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October 6. 1993

MEMORANDUM TO THE NEC

From: Gene Speriing

Subjecy: Balanced Budget Amendment

We may soon confrom the issue of whether we suppornt the Simon-Stenholm Balanced
Budget Amendmemt. We clearly need 10 consider this from both a political and policy
perspective. This Amenmdent would require 2 balapced budget cach year starting cither in the
year 2000 or 2 years after passage, and could only be waived for war or by a 60% vouwe in
both Houses of Congress. The plan also calls for revenues only to be tncrease when a
majority of the full membership of both Houses support such an increase in a woil call vote.

I waneed 10 offer my personal views on the policy implications of passage of the
SimonsStenhoim Balanced Budget Constitutional Amendment.

From a policy point of view, we need to ask how this Amendment heips or hinders the
Clinton ¢conomic growth agenda. At the core of the Clinton Economic Growth Agenda have
always been some core principles:

1. The Imperative to Address the Budget and Investment Deficits Simultaneoausly:
The Clinton economic growth vision has always been that the ingredients for
ceonomic growth necessary for growth and competitiveness in the world cconomy
wquired a commitment 10 reduce both the budget deficit and the investment deficit,
and that both had to be addressed at the same time because we needed low capital
costs. benter human skills and investments in technology if we were 10 compete and
grow in a world in which good jobs followed both high skiils and low capital costs.

2. That Health Care is a Top Economic and Social Priority of the Administration.

3. A Balanced Approach between Deficit éedz:c:im and Macroeconomic
Considerations Needed for Steady Economic Growth.

4, There is a Fandamental Distinction Between Investment in the Future and
Consumption.

5, A Commitment to Budget Policies that Were Fair to the Middie Cluss and the
Working Poor: Our main concern in distribution was not the form of policy choice
{whether 1t was technically considered a cut or 3 revenue increase} hut whether it was

fair 10 the middle class and those who wanted the opportunity to work their way into
the middle class.



It is my opinion that the Simon~Stenholm balanced budget Amendment hinders and
mdeed huns all five core principles thar are listed here. This. of course, is just one persons
apmuon of what constitutes our core principles and what eiffect the balanced budget .
Amendment would have on thom,  For the sake of discussion. however, 1t would be helpful if
people expressed whether tiev disagree these definition of core principles or the amlvsis of
how they wonld be affected.

1. REDUCING TWOQ DEFICITS: On February 17 we presented a economic growth package
that the economic wcam folt represented a sound balance benween closing the budees and
mvestment deficit, The bill passed represented a near total success on our deficit goals. At
this point, indeed, nearly the entire economic team befieves that we have enough deficit
reduction ~- at {east for the near furnre. On the other hand. while we passed severai major
preces of the investment agenda (natioral service, empowerment zones, EITC), we have
funded only about 35% of our investment agenda. and we will only approach §Kp if we are
able to successfully pass significant cuts and get them targeted toward our investments.

The Simon-Stenhoim Balanced Budeet Amendmem cails for 3 balanced budget rwo
years after the passage of the bill or by the year 2000, With our current economic plan. the
deficit in the vear 2000 would be 3251 billion. This means that we would need an additional
$251 billion in additional deficit reduction in that one vear alone, The only plan for this
currently that reaches this level calls for a S0 cent gas tax, an additional $20 billion sin tax
(the equivalent of another 50 cents cigarette tax and major atcohol tax) and complete means
testing of all entitlement programs including Social Sccurity and Medicare for 42% of
Americans who receive those benefits, increasing payments significantly for Medicare
recipients, increasing the Social Sccurity Retirement age.  Yet as this inciudes cuts that we
are counting on for Medicare and Medicaid, the burden wouid be even harsher.

In light of this terrfic burden, it would not be potiticaily or economic tenable to
imagine that this balanced budger obligation could be put off to the yvear 2000. Since 1t would
not be credible to suggest that we could suddenly come up with 8251 billion in additional
deficit reduction, there wouid be constant pressure on the Clinton Administration o show not
only significamt deficit reduction, but a plan to enormous additional deficit reduction. ndeed,
it seems that the requirement for impiementing legisiation would include plans 1o additional
deficit reduction of substantial amounts every vear just so that we could be in the position of
only finding an additional $100 billion alone, in 2000. Therefore, | believe that any notion

that passing the Simon Balanced Budget Amendment would take us off the hook for several
years is misguided.

This would put the Administration is a position that would call for dracontan cuts,
targe middic class tax increases or the threat of being out of compliance with a constitutional
requirement. If we passed a balanced budget Amendment. it would be a decision to change
aur gore principle 10 ¢losing the budget deficit and only the budget deficit.



2. COMMITMENT TO HEALTH CARE: Once we had suppornted a balanced budget
amendment, it would soon become apparent that there would be no way to do this without a
magor middle class tax increase farge amounts of entitiement savings tor deficit reduction, or
most likely, a mixtute of both. Since middle class taxes wiil be highly unpopular, the main
target will be entitlement savings -- the bulk of which we are planning on using (0 fund
health care reform.  This would put a major roadblock m health care. it wosid start with a
call that we could not aifford long~term care and the prescriprion drug benefit. And thea once
it was cstablished that we no longer needed Medicare savings to fund new entitlemen, future
¢fforts 1o cover these benefits would be diminished because without the new drug and long-
term benefits, some would say the Medicare savings were now available for deficit reduction.

1. NO DISTINCTION BETWEEN INVESTMENT AND CONSUMPTION: There is
nothing in the balanced budget Amendment that shows any distinction batween consumption
and investment. A 31 of reduction in excessive health care spending is treated exacely the
same s a 31 in reduction in the best investment in technology, defense conversion or Head
Start, Indeed, it seems clear that there wiil be a strong anti-investment bias in the balanced
vudget Amendment. When cuts bave 1o be made, we Know that it 15 far easier w0 cut new
programs that have not been impiemented — and thus have no established constituency —
than (o cut existing programs where there are jobs, oxpecations and entrenched political
interests that will protect the status quo.  Therefore the fiest thing to go —~— as we saw when
the caps were lowered -~ is the new investments that the President calls for.

in our current budget, while we are close 1o geaing half of what we asked for, we are getting
only one~third of our main investing people proposals. Even under the current situation, we
are in what must be considered a herculean cffort to get our own cabinet to cut enough to
make room {or our investment package -~ which itself was somewhat modified from the
campaign. It is unthinkable that we could even get Congress to consider an additional $15
billion in worker training or an additional 315 billion in welfare reform, if they were looking
at being able to cut over $250 billion more in the year 2000,

4. AN IMBALANCE IN OUR MACROECONOMIC STRATEGY: It has been an
cepnomic principie during the campaign and the first ycar that our economic policics should
draw a responsibie balance between deficit reduction and steady economic growth. The
batanced hudget has a strong bias toward strongly favoring deficit reduction to the point of
Creating a systematic bias against recovery during periods of cconomic slow downs, One of
the reasons economists eredit our nation for having avoided another depression is the
institution of counter~cyclical programs like Ul and food stamps that serve as automatic
stabilizers when demand falls. These programs are designed 1o increase during cconomic
downturss not only for humanitarian purposes, but because it serves (0 maintain demand
when people are losing income.

The language in the amendment that cails for preventing "total outlays for any fiscal
year not 10 exceed total receipts for that fiscal year” reflects a legistative inwnt 1o have
balance during each year, and not just a five year balanced budget plan. This means that
satisfactory implementing iegisiation would require constant adjustmenss 1o keep the budget in

-



balance. This would require o Kevorkian macroeconomic strategy of cutting demand exactly
at the ume when the deficit is going up bresuse demand is falling. The Simon~Sienholm
reply is simply that all of this could be waived with simpiy a 60% vore. Yei. Bob Greensigin
makes the very good point that it 15 not Hkely cthat Congress wiil feel compelied o break their
constitutional obligation without strong proof that we are already in dechine, Thus. the
adjustments they rely on through the 60% vote waiver is hikely to only occur after we have
tet this system damage the economy. [Thig is not to menvon disasiers and other crises, ]

Furthermore, we would aiso be ¢reating an anti-public investment bias. We would be
saying that we believe that borrowing for smart investment only makes sense in the
prvate sector, but never in the public sector. While it makes sense for us (o believe that detnt
or the deficit should not rise as a percentage of GDP, 1 do not know what economic theory
that we believe in that justifics amending the Constinution to say that the government can
never borrow to invest {n the future. Indeed, the President's belief in at least the theory dehind
a capital budget suggests preciscly the opposite. '

5. A PROPOSAL TO HAVE BUDGET POLICIES THAT WERE FAIR TO THE
MIDDLE CLASS: The balanced budget amendment has an anti-middie ¢lass bias in at least
two ways. Whether or not we pass Health Care, there will be no chance of balancing the
budget without the President being compelled to propose a decisive benefit cut i Social
Security. The Concord Coalition cstimmates that means testing afl entitlement so that the top
42% of Americans receive less or no benefits wouid raise $68 billion by the year 2000, This
is a high number, but ¢ven if it 18 true, it raises less than 30% of what we want and calis for
reducing or eliminating the Social Security and Medicare benefits of all Americans in the top
42% income bracket. Thus, we would be putting ourselves on a path where the President
would be obligated 10 call for major cuts in Social Security that would not cven get us near
our target, and might contribute o a degree of contraction that we are even sure the economy
can handle. And as so many in the middie class became activated & protect their own
bencefits, the pressure to ignore the poor and the working poor would become intwense,

The Balanced Budget Amendment requirement that all revenue increases of any kind
must be subject not 1o a majority in each House, but a majority of those present and voting
by a olf call vote. This may not be a major obstacie in all cases yet we would be supporting
a budget framework which would procedurally favor culs husting the middle class and poor
over reductions in the most non-justifiable tax expenditure cut on the most weil-off
Americans —- since any reduction in tax expenditure would constitute a revenue increase,
This is unnecessary. The "ratio” debate and the fact that the only tax expenditure for working

poor peopie (EITC) counts as spending already safely protects an overzealous cutting of tax
expenditures for the most well-off Americans.

RECOMMENDATIONS AND OPTIONS:

1. Oppose The Balanced Budget Amendment Vigorously: Whatever the short-term
politics, this balanced budget plan is so contrary to our goals, that we must fight it -— and



quickly. Senator Simon has close to the two-thirds super-majority he needs, and we need to

£0 1nto action not only to get the undecideds. but to peel away some of its supporters. There

is no way Mosety-Braun or Feinstein should be supporting this biil with full knowledge of its
implications. But if there s a sense thar it is fait accompii, others couid pile on. We nead 10
get our top Congressional and pobitical advisors wgether for a serious strategy meeting.

2. Fall Back Aliernative Amendment: Another option is for us to come up with some form
of batanced budget plan with some form of capital budgeting. Obviously capital budgeting is
subject to serious abuse, so we would have 0 design and present it in a way that did not

teave it open to the clabm that it would allow spending 0 increasc through calling anything
“capital.” ’

3. A Deficit as a Percentage of GDF Celling: A component of 2 Clinton alternative could
be an amendment that limited the percentage of the deficit as a percentage of GDP. This

- could be the back-stop of a federal capital budget. There could only be borrowing for

mvestments, and even that amount would have a borrowing ceiling defined as a percentage of
GDP. The CEA could write in special formula to make adjustments for counter—cyelical
entitiement spending.

4. Work with the Existing Bill: | would greatly resist tryving (0 work with the existing
Amendment unless we absolotely had to. We should not lend support (o this panticular
approach. If we have no choice, we should certainly look for a longer time period, a bias
toward investment and for the middle class and poor, and sensible macroeconomic issues to
be built into the formula. Yet, I caution that this is a constitutional Amendment and not a
picce of iegislation, and thus not usually a vehicle for this type of detail. ’

5. Tell States What Will Happen: The amount of shifting 0 the states if this were o be
passed would likely be significant. If this has momentum we should have this in the mix, as
at least a hope against 75% of the states affirming.
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Ootobear 8, 1943

MEMORARNDUM FOR THE PRESIDENT
FROM: BYLL GALSTON gg?

SUBJECT: BALANRCED BUDGET AMENDMENT

At the suggestion of Bob Rubin, I am writing this memorandum as
an appendix to the NEC report on the balanced budget amendment.
I concur with the recompendation that you should vigorously
cppose the balanced budget amendment. Its passage would be bad
for the economy and worse for the conatitution,

But the amendment should not be addressed as an isolated
proposal. It is a symptom of a broader problem--continuing lack
of public confidence in governmernt management of the budget.

Your opposition te the amendment must simultaneously address the
underlying problem-~with strong, credible proposals to keep the
budget deficit on a downward course over the longterm.

Otherwise, some advocates of the amendment may try to
misreprasent your oppasition to it ag indifference to the larger
cause of fiscal restraint--a damaging charge 1f the public can be
led to believe it.

It is no accident that nearly two-thirds of both the House and
the Senate supported a balanced budget smendment last year, or
that congressional support may be even stronger today. The
American people continue (o believe that federsl spending is not
under control and that left to its own devices, Congress is
unlikaly to bring it under contyol. This summer, many members of
Congress responded 1o public sentiment by demanding spending cuts
even more far-reaghing than initial administration proposals.

Cur pledge to go farther wasg a key to eventual passage of the
Hudget, and we should honoy iy,

Specifically: I bhelieve that when you speak out against the
balanced budget amendaent, you should also:

o zweaffirm yvour support for the National Performance Review's
regommendations as & basig for the promised fall package of
additional spending cuts:

o reach out to membsrs of Congress--particularly thoese who
expreased congerns during the weeks pricr to the budget vote--for
further ideas about the elements of such a package:



0 reamphasize your willingnesg to consider seriously whatever
recommendations Sen. Bob Kerrey's entitlement commission may
produce: and

¢ insist on a strong version of the line-item veto or
gnhanced recision authority.

Many membars of the adminigtration are worried-~rightly--about
the imgsct of & balanced budget amendment on cur investment
program,. But from the public’'s point of view, our right to
Yinvest” their money depends on our overall prudence and
restraint, and funding for these investments must come from
spending reductions rather than revenue increases. For these
reasons, among others, (fUrfhEY)deficit reduction is not the enemy
of public investment, but rather its political precondition.
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EXECUTIVE OFFICE OF THE PRESIDENT

A
%%::g#; COUNCIL OF ECONOMIC ADVISERS
. "_-;r-f;j:;' WASHINGTCN, D.C. 20500
Yl
THE CHAIRMAN

October 12, 1993

MEMORANDUM FOR THE PRESIDENT -

FROM: LAURA D. TYSONT%DT
ALAN S. BLINDEﬁﬁﬁ

SUBJECT: Further Reflections on the Balanced Budget
Amendment

In our discussion of the balanced budget amendment at
today’s meeting, you reasoned that balanced budget reguirements
at the state level were sometimes beneficial because they forced
state governments to make tough choices among spending priorities
and to raise taxes to fund necessary investments. This is true.
But, despite that, state and local expenditures have grown as
fast or faster than federal expenditures over the last decade or
two.

In evaluating the wisdom of a balanced budget amendment at
the federal level, moreover, it is important to keep in mind some
critical differences between the responsibilities of the federal
government and those of state governments.

First and foremost, the federal government is responsible
for the macroeconcmic health of the nation. Indeed, the Full
Employment Act of 1946--the same piece of legislation that
established the Council of Economic Advisers--explicitly charges
the federal government with this mission. By forcing fiscal
contractions around the time of economic slumps, a balanced-
budget amendment would imperil macroeconomic stability in a way
that no state balanced-budget requirement can.

Second, the federal government’s responsibility for the
nation’s macroeconomic well-being spills over our borders in that
world macroeconomic stability depends, in part, on U. S.
policies. Just as we are now complaining that German monetary
and Japanese fiscal policies are drags on the world economy, a
rapid move toward budget balance in the U. S. would imperil world
economic growth.

Third, the federal government is responsible for upholding
the integrity of the U. S. Constitution. Many thoughtful
observers view a balanced-budget amendment as constitutional
graffiti--and a potential source of serious constitutional
crises. : a
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Fourth, and finally, the proposed balanced~budget amendment
is unlike the balanced~budget requirements of states in that it
makes no distinction between capital and operating budgets. By
federal definitions, states do "deficit financing® all the time.

We realize that the politics of this issue are difficult and
that, in all likelihood, "you cannot beat something with
nothing.® But the economics here are so overwhelming that we
urge you in the strongest possible terms to oppose the amendment.

We have attached a copy of an editorial by Alan Blinder

criticizing last year’s version of the balanced budget amendment.
His arguments apply equally well to this year’s version,

Attachment:a/s
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DID YOU HEAR THE ONE
ABOUT THE BALANCED BUDGET?

BY ALAN 5. BUN{ER

12
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The latest yuk from
Congress 1s called
the balanced-budget
amendment, It could
wind up making
shurps deeper and
recoveries more
difficult~—and

that's no joke

AAN S SRS THE GO S,
EERTSCHIEN MEMORLS PROFTSECR
F ECONOMICS A 2eCEION
ARD THE ALTHCR SF SRCUANG
TOOE TR

¢ would be comical il it weren's s¢ serious.
IYes. iang, the [olks whe brought you a

$264 hillion deficit iy fiscal year 1991 and
are pushing 3400 bilien in 192 now are poised
10 pass 4 constitutinal amendment mandating
a balanted federal budgee. Einless this legalis-
tie lanaey is stopped. it may pass both houses
of {ongress in a moaik or two and be seni to
the state legisiztures for ratification. Since.
many states are eager o ratify, this abomina-
tion couid become law in record time,

Hut why call & ap abomination? Isa't the
defictt too high? And hasa't the U5 political
mechanisry shown itsel! incapable of dealing
with $t? The answers are yes and ves, but
the constitutional eure is worse than the bad-
gotary cold, .

Let me start with the problem that i at
once the most obvious and the most sericus.
As everyone should know by now. rocessions
swell budget deficits by reducing tax receipts
and raising sxpenditures on items such ag un-
employment insurance. Lnder n halanced-bud-
g&t amendment, Congress would he required
to ralse taxes. cut diseretionary expenditures,
or do both whenever the economy weakened.
thereby agrravating slumps and making recov-
gries lauder to susiain

The House version at least limits outiays to
estimated reseipts rather than actual receipts,
80 & recession that takes us by surprise would
not reguire 2 contractionary fisecal response,
But the Senats version iy based og artual re-
ceipts and has no such virue.

DRACOWIAN MMRSURES. The recent recession
provides a sobering example of how things
might work out in proactice. In Janeary, 199L
the Adminisiration projected z 3318 billon
deticit for the fiscal year ended Sept. 30, 9L
Had the balanced-budpet smendment been in
effect, Congress would have had io-pass
spending cuts and tax hikes totaling much
more than 3318 hillion, breause such droco-
sian fiscal measures would surely have deep-
ened the recession and depressed tax receipts
further, What was s relatively mild, though
long-lasting., contraction wight have dovelopad
inte a whopper. Why inflict this on surseives?

Supporters nole that the balanced-budget
requitement could he overridden by a three
Stk vote of both vhambers of Congress, with
the House versien alse providing for a walver
in case of deviared war. So the amendment
could be waived when compliance would be
most barmful, That's comforting. But why
wride into the Constitution sometiing Chat we
routinely axpect to suspend?

The problems do not end there. Budget hale
grice is 2 shibboleth, supported by oo sensible
eeonomic principie—especinlly met when gross

domestie product, private debt, and business
debt keep growing vesr after yeor, And the
myopic focus on the federal deficit. 1o the ex.
clusion of state and local geficiss, is curious
whes the federal government sends the states
about $150 billion in aid each year.

Even {f we somebow decided that 5 deficit
of zero is the right target, the cwrent foderal
aregunting system s bardly the best way to
keap score. 1o ciie just two examples, it
draws no distinetion between curvent operat-
ing expenses and capital expenditureg-<which
are rowtinely separated In state and loeal bud-
geis And it fails to recognize that inflation. by
reducing the real value of the outstanding no-
tionat debt, awtomatically yields tacit revenue
to the government. Shall we enshrine noolith-
e aeeounting practices in the Constitution?
Cr shall we amend the Constitution ench time
accounting practices change?
sPmaed ML Other olijections are procedur.
o} and constitutional, Under 9 balanced-butiget
amendrment, Congresy might mandate actions
by others rather than spend money itself.
More ems would surely be moved off-budget,
The price, in both eases, would be less over.
sight and political secountability.

Then, we must remember that Ameries is
the most litigious maiety on sarth. Just ima-
gine the lawsuits that would be filed aileging
that Congress had violated the amendment in
letter ar spivit. The prospect of sconomic gk
iey being made by judpes, rather than by
Congress, may sppeal © some. B it i5 cerv
tainly nof the way that powers are sssigned
by the Constitution.

Supperters cladm that most stales live with
batanced-budget requirements now. Leaving
aside the hursorous notion that the states are
mesdels of Hscal reciitude. (his assertion is
quite wrong. State gevernments balance hair
aperating budgets but Hnanee capital expendi-
tures by issuing debt.

The ¢losest thing te a valid argument in
favor of the amendment is that forcing Con-
gross to finence all expenditures by taxation
would limit spendingw-an outcome with ovi-
dent appeal on the politicat right. But s #
true? The fact that state and local spending
has grown faster than federsl spending for
decades should give pause, A there & sure-
ly 2 more straightforward approach with fewer
undesirable ¢ide effecta: Pass a law Hemling
the growth of spending.

They say you can't best something witk
nathing. So. 1 onclude with my own substituts
gmendment, combining the two worst constiry
iional ideas of the 19803: Let's amend the
Constitution to require children o pray for a
balznced budget in the scheols,

6 BUSHNERS WEEL/UNE 1, 1992

ECEHIMIC VIEWPOINT
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EXECUTIVE OFFICE OF THE PRESIDENT
SOLINGIL OF ECONOMIC ADVISERS
WASHINGTON, .0, 20550

THE CHAIRMAN Qctober 27, 1893

MEMORANDUM FOR LLOYD BENTSEN
ROBERT REICH
ROBERT RUBIN
HOWARD PASTER
GEORGE STEPHANOPOULOS
DAVID GERGEN
THOMAS MCLARTY
GREGORY SIMON
JOHN PODESTA

— /
FROM: LAURA 'rysoukﬁun. § 'ahm

SUBJECT: Draft Letter on the Balanced Budget Amendmant

Arztached please find a CEA draft of a letter that might go
fyom the President to the Congressicnal Leadership expressing his
firm opposition to the palanced budget amendment. As you <an see
from the language, the CEA believes the President should express
his firm opposgition to the amendment as 00N as possible

o

Attachment:a/s
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DRAFT LETTER TO THE LEADERSHIP? CONCERNING THE BALANCED BUDGET
AMENDMENT

10/27/93

bDear:

I write to express my firm opposition to the proposed
balanced-budget amendment to the Constitution ¢f the United
States (5.J. Res. 41 and H.J.Res. 102}, While I applaud the goal
of further deficit reduction, and- leck forward to working with
the Congress teward that end, s balanced-budget amendment--which
is more sliogan than solution-<iz not the right vehicle. More
important, the propesed amendment endangers both the econcomy and
the Constitution.

The balanced-budget amendment is, in the first place, bad
emonomics., As you know, the Federal deficit depends not Just on
Congressional decigions, but also on the state of the sconomy. In
particular, the deficit increages automatically whenever the
economy weakens. If we try to break this autematic linkage by a
Constitutional amendment, wea will have to raise taxes and cut
expenditures whensver the econcmy is weak. That net only risks
turning minor downturns inte serious recessions, but would make
recovery from recegsion far more difficult. Contractionary fiscal
policy in the 1930s turned an economic slowdown into a Great
Depression.

lLet’ss be clear: This is not a matter of abstract economic
theory. A balanced~budget anendment would threaten the
Livelihoede of millions of americans., I cannot put them in such
peril.

The amendment by itself would net reduce the deficit by a
single penny. Programmatic ¢hanges would have L0 be made. Given
the current outlock for the FYS8 pudget, the amendment would
require cne of three painful choices: a huge increage in taxes on
the niddle class; a dramatic reduction in social gsecurity; or
debilitating cuts in Medicare and Medicaid that would make a
mockery of health security for millions of Americans and might
¥ill the prospaets for neaningful health care reform. I am
firmly opposed to all three of these alternatives, and I delieve
that most members of Congress are equally opposed.

What would happen if the balanced-budget amendment were
pagsed and easy political: rhetoric gave way to tough political
cholces? The most likely cubcomes are gridlock and accounting
subterfuge. WwWhere ¢conamic policy is concerned, the amendment
virtually changes the definition of a democratic majority to 60%,
and it is virtually impossible to imagine a 60% votae in favor of
the unpalatable choices that would be reguired to balance the
budget by the end of this decade. A gridlocked Congress would
enceurage mepbars to 100K for an easy way out-—for example, by

THALET L4~ ~ JON R WS R |
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moving more federal programs off budget or by impesing nove
unfunded nandates on the states. Ironically, the amendment might
easily encourage less rather than more fiscal responsibility.

Enforcement of the balanced budget amendment would ba
problematic at best and nightmarish at worgt--~possibly even
precipitating a Constitutional crisis. Economic policy would
wind up beinyg made in the Courts rather than in the Congress,
threatening the very integrity of our Censtitution.

Thers are far better ways to reduce the deficit., As you
know, I worked tirelessly with the Congress to gain passage of
the largest deficit reduction package in the natien’s history. I
am now working to ensure that my health-care plan is a
geficit~raducer rather than a deficit~increaser for I continue to
believe that controlling nealth-care costs is the key to
long-term deficit reduction. Enacting the savings proposed in the
National Performance Review would also go a long way toward
resolving our deficit problem. So would procedural innovations
such ag enhanced rescission authority or.a line~item veto., We
might also follow the lead of many states and ¢therxr nations by
developing a separate c¢apital budget distinguishing between the
current operating expenses and the investment programs financed
by the federal government. The Kerrey commission will come
forward with suggestionsg on ¢entrolling entitlement costs.
Finally, I have just svbmitted an additional deficit-reduction
package to the Congress. While I am open to these and other
possibilities, I am not open to a rigid Constitutional amendmont
that would create more problems than it solved,

T remain firmly commnitted to the goal of deficit reduction.
But T am just as firmly c¢pposed to the balanced budget amendment,
Not only does it do nothing to realize this goal but it is both
bad law and bad economics. It would threaten the Ceonstitution
and imperil the macroeconomic stability of the nation.

Yours truly,

William J. Clinton

SRR BReY SR FRE wA3 2Aa1 LEET=-42-000)



THE WHITE HOUSE
WABMHINGTGN

November 1, 1983

MEMORANDUM FOR THE VICE PRESIDENT
SECRETARY BENTSENT
SECRETARY REICH
SECRETARY BROWR
LEON PANETTA
LAURA TYSON
MACK MCLARTY
DAVID GERGEN
GEORGE STEPHANOPQULOS
HOWARD PABTER
CARDGL RASCO
ROGER ALTMAN
ALAN BLINDER
ALICE RIVLIN
BO CUTTER
GENE SPERLING
BILL GALSTONM
JOE STIGLITZ
JOHN POCDESTA

FROM: BO8B RUBIN
SURJECT: NEC Meeting Regarding the Balanced Budget
Amendment

This is to confirm that there will be an NEC meating today at
6:30 p.m. in the Roosevelt Room to discuss the Balanced Budget
Amendment,

Attached are the papers ralevant to this discussion.

Attachments
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MEMORANDUM FOR THE PRESIDENT

FROM:  BILL GALsToN WA]
DAVID GERGEN
JODY GREENSTONE/S -
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SUBJECT: BALANCED BUDGET AMENDMENT

Introduaction

We concur with the unanimous recommendation of your economic advisers that the
Administration should oppose the Simon-Stenholm Balanced Budget Amendment. As drafied,
the Amendment is not only legally questionable, but also requires such rapid and stringent
reductions in the deficit that it could significantly damage the economy. However, 1o oppose
the Amendment effectively, we believe it is important that the Administration:

_ * provide sound, believable reasons to a skeptical public why your opposition to a
Balanced Budget Amendment does not mean you are abandoning a commitment to continuing
fiscal restraint, Having worked so hard to gain the high ground on budget discipline, you
clearly want to keep it,

* develop a long-term strategy on budget deficits that builds upoen vour success this
past year, while also giving you greater {reedom 10 pursue the nation’s investment needs. It
1s our sense that the Administration has not fully agreed where we are now trying to go in
fiscal polity, nor have we communicated a clear strategy to the publie,

The Need for More Fiscal Disciphine

Many members of the Administration are wary of further deficit reductions relying on
additional cuts in spending on the grounds that such cuts would impenl your investment
program. We share their - and your -- commitment to intelligent public investment. But
from the public’s point of view, our right to "invest”® theitr money depends upon our overall
prudence and restraant, so that funding for new investments must come primanly from
spending reductions, not revenue increases. For these reasons, among others, further deficit
reduction i5 net the enemy of public investment, but rather Hs precondition,



Moreover, some of your advisers fear that renewed emphasis on fiscal discipline could
come at the expense of heaith care reform. We belicve just the reverse, In spite of the
unprecedented care with wiich your health care budget was prepared, many inside and
outside the Congress fear -« based on past experience -- that health care reform could increase
rather than decrease the budpet deficit. By emphasizing fiscal discipline in & clear and
belisvable way, you can help relieve these doubts and build support for your health care plan.

It must be extremely frustrating for you that it 18 so difficult to fund such modest
programs as an extension of unempioymerit compensation or an JnCrease in your crime hill
The books are so tight that you wind up feeling iike an accountant. But we can't solve the
problem with more user fees or other indirect charges. The only way 1o free up real money is
to reduce or eliminate less essential discretionary programs and siow the growth of
entitiements,

Another reason for more fiscal discipling is the need for much grester private o
investment, As you have pointed out, the economy in the 1970's and increasingly in the
1980’s moved from a path of high investment to high consumption. This shift conmbuted
significantly to the decline in productivity growth, and family income. To regan vigorous
long-term growth, we must return to the levels of investment -- private and public -~ that
characterized the economy in the 1950's and 1960's. As a number of analysts have argued,.
further deficit reduction, focused on slowing the growth of federal consumption spending, is &
key to such increased private invesiment. In our judgment, the positive, long-term economic
benefits of such a program, appropriately phased in, would greatly outweigh the short-term
costs. We are not ready for such a fight in 1994, but we should consider it for 1995.96,

Political and Fiscal Landscape for the Balanced Budget Amendment

Despite the enactment of your five-year budget plan and the enthusiastic response to
NPR, the public remains distinctly uneasy about Washington's fiscal habits. In August, some
66% of respondents told pollsters from the Washington Post that our economic plan raised
taxes too much and cut spending too little, Polls this fall also showed that the public still
believes the government wastes 37 1o 47 cents of every dollar spent.  Stan Greenbetg's
September polling found that only $1% approved of your handling of the deficit while 42%
disapproved, And, oo Friday, a Wall Street Journal/NBC poll reported that nearly half of
those polled smd that the Administranion is doing a poor job of reducing red ink. All of this
suggests the need to keep pressing on fiscal discipline.

The public has also been strongly supportive of a Balanced Budget Amendment. A
Washington Post-ABC pol this June found that 77% support the Amendment. That helps
explain why nearly two-thirds of both the House and Senate supported an Amendment last
vear, and support continues fo grow,



Fortunately, there has been very encouraging progress on the deficit in the short-term,
but it is still unclear whether health care reform will bring as much reduction in long-term
deficits as we had hoped, Without further action beyond hesith care reform, there is a risk
that the underlying trends you inherited could bring us to the falf of 1996 with a deficit for
FY 1996 not appreciably lower than the deficit for FY 1993, Put another way: under the
current plan, we are projected to borrow 31,37 trillion duning your first term, versus $1.53
triflion for President Bush, Should we experience modest underperformance m growth,
spending or revenus, the Adminstration and the Democratic Congress could be exposed to
the charge of adding more to the national debt in 2 single term than any other President,
Recent anticles in the Natioaal! Journal, The Atlantic and The Washington Monithly have raised
that specter,

Finally, we believe that when you oppose the Balanced Budget Amendment, the
threshold question from the prass and your political opponents is likely to center on your
position conceming the desirability, timing, and method for achieving budget balance. .4

For all these reasons, your opposition to the Balanced Budget Amendment should be
coupled with credible proposals 10 address the budget deficit over the long-term. {Indeed, this
past summer, you told US4 Today that you believed that the budget could be more or less in
balance over §-10 years without raising taxes.) . - -

Shori-Term Kesponse o the Balanced Budpet Amendment

In addition 10 a clear and credible public rationale against the Amendment (focusing
on the Amendment's fallure to distinguish between cyclical and structural deficits and the
concerns raised by its implementation and enforcement), there are a few positive short-term
steps that ¢could be taken:

* lasist again that Congress give you a line-item veto or a meaningful version of
enhanced recision authority, {We need to deveiop background information to show how much
can be saved.)

* Appoint the Kerrey Commission.

* Push hard on the October package.

* Ask the Vice President to undertake Round 2 of NPR, even as we work to
implement Round 1.

* Use the conference for Rep. Margolies-Mezvinsky as an opportunity for serious
exploration of entitiements,



A Systematic Strategy for the Long-Term

The harder guestion is what approach we should take to the longer-term. One option
is to revisit your theme of the campaign that consumption spending {or all spending) by the
federal government should not grow faster than the general economy. As you know, the
Progressive Policy Institute has developed this approach and we believe that it deserves
serious exploration within the Administration. Followng 1s an outline:

1. Divide the budget into an investment budget and a consumption budget, with a
tight definition of what counts as "investment” {e.g. education, training, civilian-refated
research and development and civilian-related infrastructure).

2. Require a balanced consumption budget by the year 2000, so that deficit spending
would be allowed only for investments that pay off in long-term economic growth.
{Mechanisms similar to those in the Simon-Stenholm proposal could be used to enforce theg-
consumption balance.}

In practice, CBO currently projects 3 $231 billion deficit for FY 2000, Assuming an
investment budget of $175 billion (your 1994 investment budget of approximately $1G0
billion increased by 10% each vear), this would mean reducing the deficit by an additional
$75 billion i FY 2000. Even with health care reform’s projected budget savings of as mugh .
as $37 billion in FY 2000, ihis level of deficit reduction, assuming no new taxes, would more
than likely require middle-class entitlement reforms.

Moreover, this scenario is hikely to continue into the forssecable future.  According 10
CBO, the deficit is stated to nse to $359 billion in FY 2003. Even the most optimistic health
care reform scenario is still fikely to leave us with a deficit of over $200 billion in FY 2003,
Again, assuming no new taxes, consumphion balance would more than likely mean middle
class entitlement reform,

3. Kimit the rate of increase in consumption spending (or overall spending} to no
more than the rate of growth of the economy. (The budget you passed in August meets this
standard, and you should get credit for it} This would allow you to make the ¢ase that
federal spending will increase no more than the average family's ability 1o pay for .

4, Fashion and employ a base closing-type mechanism to get further cuts adopted.

5. Establish a comprehensive sunset process for programs and tax expenditures, (This
would address a structural problem: under current procedures we find it very difficult to get
rid of outdated laws that would not be enacted if they were freshly proposed.)

Note that this proposal would not require a balanced budget and, in fact, could leave -
us, for the foresesable future, with anuual deficits {albeit for investment) in the range of $150
to 3200 bilhon. Therefore, vou would.snll be vuinerable if the public continues to embrace
balance ag its preferred goal,



Increasing the Fairness of the Entitlement Sysiem

As indicated above, any attempt to shift the balance of federal spendmg from
consumption to investment, or to balance the consumption budget without new taxes, will
require you 1o stow the growth of entitiemnent spending. Since the current system favors
consumption over investment, and rich over poor, while stinting on the needs of children and
youth, making room for public and private investment through entitiement reform also fits
well with many of vour longstanding concemns.

I vou choose 1o pursue entitlement reform, there are a number of options available,
including at least two that have gained public attention. Pete Peterson and the Concord
Coalition are promoting separate but similar versions of "affluence testing," which
progressively reduces (but never completely eliminates) entitiernent benefits based on recipient
wmcome for the 42% of Americans earning $40,000 or more. {The important difference
between the overall Peterson and Concord plans is that Peterson calls for an $85 billion
increase or a full 1% increase of Gross Domestic Produet in public investment by the year
2000, financed partially through increased taxes.) Under both the Concord Coalition plan and
the Peterson plan, affluence testing alone saves approximately 370 billion in the year 2000
The Progressive Policy Institute has also identified a series of more targeted reforms that
remove some of the greatest inequities and excesses in the current system, . -

We believe that such entitlement reform deserves senous consideration by the
Adminisiration as 8 means for achieving continuing fiscal restraint and freeing up revenue for
intelligent investment, It is for this reason that we recommend that the rhetoric you use in
opposing the Amendment be carefully constructed to leave you the flexability 1o pursue
entitlement reform in the future.
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From: Gene Sperling A Le
Subject: Balanced Budget Amendment Overview

We must quickly formulate our strategy for defeating the Simon/Stenholm balanced
budget Amendment. Clearly, we nced a message for fighting i, and a strategy for mobilizing
support against the BBA. Another vital question, is whether or pot we will highlight or push
an alternative budget discipline proposal as part of our message and 1o give others an
alternative to support in place of supporting the BBA.

1. BASIC MESSAGE AND STRATEGY:

The main message we should start with is the following: 1) We stand rock solid
behind our deficit reduction plan, and will resist any efforts to soften it, and that oply through
health care reform can we take on the long-term deficit in a rational but effective way, But
that we oppose the current BBA would lead to 1) massive middice class tax increases, 2)
massive Social Security cuts for the middle class, and 3) Kill any chance for health care
reform, and challenge -~ in a very public way, Senator Simon -~ or other supportess - to
show that ke is wrong. The President should say that if people want 10 support Social
Security cuts and middie class tax increases, they should say so and not disguise it under a
balanced budget,

There are at least four issues to consider in this message. One, including health care
will be cffective with members of Congress but may be a mixed message to the public. It
will seem that we are saying that health care is vital to deficit reduction, but a balanced
budget will hurt it because health care cost money. Two, should we use jobs and cconomic
growth in our basic message. The Simon/Stenhobm BBA will clearly be judged to have a
terrible job effeot by economic modelers. Should we use this as a main part of the message.
Three, should we point out that a BBA could create o momentum that could lead to defense
cuts unrelated to patiopal security. Four -- and the main issue ~~ i8 whether our initial
message will be ap alternative budget discipline vehicle, which is discussed below.

Message and Strategy Issues:

o The Health Care Hook for Switching Votes: Some members may bave signed on
1o the balanced budget amendment in the midst of campaigns and may not bave
realized how draconian a course that might be setting the nation on, but may not have
a hook 1o switch positions. Health care may not only be a good atgument for opposing
the balanced budget ~— it may be a hook for someone switch positions. A Senator

i



could say that they supported a balanced budget amendment but now that there is a
serious health care plan that can bring down the deficit in the long—run, it docs not
make scnse to pass an Amendment that would destroy any chance for health care
reform. It would be cspecially powerful if we could get cven one Senator to change
their position based on health care and to write an op~ed explaining their position.

e Mobilize the Unfunded Mandate Crowd: All of the mayors and govemors who
are mobilized to fight unfunded mandates must realize what a terrible position they
will be put in if the Amendment passes. First, tremendous funds that currently to states
and cities in terms of investments will be cut. Second, taxcs will incvitably have to be
raised making it all the more difficult for states to raise revenuces to make up for a
degree of retrenchment that will create nostalgia for the Reagan cut backs. Third, with
the federal government under so much pressure to balance the budget in the least
painful ways, there will we be a tremendous potential for shifting burden —- read,
unfunded mandates — to the states. Governors and mayors have to realize that this
amendment will be the ones on the front lines when the police and support is cut and
will be forced to make the tough choices or take the blame.

o The National Security/National Defense Argument: If we have to balance the
budget, there is no question that the major pools of funds available wili be middle
class taxcs, Social Security and Medicare. When the political reality of those
requirements hits, there is no question that there will be a move to find a new pool of
funds and that this pool will be defense spending. This may be why Sam Nunn has
traditionally supported entitlement caps as opposed to balanced budget amendments. It
might even add an interesting twist if we hit on this point: the President wouid be seen
as opposing a balanced budget amendment not only because it hurts the middle class
and cconomic growth but because he is afraid it will lead to imprudent decisions that
will hurt our national security.

e Job/Growth Impact: An cconomic analysis of the balanced budget amendment ——
of taking out $600 billion over the next five years —— is likely to show substantial job
loss and rcduction in cconomic growth forccasts. Currently some of the groups
opposing the BBA are having Wharton update a 1992 study they did. We could also
think of commissioning an outside group like DRI. This could also —— and should also
—- be state by state. A state-by-state could allow for some analysis of what voting
for the BBA would do for defense conversion and California specifically. For
California and other large states, it would mean billions Icss in education, defense
conversion while costing hundreds of thousands of jobs. If major members of our
cabinet go to the right states and make that message —— especially if those
Administration officials go to their home states —— we could start to break through.



I1. ALTERNATIVE BUDGET DISCIPLINE:

We left the balanced budget discussion with the understanding that we should consider
vehicles that would be options to the Simon/Stenbolm BBA,

I. Capital Balanced Budget: The President, as weil as people like Bob Reich and others

have long called for a capital budget, in which borrowing for investment would be given a

different status than borrowing for consumption. When asked about the balanced budget in
Junc of 1992, candidate Clinton would state that every family knew the difference between
mvesting in 4 home and investing in a meal (planting comn and cating your scedeorn.)

A capital balanced budget could be a vehicle to focus the
attention on the distinctions between investments and consumption, and provide a deficit
reduction context that would make it casier for members of Congress to oppose the
Simon/Stenholm bill,

The problem with o capital balanced bodget s that it create an incentive for everything
to be labeled "capital” or an "investment.” This 15 no smal] problem. If the political process
is given permission (o spemd anything that can be labeled an investment, this could be nothing
but a loophole for spending without accountability. There are ways to address this, but all of
them arc problematic.

A) Physical Infrastructure: One of the most logical ways to limit the slippery slope
problem is to {imit the classification of investment to physical infrastructure, This is
what states do and it is capable of some lmits. Yet, the notion that the main
investment rofe of the federal government is infrastructure —— as opposed 1o cducation,
training, technology == is counteér to our cconomic philosophy. Indeed, to the extent
that we would be supporting a balanced budget for the non—capital part of the budget,
we would be relegating cducation and training to the part of the budget that would be
have to be seriously squeczed to be in balance. And most likely, it would be hard o
keep many maoinly defense spending and office buildings off the capital budget,

) Incloding Investment in People: The answer to the problems mentioned sbove
woukld be to include human capital in the capital side of the budget. Yet, we would
have to have some sense of what the limits of this are. Most people, for example,
weould think that WIC was an investment, yet the same people would feel that
certainly most health care must be scen as consumption. In the 1970s when New York
City tried 10 put some welfore costs on the capital side of the budget, it was
considered o budgetary scandal. Ose thought would be to {imit the definition purely to
education or tiaining. In that case the training component of welfare reform would be
on the capital side of the budget, while the portion that went to general support would
not be. But how sbout in the comprehensive traiming proposal where the support is
scen as the foundation that allows for long—term training?



)} Independent Commission: One answer that is likely to be heard is 10 have an
independent, Federal Reserve-like, investment commission that would be independent
and would set the standdards on what should be on what side of the budget. This could
take care of the most crude political problems (deals where non-investments are
included as investments as part of compromises and logrotling). Yet, it would be a
incredible delegation of a profound political decision to a non-accountable, non-
democratic body. A new commission philosophy that there was no proof that
clementary school education had serious social returns would dictate a tremendous
amount of our national priovities. Stll a good case could be made that this is sall
better than the status guo, -

D} Counter—cyclical Concerns: Clearly a Clinton proposal must be consistent with
sensible macroeconomic policies. A recent outside memo calls for Hmiting the non-
imvestment part of the budget to growth tn real GDP. The problem here is that this has
the same flaw as the Simon and Stenholm balanced budget amendment: it would call
for cutting entitlements that serve as counter-cyclical cushions just at the time when
the economy 1S weak and they are needed. Thus, we must devise @ proposal that
allows for growth in cntitlements when they are driven by more people being eligible
for bencfits because of a downtura in the economy. This could be done by making a
sliding scale where increases are allowed in proportion to declines in GDP and
enemployment or by making specific allowances for increases in the beneficiary
population or benefits that are driven by cconomic slowdown,

E} Political Concerns: The concerns about limiting the capital balanced budget are
both substantive and political, Even if we are able to devise o balanced budget
Amendment that allows for 2 capital budget, the idea will not go far i it portrayed
and pereeived as nothing more than a vehicle for politiclans to use the words
“investment” as a hook for a now era of fiscal irresponsibility.  If it was portrayed and
pereeived that way, it would alse be hard for the copital balanced budget o be used to
peel of current supporters of the Simon/Stenholm balanced budget proposal.

F) Best Possible Capital Balanced Budgei: This is worth trying on the same
principle on the principle that in many ways anything might be better than the status
quo -~ which is a budget in which no distinctions are made at all between investment
and consumption. Af least, an investment budget would focus national debate where i
should be: what is consumption that must be dealt within a budget, and what is a good
investment that we is worth borrowing for because of the high retums. Yet, if we
cannot do anything to answer the questions, “how do we decide what is on the
“capital’ side” and "how do prevent unlimited spending on the capital side?” than such
an idea may not get anywhere. We should see what our best proposal s and test it
intemally.



2. A Better Balanced Budget Allernative 1o Simon/Stenholm: Another option is to put
forth a better balanced budget amendment, but ane that is not simply a capital balanced
budget amendment. This would be the most successful strategy for peeling off some of the
60 Scnators who arc currently supporting the Simon amendment. If a serious balanced budget
proposal was put forward that did not have supermajority requirements for raising the debt
imit, and had better cushions for cconomic downtums, it could give cover for some of the
Democratic supporters of Simon to switch 10 the new amendment and destroy the coatition
Simon is putting together. The downside here is serious. It must be considered that if the
President puts forth a non-capital balanced budget Amendment, those supporting it might do
just what we are trying o do on universal coverage - highlight that we have all agreed on
the principle and say the debate is now only on the means 10 achieving it.  Simon and others
might cven decide to come over if it means having the President behind him, In which case,
we would have created 3 monster that would still destroy health care and our other basic
investment proritics, -

3. Entitlement Cap: Currently, we are close to having 8 post~-health care reform entitiement
cap. Any cntittement cap is largely a health care cap, as Social Security is generally tied to
inflation and most other entitlements do not rise much above inflation.  Under our current
health care proposals, we are therefore close to a de facto entitiernent cap,  Most Medicaid
recipients are being put inte the alliance, whose premium costs are capped. The new discounts
funds are capped. Medicare is not capped, but we have the types of savings (5124 billion)
that bring the growth rate down significantly. If we were willing o cap Medicare 1n the
Nunn-Domenict style {CPl+pop+l}, we could construct our own entitlemont ¢ap that we
would propose.

A Clinton entitlement ¢ap would be that following the passage of health care reform,
there would be an entitlement cap that would be limited to inflation, plus beneficiary
population, plus 2% or less. A Clinton entitlement cap would alse make much better
provisions for preserving the counter~cyclical function of entitlement spending —~ such as a
sliding scale that allows greater spending proportionally to the dogree that growih falls under
2.0% or uncmployment rises to a certain level, The key here is that the cap must have built

* into the bascline the additional spending we are planning for the discounts, fong-tcrm Care,

and prescription drugs. Thus, once we have both the cuts from Medicare and Medicaid and
the new programs needed for health care reform, that post-health care reform bascline would
be limited to inflation plus other relevant factors,

Thc key here is that if this is_ihevitable ~— if health care is not going to bac passed
without a Medicare cap ~~ we could put this together and make an entitlement cap that we
could propose {perhaps with Nunn). The advantage of this 15 twofold: oneat would allow us
to get the fiscal responsibility bang for affirmatively leading with a Clinton entitlement cap,
and two, by designing it ourselves, we could ensure that there are protections for the poor and
for economic downturns. The downside is also two~fold: First, it 1s not clear that an overall
entitlement cap is good policy, as it could lead to cuts to the most ncedy Americans and it
could take away needed savings we need to fund initiatives on the PAYGO side of the ledger,



such as com[)rchchsivc' worker training and weifare reform. Sccond, it might send the senior
groups over the edge if we were to proposc a cap on Medicare ~- although they might feel
diffcrently if they thought that this was necessary for defeating a balanced budget amendment.

4. Means Testing Entitlements: The Concord Coalition is calling for a massive means
testing proposal, that would save as much as $68 billion a year by means testing every
entittement including Social Security for everyone making over $40,000. Clearly, this is not a
proposal we want to support. On the other hand, I believe that we can not afford to be
against any means testing for those at higher incomes. How can we as progressive, new
Democrats oppose proposals by others who call-for limiting the amount of entitlement
spending going to the most well-off Americans? [f we support limitcd means testing, we will
face significant opposition from our base, and we would have to deal with Social Security
with sensitivity (and consultation with the senior Senator from New York). Nonetheless, if
this train is going to gain momentum, [ don't believe that we should let ourseives get run over
by it. We should start considering a means testing internally for upper income Americans,
with savings going to welfare reform, training and some deficit reduction by the fifth year of
the plan.
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November §, 1993

To Speaker Foley and Majority Leader George Mitchell:

I write 10 express my firm opposition to the proposed balanced-budget amendment 1o
the Constitution of the United States (5.J. Res. 41 and H.J. Res, 103}, While I am deeply
committed to bringing down our nation’s deficit, a balanced budget amendment—which is
more slogan than solution-would not serve that end. It would stall the political process,
degrade the Constitution and endanger the economy.

The Administration feught hard to pass a historic deficit reduction plan because we
beligve that deficit reduction is an essential component of a national economic growth
strategy. As you know, 1 worked tirelessly with the Congress to gain passage of the large$t
deficit reduction package in the nation’s history. This legislation includes a “hard freeze” on
all discretionary spending - no adjustment at all for inflation for five years -- a virtually
unprecedented constraint on Federal spending. Through the National Performance Review, a
new rescission package, and a major proposal to limit the growth of Medicare and Medicaid
through comprehensive health care reform, we are taking continuing steps to keep the defitit
on a downward path. T have also long supporied such procedural innovations as enhanced
rescission authority or a line-item veto and would consider workable budget proposals_that
distinguish between consumption and investment. The Bipartisan Commission on Budget
Savings will come forward with suggestions on controlling entitlement costs and other serious
budget reforms. While I am open to thoughtful, specific reforms, I am not open to a ngid
Constitutional amendment that would endanger both the economy and the Constitution,

The balanced-budget amendment is, in the first place, bad economics, As you know,
the Federal deficit depends not just on Congressional decisions, but also on the state of the
economy. In particular, the deficit increases automatically whenever the economy weakens,
If we try 10 break this automatic linkage by a Constitutional amendment, we will have to
raise taxes and cut expenditures whenever the economy is weak. That not only risks tuming
minor downturns into serious recessions, but would make recovery from recession {ar more
difficult, Let’s be clear: This is not a matter of abstract economic theory. Contractionary
fiscal policy in the 19303 turned an economic siowdown into a Great Depression. A
balanced-budget amendment would threaten the livelihoods of millions of Americans, |
cannot put them in such peril,

Moreover, an amendment that would require this magnitude of deficit reduction at
this pace and rigidity would be harmful to average hardworking American families.
Supporters of this amendment must be straight with the American people.  Given the current
outlook for the FY 99 budget, the amendment would require some combination of the
following: huge increases in taxes on working families; massive reductions in Social Security
benefits for middle class Americans; and major cuts in Medicare and Medicaid that would
make a mockery of any attempt to pass meaningful health reform legislation. This latier
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result would be particularly ironic and counterproductive becanse comprehensive health
reform is our best hope not only for providing health security for all Americans, but also for
bringing down the long-term structural deficit. I am firmly opposed W all the outcomes
mentioned above and I believe that most members of Congress are equaily opposed.

We must reject 1he tempiation (o use any budget gimmicks to hide from the specific
choices that are needed for long-term economic renewal, The amendment by itseif would not
reduce the deficit by a single peany. The only way we can continue to make progress on
bringing down the deficit while investing more in our future is (o continue the process of
making tough and specific policy choices. If we avoid such straightforward debate now, the
likely outcome will be accounting subterfuge and gimmicks when the easy promise of a
balanced-budget amendment runs up against difficult political realities. A gridlocked
Congress would encourage members o look for an easy way out-—for example, by moving
more federal programs off budget or by imposing more unfunded mandates on the states,
Ironically, the amendment might encourage fess rather than more fiscal responsibility. .«

The Amendment’s potential impact on our constifutional system is as woublesome as
its effect on the economy. Enforcement of the balanced budget amendment would be
problematic at best and nightmarish at worst--even to the point of risking a Constitutional
crisis. The proposed amendments are so vague and complex that budgets quickly would-be.
thrown into the courts to be written by appointed judges with life tenure, rather than the
people’s elected officials in Congress. Surely, we can do better than this.

Finally, I believe that economic and budgetary decisions should distinguish between
investment and consumption. Those who manage a family budget know that there is a
fundamental difference between spending money on a lavish meal, and paying the mortgage
on a home that i3 an investment in ones future economic security. Under this balanced
budget Amendment, there is no distinction between cutting a dollar in waste and a dollar in a
valuable investment in technology that could make us a richer and more competitive nation in
the future. That is unacceptable 16 me. We need to find ways to reduce the deficit and
imw investrnent in ways that increase ~ not subtract from - our most vital
investmi®atSin the economic security and potential of our people and their communities, We
must bring down the budget deficit at the same time we make progress on bringing down the
nvestment deficit through investments in those who helped us win the cold war, through
more resources to fight drugs and crime, and by giving all Americans the opportunity for
quality education and training throughout their lifetimes.

I remain firmly committed to the goal of deficit reduction. But I am just as firmly
opposed to this balanced budget amendment, because it would weaken the Constitution,
discourage honest debate over the hard choices needed for long-term economic growth and -
imperii the macroeconomic stability of the nation,
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THE WHITE HOUSE
WABMHMINGTON

November 16, 1993

MEMORANDUM FOR BALANCED BUDGET WORKING GROUP

FROM: GENE SPERLING

SUBJECT: MATERIALS ON THE BALANCED BUDGET

1. Draft Talking Poims

2. Presidential Balanced Budger Lenter

3. Center on Budget Prioritics Balanced Budget and Health Care

4, "Distorting the Constitution”, Washington Post (11/8/93

5. "Balanced Budget is Gaining Support” New York Times (11/6/93)
6. Concord Coalition Summary
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TALKING POINTS ON THE BALANCED BUDGET AMENDMENT
Navember [4, 1993

1. THE CLINTON ADMINISTRATION IS COMMITTED TO DEFICIT REDUCTION
AND HAS TAKEN HISTORIC ACTION TO BRING THE DEFICIT DOWN;

® Passed the largest deficit reduction package in history

® Passed a hard freeze - a 12% real reduction in discretionary spending —— which is
unprecedented.

¢ Pcople do not yet realize how brutal reaching those caps are going to be. Leon
Fanetta is already tefling us that people are going 1o be shocked when they see how
severe some of the cuts are -— gspecially if we are trying 10 make progress in other
areas like fighting crime and defense conversion.

2. A BALANCED BUDGET AMENDMENT WOULD BE DEVASTATING FOR THE
ECONOMY: :

& We are also worried that a balanced budget would be devastating for the cconomy
for two reasons. )

-~- We are now on a path of steady and sustainable growth. We now have a

. good balance, yet we will have to take $500 billion out of the cconomy over
the next five years. We believe that we can sustain that —~ but there is a limit.
If we push too hard, we could hun this econemy seriously.

—-= A study rcleased last year by Wharton Econometrics, showed theze could be
3.4 million jobs tost. In the aftermath of the deficit reduction we have already
done, we have some prefiminary Trcasury numbers that suggest that the job
loss could be over 5 million, with a substantial hit on growth as well,

-~ We lcarned in the Bush years, nothing hunts the deficit more than recession.
[f we siam on the breaks too hard, we could find drive up the deficit.

¢ ‘The balanced—budget amendment is rigid, and because it has rigid escape
clause, it would accelerate economic downturns. As the President said in his letter
to the Congressional leaders: a balanced budget amendment is:

" in the first place, bad cConomics.... the deficit increases automatically
whenever the economy weakens, If we try o break this automatic linkage by a
Constitutional amendment, we will have 1o raise taxes and cut expenditures
whenever the economy is weak., That nor only risks tuming minor downtumns
inte serious recessions, but would make recovery from recession far more



difficuit.... This is not 3 matter of abstract economic theory. Contractionary
fiscal policy in the 1930s tumed an econamic slowdown into a Great
Depression. A balanced=budget amendment would threaten the livelihoods of
millions of Americans. [ cannot put them in such peril.”

3. THE NEED TO START PLANNING IMPLEMENTATION LANGUAGE WOULD
START RIGHT AWAY - NOT YEARS LATER: Some people have the misconception
that since the balanced budget requirement does not kick in umiil FY1999, that is when the
hard choices must be made. That 13 not the case. 1f Congress were 1o pass the balanced
budget amendment, they would need to start to plan implementing legislation immediately.
That would mean that members of Congress would be being asked to take positions on

ont how 10 get the extra $500 billion necessary to get down 1o zero — choices that would
ciearly include major Social Security cuts and major middle class tax increases.

4. A BALANCED BUDGET WOULD LEAD TO A COMBINATION OF LARGE
MIDDLE CLASS TAXES, SOCIAL SECURITY BENEFTT CUTS FOR THE MIDDLE
CLASS, OR LARGE MEDICARE AND MEDICAID CUTS THAT WOULD HURT
CHANCES FOR HEALTH CARE. .

s By FY1999, the deficit is supposed to be around $185 billion (OMB) to 8223
billion {CBO). To get the deficit down to zero by that time, would require at Jeast an
additional $500 billion package through FY 1999 ~~ which is only one year more than
the current package. That would almost surely require a combination of huge taxes,
large cuts in Social Security. '

e The Concord Coalition, for example, would raise the gas tax S0 cents a galion,
double all of the sin taxes that we plan to do for health care, means test Medicare and
Social Security benefits for over 40% of all Americans, do additional substantial cuts
on Medicare, cut defense and do virtually no new investments in crime, defense
canversion or anything else.

5, A BALANCED SUDGET WOULD THREATEN ANY CHANCE FOR
MEANINGFUL HEALTH CARE REFORM: One of the things that all of the plans have
in common, is that they speak of doing health care reform without a large tax increase. That
is because most will use Medicare and Medicaid savings o help fund reform. If this money is
taken away and used for deficit reduction, it will kill health carc reform cfforts. This would
be ironic since a comprehensive health care reform is our single best chance 10 do something
about bringing the deficit down —- which is driven up by rising Medicare and Medicaid costs
~— which is going up 11-16%. If these savings are taken just for deficit reduction, it will:

-~ lead to just cost—shifting to the private sector
—— will likely be vigorously opposed by senior groups if funds are saved, but not
used for health care.



6. A BALANCED BUDGET AMENDMENT WOULD PUT QUR NATIONAL
SECURITY BUDGET AT RISK. A serious danger is that if members of Congress have (o
vote on middle class taxes or Social Sceurity cuts, they will look anywhere cise and the only
other big pot they will find will be defense and that would load to decisions on national
security based on politics, instcad of what we need to be militarily sccure. The balanced
budget could also lead to cuts in foreign aid that go bevend what may be sound on forcign

policy grounds, while damaging aid needed 0 make progress on prace efforts in the Middle
East.

7. A BALANCED BUDGET WOULD THREATEN OUR EFFORTS FOR DEFENSE
CONVERSION: States like Connecticut and California would be seriously hurt because they
need reinvestment projects to help them compensate for the defense cuts that are hurting their
economy. A balanced budget amendment would destroy any chances of major defense
CONVETSion SOUrees. _ '

8. A BALANXCED BUDGET WOULD THREATEN WAR AGAINST CRIME AND
DRUGS: If Congress had to start planning immediately how to find 3500 additional funds
over the next five yoars, the easiest and most visible target would be the 322 billion just set
aside in the Senate for fighting ¢rime and drugs.

9. A BALANCED WOULD THREATEN OUR INVESTMENTS IN PEOPLE: There is
widespread public support for doing more on worker taining, welfare reform, and oducation.
In our FY1994 budget, we only got 173 of what we asked for in these vital arvas. A balanced
budget would be the death-knell for any hope of making magor structural ¢hanges o training,
welfare reform or investing in kids and reforming schools.

10. A BALANCED BUDGET COULD EASILY LEAD TO UNFUNDED MANDATES:
A balanced budget amendment would dramaticaily reduce federal assistance to cities and -
states for vital investments in infrastructure, fighting crime and drug abuse, education and
worker training. In addition, the balanced budget would create a major potential for shifting
burdens -~ read, unfunded mandates —— to the states.  This could have the effect of requiring
local government officials to have to rmise painful and often regressive sales and property
taxes. Governors and mavors will be the ones on the from lines when the police and support
is cut and will be forced to make the tough choices or take the blame.
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THE WHITE HOUSE

WASHMINGTON

. Hovember %, 1993

Dear Mr. Speaker:

I write to express my firm opposition to the proposed balanced
budget amendmpent to the Constitution of the United States (S$:0.
Res. 41 and H.J. Res. 103). While I am deeply committed to °
bringing down our Hation‘s deficit, this proposed balanced
budget amendment would not serve that end. It would promote
pelitical gridlock and would endanger cur economic recovery.

The Administration fought hard to pass a historic deficit
reduction plan because we believe that deficit reduction is

an essential component of a naticonal economic growth strateqy.
As you know, I worked tirelessly with the Congress to gain
passage of the largest deficlt reduction package in the Nation’s
history. This legislation includes a "hard freeze® on all
discretionary spending, a virtually unprecedented constraint

on Fedsral spending. Through the National Performance Review,

a new rescission package, and a maijor proposal to 1imit the
growth of Medicare and Medicaid through couprehensive health
care reform, we are taking continuing steps (0 Keep the deficit
on a downward path., I have algo long supportad such procedural
innovations as enhanced rescission authority or a line-item veto
and would consider workabkle budget proposals that distinguish
between consumprion and investment. The Bipartisan Commission
on Entitlement Reform will come forward with suggestions on
controlling entitlement costs and other seriowns budget reforms.
Thoughtful, specific reforms are better policy than a rigid
Congtitutional amendment.

The balanced budget amendment is, in the first place, bad
economics. As you know, the Federal deficit depends net

just on Congressional decisions, but also on the state of

the economy. In particular, the deficii increases automatically
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whenever the economy weakens. If we try to break this autematic
linkage by a Ceonstituticnal amendmant, we will have to raise
taxes and cut expenditures whenever the econumy 15 weak. That
not only risks turning minor downturns into serious recessions,
but would make recovery from recession far more difficult.

Let’s be clear: This is not a matter of abstract economic
thecry. Contractionary fiscal policy in the 1830s helped

turn an economic siowdown into a Great Depression. A

balanced budget amendment could threaten the livelihoods

of millions of Americans. I cannot put them in such peril.

Moreover, at presently anticipated growth rates, the deficit
reduction required by this amendment could be harmful to average
hard~-working American families. Supporters of this amendment
must be straight with the American people. Gilven the current ..
outlook for the FY 19%9 budget, the amendment would regquire <«
some cambination of the following: huge increases in taxes on
working families:; massive reductions in Sacial Securily benefits
Cfor middle class Americans; and major cuts in Medicare and
Medicaid that would make it impossible to pass meaningful health
reform legislation., This latter result would be particulariy w
ironic and counterpreoductive because comprehensive health reftrm
is our best hope not only for providing health security for all:
Americans, but alss for bringing down the long-term structural
daficit, The fact that these consequences will not be clear

to most Americans for a few years does not relieve ug of the
responsibility of facing them today.

We must reject the temptation to uge any budget gimmicks to
hide from the specific choices that are needed for long-term
economic ronewal. The amendment by itself would not reduce

the deficit by a single penny. The only way we can continue

to make progress on bringing down the deficit while investing
more in our future is (0 continue the process of making tough
and specific policy choices. 1If we aveoid such straightforward
dehate now, the likely outcome will be accounting subterfuge
and gimmicks whan the easy promise of a balanced budget amend-
rent runs up against difficult political realities. A
gridlocked Cangress would encourage nmembers to look for an

easy way out -- far example, by moving more Federal programs
off budget or by izpesing more unfunded mandates on the States.
Ironically, the amendment might zncouradge less rather than more
fiscal responsibility. .
The amendment’s potential impact on our constitutisnal system
is as troublesome as its effect on the economy. The proposed
amendmants are so vague and complex that budgets guickly could
be thrown into the courts to be written by appointed judges
with life tenure, rather than the people’s elected officials

in the Congress. Surely, we can do better than this,
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Finally, I believe that zconomic and budgetary decisions

should distinguish between investment and consumption. Those
whe manage a family budger know that there is a fundamental
difference between spending money on a lavish meal, and paying
the mortgage on a home that is an investment in one’s f{uture
goonomic security. Under this balanced budget amendment, there
is no distinction betwaen cutting a dellar in waste and a dollar
in a valuable investment in technology that could make us a
richar and more competitive Nation in the future. That is
unacenptable to me. We need to find ways to reduce the deficit
and increase investment in ways that enhance not undermina

the economic security amnd potential of our pecple and thair
communities. Wae must bring down the budget deficit at the

same time we make progress on bringing down the investment
deficit through investments in thoese who helped ws win tha |
cald war, through more resources to fight drugs and crine, s
and by giving all Americans the opportunity for quality
education and training throughout their lifetimes.

I remain firmly committed to the goal of deficit reduction.
But I am just as firmly oppoused to this balanced budget -
amendnaent, because it would simply delry honest debate over-™
the hard choices needed for long~term econcmic growth and
could imperil the economic stability of the Kation and our
fledgling recovery.

Sincerely,

The Henorable Thomas §. Foley
Speaxer of the

House of Representatives
washington, D.C., 20515
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Dasr Mpr. Speaker:

I write to express my strong opposition to the Penny«Kasich
apemnsinment to H.R. 3400,

Over the past vear, we have taken bold and saerious steps to
bring down the federal bhudget deficit and regain control of

our economic destiny. We can be proud of the $500 billion in
deficit reduction -~ including $255 billion in spending cuts --
that we accomplished for fiscal years 1994 through 1998, The
hard freeze on discretionary budget authority and outlays is
the mest significant step that has ever been taken to control
discretionary spending, Likewise, my executive order estab-
lishing targets for mandatory spending (along with the specific
mandatory savings contained in the reconciliation bhill) is

the first real step that has been taken to control unforeseen
increases in entitlement programs. Furthermore, we have
introduced the most detailed plan ever to provide universal
nealth coverage and control the rise in health care spending --
which is the main culprit in driving up the budget deficit,

with specific regard to fiscal year 1994, we have already
achieved, in the budget and appropriations process, savings

- of some 312 billiorn from the 19%4 cap on budget authority.

That is a major accomplishment. I have also sant to the
Congress a 6-year $9 billion package of additional spending
reductions and a $2 hillion fiscal vear 19%4 rescission bill.

I an also supporting efforts to increase these savings as
pontained in H.R. 1400, The primary changes will he:

{1} increasing the rescission propeosal to $2.6 billion in
fiscal year 1994; and (2] a specific reguirement to implement
the National Performance Review (NPR) proposal to eliminate
252,000 positions Ffrom the federal work force. These and other
actions will bring the total savings in the package to $25-

$30 killion, as likely to be scered by the Congressional Budget
Gffice,
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In addition to these spending cuts, my Administration is working
with the Congress on major refermz in the procurement process to
be based on the principles established in the Vice President's

NPR. 1If the legislation follows those principles, we anticipate
that the procurement measure will save another 322 billion over

6 years on top of the $2% billion~$30 billion in spending cuts
dascribed above,

The Penny-Kasich amendment to this savings package includes

many meritoriocus spending cuts. Indeed, many ¢f them have

been proposed by my Administration to finance health care reform
and meet the unprecedented spending caps in the recently passed
economic plan. As they have included several of our cuts in
theilr package, we will includs several of these cuty in either
our package or our FY 1935 budget proposal. Yet, despite these
areas of common ground, I strongly believe that the amendment
should not be passed for the reasons set forth balow:

Health Care Reform. In the aftermath of the $500 billion daficit
reduction plan, the largest trouble spot in the federal budget
is the spiraling cost of health care. The best single hops
for reducing the long~term structural deficit is passage of
fundamental health care reform ¢o bring these costs under
control. Yet, Penny-Kasich claims over %40 billion of the
potential Medicare savings needed for any serious health care
plan. Therefore, it huris, not helps, our effort Lo bring the
federal deficit down. Denying these savings to health care
reform would reduce the flexibility needed f£Or any pian, and
fracture the growing consensus for universal coverage and cost
containment. ‘The fact that the authors have chosen to modify
their proposal by increasing the magnitude of the health care
cuts 1s particularly disturbing.

A Substantial Rudget dap Will Ba Creatsd: Our economic plan
already reguires an unprecedented S-yeayr "hard”™ freeze on
discretionary spending that will require sericus cuts in nearly
every part of the budget. This strict spending constraint already
puts severe limits on spending, and will require seriocus cuts in
nearly every part of the budget. Indeed, we alraady need to find
over 350 billion in additional discretionary savings to meet our
deficit reduction targets and protect needed investments in
fighting crime, defense conversion, infrastructure, training and
sducation and other investments that most Americans balieve are
gssential to econowic growth. The original Penny-Kasich proposal
would mandate an additional $53 billion raduction of the discre-
tionary spending caps. Because at least $20 billion of its
specific spending cuts are already included in my plan, Pennyw
Kasich leaves a $70 biliion gap between the deficit reduction
mandate and the savings that ayre specified. Efforts to close
this gap could harm inportant national priorities.
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Defsnse. We are already undertaking a measured reduction in
defense spending, carefully designed tp protect our security
needs. As defense makes up roughly nalf of total discretionary
spending, the need to clese a 370 billion discretionary spending
gap would create pressure for arbitrary defense cuts in force
structure, force modernization, training and readiness, base
cleanup, and defense conversion that could threaten our .
national security. Secretary of Defense Aspin and General

John Shalikashvilli, the Chairman of the Joint Chiefz of Staff,
believe that the amendment “duplicates pDoD reductions already
takaen to the current budget levels ... (and) would reguire cuts
to personnel strength that would seriously degrade the support
necessary to maintain readiness.® In their letter to Congress,
the Secretary and General went on fto state, that the amendment
and that while "{w]e appreciate the enormous pressures that
deficit reduction goals have placed on federal spending,... we do
net believe this Congress is willing to alloew our military forces
to become the hollow shells that existed in the late 1970s.°

Bipartisan Commiasion on Entitlement Reform. As you know, I
have issued an executive order establishing a bipartisan
commission to consider further entitlement reform. I belleve
that such detailed and deliberate consideration is the better
way to address the difficult issues in our complex entitlament
programs. '

Beonomic Growth and the Timing of Deficit Reduction. We have
already enacted the largest deficit reduction package in our
nation’s history. Wwhile our economy still has a long way to
go, the benefits of all of our actions are beginning to show.
In the first 9 months of our Administration, the economy has
created 200,000 more private sector obs than were ¢reated over
the last 4 years. The economic plan has led to historic lows
in interest rates and mortgage rates, which are fueling an
investment~led recovery while allowing millions of American
families to refinance their homes oxr find better ocpportunities
te buy their first home. Over 90 percent of small bhusinesses
are siready eligikle for new or additicnal tax cuts due to our
gconomie plan. And starting January 1, 1984, over 15 million
American households with full-time workers will receive new or
additional tax cuts so that those who work full-time will not
have to live in poverty.

While we still must do more to get our economy working for all
Americans, recent economic indicators suggest -- and wmy Secretary
of the Treasury and Chair of the Council of Economic Advisers
agree -~ that ocur plan provided the right deose of deficit
reduction. We should give that plan time to work and not take
risks with our now fledgling recovery.
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Together, we have made major strides in pringing down the deficit
while still taking the steps we need to ensure national security
and economic growth. Many of the ideas contained in the Penny-
Kasich legislation can help move us in that direction, but for

the reasons listed above, the amendment as a whole is flawed and
must be rejected.

Sincerely,
The Honorable Thomas S. Foley
Speaker of the .

House of Representatives
Washingten, D.C. 20515



February 5, 1994
MEMORANDUM TO THE PRESIDENT
FROM: George Stephanopoulos/Gene Sperling

SUBJECT:  Balanced Budget Amendment Strategy

1. CONGRESSIONAL: We have worked together —— along with Pat, Steve R. and Barbara
Chow —- with senior senate staff to coordinate strategy. We have had two mecting with them,
and a third planned, along with a private meeting with the two of us and Pat with Senator
Byrd. We have targeted key Senators. Senator Mitchell's staff is more focused on coming up
with alternative amendment strategics, while Senator Byrd has asked us to not discuss any
such options, as he wants to take it on straight-up. Hc is interested in getting 41 votes against
cloture and believes he can do it —— though that is no certain. Qur strategy for now, is to
launch a comprehensive effort to persuade the swing Senators how poor policy the balanced
budget amendment is. Barbara Chow is working actively on key Senators and their staffs and
has found Conrad open, and Johnston to be with us —— the latter is definite good news. Three
Republicans -- Stevens, Hatfield and Kassenbaum are opposed and we are working on
several more.

® Byrd will be conducting hearings from 2/15-2/17. On 2/15 Panetta, Reno, Perry,
Shalala and Charies Fried will testify. On 2/16 they have constitutional scholars
including Archibald Cox and Dellinger. On 2/17 they are going for economists and
have Henry Aaron and Herb Stein among others lined up.

2. OVERALL PUBLIC STRATEGY: Wec are trying to build off the linc in the Statc of the
Union: "We have proven that we can bring down the deficit without choking off the recovery,
punishing middle class or senior Americans, or putting our national security at risk.” We must
stress that through leadership and tough choices we are bringing the deficit down without |
doing these other harms. From there, our goal must be to make the "how and what are the
consequences” questions the main issue. We have to create a context that puts the burden on
themn to explain how they can balanced the budget. Our strategy is to get several studies out
there with different scenarios ~- preferably state-by-state —— that box people in to having to
identify how they will balance the budget. This may turn some people and may make others
stop considering this as a free vote. We also need to encourage a "right to know” call, where
people at the state level can, instead of simply opposing the Balanced Budget, say they have a
right to know whether their taxes will be raised or their Social Security cut.

We belicve we can play people off against cach other. Simon has told the AARP that
defense will nced to get cut. Other supporters will say defense cannot be cut. Others will
want to put Social Security off the table. Soon it starts to blow up.



3. STATE-BY-STATE "CAN'T HIDE" BBA SCENARIOS -- Stress Tax, Seniors,
Defense Impact: The key to making members of Congress understand the tough choices
they will face is to lay out specific scenarios of what a balanced budget would mean. Leon
did this effectively in 1992. Qur key is to have several scenarios, that do not allow supporters
to hide from tough choices. So we can say how much taxes will be increased; if they say they
will not raise taxes, than wc can say here is a no-tax scenario that will show severe Social
Security cuts. If they say no Social Security cuts, than we can move to show them a no-tax,
no—Social Security cut scenario, so that they cannot hide under any of these claims. The
Housc Budget Committee will have specific line—by-line scenarios by February 14 ~16. In
the mean~time, Alicia Munnell will do broader scenarios —- broken down state~by-state —-
that will be ready on Tucsday.

1. Families USA Social Security State-by-State released Friday, February 4.
2. Treasury Department State—by-—State: relcased Wednesday February 9

3. Defense Department State—by—State: released TBA

4. WEFA State~by—State job loss study: Probably February 17, 1994

5. House Budget Committee specific scenarios (may not have statc-by-state
component, but will be highly specific)

[We can use Concord Coalition plan which uses 50 cent gas tax as well as sin taxes and
dramatic entitlement cuts to get to balanced budget.]

4. SENATOR SPECIFIC STRATEGY: As this battle will have much to do with picking
off a few Senators, we need to have specific, strategies for the targeted Senators. To facilitate
such an effort, we have produced ~- or arranged to have produced -- good state by state
impacts, as well as comprehensive information on the key Senators. The DNC and Legislative
Eric Berman, Tom Jancnda and Nester Davidson have done a great job in collecting basic
information on each key Senator and we are putting together notebooks with a tab for cach
Senator. Likewisc, Alicia Munnell has done another super job of doing a state-by~state
impact of the balanced budget amendment. This information allows us to have a strategy for
phone calls from cabinet members, as well as a strategy for reaching into their local
newspapers and areas and making sure people there understand why this Amendment must
fail. Rahm has agreed to coordinate the cffort to appeal to local papers and local groups.

5. ECONOMIC STUDY: An cconomic analysis of the balanced budget amendment ~— of
taking out $600 billion over the next five years —- is likely to show substantial job loss and
reduction in economic growth forecasts. Last year, AFSCME hired Wharton to do study that
included state by state analysis. [t showed job loss of over 3 million jobs. AFSCME has
hired Wharton (WEFA Group) again —— though the number will probably not be that high.

® At our suggestion, they will examine both two scenarios: one, being a one—third
taxcs/two~third cuts option and a 100% cuts option. This 100% cuts option will help
us greatly because it will take away the ability of any opponents to say that the job
loss comes from taxes. The WEFA Group study will also show statc by state job



impacts. They believe it will be ready 1o release on February 17. We have suggested
that they iry to coordinate this with Byrd Hearings that day.

» Jeff Faux is recirculating their letter from last year, s we should have a new letter
with cconomists signed on in the near future, He will get back to me shortly.

L

® Tyson will testify on the BBA
#Op~eds on the strength of the cconomy and the danger of an BBA

6. DEFENSE: Onc of our most promising arguments is that a BBA would likely lead to
major cuts in defense. We feel we are making real progress oo this front, and DOD is being
very supportive,

# At our suggestion, the Defense Budget Project has done a general scenario of what
g BBA would mean for Defense

& Perry will stress Balanced Budget Scenarios during Budget Hearings before Senate
Armmaed Forces hearing on February 8.

# Defense is preparing scenarios and is prepared to develop state~by-state defense cut
$CENArios,

¢ Perry, John Deutch and others tap Pentagon officials are planning a breakfast 1o talk
senously with key Defense Senators,

7. HEALTH CARE: Wec have to fay out argument for why this kills bealth care. The
challenge we face is that if health care is supposed (o save costs, it scems counter~intuitive to
some that cutiing health care costs for deficit reduction is hostile to health care reform, We
need to stress that alternative plans arc even more dependent on savings from Medicare and
Medicaid than ours and that it will be hard for any plan to be financed if the balanced budget
amendment passes. Indeed, Chaffee~Dole calls for over $200 billion in such savings that they
would have to find on top of $600 billion needed for balancing the budget. Since neither
would like to raisc taxes, than means $800 billion in spending cuts.

& We will work with Senator Rockefeller on key health care Senators, and then with
the information he gets, consider who would be best for Mrs. Clinton to call, Senators
who support the balanced budget include Daschle, Harkin (Mrs. Clinton has talked
with him), Durenberger, Chaffee, Jeffords, and we are hearing that Wofford may now
support the balanced budget Amendment.

# Uone, Mclanne and Marilyn Y. have been meeting with AARP and Familics USA
and we are working together, Rockefeller has been working on the Roosevelt Group.”



8. CONSTITUTIONAL IMPACT: A strong point for some people is not only the danger of
amending the Constitution, but the idea of how federal courts would be brought into the
palitical budget making process. Our strategy is to make this as bipartisan as possible and o
stress how much this would call for an incredibly activist and complex enforcement with the
political budget process. Cliff and Melanne have worked on this issuc and are taking positive
steps,

» Cliff have arranged for a bipartisan scholars letter, authored by Charles Fried
{Harvard) and Burke Marshall (Yalc) that is now being circulated, They will try to
focus on getting as many deans of prestigions law schools as possible. They apparantly
now have both Bork and Larry Tribe signed on ~— so the sense of bipartisan
opposition from the top schalars in the nation will be powerful.

‘# Waltcr Dellinger 1s working on a letter to Reno ﬁcscribirzg the enforcement
problems and how much courts would be driven into governance of the federal budget.
Both Reno and Dellinger are testifying before Byrd: Reno on the impact on cnime
funding and Dellinger on judicial entanglement.

¢ Fried-Marshall op-ed

%. STATE AND LOCAL GOVERNMENT/CRIME: Statc and {ocal government will take a
tremendous hit in terms of crime, unfunded mandates, and overall less federal help in the
balanced budget passes. The mayors will grasp this more easily than the governors. We need
to stress the erime point. Rubin addressed Mayors on BBA; Sperling addressed NACO and
Jose is working on police organization: Elgic Holstein from NEC is warking on "right to
know campaign” with state legislatures and Marcta will coordinate with Mayors and
Governors in states with key Senators.

18, PRESS STRATEGY: Much of the clite press is with us on the BBA. The Moew York
Times and Washington Post editorial boards will be strongly opposed 10 the balanced budget
Amendmoent. Yet, we noed to make sure that all of the notworks, Sunday show participants
and major local papers are with us —— even besides the targeted Scnators,

#Rubin, Tyson, Sperling met at ABC and wont over BBA. Rubin and Sperling also
met with CBS evening rews producer and Erik Engberg and are interested and will
bave follow—-up meeting with Sperling on possible BBA story.

eWe have worked Bart Rowan on last Thursday column: Al Hunt will write next
Thursday and we are working Clymer and Birnbaum on defense angle,

#Sent President letter and had brief discussions with major White House
correspondents on the fact that President was opposing BBA.

# Late next week we will start editorial briefings.



& Rahm will do targeted strategy of papers in states of key Senators.

10. GROUPS: There are many groups who oppose this who are working under the
¢coordination of AFSCME to defeat the balanced budget. We are proceeding as we did during
Penny-Kasich. Marilyn Yeager has done an excellent job in getting the groups in. We have
met already with agriculture groups, veterans groups and senior groups as well as AFSCME
who have coordinated the outside ¢ffort. Gene has spoken at the AFSCME coalition meeting
in January to sfress White House commitment, and will do so again next week. The groups
were worried at first that we were not fully committed to i, and are very happy (0 see
commitment among the entire NEC team and from you and the First Lady, Rahm is trying to
get more active invelvement from AIPAC. Marilyn will also begin having someone do a
balanced budget presentation at statc opinion leader meetings being set up for health care.

11. BUSINESS: This is one place, we need to da better. The activity over health care has
made it difficult to spend time on this so far, bul we deing cutrcach now, In 1992, the
Chamber of Commierce opposed the Balanced Budget Amendment.

12. CONSERVATIVE OPPOSITION: An imporant development has been that Kemp and
Vin Weber have both come out strongly against the Balanced Budget Amendment. Their
argument is that it will lcad to tax increases and kill any chances for a Republican
Administration in 1996 or 2000 (o institute the type of tax cuts that they beliove are necessaty
for a new Republican economic growth siratepy.



BALANCED BUDGET AMENDMENT SCHEDULE ~
February 2: Wednesday: Perry Confirmation: Raise issue
February 4: Friday:

11:00 Familics USA Release of State~by-State
- We helped get Robert Bryd to appear with them
- Statement of support by Secretary Shalala

February 8: Tucsday:

AFSCME Coaltion Mecting (Gene will address)
Assignroents of Cabinet Calls to Key Senators
Mceting with Byrd (Griffin, George, Gene)
Perry/loint Chicfs Budget Hearings

Bow e

February 9: Wednesday
1. Release of Treasury State~by~State 10 Local Media in Key States
2. Cabinet calls to Key Scnators
3. Constitutional Scholars Letter goes to Hill

February 10: Thursday:

& Defense Groups (7)
e Al Hunt Column in the Wall Street Journal

February 11: Friday:

¢ Feced Materials to Weekend Sunday Show Hosts
e Non-Profits on BBA

February 15§: Tucsday

¢ Bryd Hcarings: Pancita, Reno, Perry, Shalala and Charles Fried will festify.

e Coalition Press Conference on National Job Loss
February 16: Wednesday

# Byrd Hearings: Constitutional scholars including Archibald Cox and Dellinger.
February §7: Thursday:

® Byrd Hearings: Economists: Henry Aaron, Herb Stein, EPY amvng others,
& Coaltion Press Conference on Statc-by-State Job Loss



® Release of WEFA State-by-State Job Loss Study



THE PRESIDENT HAS SEEN

R ’3‘9
February 11, 1994 @311
MEMORANDUM TO THE PRESIDENT % ’ r‘kq\ a

A
\
FROM: George Stephanopoulos/Gene Sperling E\%W
i & Q
SUBIECT:  Balanced Budget Amendment Strategy ‘;%QK 11;

This memo is designed 1o give you an overview of the wide—ranging effors going on j
in preparation for the battle over the balanced budget Amendment -~ which is scheduled to
be raised in the Senate on February 22, We have already taken considerable number of steps %
to build support for defeating the Amendmen.

L. CONGRESSIONAL: We have worked together -~ along with Pat, Steve R. and Barbara
Chow -~ with Scnior senate staff to coordinate strategy, We have had two meetings with
them as well as a third with Senator Byrd. Pat and Leon have also had several other
discussions with Byrd and Mitchell. Leon will now have more time to focus on this with the
budget presented, and will be a strong force for us on the Hill ~~ and has beat this in the
past.

We have targeted key Senators. Senator Mitchell's staff is more focused on coming
up with alternative amendment strategics, while Senator Byrd has asked us to not discuss any
such options, as he wants to take it on straight-up. He is interested in getting 41 votes against
cloture and believes he can do it —— though that is not certain.  Our strategy for now, is to
launch a comprehensive cffont 1o persuade the swing Senators how poor policy the balanced
budget amendment is and to make sure that case is heard in their local papers and home stare.
Rahm made the good point that during Penny-Kasich, we were winning big with elite papers,
but not doing well with focal newspapers that really matter, Barbara Chow is working
actively on key Senators and their staffs and has found Conrad open, and Johnston to be with
us -~ the latter is definitely good news. Three Republicans - Stevens, Hatficld and
Kassenbaum are opposed 10 the Amendment and we are working on several more.

& Byrd will be conducting hearings from 2/15-2/18. On /15 Panetta, Reno, Perry,
Shalala and Charles Fried will testify ~- along with former Secretary of Defense
Scheslinger., On 2/16 they have constitutional scholars including Aschibald Cox and
Dellinger. On 2/17 they arc going for economists and have Henry Aaron and Herb
Stein among others lined up. On /18, Simon will have a few hours to have witnesses
who support the balanced budget amendment.

2. OVERALL PUBLIC STRATEGY: We are trying to build off the line in the State of the
Union: "We have proven that we can bring down the deficit without choking off the recovery,
punishing middle class or senior Americans, or putting our national secunity at risk.” We must
stress that through leadership and tough choiees we are bringing the deficit down without
doing these other harms. From there, our goal must be 10 make the "how and what are the


http:presen.ed

consequences” questions the main issue. We have to create a context that puts the burden on
them to explain how they can balanced the budget. We arc using a couple of tactics to move
the debate this way. One, is to get several studies out there with different scenarios -~
preferably state-by-state —— that box people in to having to identify how they will balance
the budget. This may turn some people and may make others stop considering this as a free
vote.

il 0 know" issue. We've
asked AARP and other groups to stress that they have a right to know what the specific
choices are —— whether and how much they will raise taxes and cut Social Security. Forcing
the debate to focus on how they would balance the budget will leads some of them to play
people off against cach other. Simon has told the AARP that defense will need to get cut.
Other supporters will say defense cannot be cut. Others will want to put Social Security off
the table. As different people start taking different parts of the budget off the table, it could
start to blow up. .

. ==Lbetax social security and especially the defense argument seem the most potent.
Health carc may help us pull a couple of senators, although the public message is somewhat
harder to communicate.

A strong argument for us is the fact that Jagk Kemp and Vin Weber have come oug,

WMMW' This allows us to say that both
ac mp and President Clinton believe that a balanced budget amendment will lead to

higher taxes that will damage economic growth.

3. STATE-BY-STATE "CAN'T HIDE" BBA SCENARIOS -~ Stress Tax, Seniors,
Defense Impact: The key to making members of Congress understand the tough choices -
they will face is to lay out specific scenarios of what a balanced budget wouid mean. Leon
did this effectively in 1992. Our key is to have several scenarios that do not allow supporters
to hide from tough choices. Thus, we can start by detailing how many taxes would have to be
raised. If supporters say they will not raise taxes, than we can show how draconian a no-tax
scenario that will be toward Social Security and Defense. If they say no Scocial Security cuts,
than we can move to show them a no-tax, no-Social Security cut scenario, which will show
massive defense cuts.. and so on. With this strategy, they can run, but they cannot hide. The
House Budget Committee will have specific line-by-line scenarios (hopefully) 'by February
22 hopefully. In the mean-time, we have asked Alicia Munnel! to do a least basic state-by—
state. We gave much of our information initially to Al Hunt for his column, but we wiil
release this on Monday, February 14 —— with state specific press releases.

1. Families USA Social Security State-by-State released Friday, February 4.
2. Treasury Department State—-by-State: released Wednesday February 14
-3. Defense Department State-by-State: released TBA

4. WEFA State-by-State job loss study: Probably February 17, 1994



3. House Budget Committee specific scenarios {may not have state~byw-state
component, but will be highly specific)

[We can use Concord Coalition plan which uses 50 cent gas tax a5 weil as sin 1axes and
dramatic entitlement cuts 1o get to balanced budget.]

4. SENATOR SPECIFIC STRATEGY: As this battle will have much to do with picking
off a few Senators, we need to have specific, straregies for the targeted Senators. To facilitate
such an eoffort, we have produced —- or arranged to have produced -~ good state by state
impacts, as well as comprehensive information on the key Senators. The DNC and Legislative
{Eric Berman, Nester Davidson and particularly Tom Janenda} have done a great job in
collecting basic information on each key Senator and we are putting together notebooks with
a tab for sach Senator. Likewise, Alicia Munnell has done another super job of doing a
state~-by-state impact of the balanced budget amendment. This information allows us to have
a strategy for phone calls from cabingt members, as well as a strategy for reaching into their
local newspapers and arcas and making sure people there understand why this Amendment
must fail. Rabm has agreed (o coordinate the effort to appeal to local papers and local groups.

5. ECONOMIC STUDY: An economic analysis t}f the balanced budger amendment -« of
2akzag out $6{)0 bziiﬁm over the next five years —-dsli g show substantial ‘ob |

: NIB.E608 growth forecasts, Last vear, AFSCME hired Wharton 10 do study that
MM@W&..R showed j0b loss of over 3 miilion jobs. AFSCME has
hived Wharton (WEFA Group) again —— though the number will probably not be that high,

® At our suggestion, they will examine both two sconarios: one, being a one~third
taxes/two~third cuts option and a 100% cuts option. This 100% cuts option will help
us greatly because it will take away the ability of any opponents o say that the job
loss comes from taxes. The WEFA Group study will also show state by state job
impacts. The will refease national job loss numbers and state~ by-state job loss
numbers on February 17 and we will have to. We have suggested that they try 10
coordinate this with Byrd Hearings that day.

& Jeff Faux is recirculating their letter from last year, s0 we should have a new letter
with cconomists signed on in the near future. He wiil get back to me shortly.

#Qp-eds on the strength of the economy and the danger of an BBA
6. DEFENSE: One of our most promising arguments is that a BBA would likely lead to
major cuts in defense. We feel we are making real progress on this front, and DOD is being
Very suppontive.

® At our suggestion, the Defense Budget Project has done a general sccnana of what
a BBA would mean for Defense



e Perry and Shalikashvili expressed their opposition to the Balasced Budget Scenarios
during Budget Hearings before Scrate Armed Forces hearing on February 8. It was
reported in the New York Times and Af Hunt's column.

® Defense is preparing scenarios and is prepared to develop state~by-state defense cut
seenarios.

® Perry, John Deutch and others top Pentagon ofﬁmis are planning a breakfast to taik
scriously with key Defense Senators.

7. HEALTH CARE: We have to lay out argument for why this kills health care, The
challenge we face is that if health care is supposed to save costs, it seems counter~intuitive o
some that cutting health care costs for deficit reduction s hostile to health care reform. We
need to stress that alternative plans are even more dependent on savings from Medicare and
Medicaid than ours and that it will be hard for any plan to be financed if the balanced budget
amendment passes. fndeed, Chaffee~Dole calls for over $200 billion in such savings that they
would have 1o find on top of 3600 billion needed for balancing the budget. Since neither
would like to raise taxes, than means 3800 billion in spending cuis.

& We will work with Senator Rockefeller oa key health care Senators, and then with
the information he gets, consider who would be best for Mrs. Clinton to call. Senators
who suppont the balanced budget include Daschie, Harkin (Mrs. Clinton has talked
with him), Durenberger, Chaffee, Jeffords, and we are hearing that Wofford may now
support the balanced budget Amendment.

& Gene, Melanne and Marilyn Y. have been meeting with AARP and Families USA
and we are working together. Rockefeller has been working on the Roosevelt Group.

8. CONSTITUTIONAL IMPACT: A strong point for some people is not only the danger of
amending the Constitution, but the idea of how federal courts would be brought into the
political budget makiog process. Our strategy 15 to make this as bipartisan as possible and to
stress how much this would call for an incredibly activist and complex enforcoment with the
political budget process, Clff and Mclanne have worked on this issue and are taking positive
steps.

» Through good work by CLff Sloan in contacting constitutional scholars, thers is
now a bipartisan scholars letter, authored by Charles Fried (Harvard) and Burke
Marshali (Yale} ~~ with some of the most prestigious constitutional scholars in the
country including both Tribe and Bork. We will give it to the Ruth Marcus for the
Sunday, Washington Post.

o Walter Dellinger is doing testimony describing the enforcement problems and how
much courts would be driven into governance of the federal budget. Both Reno and



Dellinger are testifying before Byrd: Reno on the impact on crime funding and
Dellinger on judicial entanglement,

9. STATE AND LOCAL GOVERNMENT/CRIME: State and iocal government will take a
tremendous hit in tecrms of crime, unfunded mandates, and overall less federal help in the
balanced budget passes. The mayors will grasp this more easily than the governors. We peed
to stress the crime point. Rubin addressed Mayors on BBA; Sperling addressed NACO and
Jose is working on police organization: Elgic Helstein from NEC is working on *right to
know campaign™ with state legislatures and Marcia will coordinate with Mayors and
Governors in states with key Senators.

10. PRESS STRATEGY: Much of the clite press is with us on the BBA. The New York
Times'and Washington Post editorial boards will be strongly opposed to the balanced budget
Amendment. Yet, we need to make sure that all of the networks, Sunday show participants
and major local papers are with us ~~ even besides the targeted Senators.

#Rubin, Tyson, Sperling met at ABC and went over BBA. Rubin and Sperling also
met with CBE svening news producer and Erik Engberg on possible BBA story,

#We have worked Bart Rowan on last Thursday column and Al Hunt on his Thursday
column and are trying to encourage 2 defense/BBA story.

eSent President letter and had brief discassions with major White House
correspondents on the fact that President was opposing BBA.

® We will work with Rahm, Kim Hopper and others to target papers in states of key
Senators, ‘

16. GROUPS: There are many groups who oppose this who are working under the
coordination of AFSCME to defeat the balanced budget. We are proceeding as we did during
Penny—-Kasich. In Alexis’ shop, Marilyn Ycager with help from Barbara Wooley has done an
excellent job in getting the groups in.  We have met already with agriculture groups, veterans
groups and senior groups as well as AFSCME who have coordinated the outside effort. Gene
has represented us at the AFSCME coalition meetings to stress White House commitrnent,
and Barbara Chow has been also working closely with them. The groups were worried at
first that we were not fully committed to it, and are verv happy o see commitment among the
eatire NEC {cam and from vou and the First Lady. Rahm is trying to get more active
involvement from AIPAC, Marilyn will also begin having someone do a balanced budget
presentation at state opinion leader meetings being set up for health care.

11. BUSINESS: This is one place, we need to do better, The activity over health care has
made it difficult to spend time on this so far, but we doing outreach now.lal230, the

i
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BALANCED BUDGET AMENDMENT SCHEDULE
February 2: Wednesday: Perry Confirmation: Wil Raise issue
Planning Meeting with AARP. Families USA, Committce o Preserve Social
Security ' ’
February 4: Friday:
11:00 Familics USA Release of State~by~State
-— We helped get Robent Bryd to appear with them
— Statement of support by Secretary Shaiaia'
February 8: Tuesday:
1. AFSCME Coalition vs, Balanced Budget Mecting (Gene will address)
2. Meeting with Byrd {Griffin, George, Gene)
3. Perryfloint Chicfs Budget Hearings (They will be asked
about BBA)
February 9: Wednesday

1. Constitutional Scholars Letter goes to Byrd {not to be released)
2. Merge Balanced Budget Arguments with Post Budger Outreach Mectings

February 10: Thursday:

e Al Hunt Column in the Wall Street Journal ~~ based on our scenarios.
February 11: Friday:

o Completion of Treasury State-by-state Materials

o Mecting to Plan Release of State~by-state

o Coordinate Cabinet Testimony
February {3: Suaday

o Sunday evening: 50 state~by-state releases go out
February 14: Monday

e State Impacts 0 Members of Congress

# Groups/Mayors 1o do releases reacting to our State impacts

& Conference Calls 10 Newspapers in 10 key states (Rubin, Munncll, Sperling,
Stephanopouios 1 participate -—maybe Tyson, Paneta)



Februaty 15: Tuesday

¢ Bryd Hearings: Paneita, Reno, Perry, Shalala and Charles Fried will testify.
& Coalition Press Conference on Natiosnal Job Loss

® Cabinet Calls start to Key Scnators

* Locai Paper Editorial Board Calls (NEC itcam)

February 16: Wednesday

& Byrd Hearings: Congstitutional scholars including Archibald Cox and Dellinger.
® Meceting with Senator Licberman

February 17: Thursday:
» Byrd Hearings: Fconomists: Henry Aaron, Herb Stein, EPI among others.
® Coalition Press Conference on State~by~8tate Job Loss
& Network and Major Paper Small Briefings (NEC team}
February 18: Friday:
& Simon Hearings: Supporters of the Balanced Budget

¢ Network and Major Paper Small Briefings (NEC tcam)
¢ Calls and Faxes t0 Sunday Shows
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sirasiration begas reckoning the Jife.
it tax burdens of the badget defich,
bt buried the resutls sven niore deop- !
iy than the Clinton Administraiisn, and
bt figures were littie noticad.

In 2 more speculative calruiztion,
ihe Administration {orecast thal the
average net tax rate for fulyre genera.
tons woukd eventually reach 87 per-
ceniofibeir Bfeiime earnings. Without
lasl yoear's budget package. the burden
woul! be $3.7 percent, tee budge: doca-
metl saud, while passage now of the
President’s health ciare plan would low -
oI the burden to §5.5 percem

These calculations of income disiri
Balith among generations, kpaws ag
genersignat dceonming, bive become
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2 Pentagon Leaders

Oppose Amendment
To Balance Budget

FReo o The Mrw York Timees

WASHINGTON, Fob_ 8 — The Penita-
gon's two senior officials today took an
anvarnished stance against the lates
plas for 2 balanced-budgel amendment
tex the Constitution.

Detense Secretary Wiltiam ). Perry
antt Gen. John M. Shalikashvili Chair
rEn of the Joint Chiefs of Sia4 wold
Congress that the amendment wauld
probably lorce larpe and imrosdiate )
tutd in the discretionary portion of the
Federal budget, about Kaif of which
Boes wward Pentagon programs. f

We sce Tor, as I suppose mwost
Amierican tilzens are for, ¢ balanced
tudgel,” Mr. Perry said. Bol under the *
propesed  amendmeny, which would
meandale 2 halanced Fedoral budger as w
early as 2081, be added, “you can nﬁ_(ﬁ
clude that it would ave 2 devastating
effect on our ability 19 mainiam ant
adequate defense Srrocture” :

General Shatikashvili said he was
refuctant, 2% a nOnpariisan militery
official, to emer into 2 “poluically |
charged™ debate, and then he did. *%;
fully ahgnh myself with Sevretary
Farry on 1hig issue” he said. .

My, Perry's assessment of the effeqs ;
OB MiEANY proprams sssumed tha
Congress would batence the budger by |

~Cuimg disererionary Federal spending |
and iraving entitement programs like |
Medicare and Jood stames in piace. |

The tast frive tor a balenced-budge:
amendmens, in 1992 came within gine ;

votes of the needed two-thirds majority _
in the House, mn the Senave i divd ina
fdibuster. Buy the Jatest version of the !
amendoent, mroduced lagt year Oy
Senator Peul Shman, Bemarrat of HIL
a0is, Swept easily through the Judicra- !
ey Commillee. §

H would probibit the Government |
{rom running 3 delict except in tupe of
AT Or mniTent war, or unless throe-
fsiths of the Senaie and House voied 10
suspend the ban,

rm——
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March 1, 1994

MEMORANDUM TO THE PRESIDENT
From: George Stephanopoulos/Gene Sperling

Subject: Balanced Budget Update ..

We will start immediately to work with Pat Griffin and people in the House on our
strategy for fighting the Simon-Stenholm Amendment in the House of Representatives. This
will be an uphill fight because many in the Housc may fecl that this is now a "free vote.” I it
passes with overwhelming support it will put more pressure to bring it back to the Senate.

Below is a breif summary of some of our effort since the last activity update we sent
you.

1. CONGRESSIONAL: We have worked with Mitchell's office and taken their lead in
picking the right people for you to call, and having other cabinet members call. When asked
several members of Panetta, Reich, Rubin, Goldin and Perry all made calls to key Senators.
Perry and Deutch zlso hosted a breakfast for Scnators on the impact of the defense hits,

2. OUTREACH: We have continued an aggressive outreach strategy since the last update we
gave you and have done several meeting with alf groups and coordinate strategy and cutreach.
Marilya Yeager and Barbara Wooley have set up briefings in and outside the White House
with groups where Gene and often Barbara Chow gave imcfmgs Marsha Hale has arranged
for us also to brief intergovernmental groups,

o Committee for Education Financing who chose sent out a majm mailing to targoted
Senators.

« 10 major Acrospace companics ~- who we have made major progress with in
convincing that the balanced budget is a major threat to defense. (Roosevelt Room)

# Rebuild America Coalition: We gave keynote speech on BBA and need for
investment.

® Agriculture groups (Roosevelt Room)
" @ Yeterans and Disabled Vetorans (Roosevelt Room)
o Non-Profits and Humanities (Roosevelt room)

e US Cerzfcr::nm of Mayors: Bricfed Mayor Abrabamson who is mady to work
further on the House vole.



® NACO
® Statc Treasurers:
# Smali Business Legislative Council:

# Democratic Natiomal Conunitice Business Leadership Forum ¢

3. STATE-BY-STATE: The State~-by~State drew significant local press as well as positive

_ mention in Time, Washington Post, Los Angeles Times front page of the Washington Times,
referecd to in 1wo Wall Street Journal stories, and mentioned ~~ and despite quips to the
contrary -~ essentially confirmed in David Rosenbaum's New York Times analysis, The
strong statements by Rubin and Altman at the press conference definitely helped build up the
coverage. The AP ran the story in every state with separate headings for the state impact. We
were most successfui in the States where we offered a Senior White House officials — with
front page storics in such papers as the San Francisco Chroricle and the Des Moaines Register,
and perbaps hundreds of other local storics across the country, with good stories in such
states as States like lowa, Rhode Island and Vermont, While this lcad to some claims that we
were using doomsday scenarios, no one cver challenged the basic validity of our numbers,
and this helped push the debate to what zizi; c&zzscc;zzemcs of a balanced budget would b

A couple of samplcs are attached (Dg . Dalias Moming Nows, Washingilon
Times, Washington Post)

4. PRESS: W have been trying to wotrk one-on-one with people in the press. Gene has sat
down with many people in the press and gone through the ramifications of the plan -~ ofien
Rubin and at times Tyson have participated in these briefings:

& Sperling Breakfast (Panctta)

# Brinkley Show =~ Sam Donaldson

» Mect the Press (materials for Russert were used for  questions with Simon)
& Britt Hume (Rubin, Tyson, Spetling)

# NBC Nightly News (Rubin, Tyson, Sperling}
& CNN (Rubin, Sperling}

# David Broder {least successful effort)

& David Roscnbaum,

# Adam Clymer

* Al Hunt

# David Wessell, Alan Murray, Jeff Birnbaum
e Bill Welch

& Ann Devioy, Clay Chandler

® Timc: Jay Carncy,

e Elinor Clift

e New York Times Editorial Board

® Washington Post Editorial Boards



Secretary Perry did a op-ed for the Washington Post, but we chose to vield to Former
Secretary Scheslinger and wilf save Scerctary Perry's op—ed for the House debate.

4. BUSINESS STRATEGY: In response to our initial strategy sheet, you asked if we could
get the Chamber of Commerce out against this, Alexis found that they were not supportive of
our position, and that the best we could do was to ask them be silent.  On the other hand,
Paul Volker and Warren Bulfet oppose the Simon Amendment and we will try to line up
more fop business people if we can't get the business groups against it. Alse, the WEFA swudy
came out showing that there would be 6.4 million jobs lost in 2003 alone if the Simon
Amendment were 10 pass.
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L hugust 3, 1994

MEMORANDUM FOR LEON PANETTA -

PROM: " MARK GEARAN (; ¢ : j"/
.. . GENE SPERLINGUV- : LSZ

SUBJECT : Economic Plan One-Year Anniversary

In the next two days, we have planned to highlight the one-
year anniversary of the passage of the economic plan, The
_strategy is very simple: to demonstrate that the plan worked., It
created jobs, brought the deficit down and scolidified the '
economic regovery. . We will reiterate that the nay-sayers were
wrong last year on the economy and they are wrong this year about
health care. ) :

The plan cénéists of several preparatory steps, culminating
in a Rose Garden event with the President on Friday:

. ¢abinet Briafing on Economic Accomplishments, Bob Rubin
will conduct a briefing tomorrow, Thursday, August 4, in
which Cabinet members will brief on the Administration's
solid record of accomplishment. Each participant will speak
for 3 minutes and present a two-page record of
accomplishments. This event will give reporters information
they need to write one-year stories and lay the groundwork
for the President's event Friday. The participants will
focus on pieces of the agenda as follows:

CBA Chair Tyson -~ QOverall Economic Record

OMB Director Rivlin -~ Cutting the Budget Deficit
Treasury -~- Expansion of the Earned Ingome Tax Credit
SBA Administrator Bowles ~- Small Business

Ambassador Kantor -~ NAFTA and the Trade Record

Commerce Secretary Brown -- Exports; Civilian Hi-Tech
Labor Secretary Reich -- Human Capital; Job Training
s Shape Cpinion-Leader Press. We have worked with columnists

o generate one-~year stories {e.¢. David Broder, Al Hunt};
Bob Rubin sat with several economic press tongs today: Vickil
Rivas-Vasquez is looking for television opportunities

o through the weekend,
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TO: GENE SPERLING
FROM: PAVID WILCOX

SUBJECT: Cp~ed Piece on the Balanced Budget Amendment

atcached is a copy of the current draft of Laura Tyson’s op-ed
piece on the balanced budget amendment, pér the voice message left
with you by Tom O'Donnell. My understanding is thabt Laura intends
for thig to be published over the weekend,

Attachment

ATTN: PAUL DEEGAN
FAX 456-2878



The Macroeconotnic Cost of a Balanced Budget Amendment

by Lsura D. Tyson

Many well-intentioned members of the Senate from both sides of the aisle are now
moised to vote in faver of a Constitutional Amendment requiring that the Federal budget be
balanced on a year-by-year basis, They will cast their votes in the name of sound economic
policy. Unfortunately, they will be making a costly missaicz; Although continued progress on
reducing the deficit is sound economics, a Constitutional amendment requiring annual balance

its the federal deficit is not.

The Ups and Dowps of the Bconomy without Automatic Stabilizers

The fallacy in the balanced budget logic begins with the premise thet the size of the
Federal deficit is the result of conscious policy decisions. This in only pantly the case. The
state of the economy alse plays an important role. A slowdown in economic activity
automatically depresses tax revenues and increases government spending on such prngrams a%

unemployment compensation, food stamps, welfare, and even social security.

In other words, when the economy slows, the deficit aﬁtoma&i@aiiy gets worse. Such
temporary increases in the deficit act as "automatic stabilizers.” When purchasing power falls
in the private sector, the budget restores some cir‘ the foss and cushions the slide—and it does
| so quickly and automatically, without the need for lengthy political debates about the state of

the econery and the appropriate policy response. By the same token, when the economy

picks up again, the avtomatic stabilizers work in the other dizection: tax revenues rise,
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spending for unemployment benefits falls, and the deficit narows.

A balanced budger amendment would throw the automatic stabilizers into reverse.
Congress would be required 1o raise tax rates or cut spending programs in the face of a
recession o COURteTact temporary increases in the deficit. Rather than moderating the normal

ups and downs of the business cyele, fiscal policy would be required 0 aggravate them.

For those who are wmpied to dismiss such concerns as academic and therefore
vnimportant, & simple ¢xample from recent economic history should serve as a cautio;azy
tale. In FY1991, the economy’s unanticipated slowdown in ecopomic activity caused actual
government spending to exceed the budgeted amount by 320 billion and caused actual
revenues to fail short of the budgeted amount by an cstimated $67 billion. In a balanced
budget world, Co;:zgrcss would have been required to offset the resulting shift of nearly $90
billion in the deficit by a combination of tax hikes and spending cuts that by themselvas

would have sharply worsened the sconomic downturn.--resulting in an additional Joss of

another 1-1/2 percent of GDP and an additional loss of another 900,000 jobs.

Of course, the balanced budget amendments under Congressional consideration do
allow for the possibility of a deficht in times of economic weakness—provided three-fifths of
the Congress agree. But this escape clause is a far cry from an automatic stabilizer, since it
would require a degree of political consensus not likely to be expeditiously schieved. In the

meantime, the economic damage conld be substantial.
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The Challenges to the Federal Reserve

In 2 balanced budget world--with fiscal pelicy enjoined to destabilize rather than
stabilize the economy--all responsibility for eouzz:cmf::zing the economic effects of the business
cycle would be placed at the doorstep of the Federal Reserve. The Fed could attempt to meet
this increased responsibility by pushing interest rates down more aggressively when the
economy softens and raising them more vigorously when it strengthens. But there is ample
reason 1o believe that the Fed could not handie the job as well on its own as it ¢an when it

works in tandem with the automatic stabilizers of fiscal policy.

For one thing, monetary policy affects the economy indirectly and with notoriously
long lags, making it difficuls to time the desired effects with precision. Reductions in interest
rates generally begin to stimulate the econamy only after abont 6 montéss and still have some
inflience a full two yoars later. The Fed can do litde 1o change this state of affairs. By
contrast, the automnatic stabilizers of fiscal policy swing into action as soon as the sconomy
begins to slow, often well before the Federal Reserve recognizes the need for ¢compensating

action and well before such action begins 10 take effect,

Moreover, the Fed could become handeuffed in the event of 2 major recession--its
scope for action ilmited by the fact that it can push short-term interest rates no Jower than
zero, and probably not eveq this low. By historical standards, the spread between today's
short rates of 5-1/2 percent and zerc; leaves uncomfortably Bitle room for maneuver, Between

1989 and 1993, for example, the Fed teduced short rates by a cumulative total of 6-1/2



%
percentage points. Even so, the economy sank into a recession from which it has only
recently fully recovered--a recession whose severity was moderated by the very automatic

stabilizers of fiscal policy which the balanced budget amendment would destroy.

Because of these limitations on the use of monetary policy, even a prescient and weil-
intentioned Fed would not be able to moderate the ups and downs of the business cycle on its
own as well as it can with the help of the automatic fiscal stabilizers. Shmulations by the
Council of Economic Advisers of a rcpmsemadveh large-scale mode! of the U8, cconomy
indicate that without such stabilizers a typical recession might be as much as 25 percent
deeper--with an additional $xx billion reduction in real output and an addifizmal yy million
increase in unemployment--gven if the Fad responded within 6 months to cut interest rates

enough to offset the ccbnmny’s slowdown.

| Finally, actions by the Fed to stabillze ouvtput and cmployment in an cconémy without
-automatic fiscal stabilizers would result in greater varia’aﬁitég in financiel markets because the *
Fed would be fm_‘ccd to move rates more aggressively if it-hoped to prevent employment and
production from fluctuating more widely. Ironically, a baianccd budget amendment could
az:gzaity coniribute to more instability on financial markers, zzzhgr z};azz Iess as many of its

proponents might suggest.

The Right Path to Piscal Responsibility

One of the great discoveries of madern economics is the role that fiscal policy cen

¥
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play in moderating the business cycle. Few if any members of Congress about to vote on 2
talanced budget amendment experienced the tagic human costs of the Great Deptession,

costs made more severe by President Herbert Hoover's well-intentioned, but misguided cffoxts‘
te balance the budget. Unfortunately, the huge deficits inherited from the last decade of fiscal
profligacy have rendered discretionary changes in fiscal policy in response to the business
cycle all but impossible. Now many of those responsible for the massive run-up in debt
during the {980s are leading the charge o eliminate rhe aztomatic stabilizers as well by

voting for a balanced budget arsendment.

Sadly, aithough a balanced budget amendment will cenainly undermine the ability of
fiscal policy 1 moderate the business cycle, it will not reduce the deficitby & 3izigta penny.
Given the size of the cutstanding deficit. balancing the budget will require huge spending cuts
or revenucs increases $o painful that most supporters of the amendment are unwilling even to
acknowledge them, much less identify which ones they favor.

Ultimately, we could ¢nd up with the worst of both worlds--the loss of the automatic
' stabilizers and a balanced budget amendment that fails to balance the budget, but rather
results in budget gimmicky and gridlock, foreing the Courts ;:c make the difficult choices
which the elected members of Congress lack the courage or the will to make. Surely the

viters--and the Constitution--deserve beler,



January 26, 1995

TO: SENATOR DODD
From: Gene Sperling

. Subject: Baimceﬁ_ﬁlg‘g}:t Materials

Attached are materdals on the balanced budget amendment. One of the Republicans'
main arguments is that vou don’t have to ¢ut decply ~~ you only have to reduce growth to
3% a year. The attached document shows the reply to that —— that it equals a $700 billion
cut in Social Security and Medicare. , .

Attached are the following:
e )!r} : 1. Re?iy to the 3% Growth Argument
i) 2. Gingrich Social Security Article
3. Sogal Security Talking Points
4. Right to Know Talking Points

5. Solomon Amendment Talking Points




THE TRUTH ON THE 3% GROWTH PATH TO A BALANCE BUDGET

Republicans claim that a balanced budget Amendment would only require slowing the
rate of growth to 3%. Yet, what they don't tell you is what that this would mean a 10tal of
$728 billion in Social Security and Medicare cuts over the seven years leading up to a
balanced budget. And this is only what it takes to balance the budget. If Republican had to
pay for their tax cuts and balance the budget, they would have to have a slower growth rate
and greater cuts in Social Security and Medicare.

MEDICARE CUTS: Because Medicare grows near 10% according to the
Congressional Budget Office, a 3% growth rate would amount to a $468 billion cut
over seven years needed fo balance the budget, and $236 billion over the first five
years. [n the year of the balanced budget requirement (2002), this would amount to a
staggering 38.7% cut in Medicare.

SOCIAL SECURITY: The 3% growth path does not take into account the
beneficiary growth in the Social Security program over the next seven years. A 3%
growth path comes close to covering what would be needed for existing recipients, but
would leave nothing for the 6 million new recipients. If Social Security were limited
to 3% growth per year, it would cause a $260 billion cut over seven yvears, and a $131
billion cut over five years. In 2002, this would amount to 2 15% cut acvoss the board
in Social Security recipients. »

MEDICAID: Limiting Medicaid to 2 3% growth rate for scven years would amount
to a 3251 billion cut over seven years and a $126 billion cut over five years. In the
year 2002, it would amount to a 38% out.

- {The calculations can be seen on the attached chart and are calculated using the January 1998
Congressionat Budget Office baseline).



EFFECTS OF 3% GROWTH IN SOCIAL SECUR!W, MEDICAID AND MEDICARE
(IN BILLIONS OF DOLLARS)

1985 1286 17 1998 1999 2000 2001 2002

Medicare
CRO Projection 176 196 217 238 262 286 34 344 Cutin FY 2002 = 37.1%
3% Growth . 181 187 192 198 204 210 216 5-Year Cut = §236.6
Difference 15 30 46 64 82 104 128 7-Year Cut = $467.9
Medicaid
CBO Projection 90 100 11 123 136 149 164 179 Cutm FY 2002 = © 38.2%
3% Growth - 21 23 o8 101 104 107 I 5-Year Cut= - $1268
Difference 7 16 25 33 43 57 68 | T-YearCut = i $251.7
)

Social Security "

. CBO Projection 334 352 £y} 290 411 433 456 481 Cut in FY 2002 = 14.6%
3% Growth - 344 334 365 376 387 399 411 5-Year Cut= $130.6
Difference 8 17 25 35 46 57 70 T-Year Cut = $2580
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We can design a retirement system ""that is pro-savings, pro-jobs,
pro-small business, pro-American competitiveness in the world

market, and allows our grandparents 1o relax, knawmg we truly have
provided for their retirement years.
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WHAT A BALANCED BUDGET AMENDMENT MEANS FOR SOCIAL SECURITY

| "House Speaker Newt Gingrich came to power promising no aew taxes and a i
| Social Security system that would be off the rable. Now he'’s pursuing a course

t that would lead to billions in tax increases and Soctal Security spending decreases.
| But not openly.” (The Virginian Filot, 1/19/95)

m P TS TR

1. REPUBLICAN LEADERS HAVE A HISTORY OF CALLING FOR SOCIAL
SECURITY CUTS AND CHANGES:

1986: NEWT GINGRICH CALLED FOR ABOLISHING SOCIAL SECURITY and
turning it into a mandatory [RA program with an additional Value Added Tax to pay
for the lost revenue from ending the system of using Soeial Security payroll taxes to
pay for Social Security benefits. (Atlanta Constitution, November 7, 1986)

1990: NEWT GINGRICH PROPOSED CONVERTING SOCIAL SECURITY mﬁ A
PRIVATE IRA SYSTEM, fully privatizing it by the time today's workers are retired.
{Associated Press, January 24, 1990)

1992: PAT ROBERTSON SUPPORTED ENDING SOCIAL SECURITY as it cxists
today. Robertson wrots, *{ personally have advocated... the substitution of a
compulsory private system.” (Pat Robertson's Perspective, April/May, 1992)

1993: DICK ARMEY CO-SPONSORED A PARTIAL VERSION OF A MANDATORY
. INDIVIDUALLY~-CONTROLLED RETIREMENT ACCOUNT which was

specifically cited by the AARP as one of the types of pzeposals that "poses a serious
threat to the integrity of the Social Security program.”

1994: OLLIE NORTH, REPUBLICAN CANDIDATE FOR SENATE, CALLED FOR
ENDING SOCIAL SECUKITY IN ITS CURRENT FORM and making the

progam volustry. (Richmoad Tinss=Disasch, 1025794, Washingion Pt 1072694,
ar, 10/725/94.)

2. DURING THE 1994 CAMPAIGN, DEMOCRATS AND NOTED EXPERTS LIKE
ROBERT BALL, SOCIAL SECURITY COMMISSIONEKR FOR PRESIDENTS
KENNEDY, JOHNSON AND NIXON, SAID THAT THE $1.2 TRILLION IN CUTS
REQUIRED BY A BALANCED BUDGET AMENDMENT PLUS THE ADDITIONAL
CONTRACT TAX CUTS WOULD FORCE REPUBLICANS TO CUT SOCIAL
SECURITY AND MEDICARE. Nonetheless Republicans insisted that they wouldn't need to
touch socisl securnity and medicare:

Newt Gingrich: "It is & deliberate lic... It is an act beyond any reasonable behavior,
Sacial Security is off the table and sadly, the President is lying about
it." (Hoston Globe, 11/6/94)



Bob Dole: "In a state of near~panic, President Clinton and Vice President Gore are
resorting to scare tactics, They are falsely accusing Republicans of
secret plans fo cut Social Security and Medicare benefits." ({CNN's
Late Edition, 11/6/94)

Haley Barbour: *... the outrage, as far as I'm concerned is the Democrats' big lie
campaigu that the Contract with America calls for Social Security cuts.
It does not. They're saying that a balanced budget amendment
would require huge Social Security and Medicare cuts, It would
not.” {CNN's Late Edition, 11/6/94)

3. AS SOON AS THE ELECTION WAS OVER, REPUBLICAN LEADERS STARTED
TO CALL FOR CUTTING SOCIAL SECURITY AND MEDICARE — RENEGING
ON THEIR PROMISES TO THE AMERICAN PEGPLE:

A. NEWT GINGRICH CALLS FOR REPLACING MEDICARE: "Newt Gingrich called
for replacing the Medicare heaith-insurance system for 34 million aged and disabled
Americans... ] think we need to transform Medicare into another system’...[and] save "a heck
of a lot of money."... The new Speaker's comments made clear that the costly Medicare
program at a minimum would come under pressure for large savings as Republicans seek to
provide billicas of dollars in tax cuts while balancing the budget by 2002." (The Wall Street -
Tourpal, 1/6/95).

B. DICK ARMEY DECLARES THAT "SOCIAL SEC’QRI’I’Y SHOULD NOT BE
CONSIDERED UNTOUCHABLE.” (The Times-Picayune, 1/17/95)

C. REPUBLICANS THRFEATENED THE BUREAU OF LABOR STATISTICS UNLESS
. THEY LOWERED THE CPI BY 1% - CAUSING BENEFIT CUTS TO THE
AVERAGE SOCIAL SECURITY RETIREE OF ABOUT $2,500 OVER SEVEN YEARS
AND ABOUT $450 CUY IN THE YEAR 2000 ALONE. OVER FIVE YEARS, THIS .
WOULD AMOUNT TO A $55-60 BILLION CUT IN SOCIAL SECURITY.

. "House Speaker Newt Gingrich came o power promising no new taxes and a Social
Security system that would be off the table. Now he's pursuing a course that would
lead to billions in fax increases and Social Security spending decreases. But not
openly.” (The.Yirginian Pilot, 1/19/95)

. "At a town meeting in Georgia last weekend, House Speaker Newt Giggrich found a
backdoor way to break Republican campaign promises not to touch Social Security ot
raise taxes. It's neat. If's clean. It's technical. It's ‘Look Ma, no hands. Gingrich
ordered the US, Buresu of Labor Statistics to recalculate the annual mate of infiation -
- and reduce it by about 1 percent, .. .Cutting the cstimated rate of inflation would give
Gingrich a ...327 billion cut in Social Sceurity benefits in the year 2000, Congress
would never have (6 vote on it.  Republicans could claim they honored their campaign



promises... Lowering the Consumer Price Index, or CPI, ..reduces the annual cost-of-
living adjustments received by Social Security recipients and federal retirees.”

(Newsday, 1/19/95)

* T think it [revising the CPI| should be done.”
-~ House Majority Leader Amey (R-TX)
ABC's “This Week With David Brinkley"

2 "Taxes will be higher than otherwise and Social Security benefits lower if the inllation
measure is changed.” (Washington Post, 1/18/95)

D. REPUBLICAN SPONSORS OF THE AMENDMENTS HAVE BLOCKED EFFORTS
TO GUARANTEE PROTECTION FOR THE SOCIAL SECURITY TRUST FUND: On
January 1lth, Republicans in the Houose Judiciary Commitiee defeated a Democratic
amandment to the Republicans' balanced budget amendment that would have constitutionally
‘protected social security recipients. Later, they ended the mecting to prevent further debate,

. House Judiciary Committee Chairman Henry Hyde (R~IL} says the Social Security
Trust Fund's current surplus must be used to help balance the budget. Without access
to the Fund, he wamed that spending cuts elsewhese in the budget would be “far more
sweeping. The effects on other federal programs would be draconion... 22 percent {o
30 percent across the board." (Pittsburg] azetts, 1/12/95}

E. FORMER EDUCATION SECRETARY WILLIAM BENNETT SAYS THAT
"ENTITLEMENT COSTS, INCLUDING SOCIAL SECURITY, ARE ‘AN ISSUE WE -
- CAN'T IGNORE." DURING THE SECOND 100 DAYS” (The Wall Strect Journal,
1/6/95). ‘
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THE AMERICAN PEOPLE HAVE A RIGHT TO KNOW HOW THE REPUBLICAN
CONGRESS PLANS TO BALANCE THE BUDGET AND PAY FOR THEIR TAX CUTS
BY THE YEAR 2002

L SPONSORS OF THE BALANCED BUDGET AMENDMENT HAYE AN
OBLIGATION TO DISCLOSE THE PROGRAM-BY-PROGRAM SPENDING CUTS

NECESSARY TO ACHIEVE A BMCE BETWEEN REVENUES AND OUTLAYS
BY THE YEAR 2042.

This information should be disclosed before any vote in Congress on the amendment.

II.  REPUBLICAN CONGRESSIONAL LEADERS HAVE REPEATEDLY
REFUSED TO DISCLOSE THE SPECIFIC CUTS THAT WILL BE NECESSARY TO
BALANCE THE BUDGET BY 2002 -- THEY DON'T WANT THE PUBLIC TO
KENOW ABOUT THE DEEP CUTS IN PROGRAMS LIKE CRIME PREVENTION,
EDUCATION, MEDICARE, VETERANS, AND AGRICULTURE THAT THE
BALANCED BUDGET AMENDMENT WILL REQUIRE.

o.  "The fact of the matter is once Members of Congress know exactly, chapter and verse,
the pain that the government must live with in order to get 10 a balanced [budget],
their knees will buckle.”

-—  Rep. Dick Armoy, House Majority Leader
NBC's "Meet the Press,” 1/8/98

o The Republicans defeated a Democratic amendment in the House Judiciary Committee

on Jannary 11th that would have required Congress to specify the details of budget
cuts before sending a balanced budget amendment to the states.

. “[Speaker Gingrich] did not specify which programs or how deep a set of cuts he
intended. Nor would Rep. Bob Livingston, [Gingrich's] choice to head the
Appropriations Committee, who said of the impending cus: “Dox't be surprised if it's a
lot, We have long knives,"™

——  New York Times, 12/6/494

1. THE FEW BUDGET SPECIFICS THE REPUBLICANS HAVE OFFERED
DON'T ADD UP TO THE $1.2 TRILLION THAT WILL HAVE TO BE CUT OVER
THE NEXT SEVEN YEARS TO REACH A BALANCED BUDGET.

. "Speaking of a GOP Senate budget proposal that ¢liminates only half of the §1.2
trillion that must be cut over the next seven years to reach a balanced budget by 2002,
[Budget Committee Chairman] Sen. Pete Domenici says, ‘T don't think we can do
much bester.™ .

' we  Sacramento Bee, 1/16/95



IV, EVEN THOUGH SUPPORTERS OF THE BALANCED BUDGET
AMENDMENT REFUSE TO REVEAL SPECIFIC PROGRAM CUTS THAT WILL
HAVE TO BE MADE TO REACH A BALANCED BUDGET BY 2&!)2, THE IMPACT
ON FEDERAL SPENDING 18 ALREADY CLEAR:

s To get to a balanced budget by 2002, the Congressional Budget Office estimates that it
will be necessary to reduce the deficit by approximately $1.2 trillion. Senate Budget
Committee Chairman Pete Domenici (R-<NM) confirms that deep cuts will be needed.
His estimate: $1.1 trillion.

» If taxes are cut, then the cost of 2 balanced budget rises to nearly $1.6 trillion.

. If Social Security and defense are shicided from direct cuts, all other programs,
including Medicare and federal grmuts to states, would have to be cut by an average of
30% —— assuming no tax reduction — to reach a balanced budget by 2002.

V.  PEOPLE COUNTING ON SOCIAL SECURITY HAVE A RIGHT TO KNOW
WHAT THE AMENDMENT WOULD DO TO THEM.

During their political campaigns last year, the Republican sponsors of the balanced
budget arnendment denied that they planned to cut Social Security payments to
seniors. Now that they're in office, their statements on the subject suggest otherwise:

. “House Speaker Newt Gingrich came to power promising no new taxes and a Social
Security system that would be off the table. Now he's pursuing s course that would
lead to billions in tax incresses and Social Security spending decreases. But not
openly.”

-~ The Virginian Pilot, {(Norfolk) 1/19/95

. House Judiciary Committes Chalrman Henry Hyde (R-1L) says the Social Security

- Trust Fund's current surplus must be used to help balance the budget.  Without access
to the Fund, he warned that spending cuts elsewhere in the budget would be "far more
sweeping. The effccts on other federal programs would be draconian... 22 percent 1o
30 percent across the board.” -~ Pittsburgh Post-Gazette, 1/1295



VI. WHEN BALANCED BUDGET AMENDMENT SPONSORS ARE HONEST
ABOUT THE HARMFUL AND IRRESPONSIBLE CUTS THEIR PROPOSALS
'WOULD FORCE, THE CONGRESS REJECTS THEM.

In 1994, Rep. Geraid Solomon, (R-KY), laid out a specific plan for balancing the

budget in scven years. It got only 73 votes —— cven Newt Gingrich voted no. The
Solomon proposal would have:

cut agriculture spending by 72%

cut transportation programs by 29%

cut energy programs by 65%

cut environmental programs by 40%

¢ut programs for the poor by $150 billion over s years
cut Medicare amd Medicaid by $144 billion over § years

® & & & &.8

The Kasich proposal, also offered in 1994, had deep cuts but stll ran a $172 billion
deficit by 1999, It too was defeated. :

VII. STATE AND LOCAL GOVERNMENTS HAVE A RIGHT Td KNOW THE
SPECIFIC FEDERAL GRANT PROGRAMS THAT WILL BE CUT AND
ELIMINATED TO PAY FOR THE BALANCED BUDGET AMENDMENT.

. According to the Treasury Department’s January 1995 analysis, the average
state would have 1o raise state and local taxes by 17.3% to make up for the
loss of federal grants (¢ states that would be cut if the budget wax balanced.

. The year the Amendment would require balance (2002) could lsad to $71.3
billion in cuts in federal grants to states, assuming o tax cut, or $97.8 billion
in cuts with a tax cut. This would dramatically reduce federal assistance to
citics and states for Medicare and Medicaid, and for vital investments in
infrastructure, fighling crime and drug abuse, education and worker training.

»  The Republican Congressional leadership rejocted appeals from govemors that
. protection from unfunded federal mandates be written into the balanced budget
amendment itself. That means future Congresses will be free 1o change the law

and pass even more costs on 10 state and local governments in order to balance
the federal budget.

N ok e e



VHI. REPUBLICANS ARE IN THE MAJORITY IN CONGRESS. THEY CAN CUT
THE DEFICIT WITHOUT AMENDING THE CONSTITUTION, IF THEY'RE
WILLING TO MAKE THE TOUGH CHOICES -- LIKE THE CLINTON
ADMINISTRATION DID IN ITS FIRST 27 DAYS WITH ITS UNPRECEDENTED
$500 BILLION DEFICIT REDUCTION PROGRAM.

° "We shouldn't need a constitutional amendment to tell the Congress to do its job...
You now have a strong majority that professes support of the principle of reducing
spending to the level of revenues. Why don't you do jt?” '

—- Economist Barry Bosworth,
Congressional testimony 1/11/95

° Republicans control both Houses of Congress. They have the ability to pass any deficit
reduction plan they favor. It is unclear why they need a constitutional amendment to
do what they have completely in their power to at least pass. President Clinton
proposed a specific, line-by~line plan to reduce the deficit by $500 billion on
February 17 —— 27 days after coming into office, and it was passed without a single
Republican vote.



THE SOLOMON BUDGET SUBSTITUTE AND
THE BALANCED BUDGET AMENDMENT "RIGHT TO KNOW”

OVERVIEW: The Solomon Budget Substitute, sponsored in the 103rd Congress by Rep.
Gerald B.H. Solomon (R-NY) ~~ a senior Republican and the current Chairman of the House
Rules Committee ~« is the only line-by~line, program~by-program Republican budget plan
offered thus far to balance the budget while meeting Republican specifications of no new

" taxes, no reductions in Social Security and oniy half the military cuts preseribed by the
Clinton Admigistration, The substitute, which would balance the budget by 1999, was
defeated 342 to 73 on the House floor on March 10, 1994, Republicans voted 2-1 against
the measure. Virtually all of the Republican leadership opposed the substitute, including
now-Speaker Newt Gingrich, Ways and Means Chairman Archer, Budget Committee
Chairman Kasich, and a total of 17 current Republican commmittes chairmen.

THE SOLOMON SUBSTITUTE AND THE BALANCED BUDGET AMENDMENT
"RIGHT TO KNOW.” Supporters of the Solomon Substitute declared, "Those of vs who
advocate a balanced budget have a moral responsibility to get specific and show how it can
be done.” Dick Zimmer, (R~NT), during floos debate on Sclomon Substitute,

IN 1994, REPUBLICANS VOTED AGAINST THE ONLY LINE-BY-LINE, ITEM~
8?—1'1‘1;121'5’! REPUBLICAN PLAN TO BALANCE THE BUDGET:

? The Solomon Budget is the only line—by-line, program~by-program Republican
budget plan offered thus far to balance the budget while meeting Republican
specifications of no new taxes, no reductions in Social Security and only half the
military cuts prescribed by the Clinton Administration,

] Republicans voted 2-1 against the it. Virtaally all of the Republican leadership
: opposed the Solomon substitute, including now-Speaker Newt Gingrich, now~-Ways
and Means Chairman Archer, now-Budget Committee Chairman Kasich, and 3 total of
17 cugrent Republican commitiee chairmen. ‘ .

WHILE REPUBLICANS REFUSE TO BE STRAIGHT WITH THE AMERICAN
PEOPLE ABOUT HOW THEY WOULD BALANCE THE BUDGET, THE 50LOMON
SUBSTITUTE SHOWS THE HARSH CUTS REQUIRED TO BALANCE THE
BUDGET WITHOUT TOUCHING SOCTAL SECURITY, RAISING TAXES OR
SUBSTANTIALLY CUTTING DEFENSE:

. TOTAL CUTS REQUIRED: The Solomon Substitute sequired a total of about $700
bitlion in cuts over five years in addition to the massive cuts already required by
the Clinton deficit reduction package, and weil over §1 trillion in cuts over seven
years. (Billions more in spending cuts would be required to pay for tax cuts proposed
in the Republican Contract with America.) Almost every area of discretionary
domestic spending would be reduced drmmatically, for cxample, spending on the
environment would be cut 44%, transportation would be cut 29%.



RECESSION-SIZED SHOCKS TO ECONOMY PREDICTED: The House
Budget Committee estimated that the proposed reductions would administer
"recession—sized shocks to the ceonomy fwo years in a row" and that deficit reduction
this rapid would "put the economy at serious risk.” [House Budget Committee
Analysis of Solomon Amendment, 3/10/94]

MEDICARE spending would be cut by over $143 billion over five years, transferring
billions of costs to beneficiaries and providers. Upper~income retirees will have 1o
pay much more for their health insurance, and all beneficiaries costs will increase by
$30 billion, With cuts to medicare retmbursements to hospitals, providers' costs will
increase by $15 billion.

PUBLIC HEALTH AND MEDICAID programs would be cut by 394 billion over
five years. It climinates many, if not all the President's vital initiatives for biomedical
research, childhood immunizations, substance sbuse treatment, family planming, AIDS,
Ryan White aid to cities and states, women's health, and other significant public heaith
programs.

INCOME SECURITY programs for the poor, disabled, and unemployed would be cut
by $150 billion over 5 years, Spending oo certain job trining programs would be cut
in half, Legal aliens would be made incligible for AFDC, 58I, Medicaid and Food
Starups. 700,000 disabled children would be cut from the Supplemental Security
Income disability program. And, states would have to pick up part of the costs of
food stamps and a larger share of foster—care expenses,

FARM SUBSIDIES AND RURAL PROGRAMS. Every price support for fanmers'
products —— except for dairy products, which are heavily concentrated in Rep.
Solomon's District ~— would be abolished., Agricuiture spending would be reduced by
72 percent. The Farmers Home credit program and the RBA would be elimipated.

ELIMINATION OF OTHER FEDERAL PROGRAMS. Dozns of Federal
activitiss would be abolished altogether, including the National Service Corps, $1.9
billion in assistance for construction of wastewater treatment and drinking water
facilities, the space station, all subsidies for Amtrak and air service to isolated
communitics, and economic development grants to local governments,

REPUBLICANS DO NOT HONOR THE AMERICAN PUBLIC'S "RIGHT TO
KNOW" BECAUSE THEY FEAR MAKING TOUGH CHOICES

..,

Solomon on His Republican Colleagues: Said Solomon of his colleagues, “Since it
was sure to be defeated, many colleagues saw little point in casting a vote fo cut
popular programs that could be used against them by groups of coustituents, say by
fanmers, in their campaigns.” But Mr, Solomon said that even [in 1995] with
Republicans in control of the House, he was not sure he would get more than 150
votes on his side.” {NYT, 112854}



Gingrich. According to the New York Times, "Gingrich said at the time that he
opposed [the Solomon Substitute] because he did not want to draw atteation from o
Republican alternative budget that would have reduced the deficit by only a fifth as
much as the Sclomon Plan.” [NYT, 11/28/94]

Dole. The Solomon Substisute would turn over the Government's air traffic operation
to a private corporation ~~ a shift President Clinton supports ~- that would save the
taxpayers more than 330 billion over five years. But, according to the New York
Times, “The main opponent of such a step is the private plane industry, and as-long as
Serator Dole of Kansas is the majority leader, the air-trafiic control measure is bound
to face trouble. Beecheraft, Cessna and Lzarjet aircraft are manufactured in Kansas, a
staie the spokeswoman for the General Aviation Manufacturers Association calls 'the
capital of our industry.™ [NYT, 11/28/94]
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THE PRESIDENT'S POSITION ON BALANCING THE BUDGET

Q: WHY HAS THE PRESIDENT CHANGED HIS POSITION ON THE
BALANCED BUDGET? WHY IS HE SUPPORTING A BALANCED BUDGET
NOW?

A: The President has always supported bringing the deficit down toward zero in a
way that protects cducation, rewards working families, maintains a fair tax
system, and provides for health care reform. He has a proven record of progress
toward a balanced budget based on these principles.

. In 1993, the President passed the largest deficit reduction package in history,
bringing the deficit down by $! trillion over 7 years while also e¢xpanding
investment in education and providing a tax break averaging $1,000 for 15
million working families.

. Throughout 1993 and 1994, the President said that after this first round of
deficit reduction, the budget could only be balanced in the context of health
care reform. He introduced comprehensive health care reform legislation to
achieve that goal.

. In his 1996 budget, the President proposed over $100 biilion in tough
discrctionary spending cuts while still expanding investment in education, and
he called on Congress to work with him on a bipartisan basis to achieve
sensible, step-by-step health care reform that could bring the deficit down
further.

Republicans didn’t take the President up on his offer. Instead, they have
proposed budgets that cut Medicare for seniors and education for children by
historic amounts in order to pay for tax cuts for the wealthy.

. And so the President has decided to put forward his own plan, consistent
with his principles, in order to show how the budget should be balanced the
right way--by reducing the costs of Medicare costs and still expanding
benefits and coverage, by protecting education, and by making sure tax
breaks are targeted to working families in the middle class.

Q: FOLLOW-UP: BUT WHEN DID THE PRESIDENT EVER TALK ABOUT
BALANCING THE BUDGET OVER 10 YEARS?

A: Throughout his rccord, the President has always expressed the same view that



we cught to move the budget toward balance, but we ought to do if in a way
that reforms health care, that protects investment in education, and that
mainfains tax fairness for working families.

In order to achieve all of these goals, the President has always said that the budget
could only be balanced on a gradual path. Based on the current fiscal and economic
outlook, 10 vears represents a sensible. gradual path.

Example: "So what 'm try to do is to cul everything | can now, get health care
costs under control, and lock towards, not only cutting the deficit but bringing it
down to zero over o mulli-vear period,” (5/12/93)

Example: "We need to bring this deficit down 1o zero. And in order to do that,

we're going 10 have to cut more. But to do that, we have to reform the health care
svstem.” (8/2/93)

Example: "It is our considered judgment that we cannot get the deficit down o
zero, which is where it ought to be, until we do something abowt health care costs.”
{6/17/93)

Example: "So the only way we can get the deficit down to zero now is to bring
healtls care costs i line with inflation. And that’s what I’m trytng hard to do,
4/5/94

CBG V8. OMB

Q. WHY ARE YOU USING OMB NUMBERS INSTEAD OF CBO NUMBERS? ISN'T
THIS JUST ANOTHER ROSY SCENARIO?

A,

This Administration stands by its economic and budget projections and the record of
credibility that they have camed. For two years, we have used conservative
economic figures that have proven quite accurate. Anybody who looks at our
numbers now will realize that we continue 1o use conservative, sound projections. In
our current economic foreasting, the 2.5 percent growth rate is clearly quite solid
and in line with private sector forecasts.

Any Differences Are Magnified Over 10 Years, Over ten years, any small
forecasting differences are magnified by compounding interest and inflation. What
may actually look like radical differences in 20035 are, in reality, merely differences
of a point or two over ten years - amd are certainly within the bounds of reasonable
forecasting differences of opinion and not rosy scenarios.

Health Care Projections Differ For Technical Reasons. On heakth care costs, the
Admimstration relies now, as it has always relied, on the work of acivaries af the
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Health Care Financing Administration--career employees who have been estimating
growth in costs for years,

HCFA’s forecasts properly show a slower increase in health care costs--success that
CBO has acknowledged by moving its baselines closer to HCFA's. The bascline has
gone down for three reasons:

First, new data and empirical evidence have given the HCFA actuaries a better
picture of what’s going on. As better information shows that Medicare and
Medicaid costs are rising more slowly than was previously projected, the
HEOFA actuaries reflect these changes in their estimaies.

Second, the President’s deficit reduction package and economic program have
improved the economy and inflation has come down.

And i%zir&i, programmatic changes in both Medicare and Medicaid have
mnproved efficiency and brought down costs,

FOLLOW L. BUT IMDN'T YOU PROMISE IN 1993 TO USE CBO PROJECTIONS?

In his first budget, the President wanted to take away any disputes over numbers.
Remember, Adminisiration projections didn’t have the best reputation after 12 years
of magic asterisks and smoke and mirrors. Our accurate projections and suceess on
the budget over the past twe years have restored faith in an Administration’s ability to
put forward reascoable, fair budget projections. After more than two years in office,
it is appropriate and necessary for the President te rely on OMB for his budget
projections.

HEALTH CARE

Q. YOU TALK ABOUT SAVINGS IN THE CONTEXT OF BROAD HEALTH CARE
REFORMS, BUT YOUR SPECIFICS SEEM VERY MINOR. IS THIS THE EXTENT
OF YOUR HEALTH CARE REFORM PROPOSAL?

Al

As we have said all year, we believe we can get reasonable savings out of a serious,
step-bry-step approach that moves forward within a framework of broad health care
reform. .

The President himself admitted that last year the Administration bit off more than we
could chew. Our approach will allow us to achieve significant savings while also
improving coverage, making the insurance market more efficient, and protecting small
businesses, rather than simply slashing health care for beneficiaries without any
corresponding benefits. There is clearly a long way still to go, tut we've starting
onder the right framewaork,



QOur current proposals will cut the deficit by $284 billion over the next decade,
leading to a balanced budget in 10 years, with less than half the Medicare savings and
a third of the Medicaid savings that Republicans propose, without imposing any new
cost increases on Medicare beneficiaries. In contrast, Republicans would raise costs
to the average Medicare beneficiary by $3,100 over the next 7 years.

FOLLOW UP: SPECIFICALLY, HOW DOES THIS ADDRESS HEALTH CARE
REFORM?

A.

Medicare: We reform Medicare to make quality managed care options more
attractive to beneficiaries and encourage preventive care with two new benefits that
will 1) waive the co-payments for Medicare-eligible women who need mammograms,
and 2) provide a respite care benefit to families of Medicare beneficiaries who suffer
from Alzheimer's disease. Our plan also strengthens the solvency of the Medicare
Trust Fund, ensuring solvency until 2005.

Insurance market: Our reforms will help make the insurance markets are more
efficient and less discriminatory. Families that lose their health insurance when they
lose a job will be eligible for premium subsidies for up three months. These
subsidies will be adequate to help them purchase health insurance with benefits like
the Blue Cross/Blue Shield standard option plan available to federal employees.

Cost-shifting: Our proposals will cushion the effects of cost-shifting:

Expanding coverage, ensuring that people can keep the coverage they have,
and making affordable insurance more available will reduce uncompensated
care, which, in turn, will reduce the unrecovered costs that providers pass on
to people with private insurance to make up the difference.

In addition, purchasing pools -- which allow small businesses to pool their
bargaining power -- will give them the clout they need to protect themselves
against cost shifting.

TIMING QUESTIONS

Q:

WHY IS THE PRESIDENT COMING FORWARD WITH A BALANCED
BUDGET PLAN NOW? :

The President saw that the budget process was headed toward a train wreck. He
believes that this is the best way to move the process onte a bipartisan basis to
bring the budget into balance while protecting education, cutting Medicare costs
in the context of health care reform, and targeting tax cuts at the middle class.

The President also saw this as an opportunity once more to reassert America’s



global economiic leadership. In 1993, when we cut the deficit by $1 trillion over 7
years, we helped to pul America back in the driver’s seat in the global economy,
paving the way for the trade agreements that are creating thousands of jobs and
billfons of deliars in exports for our economy. Now, on the eve of the G-7 Summit,
the President wanted to reassert our commitment to balancing the budget—while also
maintaining the education and job training that are key to America’s success in the
global economy,

Q: IF YOU SUPPORT A BALANCED BUDGET, WHY DIDN'T COME FORWARD
WITH A PLAN IN FEBRUARY WHEN YOU SUBMITTED YOUR BUDGET?

A

With the new Republican Congress, the President first believed that the most
constructive way 1o engage was to propose deep, specific cuts in discretionary
spending while protecting education, as he did in his 1996 Budget, and then to

" offer to work with Republicans to achieve additional savings in the context of

sensible, step-by-step reform of health care,

Unfortunately, Republicans did not take up the President’s offer. Instead, they
put forward a plan that makes deep cuts in Medicare and education in order ¢ pay for
tax cuis for the wealthiest, and they are struggling among themselves over how to
even keep the budget process going. The Presidemnt sees a train wreek coming.

Naw, the President has determined that the best way to move the budget process
on a bipartisan basis is {0 offer 2 new framework for balancing the budget that
respects onr other priorities--education, health care, and working families. That is
the framework the President has offered,

WHY AREN’T YOU RELEASING A FULL BUDGET LIKE YOU DID IN
FEBRUARY? AND WHEN WILL YOU COME FORWARD WITH
ADDITIONAL DETAILS?

The President has put {orward a framework for balancing the budget consistent
with his principles: protect education, address Medicare in the cmxtext of health
care reform, and target tax cuts at Werklng families,

I Republicans accept that framework, then he will sit down with the Republicans
tomorrow o work out the details,

If Republicans do not accept that framnework, then he will fook at the details that they
produce in the coming weeks in light of his principles;

Ld If their proposals are sound, he’H sign them.



Q:
A:

Q:

A:

. If they cut too deep or cut unfairly, then consistent with the process on
the rescission bill, he will offer a counterproposal that reflects his
priorities and moves the budget toward balance.

WILL THE PRESIDENT ACCEPT A BUDGET SUMMIT?

[Same as above. The President has laid out a framework that reflects his
principles: protecting education, cutting Medicare in the context of health care reform,
tax cuts targeted at working families. If Republicans accept the framework, he’ll sit
down with them tomorrow. If not, he will examine their details as they come: if they’re
good, he’ll sign them; if they’re bad, he’ll offer counterproposals.]

WHY ARE YOU USING A PLUG FOR CORPORATE WELFARE? HAVEN'T
YOU CRITICIZED REPUBLICANS FOR USING PLUGS IN MEDICARE AND
ELSEWHERE RATHER THAN OFFERING REAL DETAILS?

First of all, this budget framework is just that--a framework, not a
comprehensive budget. As is appropriate for a framework, we are not offering
every detail.

Second, corporate welfare is a unique area:

On the one hand, there is broad, bipartisan agreement that at a time when
everyone is being asked to make sacrifices, corporations ought to pay their
fair share--particularly since many of these tax breaks serve strong special
interest but little public interest. Rep. Kasich recognized that by pr0posmg
$25 billion in cuts in corporate welfare in his budget resolution.

On the other hand, you have to recognize that the special interests are very
powerful. Look how quickly Rep. Kasich was forced to retreat by many in
his own party. So, given that there is now a Republican Congress, we believe
that both parties will have to work together in order to target corporate
subsidies that are not serving a public interest. And we think $XX billion is a
reasonable level of savings to expect.



