other producers, prefer not to have competition .. 
That is understandable. But what is not 



understandable nDr excusable is that Western 
gDvernments have nDt dDne enDugh tD prevent 
these prQducers frDm using unfair trade laws 
and .other means tQ blDck eXpDrts frDm the 
eCDnDmies in transitiDn. In .one example, a 
prDducer IDbby was able to create what was 
effectively a gDvernment-sanctiDned· cartel that 
was suppDsed to restrict Russian output. 

--Limiting trade with the economies in 
transition is a case in which the interests of 
consumers and the whDle wDrld are 
sacrificed at the hands .of a few producers, 
willing tD fight change rather than adapt tQ 
it. 

--In .order tQ address the needs of the 
eCQnomies in transition, Western 
governments must take a more liberal and 
enlightened apprQach to trade. We must 
not say ".open up and reform YDur 
econDmies" and then close ours. We must 

. not allQw the narrow interests of prDducers 
tQ limit exports frQm the econDmies in 
transitiDn outweigh the brDader national 
and consumer interests in expanding those 

. expDrts. 

o What is required, to return tD the mDre general 
theme, is cDllective action in. a collection good. 
This is true for the entire class .of internatiDnal 
public gDDds that I delineated befQre. 



Conclusion 

. 0 This weekend, as we discuss possible changes to 

• 	 the roles played by official international institutions, 
we should keep in mind the framework of 
international public goods. 

--We should recognize that official' 
institutions should ideally provide those, 

. and ~ those, goods. Ensuring that such . 
. goods are provided is. crucial to ensuring 

long-run prosperity. At the same time, in 
this era of tight budget for both national 
governments and official international 
bodies, it is more important than ever that 
roles not be duplicated--both between the 
public sector and the private sector, and 
also ·within the public sector itself. 

o In closing, I would note that the efficient . 
provision of international public goods, in this era of 
fiscal consolidation, is one of the most important 
problems requiring G-7 leadership. And it is one of· 
the most challenging. Thank you. 



Two Key Policy Challenges for the G-7 


• 	Fiscal Consolidation· 
., 

- while ensuring full employment 

- while promoting investment in human . 
. and physical capital 

- while improving equality of opportunity 

. 	• 
. 

Reform of Official International Institutions 

- providing international public goods 

- avoiding duplication 
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It is a special pleasure to be hefore you today here in Anchorage for many reasons. 
First, it provides a chance for me to reciprocate the hospitality that I have receiv.ed from 
Taiwan on my visits there. I first visited Taiwan at the invitation of one of Taiwan's great 
economists, Professor S.C. Tsiang, who I had the great pleasure of knowing over many years 
while he was teaching at Cornell. As most of you know, Professor Tsiang is generally given 
credit for being the intellectual force behind Taiwan's early macro·economic successes as 
well as its financial market liberalization which played such a critical role in its. successful 
development strategy. I later had the honor of being invited to give a series of lectures at the 
Chung-Hua Institution for Economic Research and the Academia Sinica. On that occasion, I 
also was the guest of Samuel Shieh. the governor of the Central Bank, whose successor Mr. 
Sheu we shall have the pleasure to hear this evening. And the Deputy Governor, Dr. Paul 
Chiu, hosted on my behalf a delightful -lunch which I still remember fondly. I also had the 
chance to have some extended discussions with another one of great architects of Taiwan's 
success, K.T. Li. 

The second reason that this is a special pleasure is that Alaska has represented a state 
which I have held with special fondness over many years. I have had the good fortune of 
having spent considerable time in this great state, traversing it from Prudhoe Bay above the 
arctic circle to Valdez, 'at the other end of the pipeline, 10 Juneau and Anchorage. I hope that 
you take the occasion to see some of the natural beauties--environmental amenities which we 
as an Administration are.fighting hard to preserve--as well as its impressive economy. 

But the real reason that it is such a pleasure to be here is that the subject which I wish 
to discuss--some of the lessons to be drawn from the amazing economic success of Taiwan 
and other countries of East Asia as we face the challenges of the dynamic changes facing our 
economies-..is a question which has both fascinated me as an academic during my years 
before joining the Clinton Administration and which has influenced my thinking about 
economic policy in the United States. 

I should add, as a final prefatory remark, that in many respects, the economic record 
of the Unite.d States during the past two and a half years is itself amazing. It i~ a miracle of 
sons, one which is only gradually being appreciated. It is not only that almost 7 and a half 
million jobs have been created, but that this remarkable growth has. been attained with 
remarkable price stability. The overall combination of economic growth and price stability 
represents a macro-economic performance that has not been seen for three decades. And 
while many of our economic policies--such as the marked deficit reduction, leading at last to 
the stabilization of the debt GDP ratio after a dozen years during which it grew seemingly out 
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of control, a reduction in the deficit GDP ratio by more than half in a space of two and a half 
years. and the attainment of a primary surplus, that is, revenues in· excess of expenditures net 
of interest expenses on inherited debt, for the first time since the Kennedy and Johnson 
Administrations--while these and other policies created a favorable economic climate, it is the 
business community to which credit must really be given. They have created almost all of 
the new jobs in our economy, they are responsible for the increased productivity--the increase 
in the last quarter was four times the level of recent trends--and for the increased exports--il 
growth over the last year by more than 15%, a number that may seem low by the standards of 
the Asian tigers, but which is truly impressive by standards anywhere else, and particularly 
for countries at our stage of development. Let me foreshadow the theme which I want to 
develop: governments playa vital role in creating an economic environment which facilitates 
economic growth. A central part of that environment is sound macro-economic policy, but a 
part the importance of which is also only bTfadually being appreciated is good "micro 
economic policies" , policies that affect financial markets, regulations that impact on a host of 
other sectors, and legal frameworks, such as intellectual.property, that provide the 
institutional infrastructure required by any effective economy. And an essential ingredient in 
the success of any of these policies is positive and constructive relations between government 
and business. While governments have a vital role to play, markets are at the heart of any 
successful economy. 

Sy"'any measure, Taiwan and other East Asian economies have achieved extraordinary 
successes. Strong economic growth, strong growth of exports and ready adaptation of 
technological developments. This a record that is rightfully admired around the world. 

So, the question is: how did it happen? Is there a secret behind this success? A 
magic ingredient that is the source of the East Asian "miracle?" 

A friend in Taiwan once gave me the following explanation: He said "Taiwan's 
economic success is due to the actions of its economists and its engineers. The economists 
went to the United States, and the engineers stayed and rar:' economic policy." 

This probably simplifie~ the real story somewhat. And -- as President Clinton's Chief 
Economist _.. I have to say: this is clearly not the explanation for the success of die U.S. 
economy over the last 2 years. 

But, the questions are very interesting. And, they are important in infonning future 
debates about strategies for economic growth. In this talk, I intend to address the following: 
What were the true sources of East Asian growth? What role did government and public 
policy. play? And, finally what role should government play with the new and exciting 
changes and challenges in our industries and our economic environment? An environment, J 
might add, that you in this r90m are creating and fostering. 

But, first, I think it is important to take slock of the changes in the U.S. economic 
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relationship with Taiwan and other East Asian nations. 

While trade was once largely a transatlantic 'phenomenon for the United States, today, 
successful American businesses turn to markets in the East in ever increasing numbers. The 
statistics are telling: 

• 	 The 14 Asian APEC economies accounted for over one-third of 
our trade last year -- this is larger than any other single regional 
grouping. And even more notable it was 60 percent larger u 	 u 

than U.S. trade with"Europe. 

• 	 Taiwan is a key player in this ever expanding trade relationship . 
Taiwan is our 7th largest trading partner, with two-way trade 
amounting to $44 billion. Taiwan is also our 6th largest export 
market, the largest of any country outside the OEeD. 

The Clinton Administratio'n has recognized and responded to this dramatic change in 
the international business environment. We welcome the growth in our economic ties with 
Taiwan and East Asia. And, we are committed to the APEC process for achieving free trade 
in the region by the year 2020. 

With this increase in trade and the rapid growth of the East Asian economies, there 
has been a maturing of our trade relations ~ith the region. Although some disputes remain, 

'the United States welcomes the covoperation it has received from Taiwan on tariff reductions, 
protection of endangered species, and intellectual property protection. 

And, let me say: as an 'author of several text books, the intellectual property issue is 
of particular importance to me. I admit, on my very first trip to Taiwan v. when copyright 
violations were still. widespread -- I went to a bookstore in the heart of Taipei to check 
whether any of my books were being. "bootlegged." 

Before entering, I seriously wondered: would 1 be more upset by seeing bootlegged 
books -- knowing that I was losing royalties from the unauthorized editions -- or would I feel 
worse from not seeing my books and discovering that my work was being ignored in Taiwan? 
In true Confucian fa~hion, I decided that status was more important than material reward. 
Luckily, I was not disappointed! 

But, yes, there has been progress on intellectual property issues -- in Taiwan and 
elsewhere in' the Pacific Rim. That progress has yielded enonnous benefits for Taiwan -- in 
lenns of increased innovat~ve activity and increased access to cutting edge foreign 
technologies. And, that progress .has come as a result of our strong and growing economic 
ties. 

So, now let me turn to the important questions I want to address. First, how did the 



East Asian miracle happen? 

In my earlier days out<;ide of government j J participated i[1 a World Bank study that < 

looked at the fundamental sources for the East Asian miracle. The bottom line was: there are 
no simple and magic answers, No recipe that can be translated into easy success for other 
developing countries. 

Instead, the East Asian "miracle" was a result of a combination of strong successes in 
cenain bask areas. Let me list them: 

First, a stable business environment. This included macroeconomic stability ­
- low inflation and realistic exchange rates ~~ but also stable and predictable 
rules of the game' for business. 

There were also high rah.'S of saving and investment. And, there's no miracle here ~ 

. these economies grew because they invested heavily. And, governments contributed, 
by funning balanced budgets, or budget surpluses, and by raising the returns to private 
saving. But it was not only that governments had sound budgets~~they made choices 
that about how to spend their limited money in ways which enhanced economic 
growth. They had a clear sense of priorities. For instance, they inve,sted heavily in 
education, the returns to which have proved to be enormous. This is a lesson which 
some in Washington need to take to heart. 

inde(~ not only was their a strong emphasis on education, particularly a 
high level of primary and secondary education, but there was a strong concern 
to make sure thai there was widespread aCCess to education. for females as well 
as males. The countries of East Asia showed that. egalitarian policies could 
~nhance .growtb, One dido', need to tely on trickle down economics, 

- , 
.Acd. finally, there was a hasic openness to tecbnology. and strong efforts to learn 
from, and adapt. foreign best practice. 

A more controversial element of the East Asjan "miracle" is the role of industrial 
policy ~~ the combination, of intervention, promOtion and direction th:u characterized many of 
the East Asian countries. "J!lere is among academic circles stH! some controversy about 

. whether these policies made a difference ~* whether they raised growth or changed the 
industrial structure. My study of the countries of East Asia convinced me that at least some 
of them did have significant positive effects, 

But from some perspectives. the more interesting question, I think, is not whether 

industrial policy worked. but rather why it did not fail, Government intervention can ~- and 

has been -~ a major retarding factor in so many other countries, So, why noUn East Asia? 


The answer is: the mesl successful East Asian governments were able to craft 
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economic poHcies and build relationships between business and government that employed 
market forces rather than blunted them. The most successful East Asian governments activdy 
consulted the business community and assisted industry, but they also maintained domestic 
competition. ' 

In a word, indusuies obtained the t>enefits of economic' cooperation both among the 
firms within the industry and between industry and government without society having to pay 
the price of economic collusion and~~at least up to a point·~without the marked disadvantages 
that result from what economists refer to as capture, where government simply serves the 
interests Df industry without keeping paramount the broader societal perspectiv!! of national 
interest 

Success in competing on world'markets through exports was strongly emphasized. 
And the benefits that government bestowed -- credit, foreign exchange, investment approvals ~ 
w were based on performance. on the outcomes of market- based comests among domestic 
~L . 

Many of the East Asian governments demonstrated a ready ability to know when 
government should get in and where government should stay out. Achieving that delicate 
balance between doing what supports growth -- such as investing in infrastructure and R&D ­
. and not intervening tOO heavily is a very difficult'task. And the most successful East Asian 
governments were able to find that approp:ia.te middle ground. a middle ground which so 
many countries, bOlh developed ,and less developed, have found difficult to find, 

To be sure, East Asian governments have made some mistakes, In particular. where 
they have protected uncompetitive indusLries from competition; where they have excluded 

foreign invesunent; and, where they have failed to protect intellectual property. Bm, the 


, most successful governments reversed course when they saw their policies were having the 

wrong effect. 

As a result, the East Asian successes have shaped thinking about development policy. 
These successes have had a strong and impo:-tant influence on views about the appropriate 
relationship between business and government (A relationship that is -- and will be in the 
fmure ~¥ central to all of our economic debates.) 

Making govemmem work more effectively and less intrusively has been a top priority 
for the Clinton Adminis'tration, And, the proper role of government is now at the core of the 
debate between the major political pa."1ies in the United States. 

But this is not just an issue for the American political debate. Economic changes and 
developments in the past few years will force all of us -- in the United States and across the 
world -- to fe-ex.amine what is the most effective role that governmei'lt can play, 

Let me give you one example: services industries finance. information andww 
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communications, 

These dynamic industries are the indusnies of our economies' future growth and 

strength. Intellectual cre~rivity is the pri~ary inpm +. and this input knows no bounds. 


Change in these industries is happening like rapid~fire. Competition is springing up in 
industries once viewed as monopolies. And, trade is taking place in industries once viewed as 
purely local. 1 believe that we in the United States are rising to the challenge, Evidence of 
efficiency increases, improvements in the quality of the services provided and decreases in the 
costs of providing those services abound. Some of the countries of East Asia, while they 
have led the way in improvements in efficiency in manufacturing, have lagged in these vital 
sectors, and as a result, improvements in standards of living--which is. after all, the ultimate 
objective of aU of this economic activity--have lagged. 

Governments -- in East Asia and elsewhere -- have tended to be more heavily 

involved in these industries than they have been in manufacturing. And there is now a 

pressing ne{:d to reassess government'S proper role. 


Achieving tbe proper balancc in government policy is now more important than ever. 
The goal is to dismantle unnecessary government regulations and interventtons while creating 
a framework of rules that allows the private sector to flourish and -- a1 the same ltme ** 

protect the public interest. This task--again a careful balancing act--has been one of the ' 
foundations of this Administration's economic policy. 1 can speak proudly of some of the 
reforms that we have already accomplished, such as in the banking se'0tOf, and I can speak, 
warily of some of those upon which we are embarking, such as: telecommunications, where 
the Administration has been working hard for a bill which promotes long run competition 
wbile it provides adequate safeguards during the transition period in which there remain 
significant imperfections of competition. 

In the financial sectOr, the reassessment of government's role means' liberalization of 
existing rules the main effect of which is to impede competition while strengthening 
prudential supervision. J cannot overemphasize the importance of tbe delicate balance~~the 
failure to achieve such a balance during the previolls Administrations in the United States, 
with inadequate prudential supervision, was a major contributing factor to the S & L debacle, 
which not only cost taxpayers billions and billions of doHars, but led to massive misallocation 
of resources and. in my judgment! was a major contributing factor to the economic slowdown 
that we hav'~ had to work so bard during the last two years to recover. In communications it 
meuns allowing freer rein to market forces and new entrants. while at the same time 

. addressing monopolles or access barriers where they stiU exist 

These issues are panicularly important for Taiwan, given lts ambition to become a 
regional cemer in finance. transportation, ane communications. The rea~ns for formation of 
economic centers - or "clusters" -- are .interesting. Often centers are the product of . 
historical accident. But sometimes they have developed because of official efforts~-the 
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careful balancing of which I spoke earlier, a balancing which includes, as a central ingredient. 
a willingness to tolerate new entrants and activities. 

This requires both a cosmopolitan attitude and a wi!1ingness to take risks. Those who 
can .. and do .. move fastest to' address the new competitive challenges are the ones who will 
be most likely 10 create and foster sllccessful regional and international centers. 

Finally. I'd like (0 conclude with a few remarks about the future, 

Over the past few years, the economies of East Asia -- as well as the APEC region 
more broadly -- have become increasing integrated.· Intra-regional investment, subcontracting, 
and trade in finished goods occupy a growing share of the tota! trade for these economies, 
and, at the same time, trade with APEC as a whole has grown rapidly, 

These interweaving;;; are welcome, And, in fact, their continuation may be necessary 
for the continuation of the Asian miracle~~or the beginning of the next Asian ~~ or Asian­
Pacific ~~ miracle. 

Today's economic changes and challenges all point to the importance of larger and 
more integrated marketS: larger markeL'i provide necessary economies of scale; intra-regional 
investment provides the presence that is so often necessary for the delivery of modem 
services; and, greater integration makes possible those instantaneous communications that are 
the heart and core of our n;ost dynamic, creative industries. 

But, further integration of the economies of the region will require a number of other 
things, J wimt to emphasize two: 

First. political and economic stability. This is critical to fostering the 
confidence necessary for the large-scale private sector investments that 'are so 
necessary for future growth. This in tum requires that disputes among parties 
he settled amicably, something that is strongly supported by the United States, 
It also requires a recognition that some of the modus vivendi that have evolved 
over recent decades may provide the most constructive framework for the 
conlinmuion of the political and e.conomic stability which have served the" 
region 50 welL 

And. second. j5 further steps' in economic liberalization and deregulation. 
These now often stand as barriers to domestic competition and innovation, as 
weU as to trade. 

President Qintor. is strongly committed to active engagement in the Asja~Pacific. 
Two years ago at Blake Island he articulated his vision of a Pacific community based on 
shared prosperity and values, Last year along with 17 other Asia~Pacific leaders, President 
Clinton committed to achieving free and open trade and investment in the region by 2020 .. 
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And this year, he will join the other Pacific leaders in laking the first concrete steps to 
mak:ing that vision a reality. 

But, U.S. interests go beyond economic and commercial. We are by our heritage and 
our character interested in individual rights and the spread of democracy, This would be true 
even if democratization and !.he expansion of individual and human rights had no bearing on 
economic and income growth. 

BUl, in fact. the spread of democracy is both supported by economic development, and 
plays a strong role in fostering continued economic growth. This is increasingly true as our 
businesses and our economies demand greater and greater individual creativity. 

It is people like yOIl who will be the driving force for future integration in the APEC . 
region. You ~~ the business men and women of America and East Asia ~- are the source and 
the energy for the changes and developments in our economies, yo~ are the source of the 
economic changes that are forcing governments to respond and change. 

The fact that increased integration now seems desirable ~~ even inevitable -~ is largely 
due to the explosive growth in private sector activity in the Asia~Pacific region. 
SuppOrt and encouragement from the priv'ate sector has been crucial in 'establishing APEC as 
a framework for advancing integration and co~operation in the Asia~Pacific region. We hope 
and encourage -~ and, indeed, challenge;. -- you to continue your strong panicipation in the 
future. ' 

,• • . 
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council of Economic Advisers 

t.o t.he 

center for National Policy 

It is an honor ,to be with you today for the official release 

of the Annual Report o( the Council of Economic~dvisers and the 

Economic Report of the President for 1994~ 

One year ago, when :many of you were reading last year' 5 

Economic Report of the President, the Clinton Administration 

economic team was'hard at work developing its strategy to address 
, ' 

the nation's short-term and long-term economic problems.
\ 

At that time, the economy seemed trapped in a largely jobless, 

seesaw ec:onomic recovery, that carried considerable downside risk. 

The recovery from the 1990-91 recession had been subp~r--the 

economy was growing at less than one-half the growth rate 

character:istic of a period of recovery after recession. Throughout 

1992, ·the unemployment rate remained abc:'ve 7.% and at year's end 

more than 9 million Americans were out of work. 

These short-term problems were superi~posed on two distinct 
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These short-term problems were superimposed on two distinct· 

but interrelated long-term problems~ The first was the problem of 

the deficit. According to our projection, even if the pace of t~e 

recovery picked up, 'it was lik~ly to be strangled. by growing 

structural' deficits, ballooning borrowing needs of the 90ve~nmentf 

and a resulting rise in'long-term intere~t rates that would sooner 

or later choke off private spending., 

When the federal budget is on a sustainable path, the deficit 

should come down as the economy picks up pace ~ Instead our numbers 

indicated that with unchanged p~licies, the deficit and the 

government's borrowing needs would rise over time and this would 

derail the economy's recovery. In short, our economy was not on a 

sustainable path. The foundation of the recovery was cracked and 

threatened to give way to the shock of escalating budget deficit~ , 

A second and related long-term problem' was sluggish 

productivity grow.th, as a consequence of which real compensation 

and real pe~ capita income were'advanciflg at a disappointing rate, 

and real median family income ~as barely increasing. The situation 

was even worse for low-income families whose incomes were declining 

both absolutely and relatively. For lnany low-income working 

families, after-tax incomes barely exceeded those income le~els 

available through welfare. 

The =nost fundamental explanation of these disturbing long-term 
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trends 'Was insuftlcient private and public investment--in the 

foundations of productivity -growth and living standards--new 

capital equipment and technology, human resources, national 

infrastr\lcture and research and development. 

-
The policy challenge that confronted the Clinton 

Administration one year ag~, was the need' to .design an economic 

strategy that would simultaneously address the economy' short-term. . 
and long-term problems. The key to the strategy was a credible and 

gradual deficit reduction program--large enough to have a dramatic 

effect on the ~ourse of the deficit over time, but not so large 

that it 1:hreatened to. kill off a faltering recovery~ Moreover, 

,because of the nation's longer-term problems, this progratl required 

a shift in government spending and taxation. A shift toward more 

spending on publ·ic invesbnents that are the foundations of private 

prosperity. And a shift in the burden of taxation to provide 

stronger rewards to work to. low-inco~e families. 

Just' four weeks after he took office, President Clinton 

introduced his economic strategy in a detailed budget plan" 

presented to a joint session of congress. Today, one year later, 

·the economy is strong again and. appears to be -getting stronger. 

ReCent economic data confirm that the economy is on a sustainable 

expansionary path with increasing OU~Pllt, rising employnv;imt and a 

streng~hening manufacturing sector. lreprovements in a variety of 

,interest-sensitive sectors--business, consumers durable and 
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residential construction--are stimulating and reinforcing growth in 

other parts of the economy. Consumer and business confidence are 

up, employment has increased more in the last year than in the 

previous four years, and inflation is tame. Growth in 1994 at 2.9% 

was the best performance in the last five years~ 

Moreover, as the most recent budget projections indicate, the 

deficit is now falling relati,vely to the siz'e of the economy_ The 

1995 deficit is 40% below where it was projected a year a90-~and is 

slated to be only 2.5% of GDP--the lowest level since 1979. 

Economic expansion has not been realized at the expense of fiscal 

responsibility. Instead, both our short7tern and long-term 

economic prospects now rest on a much more solid fiscal foundation, 

not the cracked one we inherited. 

What accounts' for the change in the economy's short-term 
, 

fortune? Have we made significant and sustainable progress on the 

deficit? And have we put in place pOlicies that will bolster 

productivity growth and livi~g standards for all Americans in ,the 

future? 

This yearts Economic Report answers these questions and 

demonstrates that 'the Administration's economic strategy has put 

the economy on track for sustained economic expansion in the 5h~rt 

run, while addressing the economy's longer-term problems as well. 
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Deficit Reduction and Economic Expansion 

The key to the change in 'the - short-term fortunes of the 

economy in 1993 was the dramatic decline in long-term interest 

'rates--which fell' about 100 basis points between November 1992 and 

December 31, 1993. And the evidence reviewed in the ERP indicates 

that this decline in turn was in large measure th~ result of the 

re~ponse of financial' markets to our deficit reduction pr,ogram. 

Nor is the CEA the only· observer to make this ~oint. Even Alan 

Greenspan recently noted that the a;:..tions taken to reduce the 

, deficit- ~~st years have been instrumental in creating the ba~is for 

declining inflationary expec,tations and easing pressures on 1~n9-

term interest rates. 

\ 

Long-term interest rates anticipate change; they shift in the 

. present based on credible expectations about the future. The 

'dramatic decline in long-term rates since the, election of 1992 

,reflects sustained confidence in the Nation's financial markets 

that the Clinton economic plan wil"l finally and si9nificantly 

reduce th.: Federal bUdget de! ioit. 

Some of our critics dispute this claim, particularly on the 

reVenue side. They continue to argue that higher incone'tax rates 

on the wealthiest won~t contribute as much as we think toward 
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shrinking the deficit~ They tell us thet t.axpayers faced with 

higher rates will vigorously search out ways to reduce their 

taxable income--they'll take more vacations or shift their 

investments to tax-exempt bonds~ They/il protect so much taxable 

income, in factI that government revenues ~ill actually drop after 

an- increase in income tax rates on the highest earners. 

Fortunately for believers in responsible: government, history proves. . 

our critics wrong. ,As we demon::;;trate in the Economic Report, 

income tax increases 'in the united states have generally increased 

income tax revenues to the government while income tax cuts have 
, , 

generally ,reduced Chem. 

Obvi()usly, marginal tax rates ,are important factors in 

determining­ savings and investment patterns and economic growth,
\ .' , 

but so is the view of the 'credit markets about whether the 

government's fiscal policy is responsible. The Clinton 

Administration introduced higher tax rates 'on the richest 1~2% of 

t~e nat;onts taxpayers a~ a "necessary part of a balanced deficit 

reduction program. Cert~inly, higher taxes by themselves t like' 

spending cuts, exercise a cont~actionary.effect on the economy in 

the short run. But as part of a credible deficit reduction 

program, the higher tax rates introduced by the Clinton 

'Administration have contributed to lower long-term interest rates 

and the $treng~h in interest-sensitive spending that have been the 
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most important elements powering our current economic expansion. 

Our economic strategy has created a sound macroeconomic 

environment and a sound foundation for future economic growth. We 

have made a qood start., But it is only a start. Creating the 

franlework for sustained growth is the government' 5 first 

'responsibility, but not' its only responsibility. A second 

responsibility is to ~mprove how the government itself performs its 

functions. , In a time of bUdgetary austerity, inefficiencies in the 

governmen1: process must be eliminated. The National Performance 

Review, ccrrnpleted under the bold leadership of Vice President Gore, 

lays out ,;lays ·to improve the way government itself performs: by 

reducing the size of the Federal bureaucracy, reducing the burden 

of govermnent regulations, and ensuring that any new regulations 
. \ 

carefully balance benefits and costs.' 

Government also has a vital role to play in providing some of 

the critical raw materials for continued growth--science and, 

technology, public infrastructure, a heal thy enviromn~nt and an 

educated and well-trained ~ark force. We need to worry about the 

~ebt we bequeath to our children, but we must also worry about the 

quantity and quality of the physical, financial, and hUman capital 

they will inherit. 

Let me begin with investing in People. The Clinton 
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Administration has made: increasing both" the quantity and the 

quality of jobs its highest priority. Sound macroeconomic policies 

are: necessary but not suffici~nt for the realization of this goal. 

They must be complemented by labor market policies tc: remedy a 

number of deep and longstanding impediments to the maintenance of 

high employment and to improvements in 'the quality of jobs~ 

The American' workforce remains the most prOductiva in the 

world. Nonetheless, as 'We point out in the Economic R:eport, 

turnover rates in the American labor markets are very high. . And 

losing a jobs is often very costly, especially for those who are: 

unlucky enough to lose: a jobs they have held for many years~ At 

the same time, modern industrial processes demand 'Workers with 

'higher leve.ls of education and training; and evidence on the' 

. relative wages of college-educated and high school-educated labor 

bears thiH out. In 1981 1 workers with college degrees earned about 
\ 

45% more than workers with only high school degrees; by 1992, this 

,gap had reached almost 65%. 

The combination of high turnover ra~es and rising inequality.. 

in the earnings distribution, aggravated by a $~OW recovery from 

·the 1990-91 recession, bas made many Americans feel increasingly 

uncertain and insecure about their economic fu~ure. 

In rc::sponse to these problems in the nationfs labor market, 

the Adminjstration has designed a multifaceted strategy to enhance 
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the education. training and flexibility of the American workforce~ 

This strategy encompasses. several neW programs: the Goals 200 

program that sets higher performance standards for american 

teachers and students; the· school to work transitio'n program that 

will help students get ~ands-on, work-related training as they move 

between the world of school and the world of work; the National 

Servioe program that provides opportunities for community service 

and the acquisition o.f jobs-related skills but also helps send l!1ore 

Americans to college, the refo~ed student loan.program that will 

reduce the borrowing costs of students loans and will allow loan 

'repayments base~ on future in-:::ome; and" the new 'Worker re-employment 

program that will provide training and income support for displaced 

workers movi~9'from one jobs to another~ 

,Health Care 

Our nealth care reform proposal is also an ~mportant component 

of our strategy to build a flexible, high-wage American workforce. 

Under OUt' current ·system, mi~lions \ ~f americans are afraid to 

change. jobs because they face the I:'rospect of .lo,sing thei,r health 

insurance coverage., Some estimates sugge~t that such worries may 

reduce job mobility by as much as 25%. In addition, America's 

working men and women have ,paid for escalating health costs by 

,taking home smaller paychecks. Empirical research suggests that 

the dominant "long-run response of businesses to rising health care 

costs has indeed been to lower the rate· of increase of take home 

pay. Bet.ween 80 and 100 percent of increases in health care 
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spending appear to be reflected in lower take home pay. If business 

spending on health care were the same share of co~pensation today 

as it waSi in ~975t wages pre-employee could be over $1000· higher. 

The Economic Report, dlstinquishes four, distinct but 

interrelated problems in our current health care sysfelll. 

First, the current health care system fails to provide health 

security, for millions of Americans--many insured Americans stay in 

jobs' they no longer want because they cannot. risk losing their 

insurance; meanwhile, the uninsured' are sicker I receive less 

,treatIDent~ and suffer higher mortality rates than the insured. 

l , S~condl privat,e insurance markets exhibit some severe 

shortcomings. People with preexisting conditions, or people who 

are simply less healthy, have to pay more, sometimes much more than . . 

other people, if they can find insurance at all. And many policies 
. 

don I t, cover a var17ty of larg~ financial risks--exactly the kinds , 
,.of risks t:hat ihsurance is supposed to address in the first place. 

Third, our current health care system suffers from a lack of 

effective competition. Providers often have incentives to provide 

. overly-sophisticated or unnecessary care, because they are 

,reimbursed for each additional test 'or procedure they perform . 

. Consumers often do not have effective choice among insurance plans; 

doctors. or hospitals, so market competition among, providers is 

• 
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often weak. Moreover, effective consumer choice depends on 

adequate infoirnation~ Yet consumers often do not know even the 

. price of medical goods ·and services, .and they seldom have the 

information they ~eed t~ evaluate the quality of the services they 

,reCeiVe4" This means that providers are often in a p.osition to 

influence both the supply and demand sides of their markets. In 

short, consumers are ill-equipped to bring strong competitive 

pressures to" bear on providers to make cost-conscious decisions. 

Nor do consumers themselves have strong incentives to,exert 

such pressures. Given how the current health insurance system 

works I consuruers often have few i~centives to comparis~n shop among 

either health care services or health care plans, and even fewer 

incentives to pursue more cost-effective preventive care so they 

can avoid health trouble before it starts. 

Finally t the fourth problem with our current system is the 

burden it places on public sector budgets. Public sector spending 

on health care grew ~ percentage points faster than private sector 

spending in the 1979s. and health spending is gro......ing four times as 

rapidly as any other component of the federal budget. Faced with 

~allooning health costs, governments are forced to make painful 

choices involving cuts in other spending programs, revenue 

increases, or bigger deficits--;-any of which can have adverse 

consequences for long~term economic growth. 

None of these four problems can be solved in isolation. In 
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the absence of systetn-wi!ie reforms t arbit~ary caps on Federal 

health care programs, which some have proposed t would simply shift 

more of the governIDent's program c~sts onto the private sector~ 

Similarly, any attempt to provide universal coverage without 

complementary measures to improve competition and sharpen the 

incentive!; for more cost-conscious decisions would mean even more 

dramatic increases in systemwide c.osts. Refot1.ns designed only to 

addres,s the most glaring, shortcomings of private insurance markets 

would not solve the problem of providing health security for. all 

Americans or the problem of escalating government expenditures for 

public health • 

. The Administration/s health .care reform proposal is the only 

proposal currently before the Congress which addresses the four 

problems tlf the current' system. As the' recent CEO study argued, 

"The Health Security Act is unique among proposals 'to restructure 
\ 

the health care, system because it is the only proposal that 

describes the steps that would ha've to be taken to 'accomplish its' 

goals. II 'llle CBO study also confirmed that this proposal would 

significantly reduce the projected gro~th of national health 

expenditures while si~ultaneously providing universal coverage of 

comprehensive benefits for all Americans by the end of this 

century. And finally the eso study, like several studies byI 

, 
private !;ector organizations ~nd scholars, confirms the ·CEAI sown 

asseSSrlent that the net effect of health'care reform on aggregate 

level of employment is likely to be small: at ':reost plus or minus 

http:Refot1.ns
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one half of one percent of total employment. The reason is that 

there are a number of offsetting factors in the plan, some of which 

may increase e~ployment--like lower aggregate business spending on 

health care as the growth of costs slows--and some of which may 

decrease employment--like an increase in voluntary retirement~ 
-

bUt the net effect of· these offsetting factor is likely to be 

small. 

Investing in Technology 

.Now let ~e turn to another important area of our investment 

agenda--investment in science anq:· technology. A careful reading of 

US economic history reveals that· the government has consistently 

played a pivotal role in the development of the nation/s 

educational and scientific infrastructure and in the diffusion of 

knowledge. This has been true in areas as diverse as agriculture 
I \ 

and biotechnology, civilian aviation and microelectronics, lasers 

and acute:trauma care, computing and communications. 

We have learned, however, especially fr?ID some conspicuous 

failures t.o promote .civilian technology development in the 1970s 1 

how government can play its part m~e effectively. So w.e argue in 

the Report that government support for technology is'rnos,t effective 

when projects are evaluated by non-go.vermnent experts, when they 

are designed and carried'out by industry, whe.:1 private firms share 

a significant portion of program costs, and when only the ,best 



proposals are funded after a ri90rous competition for public 

support. 

We also know that science, techrology # and the economic growth 

they generate cannot help but be greatly affected by the current 

'de'fense retrencmnEmt, because nearly 60 percent of Federal support 

for domestic R&D comes from the Defense Department or defense-

related parts of NASA and the Oepartment of Energy, and because 

nearly one-fifth of the Nation's scientists and engineers w,ork in 

defense-related areas. That is why. with,the help of the Congress, 

\ole have funded several new technology progr~msl including the 

Technology Reinvestment Project, which is designed to help defense 

,contractors retool to serve civilian markets. We have also 

increased funding for successful examples of public-private 

partnership in civilian science and technology research, such as 

the Advanced Technology Program of the National Institute of 
\ 

Standards and Technology. 

,We have also begun' to shift the Federal R&D portfolio from 

defense to other national needs. For example, we were able to 

increase funding for research into new environmental technologies. 

As·we discuss in the Economic Report. improvements in technologies 

for preventing and .treating pollution, and improvements in,· 

regula torr mechanisms, can improve the tradeoff between our 

interest in ~egulating ,envirohJ;lental hazarcis and ou~ interest in 

promoting economic growth. Given the worldwide explosion in 



15 


environmental regulatory activity, the development- of more 

effective and lower cost pollution control technology can also 

. contribut~=d to our high-wage job base and our exports. The US is 

now the world leader in exports of environmental equipment. Our 

"trade surplus in pollution control equip~ent has been increasing 

and was $1.1 billion in 1991. Our support for environmental 

technology R&D programs will maintain our competitiveness in this 

important gro~ing marketplace., 

The issue of international competitiveness brings me to, 

another important dimension of the Administration's economic 

strategy---its trade policy. Whatever we accomplish at home, must 

be complemented by an expansion of America's trade opportunities 

abroad. We live in an increasingly integrated world economy 

populated by increasingly tough and sophisticated'competitors; In 
\ 

response, we believ'e that the United States has to expand our 

export promotion efforts--so we have streamlined the Nation's 

export control programs, and we've significantly eased Cold War-era 

export controls on producers of high tech products like computers 

and communications equipment. 

We also believe--we know--that America's markets are .already 

among the most open in the world. So last year we moved to ensure 

access for American products to markets abroad. The Administration 

vigorously supported the North American Free Trade Agreement. We 
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continue to work throu_9h bilateral negotiations to open the 

Japanese market. And we have worked hard to complete the Uruguay 

Round of the General Agreement on Tariffs and Trade. 

As we argue in the Economic Report, the liberalization of 

global trade resulting from successful completion of the Uruguay 

Round will raise real incomes in the United states by billions of 

dollars annually in the coming years. In ,fact't the total gain 10 

years after implementation of the agreement begins is likely to be 

between $100 billion and $200 bi,llion annually. This is because 

u.s~ negotiators have TIC?t on1'y reduced existing barriers; theY've 

also brought areas of trade that had been largely outside of the 

GATT system, such 'as agriculture, textiles, intellectual property, 

and servi=es 1 into'the GATT framework. 

We focus on expanding trade because we know that jobs in 

export industries pay better wagss--about 22 percent above the 

economy-wide average. We know that Alnerican companies that compete 

successfully both at home and abroad offer the best opportunities 

for American workers_ But this is not a mercantilist strategy--in 

fact, it's a strategy for avoiding mercantilism. We expect trade 

liberalization to ·increase bo't:h u.s. exports and U.S. imports. And 

we welcome both. 

summation. Together, all of the initiatives I've described-­
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continued deficit reduction, increased public investment, a 

reformed health care system, expanded exports,' and a reinvented 

government--comprise an economic strategy. The goal of that 

strategy is as clear as it is ambitious: to sustain a high and 

rising standard of living for the average American family. Because 

this is a strategy for the 'long run, its full effects will not be . . 
felt overnight. But as we demonstrate with a wealth of detail in 

the Economic Report, there are already many signs that the strategy 

is beginning to payoff. 

We expect the economy to continue to grow in 1994, at 3 

percent. Consumer spending should remain healthy, due to continued 

steady gains in output and employment. Investment spending will. 

also remain strong, because of low long-term interest rates and 

increased. levels of demand. And the economy remains on track to 

produce 8 million new jobs over a four year period. 

At t,he same time, and every bit as important, the economic 

outlook of the American people will continue ~o improve. In our 

one year together, this Administration and the American people have 

accomplished much. We have learned that the secret to economic 

success is making change our friend, not our enemy--coming to view 
.' . 

change as the opportunity for advancement it is, not as the threat 

that it sometimes appears to be. And so the two largest living 

generations of Americans--the baby boomers and. their parents--and 

a whole' new generation that has since come of age in an era of 
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deficits and diminished expectations, can now look ahead with 

renewed hope and confidence to the future we all share. We can be 

proud of that. But there's much more to be done. We'll stay to 

answer s()me of yOllr questions about this year's Economic Report. 

Then it's time to get back to work on making next year's Report 

even better~ 

Thank y~u. 
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Four years ago I was an economics professor at UC, Berkeley. I was finishing a book 

on the problems of U.S. trade and competitiveness in high technology. I was also concerned 

both about the increasing federal deficit -- which was a threat to federal investment in 

education and technology -- and about the economy's slow recovery. 

A friend called and asked me to help out on the Clinton presidential campaign. 

agreed 10, because J. felt Bill Clinton had the right agenda. His goals w'ere to Testore 

economic growth and to provide opportunity for every American to share in the prosperity 

that is possible in this period of profound technological and economic change. The 

President's goals embodied our Nation's.core values: to reward individual responsibility and 

hard work; to preserve families; and to invest in the future of our children and our country. 

I was convinced that Bill Clinton's approach was the right one in part because it rested 

on a few common-se!1se fundamentals. 

Firs., we live in a market economy, and finns such as yours are the major sour~c of 

economic growth and job creation In particular, small business is the solid foundation upon 

which our nation builds it·s· economic strength. 

·Second, the 'era of big government is over. In this period of rapid technological and 

economic Change, we have to alter fundamentally the way our government works. It has to 

be smaller. It has to be less bureaucratic. It has to' be oriented toward partnerships and 

results, rather than toward telling people precisely what to do. 

Third, even a smaller government has several key roles to play in our economy, 

including providing a sound macroeconomic environment for sustained economic growth by 



billion, compared to the FY92 dcfidl of $290 biHion, The federal deficit now represents the 

IOWCl>1 percentage of GDP since 1979, Moreover, the U.S. has the best record of any 

industrial country, a~ mca,ilured by deficit as a percentage of GOP. In fact, OUf federal budget 

would be in surplus today, were it not f~r the billions of dollars in interest payments we arc 

paying o'n deficits accumulated during the previous twO Administrations, 

In sum, this country's fiscal condition is much improved. and the President and 

Congressional Republicans both have put forth plans to funy balance the' federal budget by 

2002, The trHlion-'dollar decrease in the deficit as a'result of the 1993 economic plan -- and 
, ' 

the prospecl of addiiional deficit reduction -- have ted 10 lower interest rates and a freeing 

up of capi(al for invcstmcnI by businesses such as yours.. Inotherwords, deficit reduction has 

not been an cnd in itself bUI a means (0 an end. The end is economic gro'Nth and 

opportunity. 

The results -- <IS measured by the economy's performance -- are extremely positive, 

During the 'last three years. the nation has ex:perience~ a broad-based l investment-led 

economic expansion, accompanied by low inflation: 

The economy bas created 8.5 rnHlion ne! new jobs. ncarly all of them in the private 

sector -- exceeding the President's promise of 8 million new jobs du~ng' his firs; 

term, 

Moreover. these ate good jobs. According to a recent study by the Councl; of 

·.Economic Aovisef&, in the last two years, 68 percent of the new jobs have been in 

industries and occupalion groups thaI pay more than the median ~age. 

More than 2 million new business have been created -- an all-time record. 

Business investment in productive equipment has grown a1 double-digit rales for three 

years in a row -- for the first time since the 1960s, 

3 




Home ownership is at its highcst level in 15 years, 

TI1C unemployment rdte has been below 6 pCJCCnl for 20 cnn~ecutjvc months, TIle 

latest unemployment figure was 5.4 percent -- down from over 7 percent when 
, 


Pr<;:sident Clinton to"ok office:. 


Inflaikm has remained low and stable, averaging 2.7 percent since 1993. 

And the combined rate of inflation and unemployment -- the so':"callcd misery index 

-- is at a 27-yeaJ low. 

Women-owned husinesses have both contributed to and benefited from the recent 

strength of the economy. Women entrepreneurs like yourselves arc stafting new husinesscs 

and creating new jobs at twice the national rate, That's a remarkable statistIc, isn't it? Let 

me share some other remarkable statistics with you: 

In January, the U.S. Census Bureau reported that, as of 1992, there were 6.4 million 

womcn-{)wncd businesses. USing'thc Census numbers, the Kational Foundation fOf 

Women Busiuess CAvners reccntly rcieased an analysis showing that today! there are 
,' 

nearly 8 million businesses owned and operated by womcn. 1bat1s a 25 increase 

in the number of women-owned,busincsses jusl in the last four years. Women-owned 

firms now accour.t Jor folly 36 percent of all US. businesscs. 

Women-owned busincss arc growing in economic power as well as sheer numbers. 

1)ley gcnefate sales of $2.3 trimon a year, which is more than the GDP of all but a 

few countries in the world, 

And women-owned pusinesse); now employ 18.5 miHion people -- [hat's one out of 

every five American workers. 
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in fae!) using Census and l'F\VBO numbers, I have calculated that of the 8.5 million 

new jobs created since the President took officc! half of them are in women-owned 

firms. 

Now, although the economy is the strongest it has hccn in decades -- with womcn­

owned businesses playing a major role -- many Americans feci a tremendous djsconnect 

between their own lives and rhe positive numbers I've ciled today, Millions of working 

Americans aren't SUIe what they're going !O get out of the new, high-tech, gJobai economy, 

The President believes we need to find a way to m;)\nta.in the dynamism of this increasingly 

global economy and yet stH! allow people who arc working hard to achieve a. measure of 
, 

sccurit>' for themselves, lhcir families and their children. We want to avoid a winner-take­


all society in favor of a society in which everyone who i'orks hard can be a winncL 


The Clinton Administration believes there is an appropria(e role for· government in 

areas that would provide greatcr security 10 working Americans, Let me cite three specific 

examples. 

Tne first ~iTea is cmp;1oyabilitv security, as distinct from ~cmploym~nt sccurity." This 

is the security 11J3t yo\.! will have access to the education and traim:1g you will need to get 

. your next jobs, For some individuals, 'training for self-employment -- creating and operating 

a small business -- may be the goal. 

To hclp Arner:cans. achieve emploj'abilit)' security, the AdI::1inistf.liio!1 has proposed a 

G.L Bill for Amcrlca's workers, so thai workers whQ lose their jobs can get a voucher that 

will cover their training costs for up to 1wo years, The President bas also proposed to make 

the COSI of c.ollege tuition tax deductible, and to extend the dcductlbilllY of cmploycr­

fin~nccd edllcation and training. 

Tn he ~t:rCj education and skills have always maHercd in this country. But today they 

arc the ;lIooJ:l)cmal fault linc running through the American wo:kforcc. Tne demand for 
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highly-skilled workers is growing at the same time that the demand for workers withoul a , 
high level of education of skills is shrinking. Fifteen years ago, the typical college graduate 

earned 38 percent more than the typical worker with only a high school degree: By 1994,, 
this gap had doubled to 74 percent. 

Fornia! education is not the only investment in skills that pays off. For workers, a 

year of either on-tnc-job or formal training raises wages' almost as much as' a year of college 

education. Tbatls good news for t~c roughly 70 percent of the American workforce who do 

not currencly have college degrees, America's business leaders also know that training is 

good business. Several weeks ago, the Nntionttl Association of Manufacturers: issued <l 

whitepaper challeng.ing industry to double its investment in worker training, 

Finally, investment in education and training contributes .significantly to ovcraH 

economic growth, Economists estimate that improvement in the educational attainment of the 

American workforce has accounted for aboUl 20 percent of per capita income growth over the 

last two decades, 

The second Iype of security is access to heahh insurance and pensioll benefits. 

Toward this ~nd. the President has called upon Congress to yass (he Kassebaum-Kennedy 

. bill~' which would allow workers to keep their health insumnce even jf they change jobs or get 

sick. And with small business owners in mind l the Prcsidenl last year signed legislation to 
. , 

increase to 30 percent the share of health insurance premiums that self-employed individuals 

can deduct en thel;- lax rclums -- and we're working to increas.e that amount. 

. 
PC;lsions arc no less important. Small firms arc less likely than their Jarger 

counterparts to be able. to provide retirement plans. While 75 percent of workers in 

businesses with more than 1,000 employees ha\'c pension plans, only 24 percent of workers in 

, . businesses with fewer than 100 employees have them. At last year's While House Conference 

on Small Business, Ihc. PresideOl proposc.d a new pension pl;;.n targeted to the needs of small 
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businessCS--Ihe National Employee Savings Trust (NEST). The NEST would provide 

benefits similar to those of a 401(k) pension plan and would be simple to create ar.d operate. 

The Administration has endorsed other improvements thal make existing pension plans 

safer and more beneficial for business owners and employees alike. For example. we have 

proposed to eliminate the "family aggregation" restrictions on pensions for family members, 

so Ihat spouses or children who work in the same or related businesses tan earn their own 

retirement benefits. Repealing the family aggregation rule wil1 allow aU family members to 

earn their own retirement benefits. 

By the way) these pension rcfonns would be especially beneficial for American 

women. Fewer than one-thIrd of all women retirees age 55 and Over receive pension 

benefits, compared 10 55 percent of male retirees, And two-thirds of American women work 

in the lhree sectors -- services, retail and construction -- wilh the lowcst pension coverage. 

Finally, the NEST plan would covcr many part-time workers, 'who arc disproportionately 

women. 

The third type of sccurity is the security that an American worker can make a living 

wage. The minimum wage is currently approaching a 40-ycar low. Tne President has called 
, 

for a 90 cenl increasc, 10 be phaicd in evcr two years. This would benefit 10 minion 

minimum-wage workers, 6D percent of them women, and many of them single parents. l..a<;t 

week, th~ House of Representatives approved a 90 cent minimum wage incre3se and we 

expect the Senate to follow SuiL 

Raising the minimum wage to $5"15 an hour can help make work pay_The extra 

$1,800 a yc;u, combined with the Earned Income Tax Credit, is enough to lift a family out'of 

poverty. This modest rise in the minimum wage will not derail the sustained economic 

recovery we're experiencing, J:tl,~tead, it will help to keep aU finns moving forward on the 

path of higher wages, higher skills and higher productivity. 
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In talking about the issue of economic security with small business owners and otbers 

over the past year, I have noticed t~vo lhings, 

First, women across tile board arc more concerned about the issue of economic 

security. Because women arc the dominant care-givers ....:- taking care of elderly parents as 

well as their children -- concerns aoout education and training, as well pensjons and health 

insurancc, strike a responsive and compassionate chord. I was pleased to see that the 

statement by Rosabeth Moss Kanter, which appears as the lead-m to the P!ogram for tbis 

conference, C<'f!lS for an "economic securily agenda that is credible, M 

Second, women entrepreneurs tend to manage their businesses tn a \\tay that reflects 

this concern with economic security. Womcn-owllcd businesses arc more likely to offer 

child-carel' flex-time, tuition reimbursement and job-sharing programs than Olhor U.S. 

businesses. J havc noticed this emphasis on' flexible, "iamlly-fricndly" work environments in 

my own conversations wiih' women busincs:s owners, and it is borne out hy research done by 

the NFWBO. Some people call this "good corporate citizenship" or "corporate 

respons!bility." Women entrepreneurs know that this common-sense approach to the 

workplace is simply good business. 

In part, hecause of these practices, the work force in a women-owned company is 

!ypically about two-lhirds female. As on;;: writer put it, "women-owned businesses become 

Ihe training grounds for female employees to leave and launch their own busjnesscs, which 

crcarc,'l an ev(!:r-widening circle of women hiring wnmCf\",," This employmc.nt record is good 

not only for women themsci\'cl:', bur fN all of Amcrica. 

Conclusion 

1 starled with the observation tbat it wao;; President Clinton'S economic vision for 

g:owth and opportunity thal lured me into the White House. Pcrsonally, of course, there has 

been plenty of gro'\.vth and opportunjty for inc. But more important is the growth of the. 
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cco'nomy and the pcrfonnancc of the women's b~sincss sector in recent years. Not only has it 

outstripped the performance of U.S, bw-;incss overall on major dimensions, but women 

entrepreneurs, in the process l arc redefining how business is conducted. 

i helieve more strongly than ever that (he Presiden~ has found the right path for 

economic growth ami opportunity: steady prngrcss toward a balanced budget; targeted tax 

CulS to lift working families in America out of poverty; and investment in Our future and OUf 

children's future. This is not ·always the casi~l path !O follow, politkally speaking. But, as 

an economist, I am confident it is the correct path. 

As we move into the knowledge-based economy of lhe 21$1 century, we arc poised 

for success wi.lh a President who understands lhc pmfound economic changes that are 

Iransiorming our lives and reordering Ihe way we work and lh'c, We arc prescnted with a 

challenge thaI emerges perhaps once in a hundred years: to harness economic change to our 

advantage and help pmpel this Nation and its people forward with confidence, 

Women entrepreneurs such as yourselves are especially weU poised for growth and 

success, in a strong economy that is expected to continue to cxp3nd. You have been very 

good for the American economy! and the economy -- assuming we stay on' ?Te$i.dcnt'~ 

c~osen path -- should continue to be very good 10 you. This s~$lained economic grov.'th - ­

of which yC!~ arc both cause and consequence -- is the ultimate source of economic security 

for us alL 
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