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L'I'I'ROf)UCTlON 

You have inherited a two~part challenge of historie proportions. On the one hand, the 
federal budget deficit threalens to kccp ,apita) costs. high. drain savings needed to finance private 
sector inve<;tHlcnt. and prevent the United States from using fiscal and monetary policy to 
re."pond to ftllllTe rccc:;;sions. On the other hand. the United Stales also has a public investment 
deficit *~ partkularly in lifetime learning and infrastructure. Either challeng.e by itself would 
be daunting but manageable. Both challenges logt::ther, wilh lheir contradictory elements (cutting 
,the deficil. while increasing investment) amount to a formidable task. 

W"Ue the short-term rtn(1 lont-term decisions arc linked together by a vision of 
invc&lment·l~d growth <'tnd the need for a cQlnprehensive strategy and message, it is stilt helpful 
to consider them scpar<ucly. 

The long"term ch;dlcnge is to incrC'ase both public ~nd private inve~amcnt. so that the 
United States will enjoy faster productivity growth and a higher stMl(lard or living. \Ve can't 
expect to finish this task or see all or the results of a successful productivily·cnhancing stral.egy, 
even wiLhin tbe next eighl years. We C~Il, bowever, Inftke real progress. You have the capacity 
(0 get Am.crica ba,k on !r;\ck, <lnd to create an ethic and understanding of the national impcrati ve 
to invest in our people (\11<1 our economic. future. 

Our shorHerm ch:<tlleoge is that we are not fully utilizing our current productive 
capacity. A~ a result, many Americans are unemployed. underemployed, and underpa.id. 
Developing a shorHcrm strategy involves an assessment of how the U.S. economy will perform 
OVer .he ne"'t six (0 tv,:elve rnolllh!>, instead of the next six to twelve ycars. Our c.:tpacity to 
ensure a stronger. inve.."Itmcnt-lcd recovery may be the economic challenge we face that wilt Olosl 

affect the American people over your first term. 

10 the ~lwrHc"n. you mus! decide whether the economy needs a stimulus pack:lge, and 
if 5\), il!; 5:ize and snape. Flltthcnmm."" yml h~ve to decide huw it should be linked thematically. 
strateg:cally and even legislati\'elY with ycur long~term p;lckage. 

Por the long. term, this memo presents you with a Core Budget The prescntation of il 
Core Rudget 15 desig:1cd to hi&hlight the tradc~ufrs you will have to consider in deyelopir,g a five 
year hudgC'i. There arc a lHlmbcr of unknowns, !wch as, differing Y;ew:s on the fea.'libility of deep 
dcfcnsc cuts Of significant saving!: from improved InanagelOent. The ba~ic message of the Core 
Budget is thaI yuu {:an accollipli,h much of your investment ageoda and achieve Significant 
d~f\d! reduction, without resorting :0 the n\(\!>t controversial options slich as midJre~cla$s tax 
hikes or Ctlts in Social Security, However, if yon want to pursue a more aggressive investlJ1ent 
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agenda, implement universal henlth care covef7\ge, or reduce the deficit in half in five years. you 
will have to consider some of lhe mQre controversial budget ddidt options. 

PART I: SHORT-TERM AGENDA 

I. CONSTRAL'ITS AND CALENDAR: 

The decisions you will make will take place within various timetables and deadlines, 
This is discussed in greater dcplh in the Wellford, ct. aL memo, see Suppletnental Malerial Book 
I, Tab 2. Esse!1tially. there are rour mnin legal deadlines. 

• January 21st; The Budget Enforccment Act of 1990 automatically adjusted the 
"ma:dmum deficit amount", based on economic and technical n:.adjuslments in 1991, 
1992 and 1993, This avoided the possibitjry ofa sequestration arlSing from r<::~cstimatcs 
of existing ueficit e$tim.ues. For 1994 and 1995, however, the UnA gives the President 
t!1f~ option to adjust (0 the maximum deficit amounts -- instead of making the adjustment 
automatic. The decision h<\s to be made on January 21, 1992, the day after Prcsidcnt­
elect Clinton takes oflice. If the President does not make the adjustment. the po%ibitity 
or a sequester exists aod there is nothing the Presicknt can do to alter this for FY 1995. 
short of changing the Jaw. Since fhis adjustment to the maximum deficit amount has 
bC<!ln automatic over the last three j'cars. the decision by the President to do so shoufd 
be a non-event- H is pos-;ibJe that jlQIitical opponcn:s would use this occasion to' at~ck 

PreSIdent Clinton for "rt1ising the deiich" on his second day in office. Almost all of 
those we have spoken with, however. believe that Ihc adjustment should be made. 

• fcbru.\fY 1st: this is the date specified in statute for submission or the President's 
Budget. Normany, the outgoing Presidcnt stlbmits a budget that meets the leLal 
rcquiremenls and the inc()ming Presidcnt submits a budget that revise~ the oUigoing 
rn~sident's doctlmelH. In this c;;,sc, Bush docs not plan on submitting a bud£,ct that will 
technically meet the legal requirements, whicn thus creates the scenario in which yQlJ 

could be seen :is needing to submit a budget by Fclnuary I, 1993, The Senate Budget 
Commlltt::e"s legal opinion on this issue is lhat the lntcnt of the law was never to h,n:c 
the. February 1 deadline apply to an incoming President. The Committee's opinion points 
out that 110 law hns ever required a new President 10 submit a budget in illS first )'c..1r in 
oiiicc, and that there is Jlothing in the hislory of the 1990 BEA to suggest a Jifferent 
legislative intent. Shtcc Wodd War II, the C."lrliC5t a new President has cver slIbmiltcd 
a new hudgct W",S Bush':; first budget. which he submitted on Fcbn!:tcy 9. This case was 
hardly the equivalent of a "new" AdtninisHation assuming office. Prior to Bush, 
incmning Prcsidc'!lts have submitted their budgets as follows: Rc:tgan en M;)rcb 10, 1951: 
Carter ull February 22, 1977; Nixon on April 12, 1969; Kennedy on March 24, 1961; 
<lnd Eisenhower on April 30, 1953. 

To the degree HUH it is a, concern, an extension can be granted. The law clearly allows 
for Congre.ss to gran! au!hofization for s.ubmission at a later dale, and indeed, this is a 
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(XImmon event. Congress authorized Bush to submit two weeks late in 1991. and 
Pre~idcn[ Reagan received authorization and extensions for his 1984 and 1986 budget. 
Furlhermolc j there are methnds to meet the tcchni¢al requirements of the budget law by 
FdJruary 1 through a partial submission, while releasing a more specific and detailed 
budget later in the year. In any case, as you knowj the "politic..i.1 question" doctrine 
makes it highly unlikely that the Administration's interpretation would even be the 
subjcct of serious litigation. Therefore, it is not dear that this date must serve as: any 
kind of a constraint on our budget plans. from a political perspective j the public will 
be· most attuned to wh"t President Clinton lays Ollt in his first major econon".ic address 
to the nation soon after laking orrice. 

• Man:h 7th: Thc latest extension of emergency unemployment benefits expires on 
M,~rch 7th, After this daie, slales have the option of providing adtlitional weeks of 
bellefits if the unemployment f;tlc in the state exceeds certain triggers; these benef~ts 
would be 50 percent SL"Ile-fundcd, However, 100 percent fcderatly.fundcd emergency 
benefits would no longer be avaBablc. If an extension is desired, the legislation must be 
pas.'!.t:u by March 7 lO avoid a gap in uncn1pluyme/H bencfLts for some redpiclllS_ 

• March 15th: This is whal most poople believe is the earliest approximate date by 
wh.ich tile Debt Ceilitlg Limit will be rc.;\ch...x!. 

• October 1st: SIMI of Fiscal y"", 1994. 

The Centrality of the March 15th Date: It is imperative that you demonstrate leadership 0:1 
making Ihe j'tough choice!'i~ prior to Ihe March 15 debt ceiling deadline. HistQrically, the 
extension of the deb, ceiling is Illc icgislativc vehicle for raisiJlg almost all harsh delicit schemes 
and baJantcd-budg(:t COl)stltutionnt alllcndinents. If there is a public sense that nothing has been 
June Oil the deficit side by March 15. the day (he debt ceiling is reached could be Hanowecn 
for every ::.pouky balnnccd bUdget policy that exists. Phil Gramm ~~d Ross Perot will tru.:c 
center st~ge. This pOiclItirtl prublem goes far beyond politics. H will delermine whether the 
Clinlon A<Jministration rnaint(ltns control of the agenda. If there is no sense or aClion by March 
15. the Gri1m~llS may be able to seize the agenda and shifl (he debate (0 their terms. However, 
if by March 15, you ha~'e prese!lted a serious investment strategy combineD with credible def:dt 
reduction, the entire dynamic WLU be diffcrcHL A serious deficit reduction pIan will C'.U$¢ a 
great dt:.11 or (]i::;coUirorl and wlll put the Clinton Administration under siege by every interest 
s;ruup Om! has been injured by the p:<tn, As llllpleasa:lt -- yet nece,s$:try -. as this scenario is. 
it will dernonslrate eX;lctly the cOllf<lge on the tJeI'kit that \vill take the legs out from anyone 
trying 10 build political momentum for a balanced budget amendment. If the puhlic dehate is 
dominatcd by Preside!)! Clinton standing up to aggrieved intereSI groups because of his tough 
tlcfkit choices, it will he difficult fiJr the Perots and Gramms 10 build a political nhWCi:1ent 

around -- "more pain please". By taking away the raison d'clre of the deficit absohuisls, \IOU 

will keep the public agenda on your tcrms; deficit cuts within the context of an effOft 10 
increa!>c inveslment, C:l! COn5:lIl1lptiun, slnp something for nothing policies, and increase tax 
faimes~, 
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A willingness to make these tough choices can be demonstrated in a major speech soon 
. after the Inauguration. (" arlditinn, Alice Rivlin and Ch.drman Panetta are confident that they 
can present a budget in February, Some of the background budget memos attached include a 
previolls assumption that since OMB is not prcllaring a complete budget, it would be hard for 
\IS to get one done untit mid-M?lrch at best. However, Cbairman Panetta and Alice Rivlin 
believe that they can begin work Oil the budget almost immcdiatr;ly. and that it is actuaily a he1p 
that the Bush Administratioll did not try to co'mplcte 3 full butlgcf that we would have had to 
alter. Their view is th~t we have the capadty to present to CQngress a preliminary budget in 
early February tu start the buJget resolution process j and that they could aim to complete a fuU 
budget by March 15. 

Such two-part :r;ubmi~sions have taken pJace under both the Reagan and Bush 
~dmini5irations over the l:lst 12 years. Tn 1987. Reagan submitted a brief ~- less than one inch 
(hick -- document on January 5 ~tid then submitted a much more detailed "supplement" 23 days 
tater. Indeed, evcn in 1992, President Bush submitted a second budget IS days after dc1ivcring 
his usual huge budgetl with many revised numbers. 

2. SHO~T·nm.I'! STL\IULUS: 

Clearly. the threshold question you must answer is whether you lx:Ilc\'c some form of 
shOrHerlTl 5timutlls p'H:kage. taking place before the FY1994 budget, will help the eCQroomy. 
The logic of a stimulus package is that demand is tuo weak 10 propel the economy toward full 
c~p:J.dty. amI th<'lt the government should increase demand through add~tlonal deficit spending. 

Tbu5. tbe primary question is whether or not we fcd the economy js strong enough to 
he sdf-::;u!>taining without a stimulus, Our line to date is that it is 100 carty tOleH. Summer::; <ilid 
Alt!ll<'ln found, after consulting many forecasters. that there were three basic economic scenarios 
without a fiscal stimulus, They fuund that since most forccilsters are assuming somt! fiscal 
.stimtdus. they tend to assume somewhat greatt:r growth than the "liO fiscal ~\llHuJuS" rang!; of 
forecasts. presented below: 

I.(!'O% likclihuud) Moucl'ale rcco·,'Cf'Y. GI-uwlh during 1993 and aYH:1ges 2.5~3.2 
pcn:ellt .,nd 1I11~lflpl(»)'m(:Hl dl:dil11.'S to 6.8~7.0 PCfC('ut from its cunC'ut 7.2 pl:rccnt. 
Real wrlgel: grow slowly. CoI'ltluuing Mwctural changes and financial str(tins hOld down 
'.::mploymcnt ;wd inccmc growth. reducing consumer spcndin&. The currellt growth 
momentum is l1lain[ain~d_ There!s sti:1 slgndicanf excc.:;s capacity in ,the e..:onolllY by 
Ihe end of the ye",r, luna!lon stays very low, Iutc:cst rates renlJin near Ihcjr current 
Jevds, pcrh<lps edging up slightly. 

2. (30% Hl<;clihood) Rnpid Rect)'/ef}'. The ct<;nomy grows at 3.$ pel"Cellt or higher 
dudng 1993 and the tIIu..'mploYHlenl fMe fans IJdow 6.S pt>rct'ut. After two false 
starts, the current recovcry pmves to be rcaL Rc{lllc-ed financial strain.<; on r.ulIs\:lmlds, 
firms. ilnd ba~)ks le:td 10 incrca;;ed borrowing and ~pcl!dtog, The sllosl.:lntiai corporale. 

4 




• 


,!!structuring of the lasl few years payoff in incrt'.<lsed competitiveness. The absence of 
inflationary pressure allows the Fed to keep inter~t rates low even as demand picks up. 
Recent produetivily gains continue and provide the basis for rising real wages which 
increase consumer confidcllce. Very afrordable housing leads to revival in a key seetor. 

3.{2U% Jikclihood} Fal'ic stal1. The economy grows At 2.5 percent or Ic.~~ over th<': 
nc:tt y('ar alld «here are liO npprecinbte dediu(>$. in utJemploymcnL Consumer 
eonfidtncc, after rising following the eJection, ,turns down just as it did after Desert 
Slorm. US exporters are badly hurt by slowdowns in Eu,ope, Japan and Lalin America. 
Continuing layofCs by large corporations hold down job and income growth. Interest rates 
fall afi a weak economy reduces credit demand, 'and a nervous f"ederal Reserve eases. 
The stock mad(ct faUs sh(4rply as expec(~ increa~5 in 1993 profits do not materialize. 
With no strong sectur, the economy stagnatc~. 

Most ccollomists'~grcc 'that if we have it false start. we will definitely need a slimulus. 
Most also agree that if we have strong growth; a stimulus will probably be ur.nece.~53.ry. 

Because we arc mosl likely headed toward the middle ground -- weak to moderate rec:overy ~~ 

this is not a self-evident calL 

Furthermore. the atlO\I'e scenarios k"ave unanswered two remaining questions that will 
dctcrmin(: whether or not \'ve will move tow::uds a modcralc·strong rccovery. One is whether 
conSUluc.r demarld will cnnlillue t\) increase. In the recent GDP numbers. as much as half of the 
incrc<i~ed consumer spending came from consumers dipping into their perwnal savings. That is 
clearly nlll su;;:tainab1e unless incomes and jobs pick up. Summers finds it "very unlikely tIl;,\( 
growth in consumer spending c"n be rn:ain~ined." Furthermore. while consumer confidence 
is up -- mustly due to the ereclion ~. it is still not high in historic (erms and it is unclear if it can 
bc maima incd Wil!H.Hlt a stronger economy. Certainty, the recent numbers on rctail sales for the 
Chri1>tma:; St'a.-;on were a good sign. Summers points: out that consumer confidence alw spurted 
after Desert Storm but then soon declined. 

A second area of ur.certainty is whelher or not the financial stmin that households: and 
finns have suffered from is now hehind us. It is now generally agreed Ihat finandaJ SHain on 
in<Jel>le<i hOlJscholds, :\I,d finn:; (c;;;pcdaHy on banks) has lx:.cn a mrtjor faclur behind the turrent 
economic slowdo\\'ll. Whlle the constraints olllhc recovery associ.l\tcd with high debt levels f::'\ay 
hnve modera(t;:d :lS families have lowefed their personal debts, and (inns have issued equity and 

. redeemed bonds. the Su;nmcrs memo finds signs or continued strain. Namely, "the Sprc.'HJ 
between (he prime interest rate, which il10uences rhe interest cost of bank loans \0 businessts, 
and other short Icrm interest rates is now at a recofd high. suggesting a continuing rclnctil.:ree 
uf banks 10 lend. While recent figures 0:) ba.nk lending suggest increased lending. the inc:-ease 
is largely uue to several m<ljor corporations on the brink of b~nkflJptcy running through tbeir 
crcdir lines. Nonc[h\'~~~~, lilt< wO.J:.:;t fin,,;}nciaJ ~trains are vrQtmbly bchjnd liS.:." 

Within lhis contc),{, tile most CO!lHnOfi Mgllments against 11 stimulus package ate 
threefold: 
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L Self·Sustaining Recovery: Many argue lil.! with the strong third quarter GDP growth 
numbers and recent reductions in unemployment insurance clailO$. the recovery may be 
sC'lf~sustaining, The labor market is gradually strengthening. Households, finns and 
banks are nol experiencing tile financial strains that they have, in recent years. Banks 
have enjoyed record profits, improved their balance sheets, and are poised to expand 
loans to the commercial and indu5irial sector. 

2. The I:tg involved ill !lilY fiscal stimulus would be too long. Many cconomisis doubt 
that increased infrastruclure spending is likely to have any signifIcant imp3ct On the job 
market until early 1994. By tne time legislation has been introduced and passed. bids 
have been made, and workers hired. the economy may no IOllger be in need of stimulus. 
Indeed, the stimulus can be inl1atiotlary by the time it actually affet.::ts the economy. 

3. 111c "Backlire" rotential: Some bdieve 1hat a fiscal stimulus. ~ckagc could spook 
financial markets and drive up interest rates. There is a furlher "backtire" effect if such 
demand kicks in at the wrong time an(j actually cau?CS thc Fed to tighten monetary policy 
and thus further illcrcl:\se intcresl rates. These higher interest rafes win reduce private 
sector investment and damage tong-term productivity, In other words, a stimulus 
padagc that is 100 I.(\rge and too late could cause a recovery that is nof susI<linablc 
bt"/:ause it triggers cOlllractinnary monetary policies. L.uger deficits will also make it 
more diffk.lIft to mobiliu support for significant new public invcstments. When and if 
the economy slows down in 1995~96, it will be impossible to stimulate it with cx?anJed 
deficils. 

On the other side, there arc six common arguments for a slimult1;:: 

1. 1l w.n holstE'!' C'Uli5lUucr confidence; This is probably the 1Il0S! important argument. 
Allhough consumer confidence increased following (he election, this inc:rc.o1.:>e was based 
on the assumption that ytlU w(nJltl take action to accelerate short~term economic grov.'th. ' 
r:a~rure to act could danl:1ge consumer confidence. given contilluing concerns about job 
loss. h's also worth ooling Ihat many forcr-asling finns predicting continued rconomic 
e,(~)'1!)sion in 199J have alrcauy assumed that you wiil adopt a stimulus packabc of $20 
to $)0 billion. 

2. 11 \till help close the gnp belWetll actual and potential output: Due lO lack of 
dCIO;Hld, tile econolhY is now operating roughly 4 percent short of its pOlcntiat to produce 
withOLll inf'l:ttionary pressure. Since potential OU!PHt of the U.S. economy grows at least 
'2 percent rer year, there is room for the economy 10 grow 12~[4 percent over the next 
four ycar.'\, Summer!' ;md t\1tm;)n conclude th;1i "'the rate at which the current output bClP 
is do:;:cd wili be the dominant determinant of economic performance ove:- the next 
!'t':vt:ral years". '}'his g;.tp is adding $60 billion tu the ller.cit, reducing priv:".le sector 
investment by S50 b1llkm, and costing 2 million jobs. Fiscal stimulus could help dose 
this gap. 
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3. The risk of iunalion is low: There is Iiule risk that innation will be rekindled, 
given the gap between l\~t\I:aL ...nd potential outp\ll. Recent GNP growth has been driven 
by increases in productivity (employees working longer hours). as opposed to job growth. 
T;)ls ha... put duwnward pressure on wages and prices. . . 

4. The risk of a "ral$c start" is rcal: To date, the economy has had two false starts, 
The po!<sibfHtj' of another is small (20 perce(1) -- but ttonOHlists believe it is serious 
cnough 10 prepare a stimulus package as an insurance policy against it. Consumer 
confidence could fall after tbe election. as it did ,after Desert Storm. U.S. el.porters 
could be hit hart.! by slowdowns in Europe, Japan, and Latin America. Continuing 
layoffs by large corporations could conllnue to hol~ down J?b and income growth. 

5* 11 will C(f'..'llc jobs: Perhaps the major question -- and the one that we posed at the 
Economic Conference -~ is whether tbeeconorny is strong enough to stimulate sustainable 
private seclor job growth. As you hnve orten noted. there has been little job growth, 
ev.en as the unemployment rote has dropped and we have expericllced one slrong quarter 
of GDP growth. \Vllile the Novemh<!r employment data did show [05,000 new jobs, over 
40,000 of them were temporary election workers and only 4:5,000 were private :sector 
jobs. \Vithout sLrong joh crc;ttion. there is no engine to increase incomes, savings, a:ld 

. demand. 

Indeed, when one examints job growth, the l~s.t 19 months have been by far the 
we.il.ke~t of .wy similar 19 months coming out of the boltom of any post-war recession. 
As Rohert Solow showetl in his prc!lcntation a[ the Economic Conference, this. recovery 
has pflxluced only onc~sc\'enth of the job growth of past recuvcries. [f this had been ar. 
average postwar economic recovery, the economy would ha...·e generaTed 3.6 million jobs, 
and tlle unemployment rate would be below 5 percent. The outlook for job growth is 
fun her doude<i.by announcements of major layoffs ilt eOlTlp;mies sueh as IBM j which 
will reduce empluyment by 25,000 next YC<1f, Wbile output has grown rm the past six 
quarte•.$, employmCl11 has not. As a consequence. the unemployment rale nOW is higher 
til." it was at the likely trough of the recession. in the first quorter of 1991. 

Katz. and Cutler describe five stages to labor markd activity in a typical recovery. 
firH, nons slop laying off workers. We gct~e:rally sec this as a reduction in the number 
of new unernployment insurnnce c1aim:<i. Second, th,llS hegin to expand pmdut:tion, but 
they do lhis by working Ihe cXl:<iting labor force more intensively. This is I!la'lifes{c:rl in 
mOrC rnpid productivity gtl.)\",tn and increased overlimc hours or the h:::ngth of the average 
work week. Third, firms Starl to hire new workers. but typically for temporary work. 
This generally rcllcelS heSitancy on (he Jhlrt of fiOHS to commit to large expansions of 
lhc work force. r:~mrth, lemporary Jobs are turned into permanent jobs and (in1ls hire 
new permanent worken, At this s~age, howev<:r, many di$couraged workers who were 
out of the labor force reenter the lahor force and arc counted as unempluyed. Thus, the 
unemployment rate may lint fall even as employment exp;;mds, fifth. the 'unemployment 
mlc fall:,;: because of cxpnllslons in employmcut ~"ilhout large chao&t::s in the labor [o:-ce, 
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In the pa.~t several rnonths, they find some evidence that we have moved into the 
first few SL1gC,~, btlt we have yet to see sustained hiring of permanent workers. On the 
brjght side, they find layuff acli >,lilY has f.,Hcn -~ lhouth this was prior to the recent IBM 
(U'lnotlnccmclH. Productivity has increased rapidly in the third 'quarter, about 3 percent 
an an annual basis alld average weekly hours have increased slightly in lite past two 
months. 

In the most likely economic scenarJo, growth will average 2.5 to 3.2 percent in 
1993. Rno unemployment wilt decline to 6.8 to 7.0 percent, from its current level of 1.2 
percent. Summers and Airman believe that "as a rough rule of thumb, $20 bil1ion of 
extra deficit spending during [993 is likely to rwuce the unemployment rate by early 
1994 by 0.< perccnt" 

6. A mas FOI" Aclion on Jobs and the Economy: rt roay be that tilere will be no One 
ck.ar view as to whether the current economic recovery is self-sustaining. In this case, 
we have to ask whether we should crr on the "activist" or the "do nothing" side. One 
can argue that George BUllh lost this election because he practiced four years of prudent, 
wait-an(l~see economics. Wifh inflation low, the risks that a modest stimulus package 
will have a negillive effect SCt:.ln slight. By doing notbing, we are implicitly stating that 
we arc satisfied with low job growth, and that we do not see ourselve.~ as an active force 
in determining whelher or not there will be a strong recovery. By doing nothing, we 
cannot take credit if the econorr.y recovers, and we ,will be blamc.d if the economy 
dderioratcs. If We are in a period of uncertainty, we might decide that we should crr 
on the side of action and job creafion, rather than on the side of caution and walt-and~ 
see. 

J. ST~\lULUS AND I'OLlTICAL LINKAGES: 

if the th~shold decision is mndc that a stimulus pacbgc. would be economically 
beneficial, Ihere are two main linkage issues and one main procedural issLle that must be 
resolved. 

One linbgc issue concerns the fin.ancial Il1Rrkcls (tS welt as: public perception. ]f we 
announce only a dcficit~illcreasing stimulus plan, bond marh1S might react negatively. drivi!lg 
long-term intc:'cst f,He.." up, Some felt this happened during the campaign when a runlor that a 
slillWJuS plan was heing consitlcrcd ap~red in the Lot,hngclcs T~Jncs. On the other hi\ud. 
$Dme fell {hal {hiS effect ou the bond market WtiS exaggeraled and due 10 Ihe undefined nature 
of the rumor. The markets Inay have already bllllt~il1 an expectation that a modest sllrr,ulus 
p3chge might he used, indeed, most forecasters have built in a modest ($20 billion) s1imillus 
into their models. Thus, one could argue that a stand·alone stimulus plan \\'ould 1l0l cause 
concerns in fin;H'lcj~1 markets benuse they are a1re.1dy c;lpet:ting it. 

The problem wilh this IOJ;1c i~ Ihat fmandal markets also expect that a short-1erm 
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stimulus plan will be linked l~ a long-lerm deficit reduction package. In this case, the lack of 
linkage between 3 short-term plan and a long-term deficit reduction pl.n would send the 
disturbing signal that rhe new Adminisfration is not serious about deficit reduction. 

This linkage bel ween a short-term stifm,Jlus P<1-ckage and long-term cle~cit reduction may 
not have tu he formal legi~lative linkage. In other words, since the issue is onc of perception, 
the linkage can be done through making clear that the two items are part ant! parcel of the same 
e('QnOniic program. This would be a serious but manageable policy and C(Jmmunications 
challenge. Perhaps one of the most common suggestions is to announce. ~~ either through a 
speech or series of speeches -- su\:o strong intent to cut the defidt t that tbe link;\ge is perceived 
by lite public as well as the financial markets. The key to Ihis linkage is a combination of 
'\pecifidty and cuurage. If a newly elected Prcsident proposes a specific short·tcnn package, 
bUI .rtho .tnnounces that he has a specific tong~tcrm ptan to make some very difficult choices, the 
linkage will be real and the public confidence and financial market confidence issue lnay be 
solved. 

The advant<1gc of {his "pcrceptiOIllinkagt!" is that the tough long-term figilts tilat may be 
cunl:\inec.! in a the fiscal year 1994 package would no! bog down a 2993 supplemental agree:nent 
needed to get the economy out of a slow period. 

The :,;ccond linkage issue is a legislalive linkage isslle, Some believe that the shorHcnn 
stimulus and the long-term pack;\gc must be linked Jegislatively. TItis Hnka!i.e is compelled by 
what some see as. a "slIgar and tough uicdldnc" rationale, They believe that if Congress is 
allowed to vote on a s.hort~term 51~mulus: p!1ck;:;ge alone, you wilt be in a sense giving people the 
sugar for free, and later a~king them to take the'tough medicine with no S\l.'cetener::. To give 
a sJlcci fie e~amplc: irour Jong-lerm plan called for alt irwcslInc.nt tax credit combined v.'ith some 
luopholc cloSing for corpom!ions, it would be casier to get the tough medicine passed if it \J,~as 
combined with the tax. credit, lImn if you had already pa,<;scd the investment ta( credit and wtre 
looking for a vote solely on the corporate loopholes two montbs taler" 

Others support a Icgjslattve linkage on the grounds Ihat there is a greater chance of 
passage o( bOlh pad.<\ges if both rely on the reconciliation process. 

The probkm is that thcr~ is an inherent Icoston in this legislative linkage issue tha.t seems 
n~ady ur.50!v:al;le. The: elltire I<\tlol1alc for doing a shorHcnn stimulus p;ldage in a 1993 
s.lpplementaJ appropriations is thal there is an urgent need :0 affect the CCO;)OlllY before the new 
fisc.. 1year SI:;.r!S on Octuber 1, 1993. The longer a srimuTus plan is heM up, the more ltloscs 
i:s ..Hionale. If a Siim\llos package is not passed until August 1993, at the very be'i, it can only 
t:1kc arfcet two ITIQnlhs before the FY94 budget does. Thus, if we are attempting to meet our 
stiliHl!IIS goal, our aim would be to pi\SS it. as soon as possible, However, our goals for Ihc 
PY 1994 budget are to have a "no~busil1ess"as· uSllal" bUdget with both strung new invcstm.:-nts 
and toug.h cimices on the deficit, Hi.':;tory teaches liS that the bolder our IOllg~tenn package, the 
longer it will take pas,,;. l!LreCenl memQry, ther; has never been a tough rc(.'onciliillion pack..,ge 
=-with real sacrifice -~ that h.f1~ been ['Ias,~cd hcfor_e the Aug,U2.Lrec.!;;,$.s. Only RC~lg<J:tl b('",: H;!s 
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date, an(,L!1.L').~M-~-P.acbge of li.'l;<; cutS._.OQt of sharc.d s;\cfifi,*, 

Thus. if we link legislatively the short-term and the long-term package, we may fail to 
meet one of Ollr f\JU objectives for eiliter of these goals. The proposed bold loog~tc!'m plan win 
ensure that we will delay the passage of the short~tl!rm package until it 'can do link good for th~ 
economy prior to October 1. 1993. On the other hand. if we were to pass. bo~h the short-term 
and the 1ong-lcrm package soon enough for the stimulus package to have some effect, the long­
term package wuuld have to be so un controversial that it would nct meet OUf longer-term goals. 

It does nol seem that there are any procedural maneuvers that can diminish this inherent 
tension. Even ir one tried to restructure the 1993 budget resolution to pass the long-term and 
short-term pack.age within the rcconcHialion proccss, the same dilemma would persist: the boIder 
the long-term package, the more it would hold up ~- and thus render ineffective -- the short-term 
package. 

Therefore, if we: arc to move forward with the short~lerm stimulus package, we may ha"'e 
to d.o it separ-atcly. In considering Ihe design of the stimulus package, we could consider options 
that do nut necessarily carryover inlo FY1994, 50 that the nlensioo of these ojHions v,:ould still 
be available to sweeten the deal. 

Thm. there seem to be IWO or three gcneml p..1ths one CJ.O take in determining whether 
or no, to do II stillHllus. 



L Choose not to do n stimulus package on the grounds that lhe economy is 
improving on its own and thai it makes more ecoJ1omic sense to pr{)Ceed with the long~ 
term plan. To avold 'eaving an "economic action gap." however. President Clinton will 
still be able to corne rorth immediately wi!h a bold slalcmcnt of his long~term economic 
agenda. While he wuuld nf'l be proposing a stimulus, the swiftne~s wilh which he 
proposed his plan to the nation wotJld more than fitl the expecUltion that he would take 
immediate action on the economy. He could also announce that he has an economic 
stimulus plan "rcady to go" if the economy to wcakcn unexpectedly. This wodd make 
it clear that be is not engaged in George Dusb's "wait and see" economics. 

Z. Send to the lIil1 nn c«momic stimulus package immediately upon taking office. 
If the legislative !;timlllus package mllst be seprtrated from the Jong~term packJ.ge. it 
makes bUlh economic and political sense to put it forth as quickly as possible" To 
address the perceptual lillk~ge issue, tbe stimulus should be announceiJ together (or 
within a day or two) of a speech that Jay!; out some of lhe long-term deficit reduction 
steps. 

3. Link stimlllll~ with the J>:1ssage of some tough medicine: It may be possible to 
consider packaging togdllcr sOlne srimulus fo: the remainder of ft~cal year 1993 with one 
or two tough de{'j(';il oplil)!lS that would t..lke af(C<;:t after the stimulus period was over, 

4, COM1'Osn'ION OF THE SHORT-TERM PACKAGE, 

There is ilO tm\gic combination of oj>{ions for a short-terlll stimulus package. It is cleat. 
however. that the padv1ge should ·he guided by four fundamental criteria: 

1. rt'OUHJlt oilly loug*tcrm in\fesIJll~nts: We lHust avoid options Ihat boost 
cOllsumption. By developing a stimulus p~ckagc that in ....olves quicker implementation 
of lung-Icon investment options (nct inve~tment 1.1.'< credit) instead of short-term 
cOtl.'mmpti-un options ("cross·lhe·bo"rd lax CUI), we can help generale an "irlVcstment-Jed 
rccovery," As we are choosing long-term invcs;menis fOf our slimulus.packagc. we 
should also ensure that thcy have the highest rales of feturn possible, 

2. Look fUE' inlIncdia~c economic impncts: Obvil,)usly, If the goal is to stimulate the 
economy irnrncdi"tely. we :111lst pick investrnents with the shortest possible :ags, 

3. 1.)(1 not sac-dIke Il)ng-h"'1II goals: We shollhl ;lot rush Or 'alter longw lcrm goals just 
10 meet lhc stimulus timetable. \\.ihere a program reform is significant. it may take time 
to properly dC$ign the change, and rhe degree of the change may be cOfllroversial and 
thus bog <!own the process, Therefore, it may be wiser to look for expansions of corrent 
prugrams Ihat fit our long~tenn flgendas unless there are new !ong·lerm programs (like 
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the investment tax credit) that we are reatly to put in place in January.! 

4. Look for new appropl'iations over uew autborization: All the stimulus options 
outlined aoov~ involve ex.isting llulhQrized programs that are not fully funded as opposed 
to programs that would require new authorizing Jangu:'lge. Incre.."'lsed funding for 
atllhorizcd programs could occur througb an supplemental appropriatiolls bill that would 
go directly fr<J1ll the committees tQ a floor vote. The entire process (from the 
A:.hninistration'$ request to final passage) could occur in a few weeks. In contrast, 
programs that would involve new authorizations would take as long a~ several months 
d1,l£ 10 the need for hearings. mark*up and draftil'\;g in the various autborizing committees. 
Once: p<\sscd, these newry .authorized programs would still need to go through the 
approprialions proces.s. 

S. SIZE OF TilE Sl'IMULUS PACKAGE; 

Advocates of fiscal stimulus have proposed packages of between $20 and $60 billion, 
MallY of tho~ calling for stimulus have been less lban clear as to whether they want '1$30 
billion" (or some other number) on an annualized basis, or how much ihcy would actually want 
to ~cc sp<:nl between the p-"Sx,1ge of the stimulus package and the end of the fiscal year on 
October 1, 1993. While Pl'ofe:;:;ors Sohw.' and Tohin argue for a brge stimulus, Bob Rubin, 
Laura TY$(.m, Larry Slllllll1CrS and must of the ccorlomists adVising us believe that we should 
~t1pport a more modest stimulus in Ihe $20-$25 billion range. Given fhat om transition team has 
found tiltH most foreca!>lers are alrc;IKly :'-Issmning that there: will be a modest stimulus package 
of till!> Si7.C, it is unlikely to cause any harm, and m~y help accelerate economic growth. 

Tobin and other$ argue lh(it it S60 biHlon stimulus is only i % of a $6 trillion .economy, 
::1110' that a stimulus of this magnitude is needed to move the economy toward (uti capadty. 
furthermore. he feefs that our nation's standards for growth are too low. He chtims that this 
demand·pu.sh would also hcll) lon,g-krm growlh by spmdng Investment in new plant ar:d 
t~quipJ1ler,t, 'rho::;!;;': arg.uing: for a more modest stimulus contend that such it large stimulus 
package is risky. First or all, it may be diflieul, to spend so much moncy prudently in such a 

I Anotild possible criteria J5 to look for initiatives that involve previously appropriated 
funds. These, in essence, are vefid! neutral options over 2-5 years, in which local governments' 
are given the Ol)iion vf geHillg 'In .aov,jnce (or Intclcsl-(ree loan) on money going to Ihem 
anyway in future years. In some ways. this seems ideal: state tu,d local governments have tht.: 
option to accdc~a:e sp~nuing now when I.kmand :utd thus revenueS are down. Hopefully. a 
sironger econllmy in the oUlyears will belp them generale the revenues they nacd to oe make up 
fur ."l.ny shortf",lI. \\'hat is less dc<\f is whClh~r this ideal slimulus option wor);s in reality, or 
whelher st;!tc and local governments are not entlltlSla~tic abou( 1<l.king a cut in fcdcrttl f1Ul(ling 
in FY95 or FY96 in order to enjoy a greater stilllUlus now. 
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short period of time. Second, 'if we overestimate the degree to which the economy has: c):cess 
c<1p."\city. a stinmlus'could lead to higher inflation. 

6. DESIGNING A PACKAGE: 

The. stimulus options memo from Summers and AUman provides an hoprcssive menu of 
options: to choose from that meet the above criteria. While they provide an wide array of 
OpliOIlS, it may be best for us to present them within three central long-term themes: 

• 	 Spul'riug long-t("rIu privAte sector iu'\'('Shnent for large and slilaU 
busin(',s.'i('S. 

• 	 Rebuilding Amcl't.:a, through increased inr,-astntttul'c spending and housing 
construe1 iOII. 

• 	 hl\'~ling in OUI" youth, by immediately expanding SOUle investments iu 
successful programs for childr~n and young; workers. 

Presenting a possible stimulus pnckage in these Ihrcc categories has several advantages. 
Pirst, we avoid lhe perccption of a lenGthy Jallmlry list by sellding a clear message that is ea5Y 
for uS to communic«te, and easier to build support for. Second. by presenting a thw£:-part 
message, we highlight our key arcas of ollr investment agenda and make dc..1.r that the shorHenll 
t\gcnda is !.Illirely consistent wilh oor Iong~'crm plan; and that we are pursuing an "iuvCSlmCllt­
led recovery." 

One shift in emphasis rhat we should consider from the campaign to the actual pacbgc 
concerns Juvestment in people versus investment in infrnSlructurc. Duril)g the -campaign we 
stressed infra5trlJctlife as central to the stimulus package. e'\pecially as this signified job creation 
to people in a vcry tangible way. However, <luring the transition proccs~, many of our (\dvjsers 
have C:.utilJned thin mOSl infrastructure projects may. not provide a ~h()rt-h:nn stimutus. Even 
if some infT.<\struc{ure prOjt.'Ct5 are ·'(}n·thc~shcI(,'. it docs not follow that Ihey are truly "ready-to· 
gu" in the time pcrioJ needed hl have a major job crc..ltion effect. Some infrastructure projects 
(e.g. r~pair .wel mtlintcnance prngrams) codd get out within a few months and have an impact 
prim to Oclobcr I. 1993. Overall, !here seems to be ~ sirol1g feeling that the In;tyors may have 
O\'CrslalC'.Q the c~se for "ready-Io-go" proj<'cts. 

On the other hand, it 111~y Je easier 10 get money out for h~l!llan ir.ve:,:tmCll( projects ove~ 
the ncx! few momhs. A simple example is Ihe youth summer jobs progr;;;'!n, If the program i~ 
p<tss~d in time 10 add 200.000 slimmer )'outb jobs, lilat progr~m ~~ by defmition~· SplITS dcm~nd 

;Jnd Jut! creatiull pri(}T to October i. 199~" II ~.lso strengthens our iongwtcrm vision of investing 
in dis;HJvant~gcd young people. 

While tht!re could be considerC1ble variation on how one would design a stimulus package, 

13 




, 


the following is illustrative. it would aim to pay~out $20 billion, not annualized, but between 
its passage and the start of the new fiscal year. 

1. Inccnlhlcs for long-term priV:'ltc sector iU\'cstmcnt COl" large and small businesses: (1993 

Cost: $8 billion) 

J. 	 Pass a permanent marginal investment tax credit ($7 billion); 

2. 	 Extend the R&D tax credit ($1 billion): 

3. 	 Venture capital/seed capit.-1.! incentives; and 

4. 	 Credit access for small companies (immediate reform of banking regulation). 

2. Rebuilding Amel'ica, through increased illfrasfructure and housing-construction: ($8 
billion) 

1. 	 Repair and mainten~!lce initiative (S6 billion); 

2. 	 Low-Income Housillg Ta.w: Credit ($1 billion); and 

3. 	 Enterprise Zonc~ ($1 billion). 

3. IlIvc~tillg ill our Youth by immedialely expanding $OfllC inv('stmcllts in successful 
prognmls fo." chil(h-en and }'Otlllg workcr$. ($2 billion): 

1. 	 SUmmer Youth Jobs Program ($0.5 billion); and 

2. 	 ChiJdrens' Initiative (Immuniz.a.tion/He.1d Start/Summer Demollstration Projects, 
Chaplcr I) ($1.5 billion) 

... Unemploymcllt EX1cllsion: ($2.8 billion) While it does not fit neatly into one of the three 
iuvestment areas menliont:U above, it would probably be wise to include in the stimulus package 
the $2.8 hillion that would be needed for extension of unemployment benefits. 

Rrief SUllllllar), of the Proposed Stilliulus Compollcnls: 

I. Marginal Investment Tax Credit: /\s is the case with many of the stimulus proposals, the 
dcci.~i(Jn about all ITC program s!lOuld be ba.';ed on its efficacy, its ease of introduction' and a 
variety of ptJlifieal considerations. The credit's ability to encourage capital investment and 
ultimately increase productivity and employment is widely accepted. From Meyer Associates 
:1nd DR[ we have received estimates that tI.. marginal investment tax crc.Jit can create 250,000· 
500,000 jobs in the first year alone. A serious concern with the credit is that some fee! it locks 
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in tax advat1f;.,gcs for companies thal have: not made large capital investments over the past 
severnl years and therefore have lower b~ses against which the credit would be calculated. 
Companies that have made large investments woulJ have higher bases, so (ewer of their' 
investments would qualify for the credit. It is probably true,' however. {hat most compMies in 
(he same intlustry would have similar lllve.\lmenl patterns, so very few competitors wouId have 
an advantage on this basis. 

The ITC will require careful drafting to address lc(lsing programs. st.1.rt-\lp companies that 
have 110 base, and acquisitions and dispositions. Any meaSure almost certainly would have to' 

include retroflclivily to prevent the poslponement o( i[\Vcstment while the program is being 
debafed. Rostenkowski and Bentscn have already promised such retrQ<'lctivily. The political 
arguments iilgail1st the program will probabiy come from consumer advocates who will argue 
against the credit's efficacy in cre-aling jobs and the fairness of granting businesses another tM 
br",,", 

It :.;hould be noted, however, that the t113rginal inve...tment tax credit is c$pccially 
adv2lntagc{)us to start-up lmsinesses. For a new bu~lnc.-c:s, aU of its equipment purchases are 
above their "hi~turic" base, and lIws e1igibic for the tax credit. The marginallTC is a strong 
incentive for new start~up husim.'sscs. 

2. Extend the R&ltJ.;:t1\ Credit: One of the most di!'couraging and irre1iponsible policies of 
recent Administrations wa" lhe failure to make the R&D lax credit and the low~income housing 
credit peonancnL Thls failure IHcant th.'ll companies and community groups could not make the 
long&lt!.rm pi(\lls e.\$ential 10 sllstained grQwth and dcvdopmcJ)t. An immediate action to make 
these temporary programs pcnnancllt would not only provide valuable stimulus and incentives, 
but also de1liOllStra(c your commi:lt1cnt fO long~lenTi inveSlI'l1cnt and research. 

lirerlit Access for Small Btlsincss: Wilh continuing iayoffs at fIlM and GM it is fz.irJy clear 
that the small bus!ne"s $C(.':\U( wiiI have 10 (:on!inuc to be the engine of job creation. 1\ strong 
signal is 111!cJed to reassure small business owners that the Administralion both under:<il:u:ds thdr 
imporL',nce to the economy and the role that the government needs to play in improving their 
access to credit. 

A public expres!';i\'11 that you unders!..and the effect of the ercdi( crunch on sinali business 
and will t:tkc all prudent steps to ameliorate the situation is an important fl[!lt step, This 
expression should be quickly followed by the appointment of officials to fill vacant bank 
regulatory positions and :10 expression of ym.lt insislence thallhcsc officials work in concert Lo 
iOlprove {he SiluativH. The sectiun on s!il1)ullis options oUllines s~ci(k me<1surcS !hat deserve 
consideration, as do Ibe memos in the banking SCCliOIl, The real estate industry. which provides 
nt;:;trly 75 % of tin lveal tax (CVt;r.UC$ \vill be espcdal!y CrtgeT to hear your \villingn..:ss tn review 
bank !ending stricture". since b:\nk~ h.ave purchased enormous ;:\!l~Ol.lnts of Trc<'\sury not..:s i!l the 
p:otst year wilh funds that l11igll! have been loaned to bu.~ine~!OeS. 
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4, Tax Inc~tjye.:'i-&( Rt1trcpreneurs: The Clinton-Gore position paper on small business 
esscntiaHy endorses Senator "Bumpers' UEnterpdse Capit.i\l POrJJ1ation Act". which includes. 
incentives for venture and seed C31)itaL These incentives are estim;tted to cost $1 billion over 
the next five yea.r;;;, The Clinton-Gore Adminislration CQuld signill its recognition of the 
importance of entrepreneurial firms by including incentives for venture and seed capital in its 
stimulus package. 

Proposed incentives would provid<: an exclusion for capilal gains on capitat stock of two 
types of qualified companies: (I) venture capital·· comp.nies with aggregate capitalization of 
less than $100 million; a.nd (2) seed capital ~~ companies with aggregate capitalization of less 
than 55 million. VCTllllre capital jnve~tments'enjoy a 50 percent -exclusion if held for fi ...e years 
Qr more. Seed capit<11 inveslments enjoy the same 50 pcrc.cnt exclusion for a five year holding 
period, .nd an additional 10 percellt exdosi,," per year for years 6 thro!1&h 10, Other provisions 
would (1) allow investors to seH ex.isting holdings and rolf the procc.cds tax~free into qualifying 
investlllcnts; and (2) allow tax-exempt investurs such as pension funds to pass the capital gains 
exclusion thrOllgh 10 lhc pension holders. 

These propos.;,ls have a great deal of support in the entrepreneuria1 community. There 
is some concern Ih'll Ihe revenue estimates arc misiC<1ding bccnuse losses will occur outside of 
the "five yc..1r Willdo\I,'" UI the J"l:nt CQIHmtnee en Taxation, On the ollier hand. there is no way 
w preuici how much these incentives COilld iocrea:.e revenue by increasing economic growth and 
job creation. 

4. R~lillLand MRintenance lniti~tive: Infrastructure spcn<Jing has several «Hractive qu.alities. 
These invc~lmcnts create high-w:lge ji,.1bs, leverage local funds, increase long-term produclivilY 
and often have real environment.al advallt<lgcs, Not all of them, however, (:,an begin 
immediately. furt!tl.OflllOle. Increased funding may result in re..'\l deh(\le over allocatio!l. The 
most effecfive mechanism would be based 00 hv,::rcascd funding for ISTEA. wilh a requirement 
th:1t the fund5 be spent on 'mnintcnancc, c31'iLal pvrchascs (blls~~. equipment, etc) and ·transit 
operating Cx:p...~IlSC5 (which might :;~ve transit jobs). Other possible uses include rail progmms 
fur track improvcment, funds for airport improvcmcnl. and wastewater and drinking water 
pn)jc..:ts. As oulli:v,'d in the stimulus meUiO, the goat needs to be quick, efficient 'and strategic 
~pcndillg tll,'I! provides long-term benenL ror example, the SI.'Ite Revolving Fund program codd 
be amended to allow funds 10 be used for high-priorily projects. This would address real 
environmental goals and Ule il11pCnHi-.:c to spend funds qtlickty. 

S. Low-int;ome Ho\"sing Credit: Like the R&D Tax Credrt, the LClV,'·rncomc Hou.-.ir,g Credit 
is s,till nol permanent and authority for tile Credit expired in June uue to the President's veto of. 
HR I!. f:;!rly ac~ion 10 m:tke fhe credit permanenf woold fl!aS,'i.lJre community organizatlQosJhat 
they could plan future developments <1nd keep open the Hnes of credit and coopera!jon that they 
have t.!cvdop~d with their corpolalc backers. The progmm creates good: jobs and affordable 
hOl.lsing 3nJ is UIlC of a hztndfu! of progr<1ms that rc~lly aHows corporations to invest in 
dislldvan\.ageJ communilies. 
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6. Sumilicr Jobs for Youth: Each summer the Department of Labor distributes funds to local 
mayors through an e"hting alloc:lliol1 formuta. These funds leverage corporate contributions 
and provide the basis for thou:iands of summer jobs. Given that each $1,200 in Federal funds 
creates an aJditiona! job. an increase in funding of $250 million would result in over 200,000 
new jobs SL-1rting in JUlie. in rtddltlon (0 the stimulative effect, the program sends a clear signal 
that disadvantaged youth. CQfI\!Ii\Jllily redevelopment and job'training arc important priorities. 

7, Urban Park and Res;'<lljiIlO Pwgrrtm (UPPAR): Like the Summer Jobs program. UPPAR 
puts thuu",nus of youth to work improving their communities and learning valuable work skills, 
UPPAR has several rral advantages as a stimulus option: new projects can begin within a few 
momhs of appropriations. the lHoje:cts restore badly needed urban open s~ces. and they e:.mptoy 
disadvantaged youlh. Most or these projects are more capllal intensive thall the Summer Jobs 
program $0 they would also benefit local suppliers and contractors. 

Uhild lollmmi7::lIl.,m: As nHlch :1S any other issue, the Republican kgncy of cutting funds [Of 

immunization programs symbolized their irresponsible attitutle toward programs that have proven 
cost: benefit ratios. immuniz<''l.tion programs not ody save $10 for every $1 spent, bot they also 
serve disadvantaged communities that are in most need of preventive cme, As a stimulus 
mcaS\lre. the funds can be spent quickly 10 hire new slaff and medicine with a complete 
understanding tbat the funds wtH have extremely pOSitive long-tcrm effects. Appropriat!o!'\ of 
$100 million in FY93 could be almost imll"iooiate:y ~pcnt on hiring 3,000-5,000 outreach 
workers who would help ensure that children whO visit W[C centers, nonprofit pove:rry health 
sites and day care programs have. access 10 inHflunil.atlt)os. One suggestion is to have all 
Immuniz(I{ion Day. to galvanize support and workers for this effort. 

9, Head Start: This incre!.libly successful program h<ts gained almost universal support In 

Congress, which sn(>uld exrend to any effort to secure additional funding in FY93. The 
stilnulath-'I: effc>.:1 of new funding is fairly cle..1r: job creation for teachers, drive.rs and 
administrators. One option is lo usc new funds for a Summer Head Start to cxpcrimerH with 
makillg Head Start ycar~rotllld program, Alternatively. funds could be spcnt on less 
comprehensive pilnt J'lfOjecls that e'(piorcd programs for children age 0-3, ::md day·lol:g 
prograllls. All of these programs currenlly exist. so the slimuius can take effect quickly because 
they only need 10 be e;..tclldc(\ ~~ eitllcr more hours a day or oye: the StimmeL The major cq:li!)' 
;ssl,le, however, is wlu::thcr it makes: ~ense to ~pcncl more money on kkls ;;tre:\dy receiving HCld 
Start when only one-third of eligible children are currently covered. However) if one inlcrprc(s 
lhe5e supplemental funds as funds for further experimentation with one of the nation's most 
succes~JuI programs, it could be productive. 
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PART II: LONGTEll.J\.1 I!\'VESTMENT •• FYI994 PACKAGE 

The m;'!in purpose of this section is to give yO'U some sense of rhe major tradc~olTs you 
will have to consider in putting together a Fiscal Year 1994 budget. 

In PUltin,.g People rjrst, you \.:a\lcd for an average of $50 billion of new investment per 
year, plus an additional $15 billion for a middJe-class tax cut. All of these investments were 
financed by raising ta:'tcs on the wealthiest Amcricans"cll.lting defense, attacking bure.1ucratic 
wa~le. and dosing corporate loopholes. 

We also Slated {hat we could do this while cutting the deficit in half within four years. 
While our projections assumed a modest growth dividend. our ability to reduce the deficit in half 
was due 10 the fact that we pakl ror ail of otlr new investment. and that !ne January COO budget 
deficit ba;;cHne was projected to (It.'dine without policy c:h(l:nges. 

We now [ace several Challenges in meeting all of the Putting PeQI2le First goals: 

As we discussed previously, ~mc of our managemCl1( savings may not be scured by eBO 
unless we give more det;tileJ de!tCrip[iolls of the cuts. There is also no agreement on how :nuch 
mone), call be raised by d0:>ing transfer price abuses by foreign companies. This means that 
we must genct::lie another $20 billion more a )'c.u in spedfic revenue incre-:tses or spending cuts 

. to pay (or the full-funding level!'> of all of our rutling Peoj.{!' first initiatives. Vle can (1C.11 with 
this problem with modest cuthack<> in onr programs, or additIonal spending eUIS we are prepared 
to support. Some of the,e cut~ were dj~usscd towards the end of the campaign. 

In.plItting p~~ll~. Ihc IIniversal he:1llh care propo~1 was financed through proposed 
and expeclw savings. It seems fhilt the only way to identify those pllblk sector health savings 
is to call for ihe specific cuts listed in the CDO deficit op:ions book. 

The !ltajm ObSl.l.de for the Clinton-Gore Administration in achieving tbe rUBing rco~ 
E.i.ilJ. (igend,! is lflc deterioration of tlie CDO baseline due to economic and technical changes and 
the dc!('\y ill dealing with the costs of the S&L's. The baseline is. nov.' essentially fla1, and 
simply paying for tile new spending a. we did in rutting Peeolc first stili falls $100 billion short 
by FYl997. 

In conSidering new deficit optinn!l, it is critical to understand that there is little new under 
lhe StilL M:lny bright people on the Hill have spent a greaf dca.l of lime over the last several 
years searching for the le.:ist painful ways to cut Ule deliciL As we learned dming the campaign 
-~ and as tbllse on the tran!.Jcion !e.am saw during the tm:1Siti0n ~. there is a slrong consensus on 
the Hill as to what arc Ihc most :'lppropriatc deficit options. Despite Ihis consensus, Ihese 
options kl'.:e not hc~n exer.;i!>ed bec;'ju~e of the aso;ociated poiilii.:.al difriCliltit.:5, Tht lin~ one 
hears most orten i~ that "if it \vas casy, we would have alrcacy done it." Thus, there is no 
shortage of merirorious cuts t!t;:it many peoplc agree on: there is jU5t,a short~gc of such deficit 
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options one can dO' without s~bsuntial political costs. 

1. PUTTL'lC TOCEl1IER A PACKAGE: CORE AND EXTRA·CORE BUDGET 

fn considering your budget choices, a useful place to start is wiih what I refer to as a 
COfe Budget. The key tr;lde·offs outHnecl in the Core Budget are dear. You can promote a 
substantial. (albeit seated-back) investment aod deficit reduction agenda, without calling for 
!lib-hI)' controversial ~JPliort$. Tbe Core Budget allows you to: 

• 	 Meet ne.irly ?B of your investment initiative,,>. although in a somewhat more 
modest form; 

• 	 Significantly rcduC'c the deficit: 

• 	 Keep your pledge to' cut rniddle~cl(l,,c;s t;\xes; 

• 	 A'I-'oitt any illcre.1se in taxes on the middle class; and 

• 	 Avoid any ellis on social seetITlty for Ihe middle class. 

Beyond the Cm't"! Btidget: While {he COIC Budget docs make clear how much ean be achieved 
wilhout harsh m-casures, it also makes de;lf two olher stark re.aHties. One, 10 eYen achieve the 
C(lre Budget ),011 will have to p,lsh through many sln;!lIer cuts anu fees that previous 
Admlnistf3lions have found (00 politically diflicult Two, you will have to consider the toughest 
deficit options if yotl wi!ih to go !x:yond the Core l1udget to accompli!ih: (1) gredler public 
investment; (2) a 50 percent reduction in the deficit OVCf four years; and (3) universal health in 
yuur first teon, The Core nudge! conttlins generous (uTHJing for several h-calth-reiated initiatives 
such as AIDS and women's he;tllh i,o;::,ucs, hut it does nut include the funding necessary to move 
lowards universal care, 

2, .ELEMENTS OF TilE CORE Illll)GET: 

Ev~n the Core Budget olJllined below will cali for a degree of sacrifice unprecedented 
ill reee:lt lime!>" We should nut undc[l,':sfimale [he opposition the CJil1llln~Gore Adrnini:.-tration 
wouh.! face to nearly all of these proPOS4lts. Listed below arc 25 delicit reduction options thil"t 
will stir substar.:ial oPP(Jsi!ion f~om \hell-organized interest groups. It would be a bold Sicp to 
ca!J (or all of them. TI!~ goOtl news is !ha~ none of these me.-lsurcs are, in thcl11sclvt:s. capable 
of stirring the ~atlie type of opposition as midJle c1as5 taxes or euls in Social Security thnt affect 
average Americans. F~lf1hcrmorc, the core budgc:t meets your vaiucs, It is progressive; it is 
·;no-jnvcs!ment; anD it puts ar. ent! (0 "something fo: nothing!! policies. 

Specifically. the (ore budget st:!; allows (or over $50 billion in new invt,'!.'itment or Lu 
relief per y.:a.:- {and $10 bll1ion tor S&L cosr.s), while bringing the deficit down by $80 billion 
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in Fiscal Year 1997 alone. This wHl nor please those who want to bring the deficit down in half 
in four ycnrs; not will it please those wllo want mnre fundirlg for Mew programs, As a point of 
dcpurtuft"J., it is important to note h(tw much you (:an accomplish with a balanced approach. 
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l. Investments: The Core Budget promotes additional eiforts for nearly every major new 
initiative you <;ailed for in the campaign. In many case.~, the costS are less than was proposed. 
To some dcgrt,.>C. the tlccrease in costs may reflect the difficulty in starting up new programs. 
In other ca~e$, it may reOcet a decision to simply move at a slu\ver pace in Implementing a bold 
program. While you may wisil to build up many of these initiatives beyond their proposed 
funding 10 the Core Budget, it should still be rccogn~zcd how many new initiatives you would 
be promoting: 

FY 1292 (bn) 
IIIDS. Women's Health and Public Health Initiatives (I) 7.64 
Iufrastruct'Jrc 9.70 
Natural Re50urces [nfrnlitructurc 0.15 
Bnvironme_ni:al Technology (2) 0.79 
Defense Conversion 3.70 
Expand EITC (3) 4.20 
Expanded lOllS 3.80 
Child Support 0.50 
Head Start 4.00 
HIPPY 0.20 
WIC LOS 
Children's Tax Allowance 9.72 
Youth Apprenticeship 0.53 
Chapter 1 Supplemental 0.58 
Dislocated Worker Assisfance Act 0.50 
100.000 l'cw CopS/Police Corps 1.25 
Byrne Grants/Community Policing 0.90 
SAFE Schools 0.10 
COlTlInunily Development ll;u'!ks 0.19 
Enterprise Zones 0.99 
Perm, Extt".nsion of Low-]ncutne i-lousing Tax Crt:(lit 0.30 
Penn, Extension of H:e f\'1urtg.,ge Revenue Bond ftrogral~l 0.20 
R&D Tn.' Credit (4) 1.80 
Technology (5) 5AO 
ITC (Perm"n~.l1t. Increment.1 10%) (6) 5,002 

I NOTES 
L I\fvdetate cost proposal ((here was no low co~t proPUStit) 
2. 	 '96 numbers were used for '97 (no '97 numhtrs provided in options mcr~)o) 
3. 	 low options for SthlllJlus: $15 blJ!ion Qver 2 years (,93, <94) 

high oplio!1s: $50 billion over five years 
4. Low fC\'ClHIC estimates arc Ihe same as high estimates (all that is availf':blc) 
5, Tnis will n()t add to the deficit jf funds arc transferretl from defensc R&D 
6, Levels for e<lch ye-ar determined by avcrHging multi-year rOlal estimate. 
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It.._ DcficilJ.!~duction: Reducing the deficit in half in fottr years would require $150 billion in 
deficit reduction in PY 1997 alune, The Core Budget outlined bdow pays for an new initiatives, 
and still reduces the deficit, by $80 billion in FY1997. Reducing the deficit to around $220 
billion in )997 would stabilize the dcl.:::lJDP ratio. It also meets the sta.ndard that Summers lists 
as a ruson;.tble amount of clcfici! reduction, although this is the niinimum he believes is 
acceptable, Although this may not satisfy everyone, Lt would be a significant step, partkularly 
if it could be s.hown that the deficit would be cut, in half over six years. 

3. Middle Class Tax Cut: The Core Budget keeps a middle class tax cut. hut rather than rising 
to $17 billion a year and coveting both singles and families, this lax: cut would be t:1rgctcd to 
provide an average of $300 more per child 10 years. ilnd under for middle class and low income 
families, 1t11d cost roughly $8 billion. For the millions of two-\vorkcr families. the cost of child 
care is gre:,u and the value Qr the child lax exemption has only a fraction of the value it had a 
couple of dec.1des ago, 

, LJ::lo Middle Cla.~~~i}x Increases: The Core Budget lakes a nearly absolufist approach to 
avoiding Ulxes on th~ middle class. TbcrcfoH! i! o;jt)Cs not include "sin" taxes -- other thall 
indexing tnem .,. (lr any type of energy !ax, This is not meant to pass judgment on any of t'hese 
profX'>sals. i-lowever, it seems important 10 know what ('an be done while meeting this standard 
btcausc of the likely political fircstorm that coukl erupt if taxes were r:.liscd_ 
Certainly, while "sin" faxes are lis\t::d ill Level 2 Gcli.;it cuts, it may be the case thallhcy a.re 
more poPIJiar than other dcficil1llC'~sllies called for. Nonetheless, since they do have an imp:tct 
-- lIsually regre.~si\"e ~- On the middle class and poor, these proposals should be weighed 
carcfuliy bl;::forc being ~Joptcd. 

5. NQ S<x;iru...:5s&urit)' Tax CU.Vi'; While the Core Budget d()e~ include sOme Medicare 'tits to 
proviJcrs, aod docs stlbjcct e..indn£s above $80.000 to 85% faQllOIl, the Core Budget docs not 
contcll1plah~ cutting <-(1St!') or r;,.ising laxc$ on the middle Cl:I~S when, it comes to Social Security. 
E,'cn the proposal to subject aU Sodal Security above the thresholds to 85% income 'ax only 
r<lises $7.7 hi Ilion by 1997 and by that time will affect 26% of all rcdpicnts. Thus. det"lcit 
rt:uuctiQIl from S()c!al Security only comes with shalco sacrifice from a wide number of poopl~. 

}, ADDlTIO:"AL l'IU:"ClrUS TO CONSlDER-rROCR£SSIVE EXI"EN[)ITURE CUTS, 

There currently exiMs <I strong public pcrceplioo that entitlements are out of control and 
tll;:l Lhey m~lst be cut. During Ihe caJ:lp.1ign, we :;tre~~(:d that the rnajority of thost.: increases 
were dircct!y aHrlbutable tn rising health ("life Cost::. 

To build public supt'0rt for necessary ('titS, we nt:'Cd to expand the perception of 
"entitlements" to include f.,x expendiLlJl'l:'S that arc unnecessary or go to those who are rel:'ttivcly 
w!!l1-ofL Indeed, a 1;\x expenditure operates just like all entitlement. Several of lhe items 
propo5ed for ('ut~ in the Core Budget -- and included in almost all of the papers that we have 
been given ~- involve cuts III tax e\penJiturcs that benefit relatively, wcahhy Amcrkan~. 
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1\vcrage Americans should not 9C ta~eJ more to ensure that high income Americans can benefit 
from lhe,<;c subsidies. The.se include: meals And entertainment deductions; mortgage deductions 
for $300.000 plus houses: deductions for lucrative pension benefits. and deductions for 
"Cadillac" health Care pians. Lilniling -- nut eliminating·~ the degree that these tax. expenditures 
can bcnent well~orf Americans can !i<we a 101..11 0($20-$45 billion a year. For example, limiting 
the hc.;,hh care deduction at a core <lrno\mt can raise as much as: $26 billion a year. Cutting 
these tax e.xpendilures is nut a tax hike. it is an emitlement cut on giveaways to wcll·off 
Amerkans. We should be building support for thh highly i1efensible poTiey. 

4. r;OTES ON TUE CORE BUDGET OPTIONS: 

In devising a 'Core Budget, there are severat major arc."\s where the design and 
Inlplem<!nt.'\Ii~)n of certain prQlX'sals can have substantial revenue effects. 

I. Tax lncrcnse OIl the WdiMOrf: There are .several differclH options for raj~ing taxes on the 
h'p 1% that approximate ollr proposal hi ruttine f'coo)e first. 1n the Core Budger. the option 
chosen 1s tlie one that was vetoed in the March 1992 Growth package. That proposal would add 
a fourth ralc that would raise t<\xes on income from 31 % to 36% for singles with income above 
$115,000 and cOllplcs abu"e $140,000. This is cSlimalC<J by Roslenkowski lo raise $12.9 billion 
in J997, while all c~(imatc we recelved during the c-ampaign from the Joint Tax Commlttcc had 
the nml1ber at $]4,3. As this is. based on taxable incomc. this is quite close to our proposal. 
Taxation of income for singlcs above $115,000 is prohably close to the $150,000 in AGI we 
mentioned dming Ihe e::tmpaign. while taxing coupies at $140,000 amounts to an average of 
S180,000 AGI ~- qui!e close 10 the $200,000 we spoke or. RQstcnkowski provides a s~ries of 
other optiuns close to lhis. yet most come 1n this range. 

2. Middle Cbss Tilx Cut; A major consideration is the $17 billion per year we allocate in 
uPuttipg PC(IPls: Pip,t During the campaign. we hf1d the Joint Tax Committee through a' 

confidential Congressional re4uest *- develop a revenue estimate for our pf(lpOsal. The $!7 
billion propOQ! would alluw ~jngle couples making under $60.000 taxable income and $80,000 
ACit to cake an el;tra $)00 per clli!J (1.3 years aild lmder), ant! allow singles to take an additional 
$150. As <111 altcmalivc 10 either pfOCCC(]it~g wifh otlr fult tilUing People First proposal or not 
pressing for a m:dd!c c:lass t2:\ cut at all, we cOlI1J caa for a refun-dabic chHd crcuit avcrabillg 
$300 for fnmilics making uIH.h:r Sf;O.OOO for each child under 10 years old. 

3. lllfr(lstrndn,'c: During lhe cam~ign, you caikd for $80 billion ovcr four YC.1fS for a 
"Rebuild America Fund" ~~ but this included mnr.y of the proposals which arc being funded in 
the defense conversion and techl1ology initlf\livcs. In FY1997. the Core nudget calls for ovcr 
$l2 b;!lion for illfrR$lrUCIUre and defense conversion. This level saves $8 billion a year off 
Pt;tting P('o·,\c First, while stilllllakJllg IlIlKh-needed invcS:lmc~HS in our nation's infra,uuctufC. 
it would ptllviJc full funding for fSTGA (lrnennodal Surface Transpor!;t!.ion Efficiency Act of 
199[), as w.:::]] ,(is PI0vi<.Jc fllnding for sllbstanll;;.f invcstmcnl$ in airports, wastewater ~rt!:Ltment, 
and tlrillkiH£; water. The" full funding" l)Plioll ($71.6 billion Q ....er FY9)-FY97) would undcrwrilc 
an tuJditiu!lal $18 billion 'uf inve.'tlnlcilt in highways, mass transi!, and intelligent-vehicle highway 
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systems; and $7,7 billion in rall. including high-speed systems. 

4" HUIIl"" Im'c."'1 men I rJ'oposals: 111e Domestic Policy book illustrates the cApacity to make 
progress: in your priority areas: while saving funds from f.lming re9vlc FIrst. Head St.1.rt and 
WIC receive appmximalcly the full-funding promised during the canipaign. National Service; 
however, is proposed at $2 billion. year in FY 1997 (100,000 participants) as oppo<ed to the 
$8 bHlion (500,000 students) we t.alked about during the campaign. furthermore, the 
apprenticeship progrnm was priced at $1.85 billion (FY9J - FY98), .s opposed (0 the $10 
billion premised during the campaign. Finally. ciTe and welfare reform arc proposed at aImost 
$8 billion in new funding. Again, while this .a very siz<'\blc increase, several scholars and 
experts believe that we need significantly more to ensure that cycryone who wantsto work, can 
work and do so out of puverly, The reason for pointing out these ~osts is to note that bolder 
JUfldillg for any or all of these prop(.ls<lls wuuld proo3hly require the more p"infll; Second and 
Third Lev-el deficit redllctiOIi options. 

5, Deren,. euls: Some have suggested Ih3t il would be possible 10 CuI $30 to $40 billion from 
the t1dcnse btl(!gc( in FY97. The n\lIHber generatt::d by the Defense ttansitlol1 team for FY97 
is $ ig bimon, however. Given the wide range of estimates as to what is feasible. you may wish 
to explore this fmiller with your Sccn::t.1ry of Defense. 
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Amount 
CORE BUDGET: REVENUES AND CUTS in F¥'97 Source 

..••• (USS !lillion) . 

$299CURRENT PROJECTED BASELINE 

-

: NEW INVESTMENTS 60.41 ~I, ,

144.66 . 
, 

SAVINGS 

,.. 
, House Ways & Means

,. 
Add 36% ratc $1 J5K/SI40K liUl!.ble income 12.90 

Incrca$c Individual AMT from 24% (028% &.00 House Ways & Means I,,,i . , , ,Make f'c..1:iC permanent , 4.50 ,. House Ways & Means ,, , .. " 

, 
84.25 1! CONTRIllUnONS TO DEFICIT 

,: REDUCTION , 

7.00ICUMULATIVe INTEREST SAVINGS 
, 

, CORE PROJliCTEfJ fJEFICIT 203.75
________M ___ ,

I , 
REVENUES: 

Make PEt~ permanent 1.20 House Ways &. Means 

rLR. 11 (revenue misers only) 2.2 House Ways & Means. 
I,,, ..~~~--=-----t----+---'---"--- , 

Index ail ~$io" knC5 for inflation 1.30 Transition Bucgel Team Ii,, 
Estimate 

Foreign Tax Avoidance 3.00 Estimate I,, 
!'.1illionai[(~s Surla~ 1.60 : HOllse Ways Md Me;;ns ....- .... ------t----r"""-'---'.:.......:C-:..:..c...'---j 
Uft $130,000 Medicare Wage Cap 7.00 ello

________M.__ 

FEES: 

Impose royalty payment Oil COHlHHmicatiollS 2.00 ! ellO 
USer of radio spectrum 

Auction Jjccnse:; 10 U,\t! the r:'\dlo spectrum 0.80 CBO/HoLise BurJgt::t COTnJll. 

,I ,E'>tablish u:;er fees ft)r air traffic cQntrol 1.70 CBO 
services 

, 
E;.:tabfish charges for airport lakeoff ar:d 0.]0 i eno 

, landing ,101;;; ,
:'----'"------------------1-------.,.-----------11 


EXlend Pal"nl an<1.. '_I',_o_",,__ ____-'-____ ___na_·,_k_f_'e_e O_.I_0...l-1_C_B-,O_f_H_o_u,_,e B_Ud...:g,-c_t-,C:..:o-,m:..:m-,'_'_" 

25 




, 


, 

PMA deb! 0.50 ellO 

Pee for cx.lmination of st.ale~cli;trICd banks I 0.3 ellO . 

Impose User Fees on Inland Watcrw"y 
I 

DAD· CBO . 
System 

, . , 

, Grazing fees 1--' 0.03 CBO/House Iludge! Comm. 

I Eli;ninate CSRS Morrill-Nelson 0.03 enO/House Budget Cornm. 

I 
- .. I 

Eliminate Wool and Mohair Price Support 0.20 CBO . 
Program . 

I 
. 

.~. 

i 
Eliminate honey program 0.02 

CllO 3I Eliminate Ine ship operating subsidy -+ 0.20 enO/House Budget Comm. __ . 
Coast Gua~d ~ 100% cost recovery 0.80 CllO/House Budget Comm. ./ 

Restrict Agency Match on thrift pian I 1.7 eSO/House Budget Comm, Ii 
contributions fO 50% 

Abolish the Interstate Commerce 0.03 cno 
IiI 

COlllmi~sion ..~~.. .-. 

E:imir;;uc 3 s/naU education programs 0.10 cno 

I Cancel Moon to Mars nllss.on 0.10 ICllO 

I TAX F.XI'ENUITURFS: I 
I T..imit meals &. clltcrlainrllent d('duction to 3.50 CllO I 

50% 

Limit aU il<)!llc mortgages deduction to 4.20 CBO 

I 
$300,000 

Limit Deductions fur Second Homes 0.4 I CIJO_._. I. ­
Pension 10 120,000 to $60,000 I

5.00 ; eBO 

I Rcpl:lcc 936 pu'\.'ie~$ Eax_w/Wage Credit 3.00 ellO 

. CUTS; 

I 
-._--.. 

I 
Defense 18.00 I Dcfellse Transition 

II Decrease pension cumrt. limits (rom 120K 5.0 i CllO 
to 60K ~- :1 

_ End lump ~um payments of federal 
!

2.80 ; ellO 

f
. retirement benefits I.. _. ­
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10.00Management savings 

0.15Limit Ag Stlbsidies, $l00K Non~farm 
.income 


Amoflilc rnsurance 
 2.50 

, 

Cui !Iighway demonstrations in half 0.80 ,

I 4.0, Restructure Federal Debt 
, 

EHmtnale Special HUD Grants 0.13I, 
Reduce OV1!rhead on federally-sponsored 0,80 

I university research 

Streamline operation of Farm Agencies 0,14 
I Offiecs , 

, 
, Reduce suhsidics provided by Rural 0,20 

-
,Electrification Administration 

2,00!f--:- Reduce...~pending on cOl~~~Hallts 

ENTlTLEM ENTS: 

4,00 

, services 
I ExpentllruJl.! target of 8% fur iJ'lp;nicnt 

I 
Reduce \lpt~a!e by 2 % , 4.70 

Mctlicarc premium for income> $100,000 4.5 

expand Sodn! Security lax to ali new 2.70 
statclloc<tJ cl1lployCt':s 

Limit rcdcr~1 5ubsidy to 25% of SMI 1.00 
program 

Costs for $1 OOK single and 125 K (Quple: 0.25 
sini;lc fo,,;e slIpcrvii\ory ane:;t;le~ia 

r--­
Adjust DME .•ei1flburselllcnts Iv refh::cl 0,14 

, 
markel fUfCttS, 

, 

I Payment of lab "ervices, rower c:lp (rom 1.30, 
88% to 76':·~ of the median , 

I, 3% Target Prices (enO) 5,95 
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1993 Bush Budget 
, 

1990 Budget Negotiations 

CaO/House Budget Comm. 


COO/House Budget Coml11_ 


' CDO 


CDO 


CBO 
, 

CSO/House Budget Comm, 

1/2 Transition Estimate 

House \Vays & Means 

House Ways & Means 

CDO 


CBO . 

, 

CBO 


, CBO 
, 

CBO 


CBO 


ellO 

, 
II 
, " 

I,. 

, 
I, 

I,,, 

, 

II 
, 

II, 

II , , 

, 

,:1 

I 

I , 

,, 
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._-, .­

, Expand SWclLoc.1 GOY. Medicare 1.6 •, 
Covcf~ge,, 

Raise Medicare ll; S lOO,oo:J+ 4.5 . 

I' Subject Soc. Sec 85% for $100,000+ 1.5 

-'~ 

Raise share of (\creage ineligible for 0.89 Domestic Policy 
deficiency p<"'lymcnts . 

SECOND U;VEL: 
• ! ceo 

.• 
Increase cigarette tax to 48 cents , 8.7 

Alcohol beverage, to 416.00 per proof gallon 
, , 

, 

Capital Gains carryover 2.D CEO 

Oil Imporl tax/w energy credit (12.3·4,0-) CEO 
g,)-

! 
Health ell.clusion 26,00 ' CBO 

, i , Jnside build up 2.60 Domestic Policy , 
I.--~ 

I\mOrllze SOllie advertising costs 2,60 cno 

I, 
, Tax 85% of Sodal Security benefits at the 6.90: CBO 

current inc()mc thresholds 
, , 

, 

! Tax on wa\cr pollutants 5.0 ello 

1! 
, 

Fixed oil import fee H.8 CBO 
, 

, Limit Tax Ded\lc, to Core Bellt:Jit Package :>6.0 : eBO

'' ­
3 % Hospil."l Revenue Tax , 1).0 eilO 

~ 

3% Insurance PrCIl~\I!H Surcharge 
, 

11.0 ; ello, 

I I, 
, 

Defense , JOC!} i Varying estimales 
; 

! 
I TIURD LEVI',L: -
! Carbon "IX (@ $30110n) 39,2 CaD_. ..­ .. 

II 
Gasoline tax ($,:'5Igallon) 30.80 CIlO 

- .. 
..-~. . 85 % no thresholds 25.8 ! CEO 

Sod;.!l SeCllfit:t COL.AS 22.0 
, 

---_._­ II 
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CBOInclude Capital Gains in l...ast Rctmu of 5.3 
Deceased I 
 ! 
Limit T<lX Deductions at 15% 79.4 CBO I.il i 
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4. WHAT 11m CORE BUDGET LACKS: 

As mentiol!nl tlbov'C, there are three basic re:lSOllS why you might wish to go beyond Ihe CotC 
Budget and cons:idcr sume uf the more painrul Second anJ Third Lcvct deficit options. Gne is 10 
expand some of the majur investment inItiatives ~. such (\$ welfare reform or national service. This is 
the least problematic of the reaS(lnS since 1l1ajor ex.pansions of such programs could take place at a cost 
of $5 billion. 

The second W{)utu ue to fully implement I.JIlivcrsal coverage. AccQrding to the Health Care 
group, the costs of fully implementing universal coverage would be $74 billion by FY97, Filially. to 
t,;ut the deficit in half would require ::mothcr $75 billion in deficit reduction. Thu5. in the absence or 
unexpected economic growth, one WQuld need to fiuJ an aduitional $150 btHion in FY97 lo go beyonu 
the Cure 13udget, cut [he deficit in half, and finance univers:tl health care. While this fh:J.Y SCCm like a 
herculean task, there arc certainly plausible options to achieve either of tbe::e goals. 

1. Unj,:ers..'\1 Car£".: t\S full coverage movc:s some people previously 011 Me(.lieaid to the 
private sector, s."wings of $12 billion will leave a $62 billion gap, Health care ClU$ and 
heal"l care revenue raisers may be more politically palatable if lhey are tied to acceSs. 

COl"\) Budget: 

Combined McdkilfC 'Provider Cuts '11.4 
Lift $130.000 Wage Cap 7.0 

,"",,(;12 Cuts: 

Sin Taxefi 8.7 
Limit Deuilclibility to $185/$335 Core 26.0 

TOTAL: 52.4 

By using $18.4 billIon currently in the Core Budge!, while raising sin taXes and 
limiting Ihe deullctilJi!i!y of health insIJranc-e, oue can get very close to paying for 
ulliv'.!rsal heahh care for FY 1997. 

AI~(l, it is quite possible that the support fQr the two LcvcJ 2 options WQuhl 
incn;:()sc dramAticaliy If t,ley were clearly' dcdk~tcd to universal he;t1th carc. Unions 
often object to the linlitation of dCt.hlctibHlty, as they tend tt) bargain tcncfQm health 
p~ck?g:cs for their lllelll'O'i,':fS ;djLJve this core health packttge, In exchange (or univer:;a! 
he.... lth care, mallY, including unions, might find ihis reform toierable. Likewise. laxes 
on alcuhol and dgarelks are often criticized for being regressive. Ho\vcver. there is a 
SlrQng "'e"tcrnalily" t\rgmncflt concerning e.-1.ch of these substances Ihat justifies additional 
taxation. This economic I.!xlcrnality argument is th:lt these products impose aduitional 
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costs on society in the form of extra health care cos.ts for cancer and injuries from 
aUlomobile (\cddent;t\: that arc not repn::sented in Ihe costs charged by the producer. 
Taxing cigarettes ~nd alcohol to pay for lhe health costs they impose on sodcty makes 
gou<! cconomie and common senoo. These revenues woutd pay for a service - universal 
hcath care -- th2~ would be me:;! beneficial to working po<>f and )niddle class Americans 
fearful of losing their jo~ and their health insurance. 

2. Cutting the Deficit in Half: The Core Budget provides substantial (jdicit reduction­
. even ifS18 biltioll is dedicated to universal health care. Some may argile that we must 
cut the deficit deeper to ensure that real interest rates are low enough to stilnulaJe private 
$(',cl0( investment and reduce the national debt service. Even if we get the deficit down 
to $220 billiun, we will still have Ihe,lowest savings rate.in thc industrialized w-orld and 
far lowcr 1h:\1\ at Rny time behveell 1960-1980. Nonetheiess, these is no queslion that 
the only way to achieve such additional reductiuns are. through dramatic Level 2 and 
Level 3 cuts. 

Even some defidt hawks have cafled for a longer 7 to 10 year plan for reducing 
the defidt. Some ma.y fcd that as long as the Clinton-Gore Administr:uion stays on a 
serious path, the failure to cut the deficit in half in exactly four years IS not significJ.!lt. 
Politically, it !Ha), be acceptable to show !h'lt you are on a path that will cut lhe deficit 
in half, but d!;:H due to poor economic performance (the weakest recovery in a half 
cl:l1H1ry) it would be wise 10 lake one ur two more yca.rs to ensure that too Inm:h dC!nMU 
L" flot takcn out of the CCOr)OlllY. Most likely; i( you are displaying significant courage 
and making serious pn1g.ress on rcducing the deficit. it is unlikely thac failure to bring 
the deficit in n<t[f wfH be that consequential. 

, Therefore, the main Issue should be c~tabIishjng confidence if"l the financial 
community, antt determining how much deficit redu{.:tion is necessa.ry for the health of 
the c"~OllOmy, ,ump:1rcd to the long-term social' relurn of using those resourceS for key 
invc::;tmcnis. One basic rea;)on (or aiming for more deficit reduction is that deficits arc 
gcnt;mlly higher than predicted. 1herefore, one needs to aim for cuHilig Ihe deficit 
SUbSt1lHi;dly more, simply (0 ensure 111'tt we ind,,-'Cd reach the more mo<k:"t goaT of 
stabili:ting DehtlGDP, 

"nelber rcaSon for going beyond the Core Budgel in deficit reduction is Illat any 
bold Ilh'VC t)1l ~ Level '1 or Level J Der!cit oplion must be taken in the fmit 100 tlays of 
a f:r ,;i term, when t:1C honeymoon is at hJ; height. From this point of view. we will look 
back willj n:grcl :'It an)' C;I\!liQH.\ incrcmcnt::lli,<;:tn folter. This view, of cour:>e, must be 
balance;,) <"lg:Iinst Ihe o(hl~r go.1ls of the Athninislration, stich as h~1th c(\re. and it must 
be mC35:un:d ngainst the gOJls and p;olniscs set out during the campaign, 

31 


http:necessa.ry


• 


CONCLUSION 

The purpose of scHing out a Core Budget is to belp crystali7--e the tradcMoffs that 
must be considered hctwccn conflicting budgetary and investment ·goals. It is easy for 
anyone to slate the. case for hi."d invc.stnicnts. low deficits and more health care in the 
llh1ilraCL However. the task at hand is to recognile, confront-and decide the explicit 
trade-oCfs neCCs.'tlfY to l1lake a compelling budget, The Core Budget identifies what can 
and can't be dOlle without significantly contfovcrsii~.1 deficit chokes in the hope that this 
focuses the reader on how much he or she is 'willing to sacrifice for more investment, 
more health care or more deficit reduction, and thus serves as a useful vehicle for 
developing the first Clinton-Gore budget. ' 
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fevall·I, ..... lin2 

SUMMARY OF REVENUE OPTIONS I I+...•. . .. - .. _---_. 

lin $ Billionsl 
...._---_.. "--­

1 
-

1 19941 19951 19961 19971 TOTAL 1 1998 

--­ ._-­ --_._- ._-.­ - lu... 
taxes - Business TaxeslDeduetions: 
Reduce Foreign Tax Avoidance . , -­ .. 3.00 -,-­ ._--_.. -_ .. "---~---- . ----­

-----­ - - - -----_. -­

__Rep'~al DefeHal of Controlled Foreign Corp. Income 0,60 0.80 0,30 0.10 1.80 0,10 
i-­ .. _­ .. _--­ - ..__ . -

End Overseas Plant Incentives 0.60 0,80 0.30 0.10 1.80 0.10"--­ ---­ -­
!--Limit· CEO DedUCIJons 

-­ - --- ­ --r---­ 0.40 - . ­
0,30 OAO OAO 0.40 1.50. 

I -- ­ .. _­ -­ -

Limit Meals/Entertainment Deduction to 50'%. 1.60 3.40 3,40 350 11 .90 3.60 
-

- -
Taxes -~ Cap-ital Gains: - - ._-----­ . . ------­ .~ 

Tax Capital Gains U_nrealized by: Heirs -. .. .. 2_00 .. -f 
• ..._­ .._--­ -

~epe<:lld~ Basis foreapitat Gains 0.00 0.00 1.40 1.70 3.10 2.00 
- .- ­

- - -

Taxes -­ DeductionS/ExemptionSfCredits: 
-

Limit Deductions for 2nd Homes and Debt to $100K 0.20 0.30 0.40 0.40 1.30 0.40 

._---_ .. - -~ -
A: limit aU Home Mortgaoe Deductions to $300K 1.00 2.60 3.20 3.70 10.50 4.20 .- ­
B: Limit Mo(!gag~_!~.:_Doductions $12K1$20K Retl!~1J 1.50 4.20 5.00 6.00 16.70 6.80 . 

- -

Make Permanent Limit on Itemized Deductions 0.00 0.00 2.90 4.50 7.40 5.00 
- . -_ .. 

A: Make PEP oermanent 0.00 0.00 0.00 1.20 1.201 1.30 
3001 

-

B: Make PEP Permanent l ::: 0.00 0.00 3.00 .. 
..._­ 1 I .... 

Make Pease Pefmanenl 0.00 2.00 4.50 .6,50J 4.601 
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revall-"",Jin2 

SUMMARY OF REVENUE OPTIONS 1 
--­ -­

(In $ Sillions) 
--­ -­

1994 1995 1996 1997 TOTAL I 1998 

-----­ ____ mL 0,101----­---"_"l'eal_geduction lor LobbyJ!1g ,0,10 0,10 0,10 0,10 0-40 
1 

-­ -­

End Exemption for Employer Paid Ufe InSurance --; , --I 4,00 .. 
.-­

------ ------_. --­ - - - - - ------------­ -­ ----­ -------­

Replace PossessiOns Cre~lt 0,20 DAD 0,50 0,50 1.60 0,60 -­
------------­ - - - ­ - - ---;=

~~_I:l~dl.lcc Emp-k>yef'Pro::~ded Parking Subsidies ',00 4,00 4,00 4,00 16,00 4.00 
- - - - - -----­

8: Ellm:nate- Empk.ly.er·Provide-d Parking Subsidies 14,00 14,00 14.00 14,00 55,00 1400 

1--------------­---I -------­ ---­

Taxes ~~ Estate Taxes: 1 1 i ...___
---­ -­

L J.. Estate fax CarrYover _. _. 2,00 . . 
-

-­ ---­ - ---­ - - - - ---------­

Taxes -­ Health Care Related: I -­
16,101Health Care,lm~ose Tax CaQ 9,90 19,00 22,20 67,20 25,80

- - ------­. I .-
Reoeal $125K HI CaQ 2,60 5,60 6,00 6,50 20,70 7,10 

, 

-
- - - - - ----­

Taxes ~~ HR, 11 ! 1 
H_R t 1 {revenue raisp.~~_~~IXL_________ 7,00 SAO 5,601 12,10 30,10 

f-
s,3.0t-----­-

1 
Taxes - Personal Income: ! 

-­ -­

A: Add 36<1'/0. $115K1$140K. Millionaires Surtax 4,50 12,50 12,00 12,50 41.50 12,50 

S: Add 36%, $115K1$140K, Millionaires Surlax -­ -­ -­ 21,00 -­
-­

I -
-

I 
Increase Individual AMT to 28% 1 101 5AO 5,30 6,10 17,90 9,20--------­ - --­ ---­ -­

1 I 
Elimination 01 Exclusion for Income Earned Abroad --I -. -­ L10i -­

t , 
-, 

-
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revaJl-..... fin2 

ISUMMARY OF REVENUE OPTIONS 
"In'$ Billions} 

19941 19951 

ITaxes .• Sin: ···+I--+---+---~ 
..l!lc!~~ase Cig_~!~tle Ta~~_ti?_$.48!Pack -----1 2.9°1 3.9 01 3.80_1__3.80, .....!..'!.Aol 3. 70 1 

~~~~ --1 
".... "' ... I 5.00Increase All Alcohol Taxes to S1S/ProDt Gallon 3.901 4:9-~1___4~~~L___ 4.901 'o·Q"I_n1-_____ 

0.20 0.60 0.90 1.301 3.00 1-60Index All Sin Taxes for lnUation 

__ .. ._­ 1 I 

IT~~~:a;e~~~~n~~~:;~~uded in AGI _ 5.60 6201 690 770 26AO:·r--­

12.70L ­ 5.601 6:20 n 6.90 2140 ___ 7.70 _~~n_.._ 
I ' 1

1-.___3.201 5.00, 5.00 5,()\l 18.20 5.00. I 
, , ! j 

__A:}_~~__~?"/o of SSiRR Benefits, Curront Inc. Thresholds' 
I B: Tax 85% of SS/RR benehts w/index 

. EXQand S5 Tax.o All New State/local fml'l<>l'ees 0.30 1.10 1-90 2.701 6.001----- 3.501 
n -­

_._________._____ ..... ____ 1 L ____" 
~~_~es & Fees u Consum2t1on/Environmental; I I I 
_ A: Full Value Added Tax wJProgfessl'(~_Qr~dit 0.00 47.001 ~}~:oo _~J3"OOI I ;v.vv! I 

s: 5% Value Added Tax 47.00 70.00 73.00 77.00 -_. 

~_~~~ise_:rax of $!50tTon on SOx ---"---1 ____ 0.00 ___ n 2.00 2.70f··--- 2,ZOr _... 
Excise Tax 01 $250fTon on NOx o.ooi ..1­1--::--:-::-1---.--::-::+---;::­

t-~~~cise Tax of $i50lfon ~n Particulate Maner 0.80 
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revaB· .....1in2 

ISUMMARY Of REVENUE OPTIONS ~~~~m... _m~~~~_1 ~~---f-'r~~~ 
lin $ BIilions) r 

19941 19951 19961 19971 TOTAL 1 1998 

A;!nC~e-as-e-PolluterFil1es --------------1 1,801 -2~5ol 2.901 2,901 10.101 2.90 ---l 

_BPOu~le~~'neSfTaXes_nm 1330 ~~1~J--17~t17601 m6630l17.601 

..k Increase Motor Fuels Taxes bt~.10Jga!I.<.?~n__ 12.50 22 
B: Gas Tax 1$.07/gailon).~_. _ 7.50 7~ 3°1 32.00 

7.60;0 
~ C: (3"s2a~x.J$:35IgaUon) ~~~~_~~~~~m. ~ 7.501 15. 
..p Extend $.025 Gas 1ax (exeir"s in FY96) ... .. _. 

201 22.80.i -­ -~~~~--

- ~------

A: Ozone Depleting S"bSlances Tax (HCFCL~_~~~~~m 0.08 0.' 1 m~~~~.2.:~l:l m 0.15 0.4 7 O:_'_ll ~~ ~~~~~ml 
B,Ozone Depleting Subs!. T<ix(HCFC+Melhyl Bromide) I 0.22 0.281 0.32 0.35 1.17 0.40 

.50 2.00 
~---

3.70 5.00 
~~.:. T~~_QI)_yyalerc.;;P":OI"lu"t,,an,"lC!s____________+_--:,: 
B: Tax on Water Pollutants 

7.502.0-01 2,ool~~ 
5.00 5.00 18.70 

2.00 
$.00 

U.lUI 1.00Tax on Ag. Chemicals that Polluw 
.--~--:-:::+--

1.00 

t= IBroadOased Tax on Lea(j (HR 2922) ~_~~~~~m__ 0.701 1.00 

I Fixed 011 Import Fee m~~~1 ~~~~_!l:801 10.801 11.301 11 

Excise Tax 3% oolmP9rted Pet(. and Ref!ned Products 1 ______ L5~1 1.60 1 .1.70! . ! t== 
Floor Price for Domestic Oil Production 1.00 1.00L 1.00j__~ 1.QOI 4.QO " 

J r 
- 701 30.40 7.80 

1 !).<::Uj GG."~~J ~v.861 76.30 39:80f--­__~_ 

I I' . 
·­__c:A-:C;;-a:-:f;:-bo:::n:-:T:;::.:::x~-;~;;;;$,5;;;lt::o::;n)----------~1--].5()j l_bV! f .bui {. 

B: Carbon Tax ($25Iton) ].50 . ~ ~ ~ ~. 

. 
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revalh,,,.fin2 

SUMMARY OF REVENUE OPTIONS 

IIn $ 8illlons) 
- "~~~ 

1 19941 19951 1996 19971 TOTAL 1 !998 
----­-

A: BTU Tax \$,10/mmBlu) 7,50 7,60 7,60 7,70 30,40 7,80 
-

5: BTU Tax ($,5Imm8Iu) 7,50 15,20 22.80 30,80 76,30 39,80
--------­, ----­

I 
" 

Fees -­ User; 
- ---­ - -­ '" - ----­

Raise Fees lor Uranium Enrichment 0.20 0,20 0,20 0.20 0.80 0,20 

1-c-­ " . -----­--­ ----­
Raise Rates tor Federa! Hydro-electriC PowDr 0,00 0,30 0,30 0.20 0.80 0,20 

I 
Impose User Fees on the Inland WatefWay SYS1O",! 0,40 0.40 DAD 0.40 1.60 DAD 

- -----­

'" --­

1.60 
-

--impOse a Royalty Payment on Users of Radio Soectrum . 1.50 1,80 1.90 6,80 2.00 --­

:-Aoctio-I) licenses to Use the RadiO Spectrum 
- ---------­ -­

0.00 0,00 1.70 1,80 3.50 0,00
-­

__ Ct.!~~g~_~?! Exaf1}_if!~tion of State·Chartered Banks - -­
0.20 0.30 0,30 0.30 LiD 030[_=--------­

--­
Establish Uscr Fees fOf Air Tralfic Control Services . 0,70 1.50 1.60 1.70 5,50 1.70

f---'­-

__ F$~ablfSh C_~?r9~_~}~(t Takeoff and Landi~Q SIOIS 0,30 0.30 0,30 0.30 L2(j 0,30
- --­ ... ---­ --­

Raise Coast Guard Fees 0.70 0,70 0,80 0,80 3,00 0.80 
- - ---­

r~_9harge a Fee for 8Ml Claims Not Billed Electronically' 
, 

0,20 0,30 0.20 0.20 . 0.90 0.10 
-

I , 

Weather Service Fees 0.01 0.01 0.01 0.01 0.02 -­- --------­

- - --­

Prisoner Use Fee 0.05 0,05 0.05 0.05 . 0.19 -­---­

- . 
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revalt-I ,~.fin2 

SUMMARY OF REVENUE OPTIONS 1 I ~~ I~~-~--I. I 
In $ Bilfions) '-1------ __ _ ---j' 

. 1 ' 

19941 1995 1996 1997 TOTAL 1 1998 .- ­

1 ~ ~ --+---/c-­
BATF User Fee 0.01 0.01 0.01 0.01 0.02 .. 

, ~ l .~__ 
_~xlend Palent and Trademark Fees I ____-- -- ~. 0,10; ! -­
__ u_u._~____ ~ .~~ I .~ ~~ 

Extend Custom's User Fees -. .~ •• 0,80 .. 
~-~-~ ~ ~ ~ I~~~~~~ ~ 

+ 

I-C:G:-ra-z7in-g-;F:-e-es- ~~~ 0.02 0.03 ~ 0.03 0.03 0.11 .. I 


i_..•___ 

Health Care Reform: 

1:\imitTaxDeduc.loCore8enelilPacl<a\Le~ ~ 10.00~-~17.00 21.00 26.00 74.00 ~ill~O~~~~__ 

3% Ho'eital Revenue Tax ~ 11.00 12.00. 14.00 15.00 ~ 52,00'._ ._17.001.__~_ 

3% Inwrance Premium Surcharg'!......__--::-___ ~~ 9,OO~ ~ 10,00 ~~ 11.001 ~40.00 1_2_._0_0f---___ 

Medicare: .. I' I~__ 
IME 10 3% 1.60 1.90 2.10 2.30 7.90 2.50 

_ Establish ~~ospecL Pay~t. for Hosp!t?! q~Jpatient 0.80 ..---..f----- ­u ___-. __ -- _ 

Home Heallh Co~lnsurance 1,90 2.50 2.70 3.00 10.10 3.30 

Income Relaled Premium (125K1150K) . 0.30 1.20 1.20 ~___ 2.40 .._~.10 
~ 

4.30 ..___ 
i 


Elim. Wag~a~Medicare Hosp. FundPay'roDTax . 3.00 6.00[ 7.00 7.00 23.00 . 8.00 


Medicare Premium for Income >$100,000 1,20 1.20 2.50 A.50 9.40 .. 
~ ~ ~I' .. 

._"--_---'L. 
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revall" .. .,).fln2 

SUMMARY OF REVENUE OPTIONS 

In $ BUllons 


Tax Soth Portion of Medicate fot Inc> Threshold m,_
Increase Medicare·S Premium for Income Over $125K .~u 4.f.l.V; 2,70t I 

560L......6.c.7(jL16S0

':::::::~~~~+t~5~:::L:::~t::~::Snnnm--l:::1 m::: n. 170t 1601 6201 
s 

1601 ...~ 
..nn......._.... 
 ...1-- 1 - - ---------t-

Expenditure Target BOlo for Inpatient Services ··1 4.00 

Occup"n.9'.!"enatty lor Capital paymentsmn'l ...::I I..n nI o:aoj n n .-Jm...... J.....__ I 
':"App'!y.R.elative Valueslo Overhead mmmn'ln'::! .... __ 

u 

I Iu u rl 30 I ­
ReduceJ)~Xmenis for Laboratoly' Services -----~-- -----1 ~------m-':I} -j-- !... 50
~______ u' " u . ..., ... 'I- ­

h .. ····· --------~~----+---+-~-+---+--.,-.. , 0,30_Reduce Grad. Medical Ed. for ~~~i}:~l.i~_t~ _in OVC:fSUe~~___I--_ __ ,_.. 
I 1......· ­-:-:-~c-::--:--:-:--c:-;-:-==----...' ....... 

0,10lim!.1 Variation Q): Hospital in GME Payments ul "I "I 

!yenalty IOc£:ilper Claims '''l ~~I ui ..I 0,1°1 ...I~~I "-1 
n'n._~__t----J 

IPension Contribution Limits: .._n. ,,_ul nnl-un =r- I 1 ...f= nlnnn_'l
Decrease Pension Contrib. LimilS from 12011; t.9 60k f -- ~. ow 5.00 Hi 

Note: "A", "B~. and "C" indicate various versions of a poliCY option, or differina revenue estimates for the same ooliCV OPtion 
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costst.,. ... ,(jn2 

-

I····· ..... I t !SUMMARY OF COSTS I..._----_ .. 

(In $ Billions) -_ .. ._-­ ---- ­ . I t-_ .. 

< 

LOW COST I 19931 19941 19951 1996 19971 TOTAL 1998 

._-----­ -­ - ­ I .. 6.0S~6.6S I 
Health Care: 0.00 5.30 23.84 42.03 47.86-­

1 0.001­ 0.00 
--_ .. 

National HBafth Care Reform 0.00 0.00 16.00 16.00 39.00 
~~!1_g-Tef~ ~~re and Personal Assistance Services I....•• 0.00 O~? 0. 101 0.10 0.20 0.50 0.20.­

...~DS'-WO!!1en's Hea!~~. and Pub, HeaHh..lnit~~.Hves (1) 0.00 5.20 5. 951 6.75 7.64 25.53 8.66 
.. _--­ -_ .. 

I.­
Rebuild America: 10.70t=12.~? . 12.00 11.90 13.40 60.40 5.10 

._-----­ . - ._---­ ---_. 

~ghways, Bridges and Mass Transit I 4.30 4.00 3.40 3.00 4.50 19.20 0.00_. . ._-­

_I:lJ9!1J'peerl and Other Rail (2) I 0.00 0.00 0.00 0.00 0.00 0.00 0.00-
AirEl..0rts and AVIation PI 1.00 0.50 0.401 0.30 0.20 2.40 0.10 
-Waste-Water Treatme"-t'(~j-141' 3.00r--­ 3.00 

-- -­

2.00 3.00 3.00 14.00 3.00 
.DrinKin",. Water Suep!y.QlJ5). I 2.001 2.00 2.001 2.00 2.00 t 0.00 2.00_.._­ - ­

0.701 0.80 
r-' . . ._----_ .. 

Defense Firms 0.20 0.50 1.001 3.20 0.00. 
Defense Workers 0.20 _-_ °1? a.soL___ 0.80 0.701 2.60 0.00 - - ­ _.. ­ ---- ­ _.._-­

2.001­Local Communities 1.00 2.00 2.00 2.00 9.00 0.00 

... _.._­ ---_ .. -- :----­ - . 

Environment and Energy: 0.16 0.15 0.13 0.15 0.15 0..74 0.0.0 
Natural Resources Infrastructure 0.00 0.10 0.13 :---__ 0.15 0.15 0.53 0.00 ... 

1····-0.15 ---_ .. 

~i.1_~9~_ Conse~~!i.on {6) 0.00 0.00 0.00 0.00 0.15 0.00 
, Federal Energy Efficiency Fund , 0.01 O.OS 0.00 0.00 o..ooi 0.06 0.00 .. -

< 
.. _----_ .. -- ­ -­

Environmental Technotogy.:...(13L 0.37 0.65 0.79 0.79 0.79 3.38 0.00 
R&D (NSF & Env. Tech. Centers).. ______ ! ...~25_o.~~ 0.47 0..58 0.58 2.24 0.00. 
Stimulate Commercializaion of En\', Tech. 3) !"' 0.05 

._--­ --- ­ - ­

0.14 0.15 0.16 0.16 0.66 0.00 
.. _---­

Convert Fed, Cars to Nat. Gas and Electric 0.04 0.05 0.05, 0.05 0.05 0.22 0.00 
eliminate Purchase of CFC Cooling Units p} ______ . ,_o_.02 _o~~r- ­ ~~~~-- 0..00 0.00 0.18 0.00 
Convert Fuel Oil Fed.. ~IQgs.:J~ N~tural Gas {~f 

- ._------­ . 

0.01 0.03 0.00 0.00 0.09 0.00 
I, , 
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. . costsl""iJin2 

... 

1·····- I····· I I·· I 
SUMMARY OF COSTS 

I 
I

--~~ ....._---_ .. .~~~~--.. 
(t~ $ Billions) ... II I •I 
lOW COST I 19931 19941 1995! 19961 19971 TOTAll 1998 

~~~~ .--~~-~- ..--~~-~~--. ~~-~~ . ... .1
tl'1a,nc.: (:!)- ­ .. 70.00 10.00 , 0.00 10.00 10.00 110.00 0.00 ... . .. _-

RTe S&L Insurance Fund 60.00 0.00 0.00 0.00 0.00 60.00 0.00 
Infrastructure Bank 10.00 10.00 10.00 10.00 10.00 50.001 0.00 

~~-~~-- . 

T 
-~~~- ._­. I

.~~~-- --~-
-_. 

Oelense Program Increases: 0.001 1.05 1.551 1.60 2.40 5.80 2.65_. . ..~~~~ 

! 
'i\ia'tion-al Service: 

-_. . .. ~-~~- .--~~ .--~~- ~~~~ 

0.00 0.35 1 .1 0 1.80 2.10 5.35 2.40 

lweifine Reform: 
~~~~ -­ ~~~~ 

0.70 1.60 3.80 7.00 8.50 21.80 10.40 
i. ~X2"fl<lEITG (l) 0.70 1.00 2.00 4.00 4.20 11. 90 4.40 

~~~~ .--~ ~~~~ .--~~~ .. . .. 

Expanded JOBS 0.00 0.60 1.50 2.60 3.80 8.50 4.00 
6001 

-
Ghild SUI'P",I 0.20 0.30 0.40 0.50 1401 2.00 

..---~- .. r . 
. 

n •••_____________• . 
Children & Fammes: 0.00 6.53 13.76 15.19 16.~~ 52.06 11.61. .~~ -~~-~ 

_.. 
.---~~-~~ .--~ 

.~.<!!TIily_p.r.~servalion Services 0.00 0.10 0.22 0.30 0.32 0.94 0.34 
Tax Deduction for Adoption 0.001 0.02 0.02 0.02 0.02 0.08 0.02- o.()ol_. 

_.. -_ .. ..---~- .. ._­
_ Gr~f!~~}or licensing. rt!"!~t~..S'~'!i_'5>ring__.. 0.03 0.03 0.03 0.03 0.10 0.03 

.--~~-~~- ... 

Head Stan 0.00 1.00 2.00 3.00 4.00 10.00 5.00 
.. _­
HIPPY 0.00 0.20 0.20 0.20 0.20 0.80 0.20-_.. . .. _­ .._----_ .. .. ---­ ... _­
WIG 0.00 0.36 0.57 0.78 1.08 2.79 1. 11 
-~~-~~~ 

-_. 
Dependent Care Tax Credit 000 0.05 1.12 1.14 1.20 3.51 1.25 

~-~~~-- -~~-~~~- . 

Children's Tax Allowance 0.00 4.77 9.60, 9,72 9.72 33.81 9.72 ._--_ .. 

Teenage Pregnancy' Prevention SHaleOV 0.00 0.01 0.01 0.01 0.01 0.03 0.01 ... 
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costsuujJin2 

~~MM~~I;O:COSTS ........1 mmmi j ·1············· '1" I.... .. 
($ ) .. j ............. "f-~--I 

LOW COST 1993 1994 1995 19961 19971 TOTALI 1998 

0.28 1.34 2.12 2.60 3.11 9,451 ... 3.62 

~ 0.04 
0.15 0.20 
0.13 0.13 

- - - - - - - - - - ,--­

U. I 0 

0.18 0.04 

~ 0.20 ---­
0.50 0.13 

0.53 1.10 0.75

0.561 0.58 
) I 0.00 

-------­

2.45 0.61 ....c~r-............ 
0.04 0.00 

1.14 2.67 1.40 
U.!:>OI 0.60 2.00 0.50 

----­ ----­

.821 2 ,89 
'61 1.30 

0.90 

°1 0.00 
0.10 

0.101 0.02 
0:60 i-­ 0.15 
0.40 0.10 
0.40 0.10 
0.51 0.12 
0.20 0.05 
0.01 0.00 
0.20 0.05 
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costsu"I.fin2 

'~~M;~~:O~~STS I': ...~... j-.---+---+---I---­u_n 

lOW COST 1 1993 19941 19951 1996 19971 TOTALI 1998 

-L--H ···· •• cl-------::-rSI~-"nit.L"",powerment: J-~~~ 0.781 I • .).,~ I, 2.01 2.27 8.15 2.50 
~ Communi!!' Deve!'!Pf!lef!t!2:anks __ ____ 0,001 - u.l 51 0.17 , -- 0.19 0,64 0,21 
~ Enterprise Zones I 0.28 ~_ ~:1~1 0. 561 0.77+-_-,0"".9_91. 3.00._ U8 
.. fcrf!!. Ex!ension ollow·Jn~g~~J~o~_~~ Tax C!,~d. __J O.~_C!L • ·01 0,30v . ..: 0.30 0301 1.501 0.30 
_ Perm Extension ot the Mortgage Revenue Bond Pro~_H 0.20j u.zol 0.201 0,20.-- 0201 1.001 ___°.20 
_J:l~_'!1el~~$l!ess Rehab. Grant P,ogr.<!m ___ _ _______ 0.00 005 005 005 o.vo-. 0,201' 0,05 

Mc:vingJ2....New g!?2Qrt~nities ~__ ______ 0,00 0,25 1 0.501 U''''I1 0.54+-__ 1.811 _____ 0.56 

.. I I 
2.72 5,08 7'1~ ____ 7.32 22.34 ____2_.23; 
0,80 1.40. 1.60 1.80 5.S0 2.101 

, 0.051 0.001. 0.00 0.00 0,17 _u,--JLOOI 

E,QQrt Promolion ~ 1-----­ m I -1 ' I' I I 
• ___nO __-, 1.80 3,60 _,5.401 5.40.. 16.20._....Jl..c00 

.-------- 1____ I ---' I . .1 
Tax Incentives: 10.00 10.00 10,001 10.00 10,00 50.00 0.00 

ITc;JPe'manent,I~~~.;"enlall00/0H~) ..______:. 10,0o___ 10,00 ______10.00~-O.OO 10.00 50,00 0,00 

TOTAl--lOWCOSTS - 93.33 61.55 :127.121 445.341m i6-:S-1Fs6,8~- 145_1~ 

Page 4 

http:10.00~-O.OO
http:16.20._....Jl


costsL."Jin2 

I I I I I !SUMMARY OF COSTS
(irl$BiIIiOnsLu' u m _I_"~ .. __1__1m 

HIGH COST 19931 19941 19951 1996 19971TOTAl 1998 

Heallh Care: - ..- - - ---- 0.00 19.06 38.43 --69.95 94.60 222.o3T 116.50 
National Health Care Reform _ - 0.00 __ ._ 10.00' 28.00 44.00 61.00 143.001 71.00 
LongTerm Care and Personal Assistance Servi""s __ 0.00 0.00 0.00 14.00 20.00 ~4.00 30.00 

_A!DS.Women'sHealthandPubHcHealthlniliati~£'!s 0.00 9.06 10.43 11.95 13.60 .__.~.?03 ___ 15.50. 
I I 1 

.Rebuild America .______ ..-_~'::'_.l .. 17.38 :-.- 23.781 23~28L. 27.oal 29.48[. 121.001 7.55 
..!:lighw-"jls, Bridges and Mass Transit _ __ 6.30 8001 7.401 7.001 8.501 37.201 0.00 
.J:tillh Speed and Olher Rarl PO) _____ 1.28_0.781 __ .0.781 2.68! 2.581 8.101 VIS. 
_Air"",ls and Avialion_~_ _ __~_. 1.00 __....Q20 0.40. 0,301 0.20, 2.401 0.10. 

._ Waste Waler Treatmenl (lIt ____ . __ .'_ 2.00 _.....l:.O.o_, 3,0.0j' 3.0.01 3.00 14.00 3.00'1' 
Drinking Water_Su~ety. (I!1L_____~__ _~~_ 2.00 _~__ 2.00 __ 2.00! 2.00 10,00 _ 2.00 
Defense Firms ._.. __ 2.20_~_.. 3'70 5.801 ._ 7 .OOI ___22~20 __ 1l.c00: 
Qelens"-Workers .. __________. ~_12Q 4.001 4.001 

_LocaICommunitres ________~ ___ LIO 2.00 2.00' 
__ "._~ ___ .__ ­
Environment and Energr: 0.85. 1.00 1.25 

I Natural Resources Infrastruct~~e .~.----. -~---O~68 0,70 0.7 5 

Enefg~Conserva1ion .~1.5 O~..~9 0.30, 
Federal Encr9l'E.fticiency Fund I 0.03 (I. 101 0.201 

IEnvironmenlal T.chnol0!lY~_ 0.68 1.60,____' 

4.30 4.201 18.00 _ 0.00: 
2.QO 2.00 9.10!____..QJ)O 

1 
1. 
o~ 

40 1.40 
75 0.75 

O. 
0, I 1_ _ 

35 0.35 
30 0.30 

R&D (NSF, Tech. Centers: and inleragencl'..P..!"il,aml. __ 0.25 0.461 0.0. 
Stimulate Commercializaion of Env. Tech. 0.05 0.14'IConvert Fed. Cars to Nat Gas and Electric 0.35 1 O.90i \}'~lli U.i:HI! U. 
Eliminate Purchase of CFC Cooling Units 0.02 0.081 t - I - hi 

Conver! Fuel Oil Fed. Bldgs. to Nolural Gas j 0.0 ,_ 0.Q3 V.VOI u.vol 

- I 
 1 
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COStSlo" ,.fin2 

SUMMARY OF COSTS I 
(In $ Billions) 

I 
HIGH COST I 19931 19941 19951 19961 19971TOTAL 1998 

Finance: 70.00 10.00 10.00 10.00 10.00 110.00 0.00 
ATC S&L Insurance Fund ·____..._~ 60.00 0.00 0.00 0.00 0.00 60.00 0.00 
Infrastructure Bank 10.00 10.00 10.001 10.00 10.00 50.00 0.00 

----- ­

._-_.._-_.__._- _.­ -l 1.551pefense Pr~g!.i!m Increases 0.00 1.05 1.80 2.40 6.80 2.65 

I 
~,.--.------.----- ­ -- ­
National Service: I 0.00 0.35 1.101 1.80 2.10 5.35 2.40 

I. 
Welfare Reform: I 0.70 1.80 3.801 7.00 8.50 21. 80 1 10.40 

ExRand EITC (7) I 0.70 1.00 2.001 4.00 4.20 11.90 4.40-
Expanded JOBS 0.00 0.60 1.501 2.601 3.80 8.50 4.00- --_. 

I 0.301 
. ..­

Child SURRort 0.00 0.20 0.40 0.50 1.40 2.00 
I I-_._----_._----.._-_. -

Children & Families: I 0.00 6.53 13.761 15.19 16.58 52.061 17.67 
Emily Preservation Services I 0.00 0.10 0.221 . 0.30 0.32 0.94 0.34----- ­ - ­

Tax Deduction for Adoption 0.00 0.02 0.02 0.02 0.02 0.08 0.02 
_ Grants !or LicenSing and MOnitoring 0.00 0.03 0.03 0.03 0.03 0.10 0.03 

Head Start 0.00 1.00 2.00 3.00 4.00 10.00 5.00 
HIPPY 0.00 0.20 0.20 0.20 0.20 0.80 0.20 
WIC I 0.00. 0.361 0.57 0.78 1.08 2.79 1 .11 --.-. 
Deeendent Care Tax Credit 0.00 0.05 1.12 1. 14 1.20 3.51 1.25 
Children's Tax Allowance 0.00 4.77 9.60 9.72 9.72 33.81 9.72 
Teenage Pregnancy Prevention Strategy 0.00 0.01 0.01 0.01 0.01 0.03 0.01 

, , 
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costsL .. ,.fin2 

SUMMARY OF COSTS 1 1 
In $ Billions) 

. I 
HIGH COST I 19931 19941 19951 19961 19971TOTAl I 1996 

I-
Education & Training_: 0.26 1.34 2.12 2.60 3.111 9.45 3.62 

National Education Goals Panel I 0.03 0.03 . 0.04 0.04 0.041 0.16 0.04 
State and Local Reform Grants I 0.00 0.05 0.10 0.15 0.201 0.50 0.20 
Urban Reform ---I' 0.00 0.13 0.13 0.13 0.13 0.50 0.13 

_ Youth A[?QrenticeshiR I 0.00 0.08 0.16 0.33 0.53 1. 10 0.75 
---.£hapter 1 SUQQlemental I 0.25 0.521 0.54 0.56 0.561 2.45 0.61 . -
_Office of Ed. Research and Improvement {Reauth.l 0.00 0.011 0.01 0.01 0.001 0.04 0.00 
Oualit~ Workforce DeveloQment Act 0.00 0.03 0.63 0.89 1.14 2.67 1.40--­
Dislocated Worker Assistance Act 0.00 0.50 0.50 0.50 0.50 . 2.00 0.50.-._--­

---­
Crime Strategy: 0.21 2.641 2.34 2.79 2.64 10.62 2.69 

100,000 New COQsIPolice Cores 0.15 0.911 0.75 1.20 1.25 4.26 1.30 
Byrne Grnts/Communi!y Policing 0.06 0.90 0.90 0.90 0.90 3.66 0.90 

-­ - --------- -----­ -_.--­ -" --_._---- ­ -­ ._. .-­
_ Brady Bill. 0.00 0.10 0.00 0.00 0.00 0.10 0.00.-­

Criminal Justice Drug TestingfTreatment 0.00 0.10 0.10 0.10 0.10 0.40 0.10 
._-­

__ Medications Development Program 0.00 0.02 0.02 0.02 0.02 0.10 0.02 
Drug Treatment Research 0.00 0.15 0.15 0.15 0.15 0.60 0.15 
SAFE Schools 0.00 0.10 0.10 0.10 0.10 0.40 0.10 
Gang Prevention Grants _ 0.00 0.10 0.10 0.10 0.10 0.40 0.10 
Domestic Violence/Ra,ee Grants 0.00 0.15 0.12 0.12 0.12 0.51 0.12 
White Coliar Crime 0.00 0.05 0.05 0.05 0.05 0.20 0.05 
Law Enforcement Family Support 0.00 0.01 0.00 0.00 0.00 0.01 0.00 
Rural Crime Initiative 0.00 0.05 0.05 0.05 0.05 0.20 0.05 

, I 
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costs,-,,,,.iin2 

HIGH COST 19941 19951 19961 19971TOTAl 1998 

2.27 8.15 2.50 
0_ 19 0_64 0_21 
-'-~ -- -­

0_99 3_00 I .18 
0.30 1.50 0_30 
U.O::UI 1.00 0_20 

-o.oST - - - --- ­

0.20 0.05--­
25 0_541 1.81 0.56 

"~ - ------ ­ - ­ ~~~~---

TechnologylMfg.lSmall Business: --IO . ..cv 
- - -t--­

4.23 
- - ­ ---~-

33.61 2.10 
R&D Tax Credit 
SSA Loans 

0_00 
r~~-- -

0.20 

0 ....... 

0 "~-+~~I ~~~I- ­ ~~~-~ 5.60 2.10 
0.52 0.00 

0 0.10~p-Of\PJOmOliof1 ~~~~~__ ___ 0' _._, ~ .. ~, ~.-, OA9 0_00 
------ ­

)0 3_00_2ochnologyj8) _ -. _ --~----- _ -- ­ I 0. 0 I --T I
I . __om __m______m 

2~,01) 0.00 
----~-

Tax Incentives: I 10.00 10.00 10.001 10.00 10.00 50.00 0.00 
•. ITC-{perrnanCnl.lnCremenlalllJ%){91 _. I 10.00 10.00 10.00+---10.00 10.00 50_00 0_00 

~--------~ -------+ ,
!iOTAL HIGH COST I 101.091 84.101 118.751 164_181 196.061 664J8i 168.931 

_----1 1­ --"-~~-~ "~~~---.--
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costsu •• ,Jin2 

II --~----·+I----+---~------ =---------'--f--­

ilssumptions: ·-----1 n I 1
-------------+1···· -+-----+1 --+--~·----l-I---+----t_---

l.moderate cost 2roP_qs::l}J!!1ere was no low cO~!J~roposal) --f _____ - ____ I - __ I ____--\ 
,,2. ~~!:lv., Ene(g;{~~_f!9 Natural ResotJr~~_~Qp_llonr memo sY.9R~J§__~150 million in '93, increasing t~_~_40iq_ million in '97 _I 
3. low revenue estimates arB the same as high eslmates (all that is avajlabl~) I I I _ 
4, "Env., Energ~, and Natural Resources Options" memo sU9.gests $2.7 billion in '93 and '94 for sewage and wastewater treatment ol_a~ 
5:.-_~Env.. Energy, and Nalural Resources Qp~i<?!,s" m~mo _~.!:!ggests $2 bilh£l]!ye-a_f starting in '94 for dril]~~f!.g water Q!Qj9CtS __ 

_§,- as a_!larlo! a stimulus Qackage --:l I I - [-u __ 
2'.:.._Jow options lor sti~~~!.I_s: $15 billion oy~r,l_JjarS-<:~3, '94) _______ II _________ <_ ____ _ ~_ '" ------~-i 
__hig~ op!ions: $50 bi!llofl_<?ycr_!~~~_y'ears:=J " i 
8. this will not add to the deficit if funds are transferred from defense R&D I 
~Devels for each ye~~_getermined bY__~Y!2r~Ql!lg mu!tl'y~~p-'?l estimat~_ __ I~- __ - ------ __ I 
1O. "Env,.J~._f!~gy', and Natural Resources Options" memo suggests $45 million in '93, increasing to $950 million In '97 
~"_Env.. Energy, and Natural Resources 0R~ions" memo sU9gesl_~~~4 biIUy~,?-!_ st~!tjn tn '93 f~~ se.~§I._ge _~!1_d wastewater treatment lants 
!~. "fnv", Energy,_ 2n~J4attjfaU:~.~sourccs Option~" ~~mo suggests $2 billion/year starting in '93 for drinking water t?"ro"'-."c"'ts'----i_ 
\3, '96 numbers were used for '97 no '97 numbers rovided in 0 lions memo I I I 
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defall·,.",fin2 

- - -------­ - ­ - ---­ -

OPPORTUNITIES FOR COST SA VlNGS (n I I 

I It 
--­

(!n $ Billions) 

19931 19941 19951 19951 19971 TOTAll 1996 

-------­ - ­ - - -

I 1-••_-­ -
1---:­

,-­ - ----­

Administrative: -­
. 3'% admin sa~ing~jn. in 1995) , 0.001 0.00 2.00 5.001 6.50 13.50 8.50 
__£~~_~~~ c:onsultanlS (begin.:J!!__1~~5) _ __________ L .0.001 0.001 0.20 0.20 0.20 0.60 0.20 

--------­

Eliminate 100,000 Federal Em~~ees 0.00 0.00 2.00 4.30 4.50 10.80 4.50-- -­
Reduce S~nding on Consultants, Overhead 0.00 1.50 3.00 4.50 6.10 15.10 6.40- ----------­ ._--­

_f~_t_~hi!c House Budget 25% 0.01 0.01 0.01 0.02 0.02 0.07 0.02----­ - ----­ - -­ --------

Eliminalkm of Unnecessa~ Commissions 0.03 0.05 0.05 0.06 0.06 0.25 0.06 
Enhanced ReciSSlon 3.00 6.001 6.00 6.00 6.00 27.00 0.00 

----­ - ---­ -­ -----------­ - ---1":­ -­ -----­ - ­ -

, 

I~griculture: 
- -- -­----­ - ------­ -----­ ------­

__.R~_strjct el1gibjlj~y and reduce the paYrTl~!!! limitation 0.00 0.10 0.20 0.20 0.20 0.70 .. 
---­

Eliminate Honey' Program 0.00 0.00 0.00 0.02 0.02 0.04 .. 
_ Eliminale wool/mohair ~ri~~_~_uPR~_~J~rQ9g!)m________ 0.00 0.19 0.19 0.20 f-- 0.20 0.78 .. 

- --­ -------­

__~~w(!r p-fices to farmers In USDA commodi!y.J.?!£9s. 0.44 1.55 2.15 3.20 5.95 13.29 .. 
Raise share of acreage ineligible for deficie~_~.!!!t~.___ 0.41 0. 961_ 0.91 0.81 0.89 3.98 .. 

..- -­

_ ?Ir~§lmline operation of Farm Agencies offices 0.03 0.07 0.12 0.14 0.14 0.49 .. 
- --­

Reduce subsidies provided bv Rural Elec. Admin 0,03 0.071 0.13 0.17 0.20 0.60 .. 
Replace Crop los, Prog. wI disaster assist p!~gram .. . - .. .. 1.00 .. .. 

-

___Eri~jnate m!3rk~,--promotjon ~rogram___ 0,01 0.01 0.01 0.01 0.01 0.05 0.01 

-­ -- -­ -

AID: 

Consolidate the Overseas Broadcasting System 0.00 0.10 0.20 0.30 0.30 0.90 0.30 
Reduce Security Assistance 0.04 0.15 0.33 0.54 0.55 1.61 .. 

- - - --­ -

Debl, .. 
I 1,701Reduce Interest by Shorten_i~RMaturities 0.00 3.40 5.10 6,80 17.00 f-­ 8.30 
i 

- - --­

I 
-" 

- - -------­ -­
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defaU·",Jin2 

~~~~ri:fES FOR COST SAVING!I(I) 1 
 u=+=L mII .] 
19931 19941 1995 19961 1997 TOT ALi 1998 


.----j--.. +u_l_uut--1--+----1 
Oefense Cuts Packag,;,::es'--__ t r I 

'~::r~=_m-.-..- .... DOOr 1~~~i_~::~~ ;::~~ ~~::~ --'~~:~~ i~tcil 
S=CSt~::~~:~:tng"-.J~): ... . ___=-1 u~oQI~J_ u+ ·--Iuul ~- ..- ­

~_560~ 920., 19.40. 9.20. 

I Overhead Reduction .____ 1 2.40~_O.901 2.10.1. 21514.30.1 11.851~' 3.0.5 

I ­
A: SOl Reduclion m__ ·u_L._ 1.60.1 1.20.1 2.201 2.20.1 2.20.1 p :~I H~B'SDIReduclion I. 1.60, 2.001 3.10. 3.20. 3.70 1S.v\J 


.-~- .. uL_ I ._I··· ­ ~j 0.65 __ A: AC9uisilion Cut 0.00 0.651 0..65 1,051 1.25 3.ov 
~~~uisjtion Cut 0..0.0. .1.90. 2.75 2.0.51 2.75 9.45 1.0.5r

~~. - ----- ­

--_._­
A: National and Tactical Intelligence Cut 2.60i----1-.'riol- O.70~- 0..70.1 __ . D.60J 5.60. 


__~: ~at!onal and Tacticall!l,el-,~g~!1_~c ,Cut __1_ 2.601 __ 1.~g+____ 1.20 1.20. 1.1 0. 7.60. 
.._----,-- --­, , 
A:Pay.Raise Adjustment 0..0.0 2.0.01 2.70. 2.8DL. 2.80. 10..30 __ 2.90. 
B: Pay Raise AtJjustment • 0..00 2.00.1 4.40 6.401' 7,30. 20..10 7.70. , 
Reform DOD irlVent0'Y.J;ystem -. 

, 
0..00. 5070 0.00 ·---·0.0.0. _'ii:-o()1

, 
5.7() ..::] 

- ---- - ----- - --- I I 

Education: I I 


Eliminate Funding to School Districts for Impact Aid B 0.00. 0.10 0.10 0.20 0.20 0.60 Q.20, 

Replace Stalford and SLS Loans with Direct Loans 0.00 1.40 1.40 1.50 1.50 5.80 _ .. 1.60 
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defall·h;:;,.fin2 

OPPOATUNITIES FOR COST SAVINGS (1j ~~ I :~ _~_~ I I 

In $ Billions) J I 


1993] 19941~~-19951~19961~19971 TOTALI 1998 

Health Medicare savings In I I 
~ ~ ~ r-~~ 

Frp.ezp PPS !:Ipd~te 0.00 1.60 2.20 2.40 2,60 
0,00 0,20 0,60 0,80 

~~ 

.. . ~:I __~~ .. ~ 1.60 
~ ~ 

0.00 0.40 0.60 0.601 0.80 

8.801 ~ 2.90j 
Reform tlosRltal outpatient 0.901_25~L ".h!.Q 
Freeze updates for 5 xea!~ 
One-year Pari B Ireeze _2.4·~h~ 
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defall~J I::'. fin 2 

OPPORTUNITIES FOR COST SAVINGS (~~ =+=~J ~,1I 
(In $ Billions) ~__ ~~~__ ~ ~ ~ ~~ 1 L__ --1--­

1 1 1 
19931 19941 19951 19961 19971 TOTAL 1998-

~~_ I __ I 1 1 r---- - "- I -I ,-- --~-
IMlscelianeous: ~~_~ ~_~~__ +-. ~~ . Ii 
,...§!i_minate Consumer Homema.ki~gJ}ranlS _ .,_"_ ..~. =t~.oJ+__,. _?~ 0.04 " ~~04 O.O~L u.·5 
~~Eliminate law·relaled grants 0.01 0.01 0.01 0.01 i~ 0.0"h'OO 

Continue to delay child care obI!R"!tio~s _ --------·-'1-- -- __" __ =-= __ ____ ____ 0.30~__ 

Tax credit unions like other thrift institutions 0.20!_ 0.50 "j!, 501 0.60 

Eliminate CRRS MorrHl-Nelson I 0,00 0.00 O. lol 0.00 


-.Jilll]}inate the shiQ operating subsidy ! 0.25 ___ 0.24 O.~O.23 
Re~uce the Ocean ire~ht differential 0.04 0,04 ____0. D4 0.04 
Restrict agen9: match on thrift alan contrib, to 501>/0 0,47 0.77 "___1- 1.40 

_ Eliminate follow-thro_l!9h__ __ 0,00 0.00 O.--6~1 0.01 
Coast guar~. 100% cost recovery __ 0.79_1 "__ U.! JIJ 0.751 O.7! I 0 . B OJ •••~.-,,3,,-,.7-"01--1_~u 

Science/Space/Technology: ,I t r 

Roouce Overhead on Federallr Sponsored Univ. R&D 0.00 0.10 O. 0.20 0.20 


~-

Cancel New Spacecraft DavalO"",e,,! Projects - --- 0.00 - 0.10 0:1~~I 0.20 0.20 

Cancel the Sp-ace Station Program _P....:9_0 1.10 1.9,lol _ 2.20 2.30 


I Cancel Development of Advancoo Rockel Motor 0.00 0.30 0.4401 0.50 0.50 
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de1all·, .... fin2 

~:~O:I~~~S~IESFOR COST SAVINGS m n~nn ....,..1---1---+---1---+--­

19931 19941 19951 1996 
 19911 TOTALI 1998 


-.l... 

0.13·Abolish the Intersrate Commerce Commission V.Q3 U,U;j~~~=t~ ___Q--"2.~L ---~~~~~l m U.U~ ...--


Privalize NOAA research Ileet .. ._ . 0.051 0.05 .0.05 0.05 .0.051 u.2:~ :511 

CancelmoontO,_ma~~~ ~___ ....0.05 0.08 ..... 0.1O! 0.10 .... 0. 101 U.':.21I 

E~~mjna~e ai_rP9~Lgranls·in'aid . " ~~, -- .J____~________ 2_2~; --
Cui highway demonstrations in half 1 n " ·:i· " 0.801...·· "I .. _n_...____ .. _1 -+--_._.~_ . ---Ilun-.. 

Tax: 
Amortize a ~rti<J~ of adve_f_t~?j!!9J~ost?-:-:-:-:-:­ 3.301 5.901 4AOL 2.901 1.70.1..._.18.20j.__ 
Turn tho p':ossesioflS tax credit into a wage credit 0.201 OAO 0.501 0.50 0.60 2.20 

Welfare Reform: 
Casetoad Reduction 'N'~V;:-'''''' .... - ..--._.._~ __j~~O'of" 0401_n08f~_~t~2fn.... -~.; 

'. The 101lowingJi?t includes several .stimat"s(<lesignaled ,,--and 8) lor similar ol'!'ortunitie.s when Ihe cost estimates VarY~rificantIY~ 


~....:.lhe ~N in~[~~tC:~1ion 1 and the "8 ft indicates opti5)n 2 .. both from the defense options l2a!:?Q~ I
I I ~ 

I I I I .... ___ 
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STIMULUS OPTIONS 

Executive Summary 

Larry Summers/Roger Altman 


This summary provides. background on current macroeconomic conditions, (he effect that various 
stimulus measures might have on the economy, and outlines a variety of stimulus options. 

Macroeconomics and the Deficit: 

1. The most Hkely scenario for the American economy over the next 12 months is modest 
growth in the 2.5-3.0 percent range that brings unemployment down just below 7.0 percent by 
the end of 1993. There is a 30% chance of more rapid growth that brings unemployment down 
to the 6.5 percent range and a 20% chance of significantly .lower growth that does not bring 
down unemployment at al1. Key uncertainties include continuing layoffs. conditions in Europe 
and Japan. financial stratns:, and volatile consumer confidence. 

2. Past trends suggest that because of the lack of demand the economy is now operating 4 
percent below its potential to produce without inflationary pressure. Potential output grows at 
about 2 percent or slightly faster a year. So there is room for the economy to grow 12-14 
percent over the next 4 years. The risk of growth never reaching the 3.5 percent a year range 
is quite remote. But the risk of more rapid growth being attained but not proving sustainable 
in 1995 and 1996 because of collision, between fiseal and ntonetary policy is very real. 

3. Short term fiscal stimulus without a deficit increase is impossible. Modest stimulus in the 
form of accelerated infrastructure spending, human investments, and an incremental ITe would 
insure the recovery and probably improve consumer confidence. A stimulus program should be 
approached through phased in a sound long. run program rather than through the development 
of a separate stimulus package. 

4. A minimum credible deficit reduction pack.ge would involve stabilizing the debt-GNP ratio 
by 1997. This would require about $75 billion in policy changes either to reduce expenditures 
or increase revenues. Credible enactment of a deficit reduction package would spur growth in 
the short run by reducing long term interest rates, and increase the likelihood of four years of 
sustained growth. It would also contribute to economic growth by liberating a significant part 
of the pool of private savings that are now flowing into government debt rather than productive 
investment. The greater thc near-term strength of the economy, the more urgent it is to credibly 
reduce (he deficit. Long term deficit reduction is imperative even if no stimulus package is 
adopted. 
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5, Federal investment now comprises about 2 percent of GDP, The Pulting People First plan 
would raise this figure 10 aboul 2,7 percenl of GDP by 1997, and increase by 50 percent real 
spending, A 50 percent increase is a potentially attractive goal, It is unlikely that increases in 
Federal investment spending will have a major impact on macroeconomic performance over a 
5 year period even if the investments have a very high rate of return, though the benefits in a 
number of sectors would be very visible. Increases In public investment would not mitigate the 
financial risks associated with budget deficits. 

,Stimulus Ootions: 

There are four sets of options: I) Tax' Options; 2) Spending Options; 3) Non-Fiscal Options; 
and, 4) Global Coordination. All of the proposals draw on the priorities outlined during the 
campaign and address the goals of putting people back to work, tax faimess, long-term 
investment, and commitment to the Nation '5 disadvantaged communities, 

This division does not, however t fully represent the differences and similarities between these 
proposals. While each of the items within these four sections ean sland alone and should be 
viewed within the context of the type of program they represent. it is equally useful to place 
them within several other categories. 

The first concems the use of funds. Many of the proposals encourage long-term investment -­
either through providing tax incentives to businesses or investors I or through government 
spending. This category includes Investment Tax Credit proposals, Capital Gains Tax proposals, 
and possible increase. in funding for Infrastructure, Two of the tax proposals, the Middle Class 
Tax Cut and the Earned Income Tax Credit, address faimess issues that were raised by you 
during the campaign. Finally, some of the proposals fund social initiatives that have long-term 
benefits such as Head Start and Child Immunization which will have immedia.te stimulative 
benefits, but also are considered investments in productivity and cost-efficiency which will result 
in significant long-term savings. . 

Most of these proposals have costs associated with,their implementation; some of the options in 
this memo, however, arc cost neutraJ and may in fact increase revenue, The cost of these 
options range significantly from very modest programs that address public health issues such as 
the sprea.d of Tuberculosis in several urban communities to much more expensive proposals like 
an Investment Tax Credit. Each of the proposals includes a range of cost options that have their 
own programmatk and political distinctions. 

The section on Tax Options presenls a range of proposals to meet the goal of stimulating the 
economy in the shorHerm while providing the basis for renewed long-term economic growth. 
Two of the areas, the Investment Tax Credit (ITC) and the range of Incentives for 
Entrepreneurs, focus on encouraging higher levels of investment; the New lob Tax Credit 
proposals seek to stimulate job creation; and, the Middle Class Tax cut options and the Earned 
Income Tax Credit options primarily address issues of tax fairness, but they also encourage 

2 


http:immedia.te


· 

increased co"sumption. Some of these proposals. such as the rrc and Middle Class Tax Relief 
are quite expensive with four year costs potentially as high as $60 billion. Most of the others 
have a wide range of cost options that vary with design. 

The section on Spending Options outlines a range of proposals that would have an immediate 
stimulative effect and that would be long-term social investments. Many of the proposals 
address pressing social problems by allocating additional funding for existing programs that 
could quickly put these funds to effective use. These investments are structured to provide 
important short-term stimulus. Most importantly, many of these programs, from Head SWt to 
child immunl~tion. are extraordinarily cost~efficienlf saving billions of taxpayer dollars over 
the long-tenn for a small up-front investment. [n addition' to proposals on Head SWt and child 
immunization, the sectIon includes options that address the Nation's infrastructure needs. the 
affordable hOlJsing shortage. the increasing incidence of TB in our nation's cities, the shortage 
of community health services~ and the desperate. condition of our urban parks and open spaces. 
Some of these options involve no new spending - only administrative changes that would 
expedite spending of previous appropriations; others, such as the infrastructure proposals, could 
co.t a. much as $15 billion over four years. 

The sect jon on Non~Fiscal Options addresses problems that have hampered economic recovery 
and, like aspects of the Spending Options section, should probably be considered regardless of 
their stimulative effects. It starts with proposals to address the unusual reduction in the supply 
of credit that has severely limited commercial lending through the imposition of Presidential 
leadership. and a careful review of regulatory guideiines. The section on Restructuring the· 
National Debt suggests that changes in Treasury policies on financing the national debt might 
result in savings as high as $15 billion over four years. In addition to these savings, shortening 
the average maturity of Ihe outstanding debt might push down long-term interest rates which 
would have an important stimulative benefit. 

The final section outlines the damaging effect that slow growth' in Japan and Germany have on 
our economy and makes clear both the importance and difficulty of global coordination. 
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BUDGET PROCESS ISSUES 

.::Xocutlve Summary 

Harrison Wellford, Alan Cohen, Jonathan Sallet 


Budget Process 

Issues of budget process wilI inevitably affect the timing and sequence of Congress' 
consideration of the Clinton-Gore economic plan. Accordingly. it is very important that any 
legislative strategy be earefully measured against the impact of budget process questions. 
For example, a series of early deadlines may force the Administration to take action on 
issues it would prefer not to confront immediately, It is also important, however, that budget 
process issues not be allowed to take on a life of their own. For that reason, the 
Administration's very. first statements, including the Inaugural Address, should establish the 
broad framework and goals of the economic plan, even if details need to be filled in later. 
With a broad framework in place, the budget process questions can be discussed in the 
appropriate context. 

There arc seven major budget process issues: 

1. Whether the Administration will, on January 21, 1993, adjust the maximum deficit 
ceilings for FY 94 and FY 95. 

2. Whether the Administration is required to submit a FY 94 budget by February I, 
1993. 

3. Whether the Administration will seek an additional exten'sion of unemployment 
benefit') prior to the expiration of the current extension on March 7, 1993. 

4. Whether the Administration will seek a short-term or long-term ex-;;'nsion when 
the current debt ceiling is reached on or about March 15, 1993. 

5. Whether the Administration will submit a fiscal stimulus program separate from 
its FY 94 budget proposal. 

6. Whether the FY 94 budget proposal will, without regard to question 5. be the 
vehicle by which the Administration proposes its long'term budget deficit reduction 
strategy, implements its investment goals, and proposes health-care reform. 

7. \~lhcther the Administration should voluntarily submit legislative proposais 
concerning the extension and/or modification of the basic budget process laws. 



The attached memorandum has gathered the conventional wisdom from the staff of the 
most relevant congressional committees concerning the resolutions of these issues. But two 
beliefs in particular should be noted. First, Hill staff believes firmly that technical budget 
process issues should not be permitted to distort the Administration's JXllitical strategy 
(Questions I and 2). Second, there is also a prevailing belief that the time required to finish 
work on a comprehensive budget submission will preclude its submission together with a 
fiscal stimulus program, which is'thought to require quick legislative action. This belief has 
a number of procedural and' political consequences. It probably requires, for example, that 
the extension of a debt ceiling (Question 4) be very short-term, thus permitting another debt 
ceiling vote before FY 94 begins. More importantly, as a political matter, this view 
inevitably would require the Administration to move at least two large economic proposals 
(fiscal stimulus and the FY 94 budget) in its first year. 

Conventional wisdom is, of course, no substitute for bold leadership. It may be 
possible, if the FY 94 budget can be prepared quickly enough and if aggregate figures can be 
used to kick off the budget process on the Hill, to move a fiscal stimulus package and the FY 
94 budget together. This would allow, in essence, all of the key components of the 
Administration's economic package to be consolidated and would, of course, have the 
advantage of allowing the Administration to push hard for a single legislative victory. 
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BUDGET POLICY 

Executive Summary 

Letitia Cham~rs, Craig Bury and Cindy Lebow 


Budget Theme !Illd !ludge! Seenados 

The Budget for Fiscal Year 1994 will be the vehicle through which the ClintonlGore 
agenda is articulated and delivered to Congress. It is through the Budget that the new 
administration'5 vision for the future will be made manifest. The budget will reflect 
hundreds of decisions that must be made explicit. To guide the decision making process, and 
to place thos<: decisions in a context that will be' meaningful and easily understood by 
Congress and by the public, a central theme should be established, and the entire Budget 
should be built around that theme. 

The first paper submitted by the Budget Policy Group. Investment for the Future: A 
Budget !&;ision Framework, suggests that the unifying theme of the first ClintonlGore 
Budget be Investment for tbe Future. Several principles are suggested to guide decision 
making -- thinking long term, increasing investment and reducing consumption, encouraging 
private as wen as public action, and reducing tne deficit. The paper also proVIdes in 
concise. sumr.lary fashion data on the size and sources of tltc public debt and deficits, 
discussing both revenue and spending sides of the equatlot'L This discussion provides a 
context in which to view three illustrative budget scenarios. each of which halves the deficit 
by 1997, but arrives there by very different paths. 

Budget Restructure 

Presentation is an important element in developing and offering a budget which 
provides a coherent theme. The Presidential focus- on Investmen1 for tbe Future can drive 
the Congressional decision making by restructuring the presentation of the federal budget to 
include a Capital Investment Budget. The second paper prepared by the Budget Policy 
Group sets forth a three~part budget which includes: 

• A Capital Investment Budget which reflects investments for the future and 
includes expenditures for programs and activities which have multiple-year life 
and raise future productivity. 

• An Income Replacement Budget, which reflects the nation's past 
commitments made to workers and includes Social Security and Medicare, 
Federal Employee Retirement programs, and the Unemployment Insurance 
System, 

• An Operating Budgd which contains aU other programs and activities and 
reflects current consumption by the federal government. 



The proposed budget restructuring has several advantages in addition to changing the 
focus of decision making. It will end the practice of hiding deficit spending behind surpluses 
in dedicated trust funds, it will show 'costs that are hidden by the current budget structure. 
and it will make explicit the current imbalance between general revenue and consumption In 
the operating budget. Another advantage of restructuring immediately is that this imbalanec 
can be blamed on past practicc.s and on prior administrations. 

While some statutory changes will be needed to fully implement the budget 
restructure and to adapt the budgel process to the new structureJ it is possible (and, we 
believe, deSirable) to present the FY 1994 budget without any statutory changes in the 
restructured lormat. 

The paper on Restructuring the Federal Budget provides both the rationale for 
restructuring and options for the scope of programs to be contained in the Capital Investment 
Budget. including options for investment in R&D and human capital; as well as investment in 
physical capital. 

Eliminating I'Pork" 

An important element in the overall budget strategy is to control budgetary "pork." 
Enacting expedited rescission authority is a major component of thIS strategy, The third 
paper presented by the Budget Policy Group, Eliminating tbe "Pllrk": Expedited Re:;cissiQO 
8ytbQoty, discusses the provisions to be included in rescission legislation and sets out the 
constitutional and political constraints, It also proposes a definition for pork to be used 1n 
"jawboning" the Appropriations Committees and the Congress to secure their cooperation in 
eliminating "pork" as a part of the deficit reduction strategy. 

PrQwsed Budget Schedule for the FY 1994 Bud"et 

The FY 1994 President's Budget will be transmitted to Congress in the documents 
prepared by the Office of Management and Budget during the first 30..6() days of the new 
Administration. More detailed agency submissions will also be prepared during this period 
and will be presented to the Appropriations Committees shortly after the OMB documents are 
released. 

Decision-making. review, and preparation of the full set of OMB FY 1994 Budget 
documents will require about three months. This schedule leaves virtually no room for 
missteps or delays and assumes: 

I. 	 The President~elect win make major decisions before Inauguration; 

2. 	 Decision-making wiII he more top-down, with agency heads given only limited 
opportunity to appeal in this initial budget; and 

3. 	 OMB staff and budget data will be available in a virtually unrestricted 
relationship at the beginning of the year, 
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The schedule in Proposed Scbedule for the FY 1294 Bud;:et, also submitted by the 
Budget Policy Group, proposes an interim budget document to be made available by 
February 15 with the rull set of OMB FY 1994 Budget documents (including the Budget 
Appendix) submitted on March 15, This paper includes a complete timeIine of the budget 
decision process. 

Budget Process Reform 

The federal budget process has evolved into a complex, convoluted multi-track series 
of technical procedures which constrain bold action on the budget. Reform is needed, In 
order to break the budget stalemate of the past decade, however, substantive economic policy 
changes -- not budget process -- should he the first priority. Policy must proceed process 
reform to avoid becoming bogged down in potentially endless process debates. 

The Budget Process Reform paper argues that short-term budget process hurdles must 
be overcome, but long-term reform should come during FY 1995, after a bold policy 
framework has been laid before Congress and the American public, This paper provides a 
more detailed discussion of major reform issues that should be covered in this later major 
overhaul. 

Executive Qrders 

It is possible that President-Elect Clinton may wish to sign one or more Executive 
Orders either on Inauguration Day or shortJy thereafter. The Executive Order process is 
governed by Executive Order No. 11030, issued by President Kennedy on June 19, 1962. 
The clearance process for proposed Execulive Orders involves certain requirements for 
development, routing and approval which should be respected during the Transition period. 
A memorandum entitled "Quidelines for Consideration of Potential Executive Oroer, to be 
Signed by President Clinton on or Shortly After Inauguration Day" outlines this process and 
suggests that analogous procedures be established within the Transition for review of such 
proposals by the OMB Director-designate and the Attorney General-designate. This 
Transition review process may expedite final clearance of a limited number of Executive 
Orders to be Signed by the President on or shortly after Inauguration Day. 
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Budget Policy Group 

Members of tbe Budget Policy Group, in addition to preparing the papers submitted 
here, have dt:veloped an interactive data base to test budget scenarios and extensive revenue 
and spending options, whicb have been provided in separate books. The group also has 
assisted several other members of the Economic Policy team in deve10ping their submIssions! 
and .1'0 has ;>rovided assistance and support to the cluster groups and agency liaison teams 
in securing budgetary information and material to be included in the briefing books for new 
agency and department heads. 

The Budget Policy Group, which is made up of highly experienced senior budget 
specialists and legal and regulatory experts, includes: Letitia Chambers, Team Leader ~ 
Craig Bury, Alan Cohen, Comer Coppie, Robert Greenstein,. Jerry Julius, Richand Kogan, 
Lynn Mah.ffie, Congressman Jim Moedy, Sue.Nelson, Wendell Primus, Ted Ratston, Tom 
Stiter, Nancy Sutley, Mike Telson, Jon Weintraub, Marina Weiss, David Williams and Sue 
Woolsey. 

The Budget Legal and Regutatory Team, which consists of Cynthia Lebow, John Dill, 
and Larry Simms., are examining the regulatory review process, and legal and legislative 
aspeets of the budget process, Administrative and Support Staff include: Amy Buzzell, 
David Kovner, Elise Patton, Kirsten Powers, and Marti Thomas. 
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DEFICIT REDUCTION OPTIONS 

Ex..u!i•• Summary 

Ira Magaziner 


THE DILEMMA 


Fulfilling the campaign promise to cut the deficit in half by FY 1997 will require 
politically difficult spending cuts and/or tax increases even without any "Putting PeQj!le First" 
inves.tment, 

Carrying out a substantial investment program as envisioned in "'Putting. People Fir~t" 
arid cutting the deficit in half will require 1) a bold effort at deficit reduction within the first 
budget cycle, 2) passage of comprehensive health care reform early in the new administration, 
and 3) fiscal discipline as new investment initiatives are proposed~~cost cuts Of dedicated taxes 
to pay for new expenditures. 

The only alternative to this prescription is to hope for or find a way to stimulate the 
economy sufficiently to increase rea! economic growth to an average of 4-5 percent per year for 
the next four years--a dubious prospect. 

Most s'"ff members on the Hill believe that if President:"lect Clinton wishes to propose 
serious deficit reduction, he must lock it in place in the first budget. 

There are political risk to deficit reduction, 

I, 	 It would potentially anger most major interest groups unless a call to 
"shared pain for the greater good" can be sold. 

2, 	 It would require a change from campaign rhetoric and positions which did not 
stress the deficit as a problem, 

3, 	 It may fail to win passage, 

There are also political positives, 

L It would allow President-elect Clinton to take the "high ground" economically, 
persuading the business and journalistic communities and the deficit conscious 
public that he is indeed responsible and a "different kind of Democrat", 

2. 	 It would clear the budget slate, so that investrn'ent programs can be rolled out 
without each one being swiped at as "busting the budget", , 

3. 	 It would preempt the expected Republican attack on President-eleet Clinton as a 



tax and spend Democrat and attempts to pass a "balanced budget arnendment" 
when the deht eeiling is reached in Fehruary or March. 

4. 	 It would accelerate the shift to a more investment-oriented budget 

The politics of deficit reduction are not easy. The following principles may make it more 
feasible. 

I. 	 All tax hikes are pelitical "time bombs". Deficit reduction should stress cost cuts. 

2. 	 There is a temptation to take refuge in gimmicks. caps, plugs and process changes 
but the financial community and' media increasingly discount these if not 
accompanied by serious real measures. 

3. 	 A broad "across the board" assault on the deficit may be more feasible than a 
halfway attempt since the pain can be broadly shared. 

4. 	 If President-elect Clinton decides to go after the deficit he should: 

o 	 Do it early and make it a precondition for future 
jnvestment programs. 

o 	 Present it as a way to cleanse the nation from past 
sins in order to move on to redemption, 

o 	 Start immediately to deal the program and build 
congressional support. 

HOW FAR TOGO 

There are a number of ways to define the goal of cutting the deficit in half in our years. 
When fixing upon a definition, it is important not to appear to be redefining the goal in a 
"gimmicky· way. 

As originally conceived in June, the goal. assuming eBC growth rates, was to cut a 1992 
projecled deficit of about $350 billion to about $175 billion. "I'Ylling l'eQjlle First" actually 
listed a $141 billion target, assuming faster than CEO projected growth. 'Putting People Firs\" 
also used a 1996 target instead of a more realistic 1997 one, 

The aClual 1992 deficit turned out to be $290 billion (albeit with gimmicks which pushed 
significant billions into 1993). Halving this means a deficit of $145 billion by 1997. 

The latnsl CEO projections for the 1997 deficit are between $290 and $299 billion. 
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Halving this is also in the $145 billion range. 

Another way to look at the goal, and one which is entirely defensible economically, is 
to cut the deficit in half as a percentage of GDP. The deficit to GDP ratio in 1992 was roughly 
five percent. Reducing it 10 2.5 percent (an economically ",tional deficit ratio) would mean a 
deficit of about $190 billion by 1997. 

If President·elect Clinton submits a serious deficit reduction plan based on CBO growth 
projections. with no gimmicks. which accounts for his investment initiatives and which credibly 
reduces the deficit to 2.5 percent of GDP by 1997, he will be economically responsible and 
would probably pass the political test of being fiscally responsible. 

Redefming the goal in this way will succeed even better if an 8-10 year plan is put on 
the table which lakes advantage of longer term savings for hcalth care. The longer term plan 
could aho find benefits from future retiree pensiqn reforms (lengthening years of service 
requirements prospectively) and for accelerating the age eligibility changes now planned for 
Social Security. 

A BALANCED APPRQACH TO DEFICIT REDUCTION 

Deficit reduction should be balanced. When Congressional staff speak of a balanced 
approach to deficit reduction, they usually mean a package which spreads the pain to everyone. 
This should include: 

l. 	 Defense cuts which go below the Clinton "Putting People First" plan -- perhaps 
to Aspen B -- $246 billion in 1997. 

2. 	 Some action on Social Security -- even if only a relatively small one. Because 
touching Social Security is politically risky, including it in the package lets peeple 
know you're serious, and makes other cuts easier. 

3. 	 Some action on federal retirement programs. 

4. 	 A reduction ~~ even if modest -- in agricultural price supports, 

5. 	 A willingness to cut a series of the "cat and dog" items which are protected by 
regional or powerful lobbying interests, 

6. 	 A willingness to take on some of the tax expenditures which are protected by 
powerful lobbies. 

7. 	 Serious tax increases on the wealthy and sin or pollution taxes. 
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8. A serious health care plan. 

This memo proposes a.few packages as scenarios. Leon Panetta and Alice Rivlin will 
undoubtedly be able to present a more varied set of detailed options. 

Deficit Reduction S<:enarios 

Exhibit I shows that "Putting People flirst" cuts the deficit only to $222 billion at best. 
This does not leave room for any investments nor does it meet deficit reduction commitments. 

Any serious deficit reduction must include defense cuts (which go at least $20 billion 
beyond the Clinton campaign plan) and serious health care cost cuts (in the S50 billion range by 
1997). 

In addition, a senes of other coast cuts and revenue raisers are necessary to make the 
package work. Exhibit 2 gives a modest reduction scenario that allows $88 billion of investment 
in 1997 (including the cost of phasing in universal health insurance) and still cuts the deficit to 
$190 billion .- roughly 2 112 percent of projected GDP. 

Exhibit 3 show a more aggressive deficit reduction path which allows almost $100 billion 
of investment in 1997 (including the cost of phasing in universal health insurance) while cutting 
the deficit below $145 billion. 

The appendices to this memo provide other options which can be used and Letitia's group 
has a reference book of further cuts, 

Both scenarios suggest roughly 213 cost cuts and 1/3 tax increases. Most observers feel, 
and I concur, that at least 213 of the plan should involve cost cuts both as sound economic policy 
and also to avoid political labeUing as a "taxing Democrat. " 

There is no major new tax in either package except for the upper income PPF tax 
described in the campaign, "sin taxes" and possible pollution taxes in the more aggressive 
scenario. 

i believe it would be a mistake to push for a gas tax of a progressive VAT In the first 
package. Both of these would become the media centerpiece of the whole proposal and would 
brand it as a "middle class tax" proposal. 

Serious deficit reduction is feasible. It should be done soon to clear the way for the 
Clinton investment agenda. 
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