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ECONOMIC OYERVIEW
Gene Sperling '
December 23, 1992 ‘

INTRODUCTION

You have inherited a two-part ¢challenge of historic pmportzens On the one hand, the
Federal bud get deficit threatens to keep capital costs high, drain savings aeeded to lnance privale
scetor investment, and prevent the United States from using fiscal and monetary policy to
respond to fulure recesstons. On the other hand, the United States also has a public investment
deficit -~ particularly in lifctime [eaming and infrastructure.  Either challenge by itself would
be daunting but manageable. Both challenges together, wilh thelr contradictory elements {cutting
the deficil, while increasing invesiiment) amount to a fonnidable task.

While the short-term and long-tertn decisions arc linked together by a vigion of
investinent-led growth and the need for a comprehensive strategy and message, it is still helpful
to consider them scparatcly.

The long-term challenge is to increase both public and private investment, so that the
United States will enjoy faster produclivity growth and 2 higher standard of living., We can’t
expect to finish 1his task or see all of the resulis of 3 successful productivily-cnhancing straiegy,
even wilhin the next eight years, We can, however, make real progress.  You have the capacily
to get America back on track, and to create an ethic and understanding of the national tmperative
1 imvest 1 our people and our economic future,

Our short-term challenge is that we are not  fully wtilizing our currem productive
capacity.  AS a roselt, many Asnericans are unemployed, underemployed, and underpaid.
Developing a short-term sirategy tnvolves an assessiment of how the U.S. cconomy will perform
over the neat siv to twelve months, instead of the next six to twelve years, Qur capacily (o
ensure a sironger, investment-led recovery may be the cconemic cizal%mgc we face that will mast
affect the Auserican people aver your {irst torm,

In the shon-teem, you must decide whether the economy necds a stimulus package, and
i 5, U8 size ard shape. Furthormore, you have 1o deeide bow it should be linked thematically,
strategicalty and even legistatively with your long-term package.

For the long-lerm, this meme presents you with a Core Budget, The prescmtation of a
Core Ruxiget is designed to highlight the trade-offs you will have to consider in developing a five
year budget. Tiwere are @ number of unknowns, such as differing views on the feasibility of deep
defense cwts or significant savings from improved wasagement. The basic messape of the Core
Budget is that yeu can accomplish much of your investment agenda and achicve significant
deficit reduction, witlhout resorting to the most conlroversial options such as middie-¢lass tax
hikes or culs in Social Security. However, if you want 1o pursue a more aggressive investment
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agenda, implement universal health care coverage, or reduce the deficit in half in five years, you
will have to consider some of the more controversial budget defieit options,

PART I: SHORT-TERM AGENDA
I. CONSTRAINTS AND CALENDAR:

The decisions you will make will take place within various timctables and deadlines.
This is discussed in greator depth in the Weliford, et, al. memo, see Suppleinental Maierial Book
[, Tab 2. Dssentially, there are four main Icgal deadlines.

& Janvary 21ist: The Budgel Enforcoment Act of 1990 automaticaliy adjusted the
"maximum deficit amount”, based on economic and technical readjustments in 199],
1992 and 1993, This avoided the possibility of & sequestration arising from re-cstimates
of existing deficit estimates, For 1994 and 1595, however, the BIA gives the President
the option & adjust {o the maximuin deficit anounts -~ insicad of making the adjusiment
automatic. The decision has to be made on January 21, 1992, the day aller President-
clect Clinton takes office, If the President does not make the xdjustment, the possibility
of a sequester exists and there is nothing the President can do to alter this for FY1995,
short of changing the faw. Since this adinstiment to the maximuns deficit amount has
bean automatic over the last three years, the decision by the President 1o do 5o should
e a non-event. I is possible that political opponents would use tlifs occasion o attack
President Clinton for "ratsing the deficit” on his sccond day in office.  Almost all of
those we have spoken with, however, believe that the adjustment should be made,

® [ebruary Ist: This is the date specified in statute for submission of the President’s
Budpct. Nonmally, the cetgoing President submits a budget that mects the legal
requirgments and the incoming President submits a2 budget that revises the ouigoing
President’s document. 1n Uus case, Bush docs not plan on submitting a Budget that will
technically meet the fegal requitements, which thus creates the scenario in which you
ceuld be seen as needing to submit a budget by February 1, 1993, The Senale Budget
Commitice’s legal opinion on this issue is that the intent of the law was never o have
the February | deadline apply 10 an incoming President. The Commilte¢’s opinion poinis
out that no law has ever required a new President w submit a budget in his first year in
ofitce, and that there is nothing in the history of the 1990 BEA (o suggest a different
legislative indent. Since World War 11, the carbiest a sew President has ever submitted
a ncw budget was Bush's first budget, which he submitied on Februacy 9. This case was
hatdly the cquivalent of a “new” Adminisiration assuming office.  Prior 0 Bush,
incoming Presidents have subaitted their budgets as follows: Reagan on Marcls 10, 1981
Carter on February 22, 1977; Nixon on April 12, 1969; Kennedy on March 24, 1981
and Eiscnhower on April 30, 1953,

To the degree that it is a concern, an extension can be granted. The law clearly allows
for Congress to grant anthorization for submission at a later dale, and indeed, this 15 a
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cummon event, Congress authorized Rush to submit two weeks late in 1991, and
Prasident Reapan received authorization znd extensions for his 1984 and 1986 budget.
Furthermore, there arg methods to mecet the technical requirements of the budget law by
February | through 3 pactial submission, while releasing a more specific and detailed
budget later in the year. In any case, as you know, the “political question™ doctiine
makes it highly unlikely that the Administration’s interpretation would cven be the
subject of serious fitigation. Therefore, it is not clear that this date must serve as any
kind of a constraint on our budget plans. From & political perspective, the public will
be most attuned to what President Clinton lays out in his first major economic address
1o the nation soun after twking office.

® March 7th: The iatest extension of emergency uncmployment benefits expires on
March 7th, Aficr this daw, stales have the option of providing additional weeks of
benefits if the unemployinent ratc in the state excesds cerlain triggors; these benefits
would be 50 percent stale-funded.  However, 100 percent federally-funded cmergency
beaelits would no fonger be available. I an extension is desired, the legisfation must be
passed by March 7 (¢ avoid a gap in unemployment benefits for some recipients.

& NMarch 18th: This is what most people believe is the carlicst approximate date by
which the Debt Ceiling Limit will be reached. :

* October 1st: Siart of Fiscal Year 1994,

The Centrality of the March 15th Date: It is imperative that you demonstrate leadership on
making the "tough choices™ prior to the March 15 debt ceiling deadline.  Historically, the
cxtension of the debt ceiling is the kegistative vehicle for mising alimost all harsh deficit schemes
and balanced-tusdget constitutional amendments. I there is a public sense that nothing has bees
done on the deficit side by March 1§, the day the debt ceiling is reached could be Halloween
for every spooky balanced budget policy that exists.  Phil Gramm and Ross Perot will take
conter stage.  This potential problem goos far beyond politics. It will doterinine whethier the
Clinlon Administration maintains control of the agenda. I ihere is no sense of aclion by March
15, the Gramms may D¢ able to seize the agenda and shift the debate to their terms. However,
if by March 13, you have presented a serious investment strategy combined with credible deficit
reduction, the entire dynamic will be difforent. A serious deficit reduction plan will cause a
great deal of discomfort and will put the Clinton Administration under siege by every inlerest
graup that has been injurcd by the plan,  As unpleasant - yet necessiry -- as this socenario is,
it will demonstrate exactly the courage on the deficit thats will take the legs oul from anyonc
lrying 1o build political momentim for a balanced budget amendment. I the public debatg is
dominated by President Clinton standing up to aggrieved interest groups because of his tough
deficit choices, it will be difficult for the Perots and Gramms 10 build a political moveinent
around - "morc pain please”. By taking away the raisen d'cire of the deficit absolutists, vou
will keep the public agenda on your terms:  deficht cuts within the contexi of an coffort to

increase inveslment, cut consumption, step soniething for nething policies, and jncrease tx
fatrness,
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A willingness to make these tough choices can be demonstrated in a majer speeeh soon
“after the nauguration. In addition, Alice Riviin and Chairman Panetia are confident (hat they
can present a budget in February, Some of the background budget memes attached include a
previous assumption that since OMB i3 not proparing a complete budget, 1t would be hard for
us (o get one done unil mic-March at best.  However, Chairman Panctla and Alice Rivlin
belicve that they can begin work on the budget almost immediately, and that it is actually a help
that the Bush Administration did not try to ¢complete a full budget that we would have bad to
alter. Thelr view is that we have the capacity to present to Congress a preliminary budget in
early February to start the budget resolution process, and that they could aim o complele a full
hudget by March 15,

Such two-part submissions have taken place under both the Reagan and Bush
Administrations over the fast 2 years. Tn 1987, Reagan submitted a brief -~ less than one inch
thick -- document on January § and thea submitted 2 much mere detailed "supplement” 23 days
latef. Indecd, even in 1992, President Bush submiticd a sccond budget 13 days aller delivering
his usual huge budget, with many revised numbers,

2. SHORT-TLIERM STIMULUS:

Clearly, the threshold question you must answer is whether you belicve somme form of
short«terim sumulus package, taking place before the FY 1994 budget, will hiclp tie ecosomy,
The logic of a stimulus package is that demand is tus weak 0 propel the coonomy toward full
capacity, and that the governmont should increase demand through additional deficit spending.

Thus, the primary question is whether ot not we feel the economy is strong enough to
he sell-sustaining without a stimulus. Qur line to date is that it is too carly 1o twll. Swniners and
Altman found, after consuiting many forecasiers, that there were three basic economic scenanos
wilhout a fiscal stimulus, They found that since most forccastors are assuming some fiscal
stimulus, they tend to assume somewhat greater growth than the “no fiscal sthinulus” range of
forecasts presenied bolow:

F(50% likelihood) Meoderate recovery. Growtl daring 1993 and averages 2.5.3.2
percent and uncingloymaent declines to 6.8-7.0 percot from its current 7.2 pereent,
Real wages grow stowly. Continuing structural changes and financial strains hold down
cinployment and inceme growth, reducing conswner spending.  The current growih
psementun i maintained. There is still sigmificant excess capacity in the economy by
the end of the year, sNation stays very fow, Inforest rates remain near their current
ievels, perhaps edging op slightdy.

2, {30% bikelithood) Rapid Recevery. The cconomy grows at 3.5 percemt or higher
during 1993 and the vnemployment rate falls below 6.5 percent.  After two false
starts, the cuerent recovery proves 1o be real, Reduced financial straing on housceholds,
firms, and banks lead 1o increased borrowing and spending, The substantial corporate
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restructuring of the Jast few years pay off in increased competitiveness. The absence of
inflationary pressure allows the Fed to keep interest rates Jow even as demand picks up.
Recent productivily gains continue and provide the basis for rising real wages which
increase consumer confidence. Very affordable housing leads to revival in a key sector,
3.(20% likelihood} False start. The economy grows st 2.5 percent or less over the
noxt year and there ave no apprecinble declines in woemployment,  Consuner
confidence, after rising following the clection, turns down just as it did afler Desert
Storin. US exporters are badly hurt by slowdowns in Europe, Japan and Latin America,
Continuing layofls by lacge corporations hold down job and income growth. Interest rates
fall as a weak economy reduces credit demand, and 3 nervous Federal Reserve eases.
The stock magket falls sharply as expected increases in 1993 profits do not materialize.
With no strong scgior, the econoiny stagaales,

Most ceconomists agroe that if we have a false start, we will definitely need a stimulus.

Tost also agree that i we have strong growth, a stimulus will probably be unnccessary.

Because we are most Jikely headed toward the middle ground -- weak to maderate recovery -
this is not 3 self-evident call.

Furthermore, the above scenarios leave unanswered two remaining guestions that will
determine whether or not we will move towards a moderate-strong recovery, One is whether
consurmer demand will contifiue to increase. In the recent GDP numbers, as much as half of the
increased conswmer spending came from consumers dipping into their personal savings, That is
clearly not sustainable unless incomes and jobs pick up. Sununers finds it “very valikely that
growth in consuiner spending can e maintainet.”  Furthermore, while consumer confidence
is up -~ nostly dug to he election -~ it is still not high in histeric terms and it s unclear if it can
be mainmainred withomt a stronger economy. Certainly, the recent nambers on retail sales for the
Christinas season were a good sign, Summers points out that consumer confidence also spuried
after Desert Storm but then soon declined.

A sccond arca of uncertainty is whether or not the financial strain that houschelds and
firms have suffered from is now behind us. It i8 now generally agreed that financial sirain on
mdebled housebolds and firms (cspecially on banks) bas boen a major factor behind the current
econcunic stowdown. While the canstraints on the recovery associated with high debt levels may
have muxderated as funities have lowered their persenal debts, and finms have issued cquity and
redeemed bonds, the Suminers memo finds signs of continued strain.  Namely, "the spread
belween the prime interest rate, which influences the interest cost of bank loans 16 businesses,
and other shott teom jnlerest rates is now al a record high, suggestng a continuing relnctanse
of banks {6 lend. While recent figures on bank lending suggest increased lending, the increase
18 fargely dug o several smajor corporations on the brink of bankruptcy running through their
credit lines, Nonpetheless, the warst fingncial straing are probably behind ug.™

Within this conteal, the most comimen arguments against 2 sthnulus package are
threefold:
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1. Self-Sustaining Recovery: Many aryue that with the strong third quarter GDP growth
mumbers and recent reductions in unemployment insurance claims, the recovery may be
scif-sustaining. The labor market is gradually strengthening. Houschiolds, firms zad
banks are noi experiencing lne financial strains that they have io recent years, Banks
have enjoyed record profits, Unproved theic balance sheats, and are poised (o expand
foans ta the conmercial and industrial scctor,

2. The lag invelved in any fscal stimulus wenld be too long. Many ceonomists doubt
that increased infrastructure spending is tikely to have any significant impact on the job
market until carly 1994, By the time legislation has been introduced and passed, bids
have boen made, and workers hired, the economy may no fonger be in need of stimulus.
Indend, the stimulus can be inflationary by the time 1t actually affects the economy.

3. The "Backfire® Potential: Some believe that a fiscal slimulus package could spook
financial markets and drive up interest rares. There is a farther "backfire” effeet if such
demand kicks in at the wrong time and actually causcs the Fed to tighten monetary pulicy
and thus further increase interest rates.  These higher interest rates wil reduce private
secior investinent and damage long-tenin productivity,  In other words, a stimulus
package that is too large and too late could chuse a recovery that is not sustainable
because it triggers contraztionary monctary policies.  Larger deficits will also make it
more difficult to mobilize suppornt for significant new public investments, When and if
the economy slows down in 1995-96, it will be Impossible to stimulate it with expanded
deficits.

On the other side, there are six commaon arguments for 3 stimulus,

3. 1 will bolster consumer confidenice; This is probably the most important argument.
Although consumer confidence increased following dic election, this incrense was bascd
on he assumption that you would take action to accelerate short-term ecunomic growth, -
Faure o act could damage consumer confidence, given contiming conceras about job
Toss. It's atso worth soting that many forecasting firms predicting continued coonomic
expansion in 1993 have alrcady assumcd that you will adopt a stimulus package of $20
to 530 billion.

2. Tt will hielp close the gap between actual and potential sutput: Due w fack of
demand, (he economy is now operating roughly 4 porcent short of its potential to produge
without infiationary pressure. Since polential output of the U.5. econoiny grows at Jeast
2 percent por year, thore is room for the cconomy to grow 12-14 percent over the next
four years, Swmmers and Altinan conclude that “the rare at which the current output gap
is closed will be the deminant determinant of economic perfortnance over the next
several years”. This gap is adding $60 billion tv the defict, reducing privale sector
investment by $50 billion, and Cmimg Z willion fobs, Fiscal stimutus could help close
this gap,

®
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3, The risk of inllution is Jow: There is liule risk that inflation will be rekindled,
given the gap between actual and potential output. Recent GNP growth has been driven
by increases in productivity (employees working longer hours), as opposed to job growth.
This has put downward pressure on wages and prices.

4, The risk of a “false start™ is real: To date, the economy has had two false starts,
The possibility of another is small (20 percent) - but economists beliove it is serious
cnough to prepare a stilmulus package as an insurance policy against it.  Consomer
confidence could fall after the election, as it did afier Desert Storm, U8, exporters
could be hit hard by slowdowns in Eurepe, Japan, and Latin America.  Continuing
layoffs by large corporations could continue 1o hold down job and income growth.

8. It will create jobs; Perhaps the major question -- and the one that we posed a the
Economic Conference -- is whether the economy is sirong enough ta stinwlate sustainable
private sector job growih. As you have often noted, there has been little job growth,
even zs the uncmployment rate has dropped and we have expericnced onc strong quarter
of GDF growth. While the November employment data did show 105,000 new )obs, over
44,000 of them were tempurary election workers and only 43,000 were private sector
johs. Without slrong job creation, there is no enginc to increase 1acomes, savings, and
- demand.

Indced, when one examings job growth, the last 19 months have been by far the
weakest of any similar 19 months coming out of the botiom of any post-war recession,
As Robert Solow showed in his presentation at the Economie Conference, this recovery
hag produced only onc-seventh of the job growth of past recyveries. [ this had boon an
average postwar economic recovery, the ceconoiny would have generated 3.6 million jobs,
and the unemployment rate would be below 5 percet. The outlook for job growth is
further ¢louded by announconents of major layoffy at companies such as IBM, which
will reduce empluyinent by 25,000 noxt year, While output has grown {ur the past six
quarters, employment has not. As a consequence, the unemployment rate now is higher
than it was at the likely trough of the recession, in the first quarter of 1991,

Katz and Cutler deseribe five stages to labor market activity in a typical recovery.
First, firms siop laying off werkers, We generally see this as & reduction in the number
of new unemployment insurance clatos. Second, firins bepin to ¢xpand production, but
they do this by working the existing labor force more intensively, This s mamfesed in
more tapid productivity growth and increased overtime hours or the langth of the average
work week, Third, firmis start to hire new workers, but typicaily for temporary work.
Thig generally reflects hesitancy on the part of firms to commil to large expansions of
she work force. Tourth, temporary jobs are turned into permanent jobs and firms hire
now permanent workers, At this stage, bowever, many discouraged workers who were
out of the fabor force reenter the labor force and are counted as unemployed. Thus, the
unemployment rate may not fall even as employment expands, Fifth, the unemployment
rate falls because of expansions in employment without large changes in the labor force.

»
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In the past scveral months, they find some evidence that we have moved into the

{irst few singes, but we have yet to see sustained hiring of permanent workers. On the

bright side, they find layoff activity has fallen -~ though this was prior (0 the recent IBM

announcement, Productivity has increased rapidly in the third quarter, about 3 percent

- on an annual basis and average weekly hours have increased slightly in the past two
manils. ‘

In the most jikely econcinic scenario, growth will average 2.9 10 3.2 percent in
1993, and unemployment will decline to 6.8 10 7.0 percent, from its current level of 7.2
pereent. Summers and Alunan believe that "as a rough rule of thumb, §20 billion of
extra deficit speading during 1993 i likcly to reduce the dnemployment rate by early
1994 by 0.2 pereent.” _

6. A Bias For Action on Jobs and the Econotny: It roay be that there will be no one
clear vicw as to whether the current ccopomic recovery is self-sustaining.  In this case,
we have 1o ask whether we should crr on the "activist” or the "do nothing” side. Gne
can argue that Cicorge Bush Jost this election because he practiced four years of prudent,
wait-aiul-see economics,  With mflation low, the risks that a modest stimulus package
will have a pegnitve effect seemn slight. By doing nothing, we are implicitly stating that
we are satisfied with Jow job growth, and that we do not sce ourselves as an active force
in determining wheiber or not there will be a slrong recovery. By doing nothing, we
cannot take credit if the economy recovers, and we will be blamed if the economy
deterjorates.  1f we are in 3 puriod of sncertainty, we might decide that we should eer
on tic side of action and job creation, rather than ou the side of caution and wait-and-
LIV

3. STIMULUS AND POLITICAL LINKAGES:

if the threshold decision is made that & sthnulus package would be economically
beneficial, there are two main linkage issues  and onc main procediiral issue that must be
resolved.

Qe linkage issue concerns the financial markels as well as public poreeption. 1f we
announce only a deficit-increusing stimulus plan, bond markets might react negatively, driving
long-teri interest raies up, Some {eit this happened during the campaign when 2 rumor that a
stimulus plan was being considered appeared in the Los Angeles Tines. On the other hand,
sone felt that this effect on e bond market was exaggerated and duce 1o the undefined nature
of the rumor, The markets may have already built-in an expectation that a modest stimulus
package might be used, indeed, wost forecasters have buill in a modest (320 billion) stimidus
into their models.  Thus, one could argue that a stand-alone sthmubes plan would not cause
cencerns in financial inarkets because they are already expecting it.

The problemy with this fogic is that financial markets also expect that a short-term

3
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stimulus plan will be linked tw a long-tlerm deficit reduction package. In this case, the lack of
linkage between 2 short-termn plan and a jong-termn deficit reduction plan would send the
disturbing signal that the new Administration is not serious about deficit reduction,

This linkage between a short-tenin stimulus package ang long-term deficit reduction may
not have 1o be formal legislative Bokage. In other words, since the issue 15 one of pereeption,
the linkage can be donc through making clear that the two items are part and parcel of the same
econnpiic program.  This would be a sericus but manageable policy and communications
challenge. Perhaps onc of the most common suggestions is 1 announge -~ either through a
speech or series of speeches -- such strong intent to cut the deficit, that the linkage is perceived
by the public as well as the financial markets. The key to this linkage is a combination of
specificity and courage. M 2 newly elected President propases a specific shart-torm package,
but also anmounces that he has a specific long-term plan to make some very difficult choices, the
linkage will be real and the public confidence and financial market confidence issue may be
sobved.

The advantage of this "peeception linkage™ is thal the tough long-term fights that may be
contained in a the fiscal year 1994 package would oot bog down a 1993 supplomental agreement
needed to got the cconomy out of a slow period,

The second linkage issue is 3 legislative linkage tssue. Soune believe that the shorl-tenn
stimulus and the long-term package must be linked legisiatively, This linkage 15 compelled by
what some sce as a “sugar and tough medicing” rationdde, They beliove that if Congress is
allowed to vote on a short-terin sthinulus package slone, you will be 1n 2 sense giving people the
sugar for free, and later asking them (o take the tough medicing with no sweeteners. To give
a specific example: if our Jong-lerm plan called for an investment tax credit combined with some
lvophole closing for corporntions, it would be casicr to get the tough moedicine passed if it was
combined with the tax credit, than if you had alrcady passed the investinent tax credit and wire
looking for a vote solely on the corporate lcopholes two months later, '

Others support a legistative linkage on the grounds that there is & greater chance of
passage of both packages if both rely on the reconciliation process,

The problem is that there is an inhereat iension in this kegistative linkage issuc that seems
nearly unsolvable,  The entire rationale for doing a shori-terin stimulus package in a 1993
supplemental appropriations Js that there is an urgent need to affeet the coonomy before the new
fiscal year starts on October 1, 1993, The longer a stinwdus plan is held up, the more i€ koses
its ralionale, If a stimutus package is not passed until August 1993, at the very best, it can only
take affcet two monthis before the FY94 budget does. Thus, if we are attempiing 1o meet out
stimulus goal, our alin would be W pass it as soon as possible. However, our goals for the
FY 1994 badget are 1o have 3 "no-business-as- usual” budget with both strong new investnents
and tough choices on the deficit. History teaches as that the bolder our long-terin package, the
longer it will take pass. [n recent memory, there has never been a tough reconciliation package
== with real sacrifice -~ thal has been passed before the Aupust recess. Only Reagan beal this
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date, and his was a package of 1ax cuts, not of sharcd sacrifice.

Thus, if we link legishatively the short-lerm and the tong-lerm package, we may fail to
mee! one of our Tull objcetives for either of these goals. The praposed bold leagstoror plan will
ensure (hat we will delay the passage of the short-term package until it can do litile good for the
economy prior to Oclober 1, 1993, On the other hand, if we were to pass both the short-term
and the loag-tenn package soon enpugh for the stimulus package to have some effect, the ong-
tersn package would have to be 50 un controversial that it would not meet our lenger-terin goals.

it does not seemn that there are any procedural mancuvers that can diminish this inherent
tension.  Even il one tried 1o restructure the 1993 budpet resolution to pass the long-1erm and
short-terin package within the reconciliation process, the same dilemina would persist: the bolder
the Jong-tern package, the more it would hold up -- and thus reader ineffective -~ the shiort-term
package,

Therefore, if we arc to move forward with the short-term stimualus package, we may have
{o do il separately. In considering the design of the stimulus package, we could consider options
that do not necessarily carry over info FY 1994, so that the gxlensiog of these options would still
be available to sweeten the deal.

Thus, there seemn o be two or three general paths one can take in determining whether
or not to do a stimulus,

u
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1. Choose not to do a stinulas package on the grounds fhat the economy is
improvieg on its own aad that it makes more econonic sease o proceed with the jong-
term plan. To avoid leaving an "economic zction gap,” hewever, President Clinton will
sill be abie 1o come forth immediately with a bold statement of his long-tero econcmic
agenda, While he would net be proposing a stimulus, the swiftness with which he
proposcd bis plan (o the nation would more than Nill (he expectation that he would take
immediate action on the economy. He could also announce that he has an economic
stimulus plan "ready to go” if the coonemy (0 weaken upexpectedly, This would make
it clear that be is not engaged in George Bush’s "wait and see” economics.

2. Send fo the Il au cconomic stimualus package immcediately upon taking office.
If e jegislative stimulus package must be separated from the long-terin package, it
makes both economic and political scnse (o put it forth as quickly as possible.  To
address the perceptual linkage issue, the stimmulus should be asnourced together (or
within a day or two) of a specch that lays out some of the loag-term deficit reduction
steps.

3. Link stimulus with the passage of seme tough medicine: It may be possidle to
consider packaging together some stimuiys for the remainder of {iscal year 1993 with one
or iwo tough deficit options that would take affeet after the sthinulus peried was over,

4. COMPOSITION OF TUHE SHORT-TERM PACKAGE:

There is no magie combination of options for a short-term stinudug package. 1tis clear,
however, that the package should be guided by four fundamental ¢riteria:
‘

I, Promuie anly leng-term investments:  We must avold options thal boost
consumption. By doveloping a stimualos package that involves gquicker implementation
of lung-lerm investment options (nct investment tax credit) instead of short-torm
consumption options {acress-the-board Iax cut), we gan help gencraie an "investment-led
recovery.”  As we are chisosing fong-tenm inveshments for our sthmulus package, we
should also ensure that they have the highest rales of roturn possible,

2. Look for immediate cconomile impacts: Obviousty, if the goal 18 to stimulate the
economy immediately, we must pick invesiments with the shortest possible lags.

3. Do not sacrifice lung-term geals: We should not rush or alter jong-tenm goals just
o meet the stinulus fimetable. Where a program reform is significant, it may take time
W properly design the change, and the degree of the change may be coniroversial and
ihus bog down the process. Therefore, it may be wiser 1o look for expansions of current
programs that fit our long-term agendas unless there are new Jong-terim programs (like
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the investnient tax credit) that we are ready to put in place in January.'

4. Look for new appropriations over new authorization: Afl the stimulus options
outlined above involve existing autlorized programs that are not fully funded as opposcd
to programs that would require mew authorizing language.  Increased funding for
authorized programs could occur through 2n supplemental appropriations bill that would
go directly from the conynittees to a floor vole. The entire process (from the
Adiinistration’s request to final passage) could occur in a few weeks.  In contrast,
programs tha would inveolve new authorizations would take as long as several months
due 1o the need for hearings, mark-up and drafting i the various authorizing committees.
Once passed, these newly authorized programs would sl need o go through the
appropriations process.

5. SIZE OF THE STIMULUS PACKAGE:

Advacates of fiscal stimulus have proposed packages of baiween $20 and $60 billion.
Many of those calling for stimulus have been less than clear as to whether they want "$30
billion™ {or some other nwmber) on an annualized basis, or how much they would actually want
to sce spent botween ihe passage of the stindus package and the end of the fiscal year on
October |, 1993, While Professors Salow and Tobin argue for a large stimulus, Bob Rubin,
Laura Tyson, Larry Summers and most of the econoinists advising us belicve that we should
support a more modest stimulus in the $20-325 biltion range. Given that our transition team has
Tound that moost forecasters are already assuming that there will be a modest stimulus package
of this zize, 1Uis unlikely to cause any barm, and may help aceelerate cconomic growth.

Tobin and others argue that a 360 billion stimulus §s only 1% of a $6 uillion economy,
and that a stimulus of this magnitude i3 needed 1o move the economy twoward full capacity.
Purthermore, he feels that our aation's standards for growth are too low. He claims that this
demand-push would also help long-term growth by spurring mvestinest in now plant and
equipment,  ‘Those argeing for a more modest stitmulus contend that such a large stimulus
package is risky. First of all, it may be difficult to spend 50 much moncy prudently ia such a

' Ancthel possible erileria is to look for wnitiatives that involve previously appropriated

funds. These, in essence, are Jefich noulral oplions over 2-5 years, in which local governments -
are given the oplion of geiting an advance {or interesi-free loan} on money poing to thom
anyway in future years. In some ways, this seems ideal: state and local governments have the
option to accelerate speading now whea domand and thus revenucs are down. Hopefully, a
stronger economy in the oulyears will help them generate the revenues they need 1o be make up
for any shortfall,. What is less cleae is whether this ideal stinulus option works in reality, or
whether state and local governments are ot enthusiastic about taking a cut in federal finsding
in FY95 or Y96 in order (0 enjoy a grealer stimulus now.

L]
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short period of time. Sceond, if we overestimate the degree o which the economy has excess
capacity, a stimulus could lead to higber inflation,

6. DESIGNING A PACKACE:

The stimulus options memo from Swinmers and Allinan provides an inpressive menu of
- options 1o choose from that mest the above eriteria. While they provide an wide array of
options, it may be best for us 1o prosent them within (hice central long-term themes:

- Spurring long-term private sector jnvestinent for large and sinall
businesses., '

. Hebnilding Americn, through increased infeastructure spending and housing
construction.

- Bavesting in our youth, by immediately oxpandiag some investments in

successTul progranss for children and young workers.
Fresenting a possible stimuvlus package in these three categories has several advantages.
First, we avoid the pereoption of a lengthy laundry Dist by sending a clear message that is easy
far us to conymunicate, and easicr to build support for. Szcond, by presenting a three-part
message, we highlight our key arcas of our investinent agenida and make clear that the short-terin
agenda 1s entively consistent with our long-fero plan: and that we are pursuing an “investment-
ket recovery.”

One shift in emphasis that we should consider from the campaipn 1o the actual package
concerns jvestment in people versus investment in infragimcture,  During the campaign we
stressed infrastructure as central to the stiinulus package, especially as this signified job creation
o people in g very taagible way. However, during the transition process, many of our advisers
have cautioned that most infrastructure projects may, nol provide a short-term stonulus. Even
tf soine infrastruciure projects are "onsthe-shelf”, it docs not follow that they are truly “ready-to-
BU7in the time period necded 1o bave a major job creation effect. Some infrastructure projects
{e.g. repaie g maintesance programs) could get out within a few months and have an impact
prior to Octeber 1, 1993, Overall, there scoms o be astrong feeling that the mayors may bave
oversiated the case for “ready-to-go” projects. '

On 1he-other hand, it may de easier 10 get money oul for human investment prajects over
e pext few months. A shuple example s the youth sumtner jobs program, 1 the program is
passed in time w add 200,000 suinmer youth jobs, that progeam -- by definition -~ spurs demand
andd pab creation prior to October §, 1993 It also strengthcns our leng-tenm vision of tnvesting
in disadvantaged young peaple,

While there could be considerable variation on bow one would design 4 stimulus package,

.
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the following is itlustrative. It would aiin to pay-out $20 billion, not annualized, but between
its passage and the start of the new fiscal year.

1. Incentives for long-term private sector investment for Iarge and small businesses: (1993

Cost: $8 billion)
). Pass a permanent marginal investinent tax credit (37 billion),
pa Extend the R&D tax credit (31 billion):
3. Venture capital/seed capital incentives; and |

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

2. Rebuilding America, through increased tfrastructure and housing-construction: (38
billion) - '

1. Rcpair and maintenance initiative (36 billion);
2. Low-Income Housing Tax Credit ($1 billion); and
3. Entcrprise Zones ($1 billion).

3. Investing in our Youth by inunediately expanding some investments in successful
programs for children aud young workers. ($2 billion):

1. Summer Youth Jobs Program {30.5 billion); and

2, Childrens’ Initiative (Imiunization/Head Start/Summer Demonstration Projects,
Chapter 1) (1.5 billion)

*+ Unemploviment Extension: ($2.8 billion) While it does not fit neatly into one of the three
investment arcas mentioned above, it would probably be wise to includc in the stimulus package
the $2.8 billion that would be nceded for extension of uncmployment benefits.

Briel Smnmary of the Proposed Stimulus Components:

| Marginal Invesiment Tax Credit:  As is the case with many of the stimulus proposals, the
decision about an ITC program should be based on its cfficacy, its ease of introduction and a
varicly of political considerations. The credit’s ability lo encourage capital investmment and
ultimalely increase productivity and employment is widely aceepled. From Mcyer Associates
and DRI we have received estimates that a marginal investment tax credit can create 250,000-
500,000 jobs in the first year alone, A serious concern with the credit is that soinc feel it locks
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in tax advantages for companics (hat kave not made large capital invesiments over the past

scveral years and therefore have lower bases againgt which the ¢redit would be caleulated.

Companics that have made large investinents would have higher bases, so fewer of their
investiicits would qualify for the credit. It is probably true, howcever, that most companies in

the same industry would have similar mvestment patierns, so very few competitors woutd have

an advantape on {his basis.

The I'TC will require careful drafling to address leasing programs, start-up companics that
have no base, and acquisitions and dispositions, Any mcasure almost certainly would have (©
include retroactivity to prevent the postponeinent of fnvestment while the program is being
debated.  Rostenkowski and Bentsen have already promised such refroactivity, The political
arguinents against the program will probably come from consumer advocates who will arguc
against the credit’s efficacy in crealing jobs and the fairncss of gramting businesses another tax
break.

H should be noted, however, that the marginal investinent tax credit is cspecially
advantagcous to start-up busisesses. For a sew busincss, all of 115 equipment purchases are
above their “historic” base, and thus ebigibie for the tax ¢redit.  The marginal ITC is a strong
ingentive for new start-up businesses,

2. Extend the R&D Tax Creditt Once of the most discouraging and irrgsponsible policies of
recent Administrations was the failure to make the R&D tax credit and the low-Income housing
credit perisanent. This faslure meant that companies and community groups couid not make the
fong-term plans essential 10 suslained geowth and development.  An irmmediate action to make
these wmporary programs permanent would not oaly provide valuable stimulus and incentives,
but also dentonstrate your commitiinent to loag-tenm investment and research.

3. Credit Access fur Small Business: With continuing fayoffs at IBM and GM it is fairly ¢lear
that the small business scclor will have (0 continoe o be the engine of job creation. A stiong
signal is needed to reassure small business owiners that the Administration buth understands thele
importance to the economy and the role that the government neads to play in Impraving their
access o oredit. :

A public expression that you undersiand the effect of the cradit crunch on sinall business
and will take all prudent steps to amcliorate the situation is an imporiant first step,  This
expression should be guickly followed by the appointment of officials to fill vacant bank
regulatory positions and an expression of your insistence that these officials work in concert to
improve the situation.  The section on stinulus options owtlines specific measures that deserve
consideration, as do the memos in the banking section, The real estate industey, which provides
nearly 73 % of all local tax revenues will be especially eager 1o hear your willingness to review
bank lending striciures, since banks bave purchased enormous amounts of Treasury notes in the
past year with funds that might have been loaned to businesses,
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4, Tax lncentives for Bntrepreneyrs:  The Clinton-Gore position paper on sinall business
essentially cndorses Senator ‘Bumpers™ “Enterprise Capital Ponnation Act”, which includes
incentives for venture and seed capital, These incentives are estimated 1o cost $1 billioa over
the next five years, The Clinton-Gore Administration could signal its recognition of the .
inporiance of entreprencurial finms by including incentives for venture and seed capital in 113
stimulus package. ‘

Proposed incentives would provide an oxclusion for capital gains on capital stock of twao
types of qualified companies: (1) venture capital -~ companies wilh agpregate capitalization of
less than $100 million; and (2) sced capital -« companies with aggregate capitalization of less
than $5 million. Venlure capital investptents enjoy a 50 pereent exclusion if held for five years
or more. Sced capital investments enjoy the same 30 pereont exclusion for a five year holding
peried, and an additional 10 percent exclusion per year for years 6 Huough 10, Other provisions
would (1} allow investors to sell existing holdings and roll the procecds tax-free into qualifying
mvestincnts; and (2) allow lax-cxempt investors such as peasion funds to pass the capital gamns
exclusion through to ihc ponsion holders,

These proposals have a great deal of support in the eatreprencurial conununity. There
is some concern that Hie revenue estimates are misicading bocause losses will occur outside of
the "five year window” uf the Joint Covunittes on Taxation, On the other hand, there is no way
to predict how much these incentives could increase revenue by inercasing economic growth and
job creation.

4. Repair and Maintenance Inifiativer Infrastructure spending has several atiractive qualities.
These invesiiments create high-wiage jobs, leverage Incal funds, increase long-term productivily
and often have real cavironmestal advanfages.  Not all of them, however, can begin
pmediately,  Furthermore, increased funding may resell in real debate over allocation. The
most effective mechanism would be based oo increased funding for ISTEA, with a requirement
that the funds be spent on ‘tmintenance, capilal purchases {buses, cquipinent, etc) and transit
oporating expenses {which might save transit jobs), Other possible uses include rail programs
fur track improvement, funds for airport improvement, and  wastewater and drinking watcr
projects. As outlined in the stimulus momo, the goal needs o be quick, efficient and strategic
spending that provides long-tenin benelit. For example, the State Revolving Fund program could
be amended to altow funds 1o be used for high-priority projects.  This would address real
environmental goals and the imperative to spend funds quickly.

5. Low-income Housing Credit:  Like the R&DD Tax Credit, the Low-Income Housing Credit

is still not permanent and authority for the Credit expired in June due to the President’s veto of |
HR T1. Tarly action to make the credil permanent would reassure community organizations that

they could plan future developments and keep open the lines of credit and cooperation that they

have developed wilh their corporale backers. The program creates good jobs and affordabic

houstng and is one of a handful of programs that really alluws corporations to invest in

disadvaniaged communities.

S
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6. Summer Jobs for Youth: Each sumimer the Depariment of Labor distributes funds to local
mayors through an existing allocation formula. These funds loverage corporate contributions
and provide the basis for thousards of summer jobs, Given that sach $1,200 in Federal funds
creates an additional job, an increase in funding of $250 mitlion would ressit in over 200,000
new jobs starting in Juse, In addition to the stimulative cffect, the program sends a clear signal
that disadvantaged youth, community redevelopment and job training arc important prioritics.

7. Urban Park and Recreation Program {UPPARY: Like the Summer Jobs program, UPPAR
puts thousands of youth to work improving their conununitics and learning valuable work skills.
UPPAR has scveral real advantages as a stinwslus oplion new projects can begin within a fow
months of appropriations, the projects restore badly needed urban open spaces, and they employ
disadvantaged youth. Most of these projects are more capital intensive than the Summer Jobs
program se they would also benefit local supplicrs and contractors.,

8. Child Juupunizalion: As much 3§ any other issue, the Republican legacy of cutling funds for
immunization programs symbolized their irresponsible attitude toward programs that have proven
cost: benefit ratios.  fnununizaiion programs not esly save $10 for every 31 spent, but they also
serve disadvantaged communitics that are in most necd of proventive care, A a stimulus
measure, the funds can be spent quickly to hire new siaff and modicine with a complete
understanding that the funds will have extremely positive long-term effects.  Appropriation of
$100 million in FY93 could be alinost immediately spent on hiring 3,000-5,000 cutreach
workers who would help ensure that children who visit WIC centers, nonprofit poverty health
sites and day care programs have access to immunizations. One suggestion 5 to have an
Bsnunizalion Day, to galvanize support and workers for this effort.

8, Head Stary:  This incredibly successful program has gained almost universal support in
Caongress, which should extend o any effort to sccure additional funding in FY93. The
stiinulative effect of new funding is fauly clearr job creation for teachédrs, drivers and
administrators.  One option is to use new funds for 2 Summer Head Start W experiment with
making Head Start year-round program,  Alteraatively, funds could be gpent on less
comprehensive pilot peojects that explored programs for children age 0-3, and day-long
programs. All of these programs currently exist, so the stunulus can take effect quickly because
they only nced 1o be extended « gither more hours @ day or over the summer. The major cquity
issue, however, is whother It makes sense to spend more money on kids already receiving Head
Start when only one-third of cligible children are currently covered. However, if one interprets
these supplemental funds as funds for further experimentation with one of the nation’s nost
successful programs, it could be produciive,
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PART [1: LONGTERM INVESTMENT -- TY1994 PACKAGE

Fhe main purpose of this soction is 10 give you somne sense of the mizjor trade-offs you
wilf have to consider in pulting together a Fiscal Year 1994 budget.

In Putting People Tust, you called for an average of $50 billion of new investment per
year, plus an additional $15 billion for a middle-class tax cut.  All of these investments were
fumnced by raising taxes on the wealthiest Americans, cutting defense, altacking bureaucratic
waste, and closing corporate loopholes.

We also stated that we could do this while cuiting the deficit in half within four years,
While our projeciions assumed a modest growth dividend, our ability 1o reduce the deficit in half
was due 1o the fact that we paid for alf of our new investment, and that the January CBO budget
deficit baseline was projecied to dechine without policy changes.

We now face several chalienges in mgeting all of \he Putting People First geals

As we discussed previously, seme of our management savings may not be scored by CBO
uniess we give more detatled descriptions of the cuts. There is also no agreement on how much
moncy can be raised by closing (ransfer price abuses by forcign companies. This means that
we st generate another §20 billion more a year in specific revenue increases or spending cuts

"1 pay for the full-funding levels of all of our Putting People First imitiatives. We can deal with
this problem with modest cutbacks in our programs, or additional spending cuts we are preparcd
ta support. Soine of these cuts were discussed towards the end of the campaiga.

fn Putling People Firg(, the umversal healths eare proposal was financed through proposed
and expecied savings. 1t scems that the only way to dealify those public sector health savings
is to call for the specific cuts listed in the CRU deficit options book.

The major obstacle for the Clinton-Gare Adnministration in achigving the Pulting People
Llrst agenda is the dsterioration of the CBO bascline due to economic and technical changes and
the delay in dealing with the costs of the 8&L's. The bascline is now cssentially flat, and
simply paying for the new spending as we did in Putling Peeple First still falls $100 billios short
by FY 1997,

In considering ncw deficit options, 1t is critieal fo understand that there s fittle new under
the sun. Many bright people on the Hill have spent a great deal of time over the last several
years searching for the least painful ways to cut the deficit. As we learned during the campsipgn
-~ and as thuse on the transition team saw during the transition - there 15 a strong consensus on
the Hill as to what arc the most appropriate deficit oplions.  Despite this consensus, these
options have not heen exercised because of the associated pofitical difﬁﬁil?iiﬁ& The line one
lcars miast often is that "if 10 was casy, we would have al rcacy gone i." Thus, there is no

shortage of Wertorious cuts that many peopic agree on: there is just a shortage of such deficit
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options one can o without subsiantizl political costs.

1. PUTTING TOGETHER A PACKAGE: CORE AND EXTRA-CORE BUDGET

In considering your budget choices, a useful place to stact is with what T referto as a
Care Budget. The key trade-offs cutlined in the Core Budget are <lear. You can promote a
substantial, {albeit scaled-back} investment and deficit reduction agenda, without calling for
highly controversial options.  The Core Budget allows you to:

- Muet nearly all of your investment initintives, although in a somewhat more
modest fonm;

. Significantly reduce the deficin;

o Keep your pledge to cu middie-class taxes;

» Avoid any increase in taxes on the middle class; and
s Avoid any culs on soctal security for the middle class,

Beyond the Core Budget: While the Coye Budget does inake ¢lear how much can be achicved
without harsh measures, it also makes clear two other stark reaiities, One, to even aclileve the
Core Rudget vou will have {0 push through many smaller culs and fees that previous
Administrations have found too politically difficull, Two, you will have 1o consider the toughest
defieit options if you wish to go beyond the Core Budget to accomplish: (1) greater public
investment; (2) a 30 pereent reduction in the deficit over four vears; and (33 universal health in
your {irst term, The Core Budge! contains generous funding for several health-refated inmtistives
such as AIDS and women’s health (ssues. but it does not include the funding necessary to move
rowards universal carc,

4. ELEMENTS OF THE CORE BUBGET:

Even lhe Core Budget outlined below will call for a degree of sacrifice unproegedented
i recent tiines, We should sot underestimzte the opposition the Clinton-Gore Administration
would face to neatly all of these proposals. Listed below are 25 deficit reduction options that
witl stir substantial oppusition from well-gsganized isterest groups. It would be a bold step Lo
call for all of them. The good news is that none of these measures are, in themselves, capable
of stirring the same type of opposition as middle class tases or cuis in Social Security that affect
average Americans. Turtherimore, the core budyet meels your values, I is progressive; it is
pro-investiment; and it puts an end to "something for nothing® policics. '

Specifically, the core budget stili allows for over $30 billion in new investment of tax
relief per year {and $10 billion tor S&L costs), while bringing the deficit down by $80 biltion
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in Fiscal Year 1997 alone. This will not please those who want to bring the deficit down in half
in four yvears; nor will it please those who want more funding for new programs. As a point of
departure, i is important to note how much you ¢an accomplish with a balanced approach.
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L. Investmients: The Core Budget promotes additional efforts for nearly every major new
initimtive you called for in the campaign, In many cases, the costs are less than was proposed.
To some degree, the decrease in costs may reflect the difficulty in starting up new programs.
Iy other cases, it may refiect a decision to simply move at a shower pace in implementing a bold
program. While you may wish 10 build up many of these initiatives beyond their proposed
funding in the Core Budget, it should still be recognized how many new initiatives you would
be promoting:

: EY 1257 (on)
AIDS. Women's Health and Public Health inittatives {1} ? 64
Tofrastructure 9.70
Natural Resonrces Infrastructure Q.15
Enviromnenial Technolagy (23 ) 0.79
Defense Conversion 3.70
Expand EITC (3) 4,20
Expanded JOBS 3.80
Child Suppont .50
Head Start 4,00
HiPPY » 0.20
WIC 1.08
Children’s Tax Allowance 8.72
Youth Apprenticeship ‘ 0.53
Chapter 1 Supplemental Q.58
Dislocaied Worker Assistance Act . 0.50
100,000 New Cope/Police Corps 128
Byrne Grants/Conumunify Policing .90
SAFL Schoals Q.10
Community Development Banks 0.19
Enferprise Zoncs 0.%9
Penn. Extenston of Low-Income Mousing Tax Credit 0.30
Perm, Extension of the Mortgage Revenue Bond Program 0.20
R&D Tax Credit {d) .80
Technolegy (3) 5.40
ITC (Permanent, Jncremental 10%) (§) 5.00°
PNGTES

L, Moderate cost proposal (there was no low cost proposat)

2. 96 numbers were used for '97 (no "97 numbets provided in opUOHS AtemD)
3. Low options for stimulus: $i5 billion over 2 years (93, ‘}4}

nigh optioas: $50 billion over five years

Low revenne estimates arc the sne a8 high estimates (all that is available)
This will not add to the deficit if funds are transferred from defense R&D
. Lovels for each year dolermined by averaging multi-ycar tolal estimate.

O
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2, Deficit Reduction: Reducing the deficit in half in four years would require $130 billion in
deficit reduction in FY 1997 alone. The Core Budget outlined below pays for all new iniliatives
and still reduces the deficit-by $80 billion in FY1997. Heducing the deficit to around $220
billion in 1997 wonld stabitize the debs: 3P catio. [t also mcets the standard that Suminsers lists
as a reasonable amount of deficit reduction, although this is the minlmum he belicves is
acceptable, Although this may not satisfy cveryone, it would be a significant stcp, particularly
i it could be shown that the deficit would be cut in balf over six years.

3. Middle Class Tax Cut: The Core Budget kesps a middle class tax cut, but rather than rising
o $17 billion a year and covering both singles and familics, this tax cutl would be targeicd 1o
pruvzde an average of $300 snore per child 10 years and under for widdle clags and low income
fainilics, and cost roughly $8 billion. For the millions of twe-worker families, the cost of child
care Is great and the value of the child tax exempiion has only 2 fraction of the value it had a
couple of decades apo.

4, Mo Middle Class Tax Ingreases: The Core Bzzdget takcs a nearly absolutist approach to
avording taxes on the middle class. Therefore 1 does not include "sin® taxes -- other than
indexing them <~ or any type of encrgy ax. This is not meant to pass jidgment on any of these
proposals. However, It seeins important o know what can be done while meeting this standard
because of the Hkely political firestorm that could erunt if taxes were raiscd.

Certainly, while “sin® taxcs are lisied in Level 2 deficit cuts, it may be the case that they are
more popular than other deficit measnres called for. Nonethicless, since they do have an wipact
- usually regressive - on the middie class and poor, these proposals should be weighed
carefully before being adopled.

5. No Social Sgeurity Tax Culs; While the Core Budget dogs include some Medicare <uts to
providers, and docs subject earnings above $80,000 to 5% taxation, the Core Budget does not
contemplate culting costs or raising faxes on the middie class when it comnes to Social Sccurity.
Even the proposal w suliect alt Social Security above the ducsholds 1o 85% income fax ouly
raises $7.7 billion by 18997 and by 1hat time will affect 26% of all recipicnts.  Thus, defieit
reduction from Social Sccurity only comes with shased sacrifice from a wide number of people

3 ADDITIONAL PRINCIPLES TO CONSIDER-PROGRESSIVE EXPENIHTURE CUTS:

There currently exists a strong public percepiion that entitleinents are out of control and
tnt Lthey must be cul, Buring the campaign, we stressed that the majority of those Hiereases
were dircetly atiributabile to nsing health care costs,

To build public support for necessary cuts, we need to expand the perception of
"entitlemcits” to include tax expenditures that are unsscessary or go (o those who are relatively
well-off.  Indeed, a tax expenditute operates just fike an entilement.  Several of the jtems
propased for cals in the Core Budget - and included in alinust all of the papers that we have
been given -~ invelve cuts in tax expenditures that benefit relatively wealiby Americans,
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Avcrage Americans should not be taxed more to ensure that high income Americans can benefi
{from these subsidies, These include: meals and entertainment deductions; morigage deductions
for $300,000 plus houses; deductions for lucrative ponsion benefits, and deductions for
"Cadiflac” health care plans. Limiting -- nut eluninating -~ the degree that these tax expondintres
can benefit well-off Americans can save a fotal of $20-345 billion a year. For exunple, limiting
the health care deduction at a core amount can raise as much as $26 billion a year. Cuiting
these tax expenditures is not @ {ax hike, it is an entitlement cut on giveaways to well-off
Americans. We should be building support for this highly defensible poticy.,

4. NOTES ON THE CORE BUDGET OPTIONS:

In devising a -Core Budget, there are several major areas where the design and
implamentalion of certain proposals can have substantial revenue effects.

i. Tax Incrense on the Well-Off: There are several different options for raixing faxes oa the
top 1% that approximate our proposal in Puiting People Firgt. In the Core Budger, the option
chosen is the one that was vetood in the March 1992 Growih packape. That proposal would add
a fourth rate that would raise taxes on income from 3{ % te 36% for singles with income above
£115,000 and couples above $140,000. This is estimated by Rostenkowski (o raise $12.9 billion
in 1997, while an estimate we receives! during the campaipn from the Joint Tax Commities had
the nunber at $14.3. As this is based on taxable income, this is quite close o our proposal.
Taxation of incame for singles above $115,000 is probalidy closc to the $150,000 in AGI we
mentioned during the campaign, while txing couples at $140,000 amouats to an average of
$180,000 AGH +- guite close to the $200,000 we spoke of. Rostenkowski provides a series of
other options close o this, yot most come in this range.

2. Biddie Class Tax Cul: A major consideration is the $17 billion per year we allocate in

atting People First. During the campaign, we had ihe Joint Tax Commitice »» through a
confidential Congressional request - develop a revenve estimate for our proposal. The $17
billion proposal would allow single couples making under $60,000 taxable income aad $80,000
AGH w0 take an exira 3300 por child (13 years and under), and allow singles to take an additional
3150, As an aliemative to cither proceeding with our full Putting People First proposal or not
pressing for a niddle class tax cut at aif, we could call for a refundable ¢hild credit sveraging
B3 for fawilies making under $60.000 for cach chitd under J0 years old.

3. Infrastructore: During the campaign, you cailed for $80 billion over four years for a
"Rebuild America Fund™ -~ but this included many of the proposals which are being funded in
the defense conversion and techinology initiatives. In FY 1997, the Core Budget calls for over
$12 billion for infrastruciure and defense conversion.  This level saves 38 billion a year off
Zytting Peanle First, while stilh making much-nceded investments in our nation’s infrasiructure.
iwould provide (ull Tunding for ISTEA {Internnodal Surface Transportdion Efficiency Act of
1691}, as wall as provide funding for substantial investiments in airports, waslewater treatment,
and drinking water, The "full funding™ option ($71.6 billion ever FY93-FY97) would underwrite
an additional $18 billion 'of investment in highways, mass transit, and intetligent-vehicle highway
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systems; and $7.7 billion in rail, including high-speed systems.

4. Huma Investmenl Proposals; The Domestic Pelicy book 1llustrates the ¢capacity to make
progress In your priority areas while saving funds from Pulting People TFirsl. Head Start and
WIC receive approximately the full-funding promiscd during the campaign.  National Service,
howcever, is proposed at 32 billion a year in FY 1997 (100,000 pacticipantis) as opposed 10 the
%8 billion (S00,000 siudeats) we ialked about during the campaign. Furthermore, the
apprenticeship program was priced at $1.835 billion (FY83 - FY98), as opposed to the $10
billion promised during the campaign. Finally, EI'TC and wellare reform are proposed at almost
$8 billion in new funding. Again, while this a very sizable increase, several scholars and
cxperts belicve that we need significantly more to ensure that everyong who wants to work, can
work and do so cut of puverly. The reason for puinting out these ¢as(s is to note that bolder
funding for any or all of these proposaly would probably require the more painful Second and
Third Level deficit reduction options,

5. Defense Cuis; Some have suggesied that it would be possible to cut $30 to $40 billion from
the delense budgel is FYS7. The number generaled by the Defasse transition team for FY97
is $18 billion, however. Given (e wide range of estimates as to what is feasible, you may wish
to explore this further with your Secretary of Defense,
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: Amount
CORE BUDGET: REVENUES AND CUTS in FY’97? Souree
(LSS Billion) !
CURRENT PROJECTED BASELINE $299
£ mi e ——— e
NEW INVESTMENTS 60.41
SAVINGS ‘ 144.66 ‘
| CONTRIBUTIONS TO DEFICIT 84.25
- REDUCTION ‘
CUMULATIVE INTEREST SAVINGS 7.00
CORE PROJLECTED DEFICIT 203.75
REVENUES:
Add 36% ratc $HISK/$140K mxuble income 12.90 | House Ways & Mcans
Increase ladividoal AMT from 24% 0 28% 8.00 | House Ways & Means
Make Pease pormanent » 4,50  House Ways & Means
Make PEP permanent 1.20 | House Ways & Means
HIR. 11 {revcnuc risers only) 2.2 ] House Ways & Means
fadex all "sin” taxes for inflation 1.30 | Transition Budget Team
Estimate
Forcign Tax Avoldance 3.00 | Esumate
Mitlionaires suriux 1.60 | House Ways and Means
Lift $130,000 Medicare Wage Cap 701 CBO
FEES:
i f:i.;}i}sc royally payment on communications 2.00 1 CBO
user of radio spectrum
Auction licenses (0 use the radio specirum 0.80 | CBO/House Budgat Comm,
Estabiish user fees for air traffic control .70 | CBO
services
Establish charges for airport takeoff and 0.30 | CRO
landing slots
Exiend Palent and Trademark Fee 0.10 | CBO/House Budget Comm.
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retivenent bonelits

PMA debt 0.50 | CBO
fee for cxamination of stale-charied banks 0.3 1 CBO
Impose User Fecs on Inland Waterwoy 0.40 . CBO
Systein '
CGrazing fecs 0.03 | CBO/House Budget Comm,
Eliminate CSRS Morrill-Nelson 0.03 | CBO/House Budget Comun.
Eliminate %’g;mi ang Mohair Price Support 0.20 | CBO
Program
Eliminale honey program 8.02 | CBO
Eliininate the ship operaling subsidy 0.20 | CBO/House Budget Comn,
Coast Guard - 100% cost recovery 0.80 | CBO/House Budget Comm.
Restrict Ageney Match on thrift plan 1.7 | CBO/House Budget Comus,
contributions o 50%
Abalich the Interstate Commerce 0.03 | CBO
Connnission
Chiminate 3 small education programs 0.1¢ | CBO
Cancel Moon to Mars mission 0.10 | CBO
TAX EXPENDITURES:

' Limit meals & enteriginment deduction to 3.30 1 CBO
50%
Lunit ail home mortgages deduction (o 420 | CBO
$300,000

;' Limsit Deductions fur Sceond Homes 0.4 CBO
Pension 1o 120,000 10 $60,000 5.00  C8O
Replace 936 possess tax w/Wage Credit 3.00 | CBO

CUTS:
Defense I 18.00 | Defense Transition
Decrease pension contri. limits from 120K 501 CBO
o 60K
~Lnd lump suem payinents of faderal 2.80 . €BO
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Masageisent savings 10.00 | ira Magaziner estimate

Limit Ag Subsidies, $100K Noa-farm 0.15 | 1993 Bush Budget

income ,

Amurtire {nsurance “2.50 | 1850 Budget Negotialions

Cui bighway demonstrations in half 0.80 | CBO/House Budget Comnm,

Restructure Federal Debe 4.0 | CBO/House Budget Comm.

Eliminate Speciadl HUD Grants 0.13 CBO

Reduce overhiead on federally-sponsored G.80 | CBO

uaiversity research

Streamline operation of Farm Agencics 0.14 | CBO

Offices

Reduce subsidies provided by Rural 0.20 | CBO/House Budget Comin.

Blectrification Administration

Reduce spending on cansultants 2.00 | 172 Transition Estimate
ENTITLEMENTS:

FExpenditure tarpet of 8% for inpatient 4.00 | House Ways & Mcans

services

Reduce update by 2% 4.70 | House Ways & Means

Medicare promium for income > $100,000 4.5 | CBO ‘

Lxpand Social Security tax to ali new 2.70 1 CBO

statedlocal employees

Limit Federal subsidy to 25% of SMI 1.00 | CBO

progrant

Cosis for $1O0GK single and 123K couple: 0.25 | {BO

single fee stupervisory anesthesia

Adjust DME reunbursements tu refisct .14 | CBO

market forces

Payment af lab services, lower cap from §.30 . CBO

88% t0 76% of the median

3% Target Prices (CBRO) 5.95 | CBO
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Expand State/Local Gov, Medicare
Coverage

i.6

Raise Medicare I3, $100,000+ 4.5
Subject Soc. Sce §5% for $100,000-+ 1.5
Raise share of acreage ineligible for 0.8% | Domestic Policy
deficicney payments '
SECOND LEVEL: -
Increase cigarette tax 1o 48 cends 8.7 ! CBO
Alcohel beverages 1o 416.00 per proof gallon
Capital Gains carryover 2.0 CBO
Gil Import lax/w cnorgy credit {12.3-4 Q=) CBO
' 8.3
Health exclusion 26.00 CEOY
Inside build up 2.60 | Domestic Policy
Amortize some advertising cosis 2.60 1 CBO
Tax 85% of Social Security benefits at the 6.90  CBO
cutrent incoma throshokls
Tax on waker polivfan(s 5.0 CBG
Fixed oil import fec 1.8 | CBO
Limit Tax Deduc, to Core Benelit Packape 26.0 CRO
3% Hospital Revenue Tax 1.6 €CBO
% Inserance Premivm Surcharge 1.0 €BO
Defense 10(7) | Varying estimales
TIURD LEVEL:
Carbon ax (€ $30/ion) 3.2 | CBO
Gasoling tax ($.35/gallon) 30.80 | CBO
R3% no thiesholds 25.8 | CBO
22.0

Social Security COLAS
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Include Capital Gains in Last Relun of 3.3 CBO
Deceased
Limit Tox Deductivng at 15% | 7.4 | CBO
P o A = i
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4. WIHAT THE CORE BUDCET LACKS:

As mentioncd above, there are throe basic reasons why you might wish to go boyond the Core
Budget and consider some of the wore painful Second and Third Level deficit options. One is fo
expand some of the major investinent initiatives -~ such as welfare reform or national service. This is
the least problemaiic of the reasons since major expansions of such programs could take place at a cost
of §5 billion.

The second would be to fully implement untversal coverage.  According to the Health Care
group, the costs of fully implementing universal coverage would be $74 biflion by FY97. Finally, 1o
cut the deficit in half would require another $75 bithon in deficit reduction.  Thus, in thie absence of
uncxpected economic growth, one would nced to find ar additional $150 billion in FY37 o go beyond
the Core Bodget, cut the deficit in half, and {inance universa) health care. While this may scomn like 2
herculean task, there arc corlainly piausible options 10 achieve gither of these goals.

1. Universal Care: As full coverage moves soine people previously on Medicaid o the

private sector, savings of 312 billion will lcave a $62 billion gap. Hcealth care cuts and
heath care revenue raisers may be more politically palalable if they are tied to access.

Core Budget:

Combiped Mcodicare Provider Cuts 't1.4
Lift $130,000 Wage Cap 7.0

Level 2 Culs:

 Sin Taxes 8.7
Limit Deductibility 10 $185/3335 Core ‘ 5.0

TOTAL: ’ 8§72.4

By using $18.4 billion currently in the Core Budget, while raising sin taxces and
imiting the deductibility of health insurance, one can get very close to paying for
universal health care for FY 1997,

Also, it is quite possible that the support for the two Level 2 options would
increase dramatically if they were clearly dedicated 10 universal health care.  Unions
often object to the himntion of deductibility, as they tend © bargain gencrous health
packages for their members abuve this core health package. In exchange for universal
health care, many, inchrling unions, might find this reformn tolerable, Likewise, taxes
on aicohol and cigarettes are often criticized for being regressive.  However, there is a
strong “externality” argument concerning each of these substances that justifies additional
taxation. This cconomic externality argument is that these preducts impose additional
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costs on society in the form of extra health care costs for cancer and injuries {rom
aulamobile accidents that are not represented in the costs charged by the producer.
Taxing cigarctics and aleohol o pay for (he healih costs they imposc on socicty makes
goud economic and common sense. These revenues would pay for a service — universal
heath carc -- that would be mast beneficial to working poor and middle class Americans
fearful of losing thoir job and their health imsurance.

2. Cutting the Deficit in Halfr The Core Budgct provides substantial deficit reduction -
- even if 318 billion is dedicated to universal health care. Some may argue that we must
eut the deficht deeper © ensure that real intersst rates are low encugh to stinmwlate private
seetor investment and reduce (he national debt service. BEven if we got the deficit down
1w 3220 billion, we will still have theJowest savings rate.in the industrialized world and
far lower than at any time between 1960-1980, Nonctheless, these is no question that
the only way to achicve such additional reductions are. through dramatic Level 2 and
Level 3 cuts, ,

Even some deficit hawks have called for a fonger 7 to 10 year plan for reducing
the deficit. Some may feel that as loog as the Clinton-Gore Administration stays on a
serious path, the failure to cut the deficii in half in exactly four years is not significant,
Politically, it may be aceeplable to show that you are on 2 path that will cut the defici
in balf, but that due o poor cconamic performance {the weakest recovery in a half
century) it would be wise o lake ore or two more years 1o ensuge that too much demand
is nos taken out of the coconomy.  Maost likely; if you are displaying significant courage
and making sericus progress on reducing the deficit, it is unlikely that failure to bring
the deficit in half will be that consequential,

X Therefore, the main tssue should be establishing confidence in the financial
copimunity, and delennining bow much deficit reduction is neeessary for the health of
the cconomy, compared to the long-lernm social return of using those resources for key
investments. One basic reason for aiming for more deficit reduction is that deficiis are
genenally higher thar predicied,  Therefore, one necds 1o aim for cutting the deficit
subsiantially move, simply to ensure that we indeed reach the more modest goal of
stubilizing Debt/GDIP,

Apothor reason for going beyond the Core Budget in deficil reduction is that any
bold muve un a Level 2 or Level 3 Deficit aption wust be taken in the firse 100 days of
a firat term, when the honeymoon is at iis height. From this point of view, we will ook
Dack with regrel at asy caulions inceementalisem later, This view, of course, must be
balanced against the other goals of the Adminisivation, such as health care, and i must
be measured against the gools and promises sct oul during the campaign,
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CONCLUSION

The purpose of seiting out a Core Budpet is to belp crysialize the trade-offs that
must be considered belween conflicting budgetary and investinent-goals. It is easy for
anyone to state the case for bl investments, fow deficits and more health care in the
abstract.  However, the task at hand is to recognize, conftont-and decide the exphicnt
trade-olfs necessary to make a compelling budget, Yhe Core Budget identifics what can
and can’t be done without significantly controversial deficit choices tn the hape that this
focuses the reader on how much he or she is willing o sacrifice for more investment,
more health care or more deficit reduction, and thus gerves as a usefol vehucle for
developing the first Clinton-Gore budget.
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SUMMARY QOF REVENUE OPTIONS
{in 3 Billions)
19841 1995} 1996| 1887 TOTAL 19638
Taxes - Business Taxes/Dedugtions:
Reduce Forpign Tax Avoidanee 4 3.00 --
Repeal Deferral of Contoiled Foreign Corp. income 0.60 0.80 .30 0.1¢ 1.80 8.10
End Overseas Plant Incentives Q.60 0.80 8,30 0.10 1.80 0.10 -
Limit CEQ Deduclions 0.30 0,40 0.44¢ 0.40 1.50 .40
Limit Meals/Entertainment Deduction to 80% 1.60 3.40 3.490 3.80 11.90 2.60
Taxes -- Lapital Gaing:
Tax Capital Gaing Unrgalized by Heirg - - 2.00 -~
Swepped Up Basis for Capital Gains .00 4.00 1.40 1.70 3.10 2.00
Taxes -- Deductions/Exemptions/Credits:
Limii Deductiong for 2nd Homes and Debt to $100K 0.29 0,30 $.40 0.40 1.30 0.40
A: Limit all Home Morgage Deductions to $300K 1,00 2.60 3.20 3.7¢ 10.50 4,20
B: Limit Mortgage Int. Daductions $12K/B20K Return 1.50 4.2¢ 5.00 6.00 16.70 6.80
Make Permanent Limit on ftlemized Deductions 0.00 .00 2.80 4.50 7.40 5.00
A: Make PEP permanent Q.08 .00 0.00 1.8 1.20 1.30
B: Make PER FPermanent 0.00 0.00 0.00 3.00 3.00 -
Make Pease Parmananl .00 0.00 2.00 4,50 8.50 4.80!

 Page 1




rovali- ... 0ne

SUMMARY OF REVENUE OPTIONS
{In § Sillions}
1994 1998 1996 18870 TOTAL | 1998
Repeal Deduction for Lobbying 0.10 0.10 0.10 0.10 0.40 0.10
End Exemption for Employer Paid Life Insurance 4,00
Replace Possessions Cradit (.20 0.44 0.50 0.50 1.80 0.80
A Reduce Emplover-Provided Parking Subsidies 4,64 4,64 4.40 4.0 16.00 4.50
8: Eiminate Employer-Provided Parking Subsidies 14,00 14,00 14 40 14 .00 856,440 14 00
Taxes - Estate Taxes:
Estate Tax Carryover - - - 2.00
Taxes -- Health Care Related:
Health Care-Impose Tax Cap 9,990 18.10 19.00 72,840 67.20 25.80
Repeal $125K M Cap 2.60 5.60 8.00 8.50 20.70 7.10
Taxes -~ HH, 11
HE. 11 {revenue raisers only} 7.00 5.4Q 5.60 12.10 30.10 6.30
Taxes - Porsonal Income:
A Add 36%, $1315K/5140K, Milliongires Suriax 4.50 12.50 12.80 12.580 41.50 12.50
B: Add 36%, 3115K/8140K, Millionaires Suriax = - . 21.00 ' -
Increase individual AMT 10 28% 3,10} 5.40 5,30 §.10 17.80 §.248
Elimination of Exclusion for Income Eamed Abroad - - 1.70
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SUNMMARY OF HEVENUE OPTIONS
fin'$ Billiong)

18841 19885 1866 1887 TOTAL ! 19488
Taxes -~ Sin:

Increase Clgaretie Tax o 5.48/Pack 2.80 3.80 3.80 3.80 14.40 3.70
increase All Alcohol Taxes to $16/Pool Galton 3.90] 480 a9e] 4390 1880 500
Index All Sin Taxes for Inflation 0.20 0.60 0.90] 130l 3.00 1.60
Taxes - Social Security

incrgase S8 Benefits Included in AGH 5 80 6.20 6.90 7.70 26.440 -
A Tax 85% of SS/RAR Benelits, Current Inc. Thresholds 2.70 5.60 6.2¢ 6.90 21 4% 7.70

B: Tax 85% of S&/ARR banelis windex 3.20 5.00 5.80 5,460 18.20 .5.Q01

Expand S8 Tax 1o All New State/Local Employees .30 1.1¢ 1.90 2.70 68.60 3.56
Taxes & Feeas -- Consumption/Envirenmental; \

A: Full Value Added Tax w/Progressive Gredit 0.00 47.00 70.00 73.00] 190.00 77.00

B: 5% Value Added Tax 47.00 70.00 73.00 F7.001 267.08 -

Excise Tax of $150/Ton on 80x 0.00 2.00 2,70 2.70 7.40 2.60

Excise Tax of $250/Ton on NOx (.00 1.80 2.10 2.10 5.80 2.10

I .
Excise Tax on 3250/Ton on VOOs .00 1.80 2.80 2.60 7.10 2.80
Excise Tax of 3150/Ton on Parliculate Malter 4.00 0.80 .80 .80 2.20 .80
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SUMMARY OF REVENUE OPTIONS
{in & Bitlions)
18544 19488 1485 1997] TOTAL 1598
A: Increase Polluter Fings 1.80 2,50 2.90 2.90 10.10 2.80
B: Polluters Fines/Taxes 13.30 17,70 17.70 17.60 66.30 17.60
A Increase Motor Fuels Taxes by 5. 10/gallon 12.50] 22.30] 32.00, 41.00l 107.80{ 50.00
| B: Gas Tax [($.07/gallon) 7.50 7.60 7.60 7.70 30.40 7.80
C: Gas Tax [8.35/gallon) 7.50 15,20 22.80 30.80 76,30 39.00
D Extend $.025 Gas Tax (expires in FY386) . .- 2.50 -
A Oze_fze Depieting Substances Tax (HOFC} .08 §.11 0.13 8.18 3.47 4.18
8: Ozone Depleting Subst, Tax (HCFC+Methyl Bromide) .22 0.28 .32 0.38 1,17 0.40
" A: Tax on Water Pollutants 1.50 2.080 2.60 2.00 7.50 2.00
B: Tax on Water Pollutanis 3.70 5.00 5.00 5.00 18.70 5,00
Tax on Ag. Chemicals that Poilute Q.70 1.00 1.00 1.60 3.70 1.00
Broad Based Tax on Lead {HR 2922) ¢.70 t.0¢ 0.80 .80 3.40
Fixed Off Import Fee 3.80 10.80 11.30 11.80 42.70 12.30
Exgise Tax 3% on Imporied Petr. and Refined Products 1.50 1.60 1.70 4.80
Fiaor Price for Domestic Oif Production 1.00 1.00 1.00 1.00 4.00
A: Carbon Tax (35/0n) 7.50 7.60 7,60 7.700  30.40 7,80
B: Carbon Tax {$25/om) 7.50 15.20 22.80 30.80 76.30 38.80
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SUMMARY OF REVENUE OPTIONS
{In & Billions)
| 1994l 1995 1008 _ 1997] TOTAL | 1998

A BTU Tax {3.10/mmBiu} 7.50 7.60 7.80 7.70 30.40 7.80
8: BTY Tax {$.5/mmBiu} 7.50 15.20 22.80 30.80 76.30 39.80

Fees - Usar ;
Raige Faes for Uranium Eﬂrichnf?em 0.2¢ 6.20 £.20 0.20 ¢.80 0.20
Raise Rates for Federa! Hydro-glegtric Power ¢.00 .30 0.30 0.20 G.80 0.2¢
Impose Lser Fees on the Intand Waterway Systom .40 4.40 8.40 0.49% 1.60 £.40
Impose a Royally Paymeni on Users ¢f Radio Spectrum 1.50 1.60 1.80 1.89 68,80 2.00
ﬁ;uczion licenses 1o Use the Badic Spectrum 0.00 4.6 1.70 1.80 3.8¢0 0.00
Charge for Examination of Siate-Chartered Banks 0.20] _ 0.30 0.30 0.30 1.10 0.3¢
Establish User F;ees for Air Traltic Conrol Samvices . 8.70 1.50 1.60 1.7¢ 5.50 1.70
Establich Charges for Airport Takeolf and Landing Siols £.30 0.3¢ 0.30 §.30 1.2¢ 0.30:
Raise Coast Cuard Fees 8,70 G.70 0.80 (.80 3.00 g.8¢
Charae a Fee for SMI Claims Not Billed Electropically 0.2¢ 0.30 - g.20 0.201-  0.90 g.10
Weather Service Fees .01 0.01 .01 0.01 0.02 .
Prisoner Use Fee | 8.05 0.08 0.05 £.05 0.19 -~
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SUMMARY OF REVENUE OPTIONS
{in $ Billions)
" 1994 1995 1996  1997] TOTAL 1998
BATF User Fen 8.01 0.01% 0.01 .01 p.o2 -
Extend Palent and Trademark Fees - - 0.1¢ -
Extend Custom's User Fees - - 0.80
Girazing Fees .02 .03 0.03 0.03 g.11 -
Health Care 'F!efomz:
Unﬁz?axJDeduc.KzCom;BQnantPackags iG.00 17.08 21,00 26.00 74 00 33.00
3% Mospital Revenue Tax 11.00 12.00 14.00 15.00 52.00 17.00
3% Ingurance Premium Surcharge 8.00 10,00 10.00 11.00 40.00 12.00
Medicare:
iME to 3% 1.60 1.90 2.180 2.30 7.90 2.54
Establish Prospect, Paymt. for Hospital Quipatient - 4.80 -
Home Health Co-insurance 1.80} 2.50 2.70 3.0 ALY 3.320
Income Related Premium (128KN180KY 0.30 1.20 1,20 240 5.10 4.30
Elim. Wage Cap for Medicare Hosp. Fund Payrofl Tax 3.00 §.040 7.40 7.00 23.00: 800
Medicare Premium for Income »3100,000 1.20 1.20 2.50 4.50 9.40 .
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SUMMARY OF REVENUE OPTIONS
{in 3 Billions}
} 19841 1985 1986] 1887] TOTAL 1998

Tax Both Portion of Medicare for inc>Threshold 4.70 5.80 £.70 8.00 25.00

Increase Medicars-B Premium for income Qver $128K $.660 1.60 1,00 1.80 4,44 2.70
;_?ax Medicare Hi + 75% SMI beneits 1.80 4,70 5.60 6.70 18.80 8.00
:L&é_gpand Medicare 1o State &local Employees 1.20 1.70 1.70 1.50 6.20 1.60

Rxpenqnure Target 8% for inpatient Services 4.00 -
MOccupancy Penalty for Capital Payments 0.80

Apply Relative Values 1o Overhead 0.30
T Reduce Paymenis for Laboratory Services §.50
_Reduce Grad. Medical Ed. for Specialists in Oversupply e - 0.30

Limit Varation by Hospital in GME Paymenis - - 0.10

FPenalty for Paper Claims - - 019 -
Pension Contribution Limils:

Devrease Pension Conyib, Limilg from 120k o 60k ~- “w 5.00

Note: "A", "B", and "C" indicate various versions of g policy oplion, or differing revenue estimates for the same policy option -
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SUMMARY OF COSTS
{in $ Billigng)
LOW COST 1893 1954] 1995 1996 1987 TOTAL 1338
Health Care: .00 5.30 6.05 6.85 23.84 42.03 47.88
National Haalth Care Reform 0.00 0.00 0.00 0.00 16.00 16.00 39.00
tong-Term Care and Personal Assistance Services (.00 .10 3.10 0.10 0.20 0.50 0.20
_AIDS, Women's Health and Pub. Reallh initiatives {1} 0.00 5.20 £.95 6.75 7.64 25.53 8.66
Rebuild America: 10.70 12.40 12.60 11.80 13.40 80,40 5.10
_Highways, Bridges and Mass Transit 4.30 4.0¢ 3.40 3.08 4.50 19.20 6.00
_High Speed and Other Rail {2) 0,00 4.00 0.00 0.00 0.08 0.00 0.00
Airports and Aviation (3) 1.00 0.50 0.40 0.30 0.20 2.40 0.1
Waste Water Treatment (3) (4} 2.00 3.00 3.00 3.00 3.00 14.00 3.00
Drinking Water Supply (3} {5) 2.00 2.00 2.00] 2.00 2.00 10.00 2.00
Defenge Finms 0.20 0.50 0.70 0.80 1.60 3.20 .00
_Deiense Workers 0.20 0.40 0.50 0.80 0.70 2.60 0.00
_Local Communities 1.00 2.00 2.00 2,00 2.00 .00 6.60
‘[Environment and Energy: .16 0.15 G.13 3,18 0.15 0.74 0.00
Natur@! Resources infrastructure 0.00 0.10 0.13 0.15 0.15% 0.53 0.00
______ Energy Conservalion (6) 0.15 0.00 0.00 0.00 0.00 .18 0.00
Federal Enargy Efficiency Fund 0.01 0.05 .00 0.00 £.00 4,06 0.00
Envirgnmental Technology: {13} £.37 0.65 0.78 0.79 0.79 3.38 0.00
R&D (NBF & Env. Tech, Centers) .25 .36 .47 0.88 $.58 2.24 .00
Stmulate Commercializaion of Env, Tech. (3) 8.45 0.14 0.18 g.18 0.18 .88 0.00
Convert Fed, Cars to Nat. Gas an Electric 0.04 .05 £.05 g.08 0.G5 0.22 .00
Eliminate Purchase of CFC Cooling Units (3) 0.02 0.08 .08 0.00 0.00 0.18 0.00
Convert Fuel (il Fed. Bidgs. to Natural Gas {3} 0.01 0.03 .05 0.00 (.00 0.08 0.00

&
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SUMMARY OF COSTS
{In § Bilions)
L.OW COST 19913] 1994/ 1985! 1996 1697 TOTAL 1998
Finance: (3) 70.00 10.00 10.08 10.00 10.00 410.00 0.00
RTC &84 Insurance Fund 60.00 0.040 0.0 .00 0.00 8G.00 0.00
infrastructure Bank 10.08 10.00 10.00 10,00 10,040 R0.00 .00
Defense Program Increases: 0.00 1.05 1.85 1.80 2.40 5.80 2.658
National Service: 0.00 (.35 110 1.80 2.10 5.35 2.40
Wellare Relorm: 4.70 1.80 A 3.80 7.00 8.50 21.80 10.40
Expand EITC {7) 0.70 1.00% - 200 4.00 4,24 11.80 4.40
Expanded JOBS 0.00 0.80 1.50 2.80 3.80 8.50 4.00
 Child Support .00 $.20 .30 8.40 .54 1.40 200
Chitdren & Famities: 0.00 6.53 13.76 15.19 16.58 52.06 17.67
Family Praservation Services €.00 0.10 g.22 6.30 G.32 0.g4 0.34
Tax Deduction for Adoption 0.00 g.02 .02 .82 0.02 §.08 ¢.02
Granis for Licensing and Monitoring 0.00 0.03 0.03 0.03 0.03 0.1¢ 0.03
Head Swn .00 i.00 2.060 3.00 4.00 1000 5.00
HIPPY .40 G.20 0.20 4.20 .20 .80 (.20
WiC .60 8.36 .87 3.78 1.08 2.78 1.11
Dependent Care Tax Credit 0.00 §.65 1.12 1.14 1.20 3.5% 1.25
Children’'s Tax Allowance .08 4. 77 4.80 §.7¢ Q.77 33.814 a.72
Teenage Fregnancy Prevention Stralegy 0.00 0.01 0.0 0.01 0.01 0.03 0.01
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SUMMARY OF COSTS

{in & Billions}

LOW COST 1993] 1984/ 1895 1996 1987  TOTAL 1998

Education & Training: 0.28 1.34 2.12 2.464 d.11 8.45 3.62
National Education Goals Pansl .03 .03 .04 Q.04 0.04 g.18 0.04

_Siate and Local Relorm Granis . 6.00 0.03 0.10 0.15 .20 2.50 0.20
Urban Relorm 0.00 .13 ¢.13 $.13 .13 0.50 0.13
Youth Apprenticeship ¢.o0 $.08 0.18 0.33 8.53 1.10 0.75
Chapter 1 Supplemental 0.25 .52 0.54 0.58 g.58 2.458 0.61
QOifice of Ed. Research and Improvement {Reauth) G.00 4,01 .01 0.01 .00 ¢.04 5.0¢
Quakity Workiorce Development Al .00 0.03 0.83 0.88 1.14 2.67 1.40
Dislocated Worker Assistance Act 4.0 9.50 0.50 0.50 8.50 2.00 8.50

Crime Sirategy: .21 2.64 2.34 2.78 2.84 10.82 2.89
100,000 New Cops/Police Corps 8.158 0.91 0.78 1.20] 1.25 4.26 1.30

_ Byrae GmisfCommunily Policing ~ .06 g.90 6.20 0.80] .88 3.8¢ 0.80

_Brady 8ill 0,00 0.18 8.60 §.60 4.80 0.16 3,00
Criminal Justice Drug Testing/Treaiment .00 .18 8.10 810 0.18 .40 3.10
Medications Development Program .00 3.82 .02 .62 3.a2 g.1¢ g.62
Drug Treatment Reseach ' 0.00 0.15 G.15 g.15 0.15 ¢.80 8.15
SAFE Schools 6.0 0.1¢ 0.19 g.16 J,16 &40 8. 10
(Gang Prevention Grants 0.00 0.19 0.10 8.10 0.10 .40 £.10
Domestic Violence/Rape Grants .00 g.15 g.12 .12 0.12 .51 g.12
White Collar Crime .00 0.05 0.05 0.65 6.05 8.20 .05
Law Enforcement Family Support 0.00 0.01 0.00 0.80 0.00 .01 2.60
Rural Crime Initiative 0.00 0.05 0.05 0.05 0.05 0.20 0.05
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SUMMARY OF COSTS |
{In_$ Billions) §
LOW COST 1981 18894 1985 1996 1887 TOTAL 1833
Community Empowerment: D.78 1.33 1,76 2.01 2.27 8.15 2.50
_ Community Development Banks 0.00 0.13 4.15 0.17] 0.19 0.64 0.21
Enterprise Zones 0.28 G.40 0.56 0.77 $.49 3.00 1.18
_Perm, Extension of Low-Income Housing Tax Cred, 0.30 0.3¢ 0.36 0.30 £.30 1.50 0.3¢
_ Perm Exiension of the Morigage Revenue Boad Prog. 0.20 8.20 0.240 Q.20 0.20 1.00 0.20
Homelessngss Rehab. Grant Program . 0.00 £.05 .05 0.05 0.0% 0.20 (.05
Moving to New Qpportunities . 6.00 0.25 9.50 8.52 $.54 1.81 0.86
Technology/Mig./Smail_Business: 0.12 2.72 5.08 7.10 7.32]  22.34 2.23
R&D Tax Credit {3) 0.00 0.80 1.480 1.60 1.80 5.60 2.10
_SBA Loans 0.12 §.05 ¢.00 0.00 0.00 0.17 .00
Export Promotion 0 0.07 06.08 .10 .12 0.37 0.13
_ Technology (8) - _— g.00 1,60 3.60 5.40 5 40 16,20 0.00
Tax Incentives: . 10.00]  10.00 10.00 10.00 10,00]  50.00 0.00
_ITC {Permanent, Incremental 10%) (9} 10.00 18.00 10.00 10.00 10.00 50.00 .00
TOTAL - LOW COSTS 83.33 61.58 76.51 86.83 18712 445.34 145.37
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SUMMARY OF COSTS
(In & Billions)
HIGH COST | 1983 1594 1985 1996 189 7| TOTAL 1988
Health Cate: 0.08 19.06 38.43 69.45 94.60 222.03 116.50
National Health Care Reform 0.00 10.60 28.00 44.00 £51.00 143.00 71.60
Long-Term Care and Persunal Assistance Services £.00 0,00 0,00 14 00 20.00 34 50 36.60
AIDS, Women's Health and Public Health iniliatives 0.00 5.06 10.43 11.95 13.60 45,03 15.50
Rebuild America o 17.38 23.78 23.28 27.08 28.48] 121.00 7.55
Highways, Bridges and Mass Transit o &£.30 8.00 7.40 7.00 8.50] 37.20 8.00
High Speed and Other Rail {10} 1,28 0.78 0.78 2.88 2.58 3.10 2.45
Alrporis and Aviation 1.0¢ 0.50 0.40 .30 0.20 2.40 0.10
__Waste Waler Troatment (11) 2480 3.00 3.00 3.00 2.00 14.00 3.00
Drinking Water Supply (12} n 2.00 2.00 2.00 2.00 2.00 10.00 2.00
Defense Finmns 2.20 3.50 3:7¢ 5.89 7.00 22.20 .00
Defense Workers 1.50 4.00 4.00 4.320 4.20 18.00 0.00
Local Commynitics 1.10 2.00 2.00 2.00 2.90 9.10 Q.00
Environment and Energy: 0.85 1.08 1.28 1.40 1.40 5.80 .65
Natural Resources Infrastructure 0.68 0.70 Q.75 8.75! 0.75 3.63 0.00
Energy Congervation 0.15 0.20 0.30 8.35 8.35 1.35 0.35
Federal Energy Efficiency Fund .03 ¢.10 0.20 0.30 0.30 §.93 0.30
Environmental Technology: (13) 0.88 1.60 1.85 1.84 1.84 7.82 0.00
R&D {NEF, Tech. Centers, and interagency program) 0.25 0.46 0.67 0,78 6.78 2.84 .G0
Stimulate Commercializaion of Env. Tech. 0.05 0.14 0.15 - D.18 0.16 0.686 6.60
Convert Fed. Cars to Nat. Gas and Electie {.35 £.80 $.86 0. 80 0.90 3.95 0.00
Eliminate Purchase of CFC Cogling Unitg 0.02 ¢.08 0.08 0.00 0.00 0.18 £.00
Conver Fuel Oil Fed, Bidgs, 10 Natural Gas 0.01% 0.03 0.05 .00 000 .08 0.00
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SUMMARY OF COSTS | I |

{In $ Billions)

HIGH COST | 1993| 1994| 1995] 1996| 1997(TOTAL | 1998
Finance: 70.00 10.00 10.00 10.00 10.00f 110.00 0.00
RTC S&L Insurance Fund | £0.00 0.00 0.00 0.00 0.00 60.00 0.00
Infrastructure Bank | 10.00 10.00 10.00 10.00 10.00 50.00 - 0.00

Defense Program Increases 0.00 1.05 1.55 1.80 2.40 6.80 2.65

' |

National Service: 0.00 0.35 1.10 1.80 2.10 5.35 2.40

Welfare Reform: | 0.70 1.80 3.80] 7.00 8.50 21.80 10.40
Expand EITC (7) 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
Child Support l 0.00 0.20 0.30] 0.40 0.50 1.40 2.00

| |

Children & Families: 0.00 6.53 13.76 15.19 16.58 52.06 17.67
Family Preservation Services - 0.00 0.10 0.22 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 for Licensing and Monitoring (.00 0.03 0.03 0.03 0.03 0.10 0.03
Head Stant 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 0.00]. 0.36 0.57 0.78 1.08 2.79 1.11
Dependent 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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SUMMARY OF COSTS

{In $ Billions)

HIGH COST I 1993] 1984 1995| 1996{ 1997|TO0TAL | 1998

I

Education & Training: ¢.28 1.34 2.12 2.60 3.11 9.45 3.62
National Education Goals Panel } 0.03 0.03 -0.04 0.04 0.04 0.18 0.04
State and Local Reform Granis 0.00 0.05 0.10 0.15 0.20| 0.50 0.20
Urban Reform 0.00 0.13 0.13 0.13 0.13 0.50 0.13

__Youth Apprenticeship 0.00 0.08 0.18 0.33 0.53 1.10 0.75
Chapter 1 Supplemental 0.25 0.52] 0.54 0.56 0.58] 2.45 0.61
_Oflice of Ed. Research and Improvement (Reauth.) 0.00 0.01 0.01 .01 0.00 0.04 0.00
Quality Workforce Development Act 0.00 0.03 0.63 0.89 1.14 2.67 1.40

_Dislocated Worker Assistance Act 0.00 0.50 0.590 0.50 0.50( 2.00 0.50

Crime Strategy: 0.21 2.64 2.34 2.79 2.84 10.82 2.89

100,000 New Cops/Police Corps 0.15 0.91| 0.75 1.20 1.25 4.26 1.30

_ Bymne Gints/Community Policing =~~~ 0.06 0.90 0.80 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 Testing/Treatment 0.00 .10 0.190 0.10 0.10 0.40 0.10
Medications Development Program 0.00 ¢.02 0.02 0.02 g.02 0.10 0.02
Drug Treatment Research 0.00 g.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/Rape Grants 0.00 g.15 0.12 0.12 0.12 0.51 0.12
White Collar 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 .05 0.20 0.05

|
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SUMMARY OF COSTS !
{in § Billions)
HIGH COSY | 1893] 1994 1995| 1886 1887/TOTAL 1988
_lCommunity Empowgrment: p.78 1.33 1.76 2.01 2.27 8.15 2.50
- Community Development Banks 0.00 0.13 0.15 0.17 0.18 .64 0.21
_Enterprise Zones 0.28 0.40 0.586 0.77 0.99 3.00 1.18
Perm. Exiension of Low-Income Housing Tax Cred. 0.30 0.30 £.30 0.30 0.30 1.50 0.30
Perm Extension of the Mortgage Hevenue Bond Prog, 0.20 0.26 0.20 B.20 0.20 1.00 0.20
Homelessness Roahab, Grant Program 0.60 (.05 0.05 0.05 .65 (.20 0.05
Moving 1o New Opportunities ! 0.00 0.25 .50 0.52 0.54 $.81 0.58
Technology/Mig./Small Business: 0.20 4.23 7.52 10.73 10.843 33.81 2.1¢
R&D Tax Credit .60 0.80 1.40 1.6¢0 1.80 5.80 2.10
SBA Loans £.20 0.32 0.00 .60 0,00 2.52 0.00
Expor! Promotion 0 0.10 0.12} 0.13 0.14 ¢.49 0.00
_______ Jechnology (8) {.00 3.00 6,00 400 3.00 27 Q0 0.00
Tax incemives: 16.0G 10.00 10.G0 10.00 10.09 $0.00 G.00
_ITC {Permanent, Incremental 10%) (5} 18.00 10,00 10.00 10.80 10.06 50.00 0.0
TOTAL HIGH COST 101.09 84.70 118,78 164 18 186.06 664.78 168.93
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Assumptions:

1. moderate cost proposal {there was no low cost propasal) |
2. “Env., Energy, and Natural Resources Options™ meme suggests $150 million in '93, increasing to $400 million in ‘87
3. low revenue ostimales are the same as high esimates {all that is available) i | l ]
4, "Env., Energy, and Natural Hesowces Uplions” memo suggests $2.7 bilion in '83 and '94 for sewage and wastewater treaiment plants
5 “Env., Energy, and Natural Resources Cptions” memo suggests $2 billion/year starting in 'B4 for drinking water projscts

£. as a part o a stmulus package

iow opzians for f;iimulm' $15 biiiian over 2 years (93, 94}

8, thig will not add to Ihe deflcn if funds are transterred from defense R&D
9. levels for each year determined by averaging mulli-year total estimate
10. "Env., Energy, and Natural Resources Options® memo suggests $45 million in "83, increasing to $950 million in 97
11 “Env. Energy, and Natuwral Resources Qplions® meme suggests $4 hill./yvear startin in '93 lor sewage and wastewaler treatment planis
12. "Env., Energy, and Natural Resources Options” memo suggests $2 bilionfyear slarting in 83 for drinking water projects
13, "898 numbers were ysed for "97 {ng 97 numbers provided in oplions memo) i ! i
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OPPORTUNITIES FOR COBT SAVINGS (1}

{in § Billions}

1993;  19894] 1995) 188s] 19971 TOTALl 1998

Administrative.;

+ 3% admin savings (begin, in 1995} 0.00 0.00 2.00 .00 6.50 13.50 8.50
Fregza consyultanis {begin, in 199%5) .00 ¢.00 06.20 0.20 0.20 0.60 0.20
Efiminate 100,000 Federal Employees 0. 00 0.00 2.00 4.30 4.50 14.80 4.50
Reduce Spending on Consullants, Overhead .00 1.50 2.00 4.50 5.10 15.10 6.40Q
Cut While House Budget 25% . 0.01 .01 0.01 0.62 0.02 0.07 0.02
Elimination of Unnecessary Commigsions §.03 $.05 0.05 .06 {.08 0.28 0.08
Enhanced Racissitn 3.00 6.00 &.80 .00 £.00 27, .00 .00

Agricutture:

Restrict ¢ligibility and reduce the payment limitation 0.00 0.10 (.20 0.20 Q.20 8.70
Eliminate Honey Program $.00 0.00 0.00 0.02 0.02 (.04
Eliminate wopl/imohalr price support program 0.00 g.19 0.19 g.20 8.20 0.78
Lower prices to farmers in USDA commodity progs. 0.44 1.55 219 3.20 5.85 13.28
Raise share of acreage ingligible for deliciency pymis. .41 .86 4,91 .81 0.80 3.98 -
Streamiine operation of Farm Agencies olfices .03 0.07 0.1 0.14 G.14 .49
Reduce subsidies provided by Rural Elec, Admin .03 §.07 0.13 0.17 0.20 4.60
Replace Crop Ins. Prog. wf disaster agsist program - - -= 1.00 s -
Eliminate markal prometion program 0.01 0.01 0.01 £8.01 0.01 (.05 D.01

AlD:

Consolidate the Overseas Broadeasting System 0.00] Q.10 0.20 §.30 0.3¢0 0.90 0.30
Reduce Security Assistance .04 0. 15 .33 5.54 0.55 161 --

Debt:

Reduce Interest by Shoriening Maturities $5.00 1.7¢ 3.40 5.10 8,80 17.00 8.30
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OPPORTUNITIES FOR COST SAVINGS (1}
{in 3 Billions}
18931  1994] 1995 1896 1997] TOTALi 1998
" |Defense Cuts Packages
‘1 Aspin A 0.4 10.60 24 .34 38.70 51.60{ 128.20 45 80
Aspin B - 7.60 18.30 29.70 39,60 a5.20 34.80
Specitic Defense Savings (2):
Foree Structure Sut &.00 1.70 2.80 5.60 $.20 18,40 9.20
Overhiead Reduction 2.40 .90 2.0 2.15 4.30 11.85 3.05
A; 8Dt Reduchion 1.60 1.28 Z2.20 2.20 2.2 9.40 3.00
B+ S0 Reduction 1.60 2.00 3.10 3,20 3.7¢ 13.80 5.850
_A: Acquisition Cut 0.00 0.85 0.65 1.05 1.25 380l 0.65
B: Acquisition Cut .00 .1.90 2.75 2.05 2.75 §.45 1.05
A: Mational and Tactical Intelligence Ot 2.80 1.G0 0.70 0.70 0.6¢ 5.640
B: Nativnal and Tactical Intelligence Cul 2.0 1.5 1.20 1.20 1.10 7.60
A: Pay Raige Adiustment 0.00 2.00 2.78¢ 2.80¢ 2.80 1£.30 2.840
B: Pay Raise Adjustment : 0.00 2.00 4.40 8.40 7.30 20.10 7.70
Reform DOD inventory system $.00 5.70 0.00 2.80 2.08 5.70
Educalion: .
Elirninate Funding 10 School Districts for bnpact Aid B 0.00 3.10 3.10 0.20 0.20 0.60 0.20
Replace Swadford and SLS Loans with Direct Loans 0.00 1.40 1.40 1,80 1.50 5.80 1.60
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OPPOHRTUNITIES FOR COST SAVINGS (1}
{In & Billions)
1993 1894 1985 1996 1997 TOTAL 1998

Energy/Environment:
Stop Acquisitions of Crude Qil for the SPRQ £.08 $.30 0.40 0.40 5.40 1.50 8.50
Elim. below-cost timber sales from national forests 0.02 0.03 0.05 0.06 0.08 0.23 -
Hardrook mining claims £.00 0.06 5.08 0.08 .06 .24 s
Decrease government financing of superfund g.75 0.19 0.31 0.27 0.28 1.80
mprove pricing for commercial uses of public tands - - -- ~ .20 -

__index nuclear wasts disposal fees for inflation - -- - . .10 - -
DoE raise federal hydio power rates for debt moymm 0.00 0.26 0.25 0.24 0.22 8.87

- tEntitlement Cuts

Eliminate COLAg belore age 62 - £.38 0.96 i.53 2.18 5.06 2.81
Social Security - CF1-2 on COLAs for four years -- -- - . 22.00 -
85 Fregre COLA for One Year 8.0C 11.00 11.00 10,80 143.80 51.760 -~
Eliminate fump sum benefils for Federal retirees - - . 2.10 2.80 4.90 3.80

Heallh Care Costs - - 50.00 -

Health - Medicaid savings

_ Fighten estate assel rules 0.08 0.08 015 8.25 .40 0.88 0.45
Fx rgbates 0.00 0.00 0.190 8.10 8.2¢ Q.40 0.20
Fleplace State Admin. Cost Grant w/ 1 Indexed Gram .00 .50 0.8¢ 1.20 t.80 41§ 2.10

Health -- Medicare savings
Fraeze PPS update $.00 1.60 2,20 2.40 2.60 8.80 2.50
Reform hospihal sulpatient $.00 0.2G 0.6¢ g.80 .80 2.58 1.10
Freeze updates foc 5 years - - - . -~ 1.60 - .
One-year Parl B freeze 0.04 (0.40 3.50 (.88 0.80 2.40 0.80
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OPPORTUNITIES FOR LOST SAVINGS (1)
(In $ Bitlions)
1983 1494 19853 19985 1997 TOTAL 1888
Reduce updates:
A By 2% - - 4,70 -
B: Byt%lordyesys 4 - - - 1.70 . -
increase SMI deductible (.00 1.60 1.70 2.30 3.00 8.4 3.90

Health -- Medicare/Medicaid offsets 0.00 3.50 4.30 5.50 9.00 23.30 -

HUD:; n
Scaie Back Low-income Heome Energy Assistance D.00 0.10 .20 0.20 0.20 0.70 0.20
Ehminate special HUD granis 0.00 0.06 3.12 0.13 8.13 0.44 -

Miscellaneous: .

_Eliminate Consumer Homernaking grants ) 8.01] 003 8.04 0.04 0.04 .15
Ehminate law-relaled gramnts .00 0.61 G.01 0.01 8.0 0.02 -
Coniinue io detay child cere ghilgations - -- -- - .30 -

_Tax credit yrions like other thrift institulions 0.20 0.50 $.60 0.60 0.60 2.50

_Eliminate CSRE Marrill-Nelson 0.48 0.00 0.00 §.00 0.00 .02
Eliminate the ship operating subsidy .25 .24 0.24 0.23 0.19 1.14
Reduce the Ocean freight differential .04 4,04 .04 0.04 2.04 0.20 -~
Rastrict agency mach on thiift plan conlrib. 1© 50% 3.47 4.77 1.45 1.40 1.70 5.39 --
Eliminate foliew-through 0.00 0.00 3.01 0.01 0.01 0.03 -

Coast guard - 100% cost recovery 0.70 0.70 0.75 0.75 .80 3.79 -

Science/Space/Technalogy:

_Reduce Overhead on Federally Sponsored Univ. B&D 0.00 .10 0.10 0.20 4.20 0.80 0.20
Cancel New Spacecraft Development Projacis 0.00 .10 3.20 0.20 .20 G.70 0.20
Cance! the Space Station Program 0.00 1.10 t.940 2.0 2.30 7.50 2.490

0.00 0.30 0.40 6.50 3.50 1,70 0.50

Cangel Davelopment of Advanced Bocket Motor
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OPPORTUNITIES FOR COSBY SAVINGS (1)
{In $ Billions)
1893 1994 190985 1996 1887 TOTAL 1998
Abolish the imemate Commerca Dommission 0.02 0.03 4.03 0.03 .03 0.13 ~
Privatize NOAA research lleet 0.05 0.05 .05 0.05 0.05 8.25
_Cancel moon 1o mars 0.05 0.08 0.10 8.19 0.10 0.42
_ Eliminate akrport granis-in-aid - - 2.20 -
Cut highway demonstrations in haif 0.80 -
Tax:
Amortize a portion of advertising Coslg 3.390 5.80 4.40 2.940 1.70 18.20
Turn the possesions tax credit inlo a wage Cradit ¢.2¢ 5.44Q .80 0.58 ¢.60 2.20
Weifare Reform:
Caseload Reduction .00 0,00 .40 0.80 2.00 3.20 2.20
Motes: ' : B
1. The Ipllowing fist includes several estimates {desighated A and B} for similar opportunitigs when the cos! estimates vary significantly. |

2. The "A" indicates option 1 and the "B" indicates option 2 -- both from the defense oplions paper

i
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STIMULUS OPTIONS

Executive Summary
Larry Summers/Roger Aliman

This summary provides background on current macroeconomic conditions, the etfect that various
stimulys measures might bave on the economy, and outlines a variety of stimulus options.

Miacroeconomics and the Defieil

I. The most Hkely scenaric 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 slower growth that does not bring
down unemployment at all, Key uncertainties include continuing layoffs, conditions in Eurepe
and fapan, financial strains, 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 3 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
1s quite remote.  But the risk of more rapid growth being attained but not proving sustainable
in 1995 and 1996 because of collisions between fiscal and monetary policy is very real,

3. Short term fiscal stimulus without a defictt increase is impossible. Modest stimulus in the
form of accelerated infrastructure spending, human investments, and an incremental ITC 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 package 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 likelihoad of four years of
sustained growth. It would alse contribute to economic growth by liberating a significant part
of the pool of privale savings that are now flowing into government debt rather than productive
investraent. The greater the near-term strength of the economy, the more urgent it is to credibly
reduce the deficit. Long term deficit reduction is imperative even if no stimulus package is
adopted.



5. Federal investiment now comprises about 2 percent of GDP. The Putting People First plan
would raise this figure to about 2.7 percent of GDP by 1997, and increase by 50 percent real
spending. A 50 percent increase is a potentially attractive goal, It is unhikely that increases in
Federal investment spending will have 2 major impact on macroeconomic performance over a
5 vear period even if the investments have a very high rate of return, though the benefits in 2
number of sectors would be very visible, Increases in public investment would not mitigate the
financial risks associated with budget deficits.

Stimulus Opgions:

There are four sets of options: 1) 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's disadvantaged communities.

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

The first concerns the use of funds. Many of 1he proposals encourage long-term investment -
either through providing tax incentives to businesses or investors, or through government
spending. This category includes Investment Tax Credit proposals, Capital Gains Tax proposals,
and possible increases in funding for Infrastructure. Two of the tax proposals, the Middle Class
Tax Cut and the Earned Income Tax Credit, address fairness issues that were raised by you
during the campaign. Finally, some of the proposals fund social imtiatives that have loag-term
benefits such as Head Start and Child Immunization which will bave immediate stimulative
benefits, but also are considered investments in producnvxty 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, are cost neutral 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 spread of Tuberculosis in several urban communities to much more expensive proposals Hke
an Investment Tax Credit. Each of the proposals includes a range of cost options that have their
own programmatic and political distinctions,

The section on Tax Options presents a range of proposals 10 meet the goal of stimulating the
economy in the shori-term 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
Entreprencurs, focus on encouraging higher levels of investment; the New Job 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 fairmess, but they also encourage
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increased consumption, Some of these proposals, such as the ITC 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 probiems 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 stimalus.  Most importantly, many of these programs, from Head Start to
child immunization, are extraordinarily cost-efficient, saving billions of taxpayer dollars over
the long-term for a small up-front investment. In addition to proposals on Head Start and child
immunization, the section includes options that address the Nation’s infrastructure needs, the
affordable housing 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 {hese options involve no new spending - only administrative changes that would
expedite spending of previons appropriations; others, such as the infrastructere proposals, could
cost as much as 315 billion over four vears.

The section 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. 1t 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 guidelines. 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 vears. In addition to these savings, shortening

the average muturity of the cutstanding debt might push down long-term interest rates which

would have an important stironlative benefit,

The final section outlines the damaging effect that sfow growth in Japan and Germany have on
our economy and makes clear both the imporiance and difficulty of global coordination.



BUDGET PROCESS ISSUES

Executive Summary
Harrison Weliford, Alan Cohen, Jonathan Sallet

Budget Process

Issues of budget process will 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 carefully 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. 1t is also impaortant, however, that budgct
pracess 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 1o be filled in later.
With a broad framework in place, the budget process questions can be discussed in the
appropriate context,

There are 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 Admisnistration is required to submit a FY 94 budget by February 1,
1993, :

3. Whether the Administration will seek an additional extension of unemployment
benefits prior to the expiration of the current extension on March 7, 1993,

e . o
4. Whether the Administration will seek a short-term or losg-term exiension when
the current debt ceiling 15 reached on or about March 15, 1993,

5. Whether the Administration will submit a fiscal stimulus program separate from
its FY 24 budget proposal.

6. Whoether the FY 34 budget proposal will, without regard to question 5, be the
vehicle by which the Administration proposes its long-term budget deficit reduction
strategy, implements 1S invesiment goals, and propeses health-care reform.

7. Whether the Administration should voluntarily submit legislative ;gsmposais
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 political strategy
(Questions 1 and 2). Second, there is also a prevailing belief that the time required to finish
work on a comprehensive budget submission will preciude 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.



BUDGET POLICY

Executive Summary
Letitia Chambers, Craig Bury and Cindy Lebow

The Budget for Fiscal Year 1994 will be the vehicle through which the Clinton/Gore
agenda is articulated and delivered to Congress, It is through the Budget that the new
administration’s 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 those decisions in a context that will be-meaningful and easily understood by ’
Congress and by the public, a central theme should be estabiished, and the entire Budget
should be built around that theme.

The first paper submiited by the Budget Policy Group, Investment for the Future: A
Budget Decision Framework, suggests that the unifying theme of the first Clinton/Gore
Budget be Investment for the Future. Several principles are suggested to guide decision
making - thinking long term, increasing investment and reducing consumption, encouraging
private as well as public action, and reducing the deficit. The paper also provides in
concise, summary fashion data on the size and sources of the public debt and deficits,
discussing both revenue and spending sides of the equation. This discussion provides a
context in which to view three Hiustrative budget scenarios, each of which halves the deficit
by 1997, but arrives there by very different paths,

Budget Restruciure

Presentation is an important element in developing and offering a budget which
provides a coherent theme., The Presidential focus on Investment for the Future can drive
the Congressional decision making by restructuring the presentation of the federal budget to
include a Capital Invesiment 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 futare productivity.

» An Income Replacement Budget, which reflects the nation’s past
commilmenis made to workers and includes Social Security and Medicare,
Federal Emploves Retirement programs, and the Unemployment Insurance
System,

. An Operating Budgel which contains all other programs and activities and
reflects current consumption by the federal government,
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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 imbalance
¢an be blamed on past practices and on prior administrations.

While some statutory changes will be needed to fully implement the budget
restructure and to adapt the budget process o the new structure, it is possible (and, we
believe, desirable) to present the FY 1994 budget without any statutory changes in thc
restructured far‘maf

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

Eliminanng "Pork”

An important element in the overall imdgez strategy is to control budgetary “pork.”
Enacting expedited rescission zuthority isa ma}cr cam;xmem ef‘ t%ns strategy The zhmd
paper presented by the Budget Policy Group, Pork i )
Authority, discusses the provisions to be mncluded in resc&sszz:}z’z 2egzs¥ai:zan ané sets out the
constitutional and political constraints. It also proposes a definition for pork fo be used in
“jawboning” the Appropriations Committees and the Congress to secure their cooperation in
ehiminating "pork” as a part of the deficit reduction strategy.

Proposed Budget Schedule for the FY 1994 Budget

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 30-60 days of the new
Administration. More detailed agency submissions will also be prepared doring 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 reguire about three months. This schedule leaves virtually no room for
missteps or delays and assumes: .

i, The President-elect will make maior decisions before Inauguaration;

p Diecision-making will be more top-down, with agency heads given only limited
opportunity (o appeal in this initial budgset; and

3 OMB staff and budget data wili be available in & virtually unrestricted
relationship at the beginning of the year.

-
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ot also submitted by the

The schedule in _m

Budget Policy Group, proposes an mwrzm imdgei document za b& maiie available by
February 15 with the full set of OMB FY 1994 Budget documents {including the Budget
Appendix) submitted on March 15, This paper includes a complete timeline of the bﬁ{iget
decision process.

The federal budget process has evolved into a complex, convoluted multi-track senies
of technical procedures which consirain bold action on the budget. Reform is needed, In
order 1o break the budget stalemate of the past decade, however, substantive economic policy
changes -- not budget process -~ should be 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 detatied discussion of major reform issues that should be covered in this later major
overhaul.

Executive Orders

It is possible that President-Elect Clinton may wish 16 sign ong or more Executive
Orders either on [nauguration Day or shortly thereafter. The Executive Order process is
governed by Executive Order No. 11030, issued by President Kennady on June 19, 1962,
The clearance process for proposed Executive Orders involves certain requirements for
development, routing and approval which should be respected dunng, the 'I‘rans;zwn pemxi
A memorandum entitled “Guidelines for qu§1ggrauon P tential | rders
Signed by P o1 She rurat A outlmes this proccss and
szzggeazs that analogous pmcﬁéams be established within the Transition for review of such
proposals by the OMB Director-designate and the Attorney General-designate.  Thig
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,




Rudeet Polic U

Members of the Budget Policy Group, in addition to preparing the papers submitted
here, have developed an interactive data base to test budget scenarios and extensive revenue
and spending options, which have been provided in separate books. The group also has
assisted several other members of the Economic Policy team in developing their submissions,
and also has provided assistance and support to the cluster groups and agency laison teams
in securing budgetary information and material to be included 16 the briefing books for new
agency and department heads.

The Budget Policy Group, which 1s made up of highly expenenced senior budget
specialists and legal and regulatory experts, includes: Letitia Chambers, Team Leader,
Craig Bury, Alan Cohen, Comer Coppie, Robert Greenstein,. Jerry Julius, Richard Kogan,
Lynn Mahaffie, Congressman Jim Moody, Sue:Nelson, Wendell Primus, Ted Ralston, Tom
Sliter, Nancy Sutiey, Mike Telson, Jon Weintraub, Marina Weiss, David Williams and Sue
Woolsey.

The Budget Legal and Regulatory Team, which consists of Cynthia Lebow, John Dill,
and Larry Simms, are examining the regulatory review process, and legal and legislative
aspects of the budget process,  Administrative and Support Staff include: Amy Buzzell,
David Kovner, Blise Patton, Kirsten Powers, and Martd Thomas.



DEFICIT REDUCTION OPTIONS

Executive Summary
ira Magaziner

THE DILEMMA

Fulfilling the campaign promise to cut the deficit in half by FY 1997 will require
politically difficalt spending cuts and/or tax increases even without any "Putting People First®
investment.

Carrying out a substantial investment program as envisioned in "Putting People First”
and 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 or dedicated taxes
t0 pay for new expenditures.

The only alternative to this prescription is to hope for or find 2 way to stimulate the
economy sufficiently to increase real economic growth to an average of 4-5 percent per year for
the next four years--a dubious prospect.

Most staff members on the Hill betieve that if President-elect Clinton wishes to propose
serious deficit reduction, he must Jock it in place in the first budget,

There are pelitical risk ©o deficit reduction,

i It would potentially azzge% most major interest groups unless a call o
“shared pain for the greater good™ can be sold.

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

3, It may fail to win passage.
There are also political positives,
I. It would allow President-elect Clinton 10 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 investment programs can he rolled out
withoul cach one being swiped at as "busting the budget”. |

S 3 It would preempt the expected Republican attack on President-clect Clinton as a



tax and spend Democrat and attempts o pass a “balanced budget amendment”
when the debt ceiling is reached in February or March,

4, It would acoelerate the shift to a2 more investment-oriented budget,
The politics of deficit reduction are not easy. The following principles nuay make it more
feasible.
1. All tax hikes are political "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 attemipt 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 1t a precondition for future
investment programs.

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

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

HOW FAR T GO

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 15 important not to appear to be redefining the goal in a
“gimmicky” way.

As originally conceived in June, the goal, assuming CBO gmwih rales was 1o cut a 1992
projected deficit of about 3350 billion to about $173 billion, "Pulting irst” actually
ltsied a $141 billion target, assuming faster than CBO projecied gmwtéz "Pamng Pcovle Firgt”

also used a 1996 target instead of a more realistic 1997 one,

The actual 1992 deficit tumed out to be $2590 billion (albeit with gimmicks which pushed
significant billions into 1993). Halving this means a deficit of $145 billion by 1997,

The latest CBO projections for the 1997 deficit are between $290 and $299 billion.



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 to 2.5 percent (an economically rational 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 1o 2.5 percent of GDP by 1997, he will be economically responsible and
would probably pass the political test of being fiscally responsible,

Redefining the goal in this way will succeed even belter if an 8-10 ycar plan is put on
the table which takes advantage of longer term savings for health care.  The Jonger term plan
could also find benefits from future retiree pension reforms (lengthening years of service
requircments prospectively) and for accelerating the age eligibility changes now planned for
Soctal Security,

A BALANCED APPROACH TO DEF D

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

19 Defense cuts which go below the Clinton "Putting People First™ plan -- perhaps
to Aspen B -- 3246 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 people
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 lobbigs, :

7. Serious tax increases on the wealthy and sin or pollution taxes.



8. A serious health care plan.

This memo proposes a_few pzickagcs as scenarios. Leon Panetta and Alice Rivlin will
undoubtedly be able to present & more varied set of detailed options.

Deficit Reduction Scenarios

Exhibit 1 shows that "Putting People First” cuts the deficit only to $227 billion at best,
This does not leave room for any investments nor dogs 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 culs {in the $50 billion range by
1997).

In addition, a series of other ¢oast cuts and revenue raisers are necessary o make the
package work. Exhibit 2 pives 2 modest reduction scenario that allows 388 billion of investment
in 18997 (including the cost of phasing in universal health insurance) and still cuts the deficit to
$190 billion -~ roughly 2 172 percent of projected GDP.

Exhibit 3 show a more aggressive deficit reduction path which altows alimost $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 sugpest roughly 2/3 cost cuts and 1/3 tax increases. Most observers feel,
and I concur, that at least 2/3 of the plan should involve cost cuts both as sound economic policy
and also to avoid political labelling 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 mustake 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 "middie class tax"* proposal.

Sertous deficit reduction is feasible. [t should be dose soon 1o clear the way for the
Clinten investment agenda.



