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Introduction

O Thank you very much for mvmng me to addz*&:ss :
this distmgulshed group.

O The title of my talkis "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 Qrgamzatms

0, Of course, we all have dszere;}t notions of "short
. run” and "long run." Toyoo Gyoten, the former
Vice Minister for International Affatrs at Japan’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 ]'llS trading |
strategies. ‘Gyoten became quite interested that the
trader looked at long-run factors, and asked him
what he meant by that. The trader paused and then
responded: "Probably ten minutes." ] can reassure
you that i1s 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 azzd 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
September 20.]

--Inflation re'mainé low. Inflation across

the G-7 1n 1994 was 2.2 percent,
reminiscent of the fow inflation rates of the
1960s. Inflation is 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 bayzng hf&

insurance.

C The HW seems to be ach;evmg 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, including 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
garlier. 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. sztuation in Japan may bé’: the maost
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.
T hope that our experience 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
unemp]oymemwand especially high levels
of long-term unemployment--rémain 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 my talk, on }Gnger run
€CONOMIC prospects.

-II. Fiscal positiezzs in the G-7

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

--According to the OECD, general



government deficits in the G-7 amounted
to 3.6 percent of GDP in 1994 (see chart).
This 1s shightly 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-
GDP 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 GDP in 1994,

--Because of sustained and substantial
deficits over the past fifteen years,
government debt levels have reached very
high levéls in some countries. According
to the OECD, the G-7’s general
government debt amounted to 40 percent

~ of GDP 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 question to ask is
whether these deficit and debt levels matter. Are
they a problem? The answer is ves.

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



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

--An alternative way of putting the same
point 1s that under reasonable assumptions,
government borrowing pushes up real
interest rates. This increase in real interest
rates crowds out private investment. If the
government borrowing 1s used to finance

~ public consumption, private investment
falls without any offsetting expansion in
public investment, This hufts productivity
growth. - :

--Deficit reduction is therefore important.
‘because it frees up resources for
investment and thus can boost long-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. Fiscal pblicies 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 1s 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 expécted



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

--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.

© 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 finances. Under its more
conservative set of assumptions, the OECD
projects that government deficits would
sigmﬁcamly 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 projec{ions 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. 1'd therefore like to
turn to the historic fiscal consolidation efforts of the
Clinton Administration. |

O Over the past two and a half 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 in'a 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). | . ‘

C Another measure of the Administration’s fiscal
responsibility can be seen in what economists call
the “primary balance"--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 Qver the next two months, we will be engaging n
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. 1 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
have 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
Jjump-start stagnating wages and raise the living
standards of all workers.

O A recent report released by the C{)unczl 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 mstltutlons, but
also for commumty 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 either 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 society. Now is the time to renew
our commitment to education, not to back away
from it. Deficit reduction should not be
accomplished by cuttmg away at our human capital
investments.

O Some people clearly see thmgs d;fferent y. The
Clinton Administration proposes to invest $76 billion
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 1s a right way and a wrong
way to reduce the deficit. We must continue to



VI.

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

Other policy challenges: int'erna'tional 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 lmprovmg llvmg 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 éxamples of 'p_ub]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 benefiis
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 nor excusable is that Western
governments have not done enough to prevent
these producers from using unfair trade laws .
and other means to block exports from the
economies in transition. In one example, a
producer lobby was able to create what was
effectively a government-sanctioned - cartel that
was supposed to restrict Russian output.

~ --Limiting trade with the economies in
transition is a case in which the interests of
consumers and the whole world are
sacrificed at the hands of a few producers,
willing to fight change rather than adapt to
it. ‘

--In order to address the needs of the
geconomies in transition, Western
governments must take a more liberal and
* enlightened approach to trade. We must
not say "open up and reform your
economies” and then close ours. We must
not allow the narrow interests of producers
to limit exports from the economies in
transition outweigh the broader national
and consumer interests in expanding those
_exports. = |

O What is required, to return to the more general
theme, is collective action in. a collection good.
This is true for the entire class of international
public goods that I delineated before.



Conclusion

O 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 gnly 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 clasmg, 1 would note that the efficient
provision of international public goods, in this era of
fiscal consolidation, is one of the most zmpfsrtant
problems requiring G-7 leadership. And ;t is one of '
the most ahai!&ngmg Thank you.



Two Key Policy Challenges for the G-7
@ Fiscal Consolidation-
= while ensur‘r‘ag full employment |

= while promoti ng mvestment in human
- and physical capital |

~ = while improving equalrty of Opportuhity”_
: 0 Reform of OffIC!al Internat[onal Instltutlons
- providing international publlc goods

— avoiding duplication
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Index of Japan’s Real GDP .
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Government Financial Deficits in 1994
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USA-ROC Economic Council Plenary Session

~ Remarks by Dr. Joseph E. Stiglitz
Chairman, Council of Economic Advisers

September 23, 1995

It is a special pleasure to be before you today here in Anchorage for many reasons.
First, it provides a chance for me to reciprocate the hospitality that I have received 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. 1 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, |
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 [ have held with special fondness over many years. 1 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, to Juneau and Anchorage. 1 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--1s 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 United States during the past two and a half years is itself amazing. It is a miracle of
sorts, 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 1s the
business community to which credit must reatly 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--a
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 play a 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 gradually 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. :

By 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 ran economic policy.”

This probably simplifies the real story somewhat. And -- as President Clinton’s Chief
Economist -- I have to say: this is clearly not the explanauon for the success of the U.S.
economy over the last 2 years,

But, the questions are very interesting. And, they are important in informing 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, |
might add, that you in this room are creating and fostering.

But, first, I think it is important 1o take stock of the changes in the U.S. economic



relationship with Taiwan and other East Asian nations.

While rade was once largely a transatlantic 'phcnomcnon for the United States, today,
successful American businesses turn to markets in the East in ever increasing numbcrs ‘"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
than U.S. trade withEurope.

* Taiwan is a key player in this ever expanding trade relationship.
Taiwan is our Tth 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 OECD.

The Clinton Administration 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 tradc
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 with the region. Although some disputes remain,
‘the United States welcomes the co-operation 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. 1 admit, on my very first trip to Taiwan -- 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, 1 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 fashion, 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 enormous benefits for Taiwan -- in
terms of increased innovative 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 tum to the important questions I want to address. First, how did the

El



East Asian miracle happen?

In my earlier days outside of government, I participated in a World Bank study that
looked a1 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 s result of a combination of strong successes in
genain basic areas. Let me list them:

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

There were also high rates of saving and investment. And, there's no miracle here -
- these economies grew because they invested heavily. And, governments contributed
by running balanced budgets, or budger surpluses, and by raising the returns to private
saving. But it wag not only that governments had sound budgets~-they made choices
that about how 1o spend their limited money in ways which enhanced ¢conomic
growth. They had a clear sense of priorities. For ingtance, they invested heavily in
edacation, the retarns 1o which have proved to be enormous. This 15 a lesson whzc%'z
some in Washington need 10 take o heart,

Indecd, not only was their a strong emphasis on education, particularly a ’
high level of primary and secondary education, but there was a strong concern
10 make sure that there was widespread access to education, for females as well
as males. The countries of East Asia showed that egalitarian policies could
eshance growth, One didn’t need to rely on trickle down economics,

And, finally, there was a hasic {z;}tmmss 3 technoiuggr and strong efforts to learn
from, and adapt, foreign best practice.

A maore controversial eiement of the East Asian "miracle” is the role of indusirial

. pelicy -~ the combination. of intervention, promotion and direction that characierized many of
the East Asian countries. There is among academic cireles still some controversy about

. whether these policies made a difference -- whether they raised growth or changed ihe
mdustrial soructure. My study of the countries of East Asna convinced me that at least some
of them did have significant positive effects.

But from some perspectives, the more interesting question, 1 think, is not whether
industrisl policy worked, but rather why it did not fail. Government intervention can -- and
has been -~ 2 major retarding factor in 50 many other countries, 8o, why not in East Agia?

The answer is: the most successful East Asian governments were able 1o orft



economic policies and buikd relationships between business and government that employed
market forces rather than blunted them. The most successiul East Asian governments actively
consulted the business community and assisted indusury, buz they also mammmcd domestic
competition,

In a word, industries obtained the benefits of economic’ cooperation both among the
firms within the industry and between industry and govemment 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 of mdustry without keeping paramount the broader societal perspective 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 -
- were based on ;}ér"crmanca on the outcomes of markm» based contests among domestic
firms. ;

Many of the East Asian governments demonstrated a ready ability to know when
government should get in and where government should stay put. Achieving that delicaie
balance between doing what supports growth -- such as investing in infrastructure and R&D -
- and not intervening 1oo heavily is a very difficelirask. And the most suecessful East Agsian
governments were able to find that appropriate middle ground, a middle ground which so
many countries, both developed and less developed, have found difficelt 1o find,

To be sure, East Asian governments have made some mistakes, In partcular, where
they have protected uncompetitive industries from competition; where they have excluded
foreign investment; and, where they have failed 1o protect intellectual property.  Bu, the

most suceessiul governments reversed course when they saw thelr policies were having the
wrong effect.

As a result, the East Asian successes have shaped thinking about development policy.
These suteesses have had a soong and imponant influsnce on views about the appropriate
relationship between business and government. (A relationship that is -- and will be in the
future -~ central 1o all of our economic debaes.)

Muking government work more effectively and lesy intrusively has been z top priority
for the Clinton Administration, And, the proper role of government is now at the core of the
debate between the major political partes in the United Siates,

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
warld -~ t0 re-examine what is the most effective role that government can play.

’

Let me give you one example: services industries - finange, information and


http:approp:ia.te

communications,

These dynamic industries are the industries of our economies’ future growth and
strength. Imellectual creativity is the primary input -« and this input knows no bounds,

Change in these industries is happening like rapid-fire. Competition is springing up in
- industries once viewed as moenopolies. And, wade is taking place in industries once viewed as
purely Jocal. 1 believe thar we in the United Staies 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 manofacturing, have lagged in these vital
sectars, and as a result, improvements in standards of living--which is, after all, the uliimate
obiective of all of this economic activity--have lagged.

CGovernments - in East Asia and elsewhere - have tended w be more heavily
involved in these industrics than they have been in manufactuning. And there is now a
pressing need o reassess government’s proper role.

Achieving the proper balance in government policy is now more important than pver.
The goal is to dismantle unnecessary government regulations and intsrventions while greating
a framework of rules that allows the private sector wo flourish and -- a1 the same time --
protect the public interest. This task--again a careful balancing act--has been one of the
foundations of this Administration’s economic policy. T can speak proudly of some of the
reforms that we have already accomplished, such as in the banking secior, and I can speak
warily of some of those upon whith we are embarking, such as elecommuunicatons, where
the Administration has been working hard for a bill which promotes long run competition
while 1t provides adequate safeguards during the wansition period in which there remain
significant imperfections of competition.

In the financial sector, the reassessment of government’s role means hiberalization of
existing rules the matn effect of which is to impede competiton while strengthening
prodential supervision. 1 cannot overemphasize the importance of the delicate balance--the
failure to achieve such & balance during the previous Adminismations in the United States,
with inadeguate prodential supervision, was 2 major contributing factor to the § & L debacle,
which not only cost taxpayers billions and billions of dolars, but led to massive misallocation
of resources and, in my judgment, was a major conmibuting factor 10 the economic slowdown
that we have had to work so hard during the last two years to recover. In communications it
means allowing freer rein & market forces and new enwants, while at the same fime

“addressing monopolies or access barriers where they still exist.

These issues are particularly important for Taiwan, given its ambition (o become 3
regional cenier in finance, tansposiation, and communications, The reasons 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 effortg--the



7

careful balancing of which 1 spoke earlier, a balancing which includes, as a central ingredient,
a willingness to tolerate new entrants and activities.

This requires both a cosmopolitan attisde and a willingness 10 take risks. Those who
can -- and do -- move fasiest 10’ address the new competitive challenges are the ones who will
be most likely 1o creare and foster successful regional and international ¢enters.

| Finally, 1'd like 10 conclude with 4 few remarks about the future.

Over the past few years, the cconomies 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 total wade for these economies,
and, at the same time, rade with APEC as 2 whole has grown rapidly,

These interweavings are welcome. And, in fact, their continuation may be necessary
far the continuation of the Asian miratie--or the beginning of the next Asian — or Astan~
Pacific - miracle. '

Today’s economic changes and challenges all point 1o the imporiance of larger and
more integnied markets: larger markets provide necessary economies of scale; intra-regional
investment provides the presence that is so often necessary for the delivery of modem
services; and, greater infegratton makes possible those instantaneous communications that are
the heart and core of our most dynamic, creative industries.

But, further integration of the economies of the region will require a number of other
things. 1 want to emphasize two:

First, political and economic stability. This is critical to fosering the
confidence necessary for the large-scale private sector investments that are so
necessary for future growth. This in urn requires that dispuies among parties
be seuled amicably, something that is strongly supporied by the United States,
It also requires a recognition that some of the modus vivendi that bave evolved
over recent decades may provide the most constructive framework for the
contingation of the political and economic stability which have served the
region so well '

And, second, is further steps in economic liberalization and deregulation.
These sow often stand as barriers 1o domestic competition and innovation, as
well s 1o trade.

President Clinton is strongly committed to active engagement in the Asia-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 commisued to achieving free and open trade and investment in the region by 2020.,



And thig year, he will join the otber Pacific leaders in taking the first goncrete seps o
making 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 mue
even if democratization and the expansion of individual and human rights had no bearing on
gconomic and income growth :

Bui, in fact, the spread of democrscy 1s both supported by economic development, and
plays a strong role in fostering continuesd coonomic growth, This s increasingly true as our
businesses and our economies demand greater and greater individual creativity.

It is people like you 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, You are the source of the
SLONOMI chaagcs that are forcing EOVEINMEnts 10 respond and change.

The fzz{:t that increased tniegration now seems dt:sirablc -~ gven ingvitable - is largely
due 10 the explosive growth in private sector activity in the Asia-Pacific region.
Support and encouragement from the private sector has been crucial in establishing APEC as
a framework for advancing imegration and co-operation in the Ada-Pacific region. We hope
and encourage - and, indeed, ahalémga -~ YOU 10 continue your strong participation in the
future,
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It is an honor to be with you today for the official release

and the

Econonic Report of the Présigant for 1984.

One year ago, when many of you were reading last year’s
Economic Report of the President, the <{linton Administration

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

the‘hat%on's short-tern and long~term economic problems.

At that time, the aconuﬁy seened trapped in a largely jubieés;
seesaw economic recovery that carried considerable downside riék.
The recovery from the 1990-81 recession had been subpar--the
economy was growing at less than one-half ﬁhe growth rate
characteristic of 5 period of rocovery aft@r_r&aassian. fhroughaut
1992, the unemployment rate remained above 7.% and at year’s end

more than $ million Americans wexre out of work.

These short-term problems were superimposed on two distinct
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These short~term problems were supérimposed 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 the
recovery picked up, it was l1ikely to be strangled by grawihg
structural deficits, ballooning borrowing neeﬁs-gf the government,

and a resulting rise in long-term interest rates that would sooner

or later choke off privaete spending.

When the federal budget is on a sustainable paﬁh, the deficit
should come down as the economy picks up pace. Instead our numbers
indicated that with unchanged pclicies, the deficit and the
government’s borrowing needs would rise over time and this would
derail the eceonomy’s yecovery. In short, our economy was not Qﬁ‘&
sustainable path. The f&andatian af the recovery was c¢racked and

threatened to give way to the @haaﬁ of escalating budget deficit.

A second _and related long-term problem wés sluggish
productivitylgrowth, ag a consequence of wﬁich-real compensation
and real per capita income wara‘advancing at a disappointing rate,
and real median family income was barély increasing. The situsation
was evén worse for low-income families whose incomes weré,&aalining
‘both aﬁsciutely and ralétiv&lyu For many low-income working
families, after-tax incomes barely exceeded those ingone l&y&lg
ava ilabla‘ through welfare. |

¥

The most fundamental explanation of these disturbing long~term
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%ren&s"was insufficient private and gﬁélic investment~-in the
foundations of produstivity growth and living stg&nﬁ&rﬁa--ne'w
capital aquipﬁent and technolegy, human resources, national

infrastructure and research and development.

The policy challenge that confronted the Clinton
hdminiétratian_oﬁe vear agthaQ‘thé‘na&ﬁ;to‘design an economic
strateqgy that would_simultaﬁeously addfe&g the economy’ shmrt—iarm
and long-term pfoblemg, The key to the strategy was a credible and
gradual deficit reduction program~~large enough to have a dramatic
sffect on the c—ourse of the deficit over time, but not so large
that it threatened to kill §ff a faltering recovery. Moreover,
- because of the nafion's longer-tern problems, this program'requiréd
ajahift in govefnment $p&nding‘and taxation. A shift toward more
spending on public investments that are the faundétiong of private
prosperity. And a shift in the burden of taxation te’groviée

stronger rewards to work to low-income families.

duéﬁ‘ four weeks after he took office, Presidant Clinton
introduced his economic st%ategy in a detailed budget plan’
presented to a Joint s&sgiaﬁ.of,Ccngrasga Today, one vsar later,
‘the economy is strong again &nd,éppear& o be getfing stronger.
Recent economic data confirm that the economy is on a $ustainab1e.
. expansionary path with increasing ocutput, rising employment and a

strengthening manufaoturing sector. Improvements in a variety of

Cinterest-sensitive sectors--business, consumsrs dursbls and
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residential construction-~are stinulating and reinforcing growth in
other parts of the economy. Consumer and business confidence are
up, emplayment‘haﬁAincreas&ﬁ more in the last year fhan in the
previocus four years, and inflation is tame. Growth in 1994 at 2.9%

was the bast performance in the last five years.

Moreover, as the most recent budget projections indicate, the
deficit is now falling relatively to the size of the economy. The
1995 deficit is 40% below where it was projécted a year ago-—-and is
slated to be only 2.5% of GDP-~the lowest level since 1979,
annémic expansicn'has not been realized at\the expanse of fiscal
responisibility. Instead, both our short~tern and long-tern
economic prospects now rest on a much more solid fiscai faundatiaﬁ,
not the cracked one we inherited. |

What éccaunhs'for the change in the e¢conomy’s short-ternm
fortune? Héve we made signifiaant and sa$t§inab1a progress on the
.ﬁ&fi::glt? And have we put in place policies that will bolster
productivity growth and living standards for all Americans in the

future?

This year*g Foconomic Report answers these questions and
danonstrates that the Administration‘s economic strategy has put
the economy on track for sustained economic expansion in the short

run, while addressing the economy’s longer-term problems as well.



"term interest rates.

- peficit Reduction and Egononic Expansion

The key %¢ the change in the short-term fortunes of the

goonomy in 1993 was the dramatic decline in long~term interest

rates-~which fell about 100 basis pointm‘betwean November 1992 and

December 31, 1%93. And the evidence reviewed in the ERP indiaates

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

‘respmnge of financial markets to our deficit xaﬁactidn PYOgran.

Nor is the CEA the only. cobserver to nake thig paint. EQen Alan

Greenspan recently noted that the actions taken td reduce the

Cdeficit last years have been instrumental in creating the basis for

declining inflationary expectations and easing pressures on 1qn§-

H
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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 conflidence in the Nation’s financial markets

‘that the Clinton economic plan will finally and significantly

reduce the Federal budget deficit. ‘

%

Some ¢f our critics dispute thig ¢laim, particularly on the
revenue side. They continue to argue that higher income tax rates

orn the wealthiest won’t contribute as much s we think toward
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shrinking the deficit. They t&ll us that taxpay&rg faced with
higher ratés will vigorously search out &ay& to reduce their
taxable income~~they’ll take more vacations ‘0r shift their
investments to tax-exempt poﬁds. They” 1l praz&ct‘sa much taxable
income, ., in fact, that ge?ernment revenues will actually drop after
an - iﬁ¢£&a$@ in income taxX rates on the highest earners.
Fortunately for believers in respaqgiﬁle government, bistéry broves
our aritics uréng; As we demonstraﬁe in the anpdbiqhﬂeport,
inaémé tax increases in the United States have generally increased
income tax ravenges‘to the government while income tax cuts have

T

generally reduced Them.

'Obviauaiy, maxgin@l tax rates are. important faé?ora in
determining savings and invéstment pattegns and‘gapnmmic growth,
but so is the viev of the credit warkets about whether the
éovarnm&ntfs | fiscal ©policy is responsible. The Clinton
Administration introduced higher tax rates on the richest 1.2% of
Ege nat%&n’& taxpayers as a necessary part of a balanced deficit
reduction program. Certainly, higher taxes hy themselves, like’
spending cuts, exércise a cont;acticnary’eff&at un the econonmy in
the shoxt run. But as part of a credible geficit ra§§cti&§:
program, the highsar tax . rates ~introduced by the Clinton
‘Administration have contributed tc lower long~term interest rates

and the strength in interest-sensitive spending that have been the
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mast important elements powering our current economic expansion.

Our economric strategy has created a sound macroeconomic’
environment and a sound foundation for future écﬁncmic growth. We
hav&:mada a good start. But it is only a start. Creating | the
" framework for sustained Qrawth is the goverrment’s first
'raapwngibility, but not " its only responsibility. Aﬂlsecond
responsibility is to'imprmva how the government itself performs its
functions. In a time of budgetary auateritf, ihefficiencies in the
government process nust ba'aliminafed. The ﬁational Performancé
IR&vi@w, conpleted under thé bold leadership of Vice President Goré,
lays out ways .to improve the way guvarnmént_itaalf performs: by
reducing the size of thg Fadé#al bureaucracy, redecing the burden
of governnent g&gula%ians, and ensuring that any new regulations
carefully balance benefits and costs.

Govermment also hasg a vi§&2 role to piay iq providing some of
the c¢ritical raw materials for ééntin&&d gchth-—sdience and
tachna}ggy, public infrastructure, a heéalthy eﬁ§izcnmgnt and an
e&uégﬁaﬁ and well~trained work force. We naed to worry about the
debt we bequeath to gpur children, but we must also worry about the
guantity and guality of the physical, financi#lf and hamén capital

they will inherit.

Let wmwe begin with investing in People. The Clinton
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Administration has made increasing both the quantity and the
guality of jobs its highest priority. Sound macroeconomic policies
are necessary but not sufficient for the realization of this goal.
They nust be complemented by labor market p@licieé teo remady a
number of deep and longstanding impediments to the maintenance of
nigh &mplayﬁent and to improvements in the guality of jobs.

The American workforce remains the most pfdductive in the
world., Nanetheiess, #s we poeint out in the Economic &apart,
turnover rates in the American labor markets are Qery nigh. - And
losing a jobs is often very costly, especially Ffor those who are
unlucky enough to lose a jobs £hey ha?e held for many year%. At
the same time, modern industrial processes demand workers with
‘higher 'l&vels- of education and training; and evidence on the
‘relative wages of college-educated and high schoel~educated labox
%?ars this out.. In 1981, workers with college dégrees earned about
‘45% more than workers with only higﬁ schoul degrees; by 19392, this

gap had reached almost 65%.

The combination of high turnover rates and rising ineguality
in the earnings distribution, aggravated by a slow recovery from
4he 1390-51 recession, has made many Americans feel increasingly

uncertain and insecure about their economic future.

In response to these problems in the nation‘s labor market,

the Administration 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: thé Gogls 200
program that sets higher performance standards for american
teachers and students; the school to work transition program that
will help students get hands-on, work-related training ag they move
between the Q@rld,oflschoél and the world of werk;'th& Kational
Service program that provides opportunities for community &érviﬁe
and the acguisition of jobs-related skills but also helps send mar@‘
Americans to ¢ollege, the reformed student loan progran tﬁax will
reduce the borrowing costs of students loans and will allow loan
repayments baseqlan future inzone; and\the new workeyr ie«@%§l§ywant
program that will provide training and income support for displaced

" workers moving from one jobs to another.

.H&aith céra

Our health care reforn proééga} ié also an important campen&nﬁ
of our strategy to build a flexible, high-wage American workforce.
Under our current -systenm, ai;lionsiéf americans are afraid to
change jobs because they face the prospect cfllssing their health
insurance a&verage*, Some estimates suggest that such.worriag may
xr&ﬁaa& job mobkility by as wmuch as 25%. In addition, America’s
working ;Qn and women have paid for escalating health costs by
taking honme smallér paychecks. Empirical research suggests tbat-
th&‘&&minantxiangwrun response of businesses to rising health aa%§
COBLE has’indead been to lower the rate of increase of take home

ray. Between 80 and 100 percent of increases in healin 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 aompensation today

. as it wag in‘19?5} wages pre~employee could be over £10060 higher.

‘ The Eoonomic Report  distinguishes four ﬁdiatinct but
int&rrélated problems in our current health care systen.

. First, the current health care system failg to provide health
security. for nillions of Americans-—-many insured Americans stay in
jobs: they no longer want because they cannot risk losing their
insurance:; meanwhile, the uninsured are sicker, receive less
treatment{ and suffer higher mortality rates than the insured.

é . :

E‘ Second, private inéufénce: markets exhikit some severe
‘shcrthminga, People with preaxiatiné conditions, or people who
are simply less h&aitby, have to pay more, sometimes wmuch more than
other people, if they can find iﬁsuranaa at all. And many policies

%don’t‘aovar a variéty of larg% financial risks~-exactly the kinds

H
~0f risks that insurance is supposed to address in the first place.

Third, our current health care systen $ufferé from a lack of
effectiv% competition. Providers ofﬁen have in&énti?a& to provi&g
~overly-sophisticated ox unnecessary care, because ‘they are
reimbursed for each additional test -or brocédufe they perform.
CConsumers often‘dn nat have eff&ative.chmiaé among insurance plans,

doctors, or hospitals, so market competition among providers is
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© often weak. Moreover, effective consumer choice depends on

adeguate inforration. Yet consumers often do not know sven the

“price of medical goods and services, and they seldom have the

" information they need to evaluate the quality of the services they

receive. This means that providers are often in a position to
influence both the supply and demand sides of their markets. In
short, consumers are ill-equipped to\ brihg strong compaﬁitive
pressures te bear §n providers to make cost~conscious decisions.
Nor do consumers themselves ﬁav& strong incenﬁives to exert
such pressures. .inén how thé current health insurance systen
works, consumers often have few incentives to comparison shop anony -
either health care services or health care plabs, and even fewer
incentives to pursue more cost-effective preventiﬁe care so phéy

can aveid health trouble before it starts.

Finally, the fourth probleﬁ with our current system is the
burden it places on public sector budgets. Public sector spending

on health care grew 2 percentage points faster than private sector

. spending in the 1970s. and health spending is growing four times as

rapidly as any other component of the federal budget. Faced with
ballooning health costs, governments are forced to make painful
choices involving outs in other spenﬁing programs, revenue

K

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

. conseguences for long~term economic growih.

None of these four problems can be solved in isclation. In



i2
the &bﬁénae of system-wide reforms, arbitrary caps on Federal
healtﬁ care programs, which sowe have proposed, would simply shift
more of the government’s program costs onto the private sector,
Similarly, any attempt to provide universal coverage without
’complem&ntary' measures to improve competition and sharpen 'thé
;ina&ntiV$$ for more cost-conscious decisions would mean sven m@xe,
&ramatim ihcreases in systemwide costs. Reforms designed oﬁly o
‘addresa the most glaring sh0rtcomings of private insurance ﬁarkets
wculdvnmt solve the problem of providing health security for all
.Ameriaanx oy the preblem of escalating governanent aépenditurag for

public health.

‘The Administration‘s health care reform propesal is the oniy
propasal ourrently before the Congress which addresses the four
prcbiem& of the carrant'syﬁham, As the recent CBC study argued,
"The Health $eca:§ty %aﬁ is aniqué among proposals to rgstracﬁ&ra
the health care. system because it is the oniy proposal that
describég the steps that would have to be taken to accomplish its
goals." he CBO study also confirmed that this propesal would
signifécantly reduce the prajaﬁted growth of national health
expenditures while simultanéosusly providing ﬁﬁi?&f&&l coverage of
cemprehenﬁiya henefits for all Americans by the end of this
century. and finally, the CBO study, like several studies’by
private sactor arganization$’§n& %cholafs, conflirms the CEA‘s own

assessment that the net effect ¢f health care reform on aggregata

level of employment is likely to be small: at rost plus or minus
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ene half of one pergent of total employment. The reason is that
there are 2 nambér of pffsetting factors in the plan, some of which
may increase employment--like iower aggregate business spending on
health care as the growth of costs slows--and some of which may
ﬁaaraasg enployment--like an increase in vbluntary retirement. ~-
put the net effect of these offsetting factor is'likely to be

_smail‘

Investing in Technology

.Now let me turn to another important area of our investment
agenda-—-investment in s&ianca and technology. A careful reading of
‘US economic history reveals that the government has consistently
played a pivotal rele in “the development of the nation’s
educational and sclentific infrastructure and in the diffusion of
lknowledge. This has been trus in agea& as diverse as agriculture

and kiotechnology, civilian aviation and micreoelectronics, lasers

Cand acute trauma care, computing and communications.

We have learned, however, especially from some conspicuous
failur&&hﬁo pramaia‘civiliaﬁ tegchnology developmen£ in the 18%0s,
how ngarﬁwant can play its’part more effectively, ‘So we argue in
the Report ﬁﬁat government support for technology is most effective
when projects are evaluated by nanwgayernmeni experts, when they
are designed and carriéﬁ'QQt’by %nﬁﬁstry, when private firms share

a significant portion of program costs, and when only the best
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proposals are funded after a rigorouws competition for public

support.

We also know that science, technology, and the econonmic growth

.they generate cannot help but be greatly affected by (he current
'defensalretr@nahment, becausge nearly 60 percent of Feéeral support
for domestic R&D aames.frem t&a_ﬁ&fanse eraftment af dﬁfgnsew'
’ralatad parts of NASA and the Department of Energy, and because
>nearly one-fifth of the Nation’s scientists and engineers work in
defense-yrelated areas. . That is why, with the help of the Céngr&ss,
we hav&‘fund&d‘several new techﬁalagy programs, including the

_ Technology Reinvestment ?rojecﬁ, which is designed to help defense
‘.contractarg retool to serve c¢ivilian markets. We have also
| increased funding for successful examples of public-private
partnership in civilian scienaﬁ and technology research, such as

- the Advanced v?aahnalagy Program of the National Institute of

Standards anﬁ Technology.

‘We have also begun to shift the Federal R&D §§rtfelia fraﬁ‘
defense to other natiocnal needs. For example, we were able to
increass funding for r&éearah ints new environmental technélegi&s~
As -we discuss in the Econemic Report, improvements in téchnologies
for preventing and ‘treatiné poliution, and improvemant§ in.-.
ragulatcry maahaﬁiéﬁs,_ can improve the ftradeoff between our
interest in regulating environmental hégar&s and our interest in

promoting economic growth. Given the worldwide explosion in
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environmental regulatory activity, the development- of more
. ;effective and lower cost pollution control technology can also
lcontributed to our high-wage job base and our exports. The US is
now the world leader in exports of environmental equippent. Our
.trade surplus in pollution control equipment has been increasing
‘and was $1.1 billion in 1991. Qur support for environmental
‘technology R&D programs will maintgin our competitivgness iﬁlthis'

important growing marketplace.,

The issue of international competitiveness brings me to
another important dimension of the Administration’s economic
strategy--its trade policy. Whatever we'accompliéh at home, must
bebcomplemented by an expansion of Amefica's trade opportunities
abroad. We live ‘in an increasingly integrated wofld economy
populated by increasingly tough and sophisticated competitors. In
fesponse,‘we believe that the United States has to expané 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.computérs

and communications eguipment.

We also believe——welknow——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 through 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 %ib&ralization of
global trade resulting from successful completion of tﬁe Uruguay
Round will raise real incomes in the Uni;ed States by billiéng of
dollars annually in the coming years. In fact, the total gain 10
years after implementation of the égreement beging is likely to be
between $100 killion and $200 billion annually. This is because
U.8. negotiators have not only reduced existing barfiers; they;v&
8180 broﬁght areas of trade that had been largely outside of the
GATT system, such as agriculture, t&xtileé, inteliaaﬁa%l prcpert?,

and services, ints the GATT framework.

We focus on expanding trade because we know that jobs in

*

export industries pay better wages--about 22 percent abaye the
economy-wide average, We knaw tgat American companies that éompeté
successfully both at home ané ahroad offer the best opportunities
for Ameriéan workers. But this is not a mercantilist stratégy~~in
fact, it’s a strategy for avoiding mercantilism, We expect trade

likeralization to Jdncrease both U.8. exports and U.8. imports. And

va welcome both.

Summation. Together, all of the initiatives Y’ve described~=~
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continued deficit reduction, -increased public investment, a
reformed health care system, expanded exports,' and a reinvented
goverﬁmént*~comprise an economic strateqgy. The goal of that
strategy ;5 as clear as it is aﬁbitious: 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 overni@ht. But as we demonstrate with a wealth of detéil in
the Economic Report, there are already many signs that the strategy

is beginning to pay off.

We expect the economy to continue to grow in 1994, at 3
percent. Consumer spending should remain healthy, due to éontinﬁed
;teady gains in.outpqt and employment. Investment spending wii;
.also remain strong, because of low long-term interest rates and
increased. levels of demand. And the econonmy remains on track to

produce 8 million new jobs over a four year period.

At the same time, and every bit as impértant, the econemic
outlook of the American people will continue to improve. In our
one year together, this Administration and the American people have
accomplished much. We have learned that the secret to economic
s@ccess is making change our friend, not our enemy--coming to view
change as the opportunity for édvancement it is, not as tﬁe threat
that it sometimes appears to be. And so the two largest living

'generatibns of Americans--the baby boomers and.their parents--and

a whele new generation that has since cone 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 thai. But there’s much wore to be done, Werll stay teo
answer some of your qﬁestions about this y&ar'é Economic Repoft.
- Then it’s time to get back to work on making next year’s Report

even better.

Thank you.



Women Business Owners and the U.S. Economy
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Four years ago | was an economics professor at UC, Berkeley. 1 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. 1
agrecd to, becausc I felt Bill Clinton had the right agenda. His goals were to testore
economic growth and tﬁ provide opportunity for cvclry American {o sharc 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: 1o reward individual responsibility and
hard work; to preserve familics; 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-sense fundamentals.

Firs:, we live in a markef cconomy, and firms such as yours are the major source of
economic growth and job creation In particular, small business is the solid foundation upon

which our nation builds its cconomic 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 burcaucratic. 1t has to be oriented toward partnerships and

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

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

including providing a sound macroeconomic environment for sustained economic growth by



billi(.m, compared to the FY92 deficit of 3290 billion. The federal deficit now represents the
lowest percentage of GDP since 1979, Morcovcf, the U.S. bas the best record of any
industrial country, as measured by deficit as a percentage of GDP. In fact, our federal budget
would be i surplus today, were 1t not for the billions of dollars in intcrest payments we Iare

paving on deficits accumulated during the previous two Administrations.

In sum, this country's fiscal condition is much improved, and the President and
Congressional Republicans both ?}éz?e put forth plans 1o fully balance the federal budget by
2002, The trillion—dotlar deerense in the deficit as & result of the 1993 cconomic plan ~~ and
the prospecs of additional deficit reduction -~ have led 10 lower interest rates and a frecing
up of capital for investment by businesses such as yours. Inotherwords, deficit reduction has
not been an end in fiself but @ means to an end. The end is cconomic growth and

opporiuniy.

The results ~~ as measured by the cconomy's performance -~ are extremely positive.
During the last three years, the nation has experienced a broad-based, investment~led

cconomic expansion, accompanied by low inflation:

The economy has created 8.5 million net new jobs, nearty all of them in the private
sector - exceeding the President's promise of 8 million new jobs during lis firsi

erm.

Muoreover, these are good jobs. Accerding to a recent study by the Council of
~Economic Advisers, in the last two vears, 68 percent of the new jobs have been in

industries and occupation groups that pay more than the median wage.
More than 2 million new business have been created -~ an sll-time record,

Business investment in productive cquipment has grown at double~digit rates for three

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

3



Home ownership 3s at its kighest level in 15 years.

The vnemployment rate has been below 6 percent for 20 é{}ﬁf{ﬁ{:mivc months., The
latest unemployment figure was 5.4 percent ~— down from over 7 pereent when

President Clinton took office.
Inflation has remained low and stable, aversging 2.7 percent since 1993,

And the combined rate of inflation andd vnemployment ~ the so—called misery index

me 15 at 8 27-vear low,

Women—-owned husinesses have both contributed o and benefited from the recent
strength of the ceconomy. Women entreprencurs like yourselves are tarting new husinesses
and creating new jobs at twice the national rate. That's a romarkable statistic, isnt #? Lot

me share some other remarkable statistics with you:

fn January, the U.S. Coensus Bureau reported that, as of 1992, there were 6.4 million
women-owned businesses. Using' the Census numbers, the National Foundation for
Women Busiuess (wners recently reicased an énalysis showing that today, there are
nearly & million businessés owned and operated by women, That's a 25 increase

in the number of women-owned busincsses just in the last four years. Wopmen-owned

firms now account for fally 36 percent of all LS. businesses.

Women-~owned business are growing in economic power as well as sheer numbers.

They generate sales of $2.3 tillion a year, which is more than the GDP of all hut a

few countrics in the world,

And women-owned businesses now employ 18.5 million people -~ that's one out of

every five American workers,

-



in fact, using Census and NFWBO numbers, | have calculated that of the 8.5 million
. new jobs created since the President took office, half of them are in women—owned

firms.

Now, although the cconomy is the strongest it has been in decades —— with women-
owned businesses playing a major role —— many Americans fee! a tremendous disconnect
between their own lives and she positive numbers I've cited {i)day. Millions of working
Americans arem't sure what they're going 1o got out of the new, high-tech, globat economy.
The President believes we need to find a way to matmain the dynamism of this Increasingly
| global ceonomy and yei still allow people who are working hard 10 achicve a3 measure of
security for thomselves, their familics and thelr children. We want to avoid 2 winner—take—

all society in favor of a socicty in which everyone wheo works hard can be a winner.

The Clinton Administration believes there is an appropriate rofe for-goverament in
arcas that would provide greater security to working Americans, Let me cite three specific

examples.

The first arca is gmplovability security, as distingt from "cmployment security." This
is the sccurity that you will have access to the education and traiming you will need 1o get
-your next jobs. For some individuals, training for sclf-employment -~ creating and operating

a small business -- may be the goal

To help Amz:riz:ansi achicve employability scourity, the Administration has proposed &
G.J. Bill for America's workers, so that werkers who lose their jobs can get a voucher that
will eover their training costs for up to two years. The President has also proposed to make
the cost of college tuition tax deductible, and to extend the deductibility of employer—

financed education and training.

To be sure, education and skilis have always maitered in this country. But today they

are the fundamental faudt Jine running through the American workiorce. The demand for

5


http:m;)\nta.in

highly-skilled workers is growing o the same time that the demand for workers without a
high Ievel of cducation of skills is shrinking. Fificen years ago, the typical college graduate
carncdd 38 poreent more than the typical worker with only a high school degree- By 1994,

this gap had doubled to 74 percent. -

Formal cducation s not the only investment in skills that pays off. For workers, a
vear of cither on=-the=-job or formal training raises wages almost as much as a year of college
education. That's good news for the roughty 70 percent of the American workforce who do
not currently have college degrees. America's business leaders also know that training is
good husiness. Several weeks ago, the National Association of Manufacturers issued 4

whitepuper challenging industry 1o double its investment in worker training,

Finally, invesiment in education and training contributes significantly to overall
cconomic growth, Economists cstimate that improvement o the cducatiopal attainment of the
American workforce has aceounted for about 20 percent of per capita income growth over the

last two degades.

The second type of security is aceess 10 health insurance and pension benefits.

~ Toward this ;':né, the President has calied vpon Congress to pass the Kassebaum-~Kennedy

"bill, which would allow workers to kzep thieir health insuronce cven if they change jobs or get
sick. And with small business owners in mind, the President last year signed legisiation to
increase to 30 percent the Ks};am of health insurance premiums that self-ecmployed individuals

can deduct on their 1ax retums -~ and we're warking to increase that amount.

Pensions arc no less impontant. Small firms are less likely than their larger
counterparts (o be able to provide retirement plans. While 73 percent of workers in
businesses with more than 1,000 employees have pension plans, only 24 percent of workers in
-, businesses with fewer than 100 cmployees have them. At last vear's White House Conference

on Small Business, the President proposed a new pension plan targeted (o the needs of small

0



businesses~~the National Employee Savings Trust (NEST). The NEST would provide

benefits similar to those of 2 48?{3{} pension plan and would be simple to create and operatc.

The Administration has endorsed other z’zz';;}myzmczzzs that make existing pension plans
safer and more beneficial for business owners and employees slike. For zgxampic) we have
proposed to climinate the “family aggregation” resirictions on penstons for famtly members,
so that spousss or children who work in the same or related businesses tan earn their own
retirement benefits. Repealing the family aggregation rule will allow all fémi%y members to

carn their ows retirement benefits.

By the way, thesc pension reforms would be especially beneficial for American
women, Fewer than enc-third of all women retirees age 55 and over receive pension
benefits, compared to 55 pereent of male retirees.  And twowthirds of American women work
in the thice sectors —- services, retail and construction -~ with the lowest pension coverage.
Finally, the NEST plap would cover many part-time workers, who are disproportionatcly

Wamen.

The third type of security is the security that an Amcrican worker can make a fiving
wage. The minimum wage is currently approaching a 40-year low. The President bas called
for a 90 cem increase, 1o he g}ha.:sl{:{i in over two vears. This would benefit 10 miilion
minimum-wage workers, o0 pereent of them women, and many of them sin:g,ia parcnts. Last
week, the House of chrc;cnzazivcs approved a 90 cent minimum ;vagc increase and we

cxpect the Senate 1o follow sult,

Raising the minimum wage to $5.15 an hour can help make work pay. The extra
31,800 2 yoar, combined with the Earned Income Tax Credit, is cnough to lift a family ool of
poverty. This modest risc in the minimum wage will not derail the sustained economic
recovery we're experiencing, Instead, it will belp 1o keep all firms moving forward on the

path of higher wages, igher skills and higher productivity.



In talking about the issuc of economic security with small business owners amd others

over the past year, [ have noticed two things.

First, women across the board are more concerned about the issue of economic
sccurity. Because women are the dominant care~givers —— taking care of clderly parents as
well a8 their childron —— concerns about education and training, as well pensions and health
insurance, strike a responsive and compassionals chord. 1 was pleased to see that the
statement by Rosaheth Moss Kanter, which appears a5 the lead-in t0 the program for this

conference, calls for an "cconomic security agenda that 15 credible.”

Second, women entreprencurs tend to manage their businesses in @ way that reflects
this concern with cconomic sceurity.  Women~owned busindsses are more likely to offer
child~care, flex~time, tuition reimbursement and job-sharing programs than other U.S.
businesses. 1 have noticed this emphasis on flexible, "family~{riendly” work environments in
my own conversations with women business owners, and it is bornc out by research done by
the NFWBO. Somc people call this "gond corporate citizenship” or "corporate -
responsibility.”  Women cntreprencurs know that this common-sense approach to the

warkplace 15 simply good business.

In part, because of theso Igraciiccs, the work force in 2 women-~owned company 18
typically about two-thirds female. As onc writer put it, "women-owned businesses become
the training grourds for fgmzic employees to leave and launch thelr own businesses, which
creares an ever—widening circle of women bhiring women,.." This employment record is good

not only for women themselves, but for all of America,
Conclusion

I staried with the observation that it was President Clinton's economic vision for
growth amd opportunity that lurcd me inte the Whitc House. Personally, of course, there has

been pienty of growth and ppportunity for e, But more important is the growth of the |
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cconomy and the performance of the women's business scctor in recent years. Not only has it
outstripped the performance of 1.8, business overall on major dimensions, but women

entreprencurs, in the process, are redefining how business is conducted.

1 belicve more strongly than ever that the President has found the right path for
economic growth and opportunity: stcady progress toward a balanced badgcz; targeted tax
cuts to 1t working familics ip America out of poverty, and investment in our future and ouy
children's future, This is not always the casicst path to follow, politically speaking. But, as

an economist, I am confident 1t is the correct path.

As we move into the knowledge~based cconomy of the 21st century, we are poiscd
for success with a President who understands the pofound econopuc changes that are |
sransforming our lives and rcméén‘ng the way we work and live, We are presented with a
challenge that cmerges perhaps once in a hundred years: 10 harness cconomic change to our

advantage and help propel this Nation and its people forward with confidence.

Women entreprencurs such as yoursclves are especially well poised for growth and
success, in & strong cconomy that is expected to continue to expand. You have been very
good Tor the Anierican economy, and the economy —- assuming we stay on President’s

chosen path -~ should continue 1o be very good to you. This sustained economic growth -~

#

of which vou are both cause and consequence —— is the ultimate source of cvonomic security

for us all.
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