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NOMINATION OF LEON E, PANETTA

MONDAY, JANUARY i, 1993

1.8, SeNaTE,
CoMmumrrree on GOVERNMENTAL AFFAIRS,
Waskington, DO,

The Committer ruet, sursusni to notice, at 938 am., in room
S5H-218, Hart Bensate Cifice Building, Hon. John Glenn; Chairman
af the Commitiee, presiding. :

Present: Senators Glenn, levin, Sasger, Lieberman, Dorgun,
Roth, Cohen, and Cochoran, : ’

Also Present: Senator Domeniei.

Staff Present: Doris Clanton, Mark Goldstein, David Plocher,
Jane McFariand, Lorraine Lewis, Paul Ellis, Deborah Cohen (Sen- -
ator géeﬁ?), Susanne Marshall, Jeft Steger, and John Mercer (Sen-
ator Roth).

OPENING STATEMENT OF SENATOR GLENN

Chairman GLENN, The hearing will be in order,

(Good morning. Today the Committee on Governmenial Affaira
meets to consider the nomination of Leon Panettsa to be Director of
the Office of Management and Budgel. As most of us here know,
Mr, Panetta has diztinguished himeelf in his 18 years as a Con.
fressmazz from California’s 16th District. He has served on the

{ouse Budget Committee since 1878 and has been ifs Chairman
since 1988, His work on the Budget Committee in particnlar has
earned him the respect of his eolleagues and provided him a depth
of kmwiedge that will be critieal to President-elect Clinten in 3he
years shes
- That Mr. Panetts, knowing so much about the details of the
budget and the government, still agreed to be nominated for OMB
may be admirable, bul may be just a littie bit berause Leon,
in his years helping to negotiate z budget &% the Co $
and in the give and take over budgeis between gress and the
‘White House, has seen firsthand how tough it {s o be OMB Direc-
tor.

I have said frequently that I believe the Job of OMB Director is,
after the President, the second most powerful job in the executive
branch of government, and Mr. Panetta will have a leading role in
shapin%latioaai policy.

Az OMB Director, Mr. Panetta will recommend where every dol-
1ar of our $1.5 trilon budget is spent and will have a say in how
pach of the government's hundreds of programs are managed. His

, recomsnendations and decisions will have influence over such im-

portant issues as the size of the Federal budget deficit, the stability

. - {1
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and growih of the Nation's economy, and, through the guslity of
Federal management, the performance of our programs and serv-
ives which in turn will influence the view that Americans have of
thelr government, .

Mr. Panetta will have conirol sver the regulatory apparatus of
the Federal Government and thus will oversee vital rules for public
health and safety, worker safety, snd envirenmental protection.
And he will supervise not only what information the government
collects from the public, but also what information the government
gives to the public.

Mr, Panetia will have one of the toughest jobs in government be-
cause his task is fo solve the toughest problems of government,
And that job is tougher than ever.

David Stockman, the last Mamber of Congress to becoms OMB
Director, in 1981 faced a Federn! debt of $735 billion. That has
since guadrupled, gone way up to well over $3 trillion, The cost of
interest on that debt i3 now aimest $200 billion a year, more
money than is spent by the Federal Government for education,
scie:gge, éaw enforcement, transportation, food stamps, and welfare

combined,
"~ 'The deficit alone now stands at $30¢ biflion. Unless we change
course, we will stay there for years to tome,

I saw Mr. Stackman interviewed on television this morning, giv-
ing advice to our new OMB Director. He said he thought Coagess
had become inured to the problems of government, % don't think
that happens te be the case, He was asked whether he thought
that Bush had cocked the books this time around, and he said, “No,
it was 8 very diffieult proklem.” But he said that he thought that
the iast couple of Presidents had not wanted, to quote him, “4o face
the facts.” Bo, for whatever that is worth, that is David Stocloman'’s
comment this morning on TV,

Last Friday, Comptrolier General Charles Bowsher testified be-
fore this Committee and laid oul a laundry list of the problems Mr,
Panetta will face, First, the OMB Director will be charped with
hringinﬁg down the deficit and helping to formulste plans to restore
a stul jittery sconomy. That in izsegapmsents‘a guandary since ex-
cessive or poorly planned deficit reduction not enly could impact
our econmmic recovery but impalr the services Americans have
come to expect from their government,

Mr. Panetta must confront the country’s historically low invest-
ment rate, yet at the same time balance the need for highways,
bridges, and other capital improvements against our concerns with
the high deficit, :

‘Then there are the public policy choices and their budget impli-
cations that shape the programs and services affecting the lives of
Americans in every comner of the country. How will we reform the
health care system, cuttin
have access to quality came? What steps must be taken to maintain
the integrity of the banking system, gmvide 4 safety net for the
truly needy, protect against erime and pollution, and resssess our
military mission worldwide? These are important issues, and they
are accounting for hundreds and hundreds of billions of dollars,

Finally, but most definitely not least, Mr. Panetta bas the re-
sponsibility for overseeing the management of our vast Federsal

costs while ensuring that Americans.

- knowiedge
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Oovernment. This han never been an essy job, but the task has be-
come much more complex as the government and its responaibil-
itiea have grown. This Commitiee spends a great deal of its time
foruaing on the mansgement of government. And ¥ must tall you,
the record of government management is not a good one.

There remains far oo little aitention in agencies and at OMBE fo
the fundamental ptimfpiea needed to effectively and efficiently
gteward the governments shligations and the taxpayers’ money.

Todzy the Federal Government has barely begun fo manage its
operations in ways that the private sector has been doing for dec-
ades, When i romes to personnel, to information management, to
financial management, to evaluate program performance, to do
straegic }thmn . OF 10 orgenize itaelf for effective customer serv-
ves, ederal ernment, is still grasping st the hasics,

Fart of Mr, Panetta’s job, then, is to bring the government's man.-
agement capabilities out of the past and to push them into the fu-.
ture, For Mr. Paneila to be successfil in cntting the deficit while
still providing essential services requires not only cost savings that
come from an effectively public sectar, but s rethinking .
of how and what ﬂgovemm‘z should provide to its genpie.

With these challenges and problems before us, ! believe we ure
very fortunats to have Leon Panettn as the nominee for OMB Di-
rector. He has grappled from a legislative standpoint with many of
the hard issues he will now face from the execulive branch,

I think the choice of Mr. Paneita as OMB Director speaks vol-
umes sbout the seriousness with which President-elect (linton
takes his responsibilities to improve sur economy, our quality of
life, and the state of our government, So we are eager to hear how
you, Mr. Panetta, and the Clinfon administration plan to handie
the meiems we face now and in the future. I cerfainly look for- - -
ward to werking with you as together we try fo move our tonntry
forward sgain.

For the record, Committee rules require that sn inguiry be con-
ducted inte the nominee’s experience, qualifications, sultability,
and integrity, I think Mr, Panetta would agree thai the Commit.
tee's investigation has been and extensive, | want to ac
r. Panstia's cooperation in providing the necassary in.
formation for the Commitiee to complete its investigation,

The Committes has received from the nominee financial state--
ments a8 well as detsiled information on his educstional back-

und, emplayment record, and professional achievements. In ad-

ition, Mr, Panetta has responded in writing to » number of pre-
hearing questions submitted by the Committee concerning the du-
ties and responsibilities of the OMB Director’s position. Coples of

the h‘zogrz:gh‘zcai information and prehearing responses

placed in the record a8 part of this g and are available upon

reqquest. The financial statements are available for inspection by

the public in the Committee office. _
Committee investigators have 2also examined the fingncial disclo-

_sure reports submitted by ihe Office of Government Ethics to en-

gure that no conflics of interest are present., -
- Finally, I want to note that Senator Roth and I have reviewed
the FBI background investigation report and all pertinent matiers

.- on Mr. Panetis and have found them satisfactory.
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PREFARED STATEMENT OF SenatoR GLENN

Good morning. Teday the Committes on Governmental Alfairs masts to consid

gx:d zzgumxim of Leon E. Panetis to be Direclor of the Offtee of .Mm&t at?;
As most of us here know, Mr, Panetia has distinguished himsell in his 18

as & Congressman from Californie’s 36th l}i.a;ﬁclt}.wﬂe 2T :nfxledu;n the m

Bud%g: Copmittee since 1979 and has been ite chalrman since 1988, His work on

the Budget Committer, in particular, aw much sy any other, that has earned him

the respect of his oolieagues and provided him a depth of knowliedge that will be

erilisxd o Presideni-elect Tlinton in ihe yeors shwad.
That Mr. Panetta, knowing se much sbopt the detailn of the budget and the gov.
ernment, still agreed to be nominated for (ME Direclor s admire nd maybe

Just o bit ceavy. Because Leon, in his years helping to segotinte a budget t.h.rmml;
the Congress wad inn the give and talke over 4] bgmn Congress and
© White House, hios seen fiest hossd how tough it is to be OMB Dimector.

Yve goid frequently that | believs the job of OMEB Director is, after the President,
the sepond most pewsrfud job in the Executive Branch. Mr. Panetta will have & lead-
ing role in shaping natienal policy.

_As OMB Director, Mr, Panetta will recommend where every dolter of sor $1.5 &il-
fisn budget is upent and will have a say in how each of the government's hundreds
ol programs are mansged. His recommendstiony and decisions will have influence
ever such mportant issues as the size of the Federal bu deficit, the stability
andmﬁt s:ifthe munﬁ;s seGhay, anémmtgmugh the cmﬁ?y ef ¥ INBIARE-
men # performance of ¢ur programs services, which 1 turn will inflluencs
the view ther Americans have ¢f their government.

My, Fanetis will have contesl sver the regulatory spparatus of the Federal Gov-
erament, and thus will overser vital rules for public heslth and safety, worker safe-
iy and envirenmental protection. And he will supervise oot only what information
;i gagegin:ﬁzfzﬁw from the public, but ulse what information the government

Es . -

Mr. Panetla will Bave one of the tomaghest jobs in government becatiss his fask
is to solve the toughest problems of govers That job i tougher than ever:
David Stockman, the inst Member of Congress to become OMB DHrector, in 1983

dedt has since gled 10 more than

faced 3 Federal debt of $735 billion. The
$3 trillion. The cost of interest v that debt is cow almost 3200 billion a year, more
money than is spent by the Federal Government for education, scence, law enforoe
mend, riation, fond stamps and welfare, combined, The deficit alone now ex«

ceeds $300 bitlien mnd unless we change course, will stay there R W .
Last Fr:dalg‘{?zompmller Generpl Cht;grles Bawsher testified %ﬁog i {%mn??::e
anid sl but 1sid out o lsundry list of the problems Mr. Panetta witl focs, First, the

OME Directar will be thy with bringing down the deficit and helpd -
iate plans Lo vestoro 2 atill jittery esmz:?g t in itpelf presents g qﬁ%{am
excessive or poorly planced deficit reduction not only wufd mpant olr evonsmic re-
covery, but impair the services Americaze have come o expect from their govern.

rient. )
Mr. Panetta must conliwat the coun historieally fow investment rate
Y t , yeb at
the ssme time dalance the need for bridges other zapital improves
mgﬁlts, sgainat nurmcomgg :gh & ?giﬁh éeﬁgt.m aad copre T
en there sre the pu icy choices and their budget implizations that sha

the programs and services sifecting the lves of Americans inpzwery sormer of the
country. How will we reform the health care system--entting costs whils ensuring
that Americany have areess to qualiby care? Wah?:t steps must be iaken o maintsin
the integrity of the banking system, provide a safety nst for the truly . protect
against crime and pollution and reassess our military mrlssion worldwide? are
impartant issues, actounting for hundreds of billions of dollar.

iy, but moest definiiely met Josst, Mr. Panetts has the responsibility fur
everseeing the managermant of otir vast Pederal Guvernment., This has never bee
#n casy job, but the tzsk has become much more complex &5 the government and
iis responsibilities have growsn, This commities spends a great deal of its time focus-
ing on the manugement of government, and 1 must 141l you thet the meord of gov.
errunent management 14 not 2 good one. There remains far toa 1itie atfention in
agencies and at OME to the fundamentsl principles needed 1o effectively and off-
ciantly stewgrd &mvcmmnt’s abligntions snd the Lorpayers’ money.

Today the Federn! Govermment has barel b?ua to manage its operationa in
woys that the private seetor has been doi 1t(a:w eendes. When it eomes to person-
nel, 1o informalion mansgement, to financial ma mend, 4 evaluate program per-
fonmance, to Go strategic plamning, oF fo organize ataell for sffective customer serve

e budget deficita i certainly & Catch22 mitustion,
President. the Cabs ;

v

3 ‘.-m-&\

PRI,

jea, the Federal Governtnent is still grasplog ut the bagics, Park of Mr. Panettas

ob, thea, Ix to bring the government’s manspenent capabilities sut of the and
{u push them ints the future. For Mr, Panetis to be in eutting the deficit
whule still esaential se cost savings that come from

a5 eﬂé@cﬁw{y xz;:amged publi¢ sector, but a rethinking of how and what government
M IGU’Lﬁﬁ 3

Witlxpthmchnl!:e:guand probiems before us, [ helievs that we are very fortu.
nate £0 have Leon Panetia as the nominee for OMB irector. He had grappled from
# egislative standpoint with many of the hard issues that be will now Saee
the tive Branck, ¥ think that the choite of Mr. Panetta s OMB Director
spesks volumes of the seriusness with which President-siect Clinton takes his re-
sporaibilities to improve the economy, our ity of life and the state of our govern.
ment. So, wa are sager to hear how you, Mr. Panetts, and the Qlinton Administra.
tion, pian te handle the problemy that we face now and in the future, { Took forward
to working with you as together we iry % move our country forwand again.

For the record, Committes rales ”%“l" that an inquiry be eonducted into & nomi.
nee's expetience, qualifications, suitability and integxity. I think Mr. Panetta would
agree that the Committee's investigstion has been thorough and extensive. ] want .
1o ncknowledge Mr. Panoite's cooperation in providing the necessary infermation for
the Cornmittes to complete ita investipation,

t&m{ ?mmﬁdmmmmm lowment yovord and profes
information on ucatio ernpl

gional ackizvements, In addition, Mr, Patstts bax responded in wri

of pre-hearing questions submitted by the Cammities concerning the daties and re~

sponsibifities of the OME Director's position,

Coplen of the biographical information and pre-hearing responnes
in the veesrd as part of this hesring ahd sre svailsble upen request. Tha finandsl
atatements are available for inspection by the ¢ in the Comnittee offion,

Committee investigators have alse sxamined the financial disclozurs reporte sob-
mitted by the Offiee of ot Bthica to snesre that no conflictn of interest am

nt. Fioaily, 1 want 1o note that Senator Roth and 1 have reviewsd the FBI
inventigation report and 2l pertinent matiers on Mr. Panetts,

BIOGRAPHY INFORMATION OF CONGRESSMAN LEON PANETIA

lean Edward Panetta was born in Monterey, Californin on June 28, 188 o s -
fasnity of Hadian immigrsnts, His nts ine a rful work ethic in hit he
men.}pmshingdjshminmt‘a a restaurant and later, working on his famdly's
wrm, To 1968, he gradunted magna tum laude from the University of Santa Clara,
snd in 1963, ke received mslwwmmmmg.

After 2 years in the US, Army, went 15 work for UM, Senstor Thomas
Huchel a8’ a legislntive amsistent. When Xuthel was besten 2 years later, Pacetta
landed o job as ixl nasintant to the Secretary of the US Department of Health
Eduration and eifmﬂemra?w proroated 1o the tan of Director of the
Office for Civil Righia, From 197071, he served an ve amvntant to New York
Maynr John Lindsey, before retuming horoe to his beloved California. Panetls snd
hin oider brother then started the frg of Pacetis, Thompeon & Pasetta, where he
praciived law for 5 yeats, - i -

Sinee 1977, Panetis han been a Congressmen from his home district of Monterey,
California. In hin 16 yesrs in the House, Paneits has come to be universally re-

spected by his cotleagues, Ha is knawn 1o be s tixeless worker, doggedly pushing -
hin issuea, arguing nod building consensus, In 1979, Paneita joined the House Budg-
ot Comzrittes, i 1989, he » its Chairman,

& thne of mﬁ, ag?:
contimally pressure the House Budpet
Chairman to expand the federsl while at the same time ing the wrs
of the federnl deficit. Panetia has handlied the dubious blessing of the ch P
with aplomb, working firelessly to cut ng, to reorder priorities and to keep
the tenaous balante of the economy. He ix & strong sdvocate of fiscal responaibility,
snd is often heard suying that we are losing scarce resources by spending $200
lign annually to fnance the deficit. “Whether you cure about housing, Hon, nu-
teition, health care, of a myriad of priorities we have in this country, the fact is
we are losing more of our resourees A5 & CODSEEUATIDE, W AR unabis
to dea) with the priority problems.”
With his nomination of Papelis to this Important offive, President.elect Clinton

Chajrmanshipg of the House Badget Commitiee

< made it clear that he i ssrouy shout reduction of the federn) deficit. He sald that


http:Catcl\.22
http:tol!M.gU
http:atart.ed
http:lnitt.td
http:writi.wt
http:Dirt!ct.or
http:D:irne1.or

.....

Punet, 4l bnn'g intaprity Lo the Directorship of the O&&& and hrings to e offies
g eombination of streng leademhip and v technical skills,”

Panetta is olso 2 Metnber of 1he Honse cultyre {}mnnum the House Admin.
kstratlon Committee pnd the Select Committee an H . He ix the suther of many
pieces of Zegisiamm, including the Huongor Prevantion
ment ution, pumercus ty protect
mentally r-ensi%ive Californin cosstal aress from offshare ol and gas drillin
legisiation which established Mad:m and Medicaid relmbursenient of hospd
for the temninally il

i’nnett& i mar!wzi iz the former Siivis Marie Vard, They have !:lmse s, Chrise
tophez, 28, Carmelo, 28, and James, 23,

MeAsurey

BiexiraPHICAL AND FIRANCIAL INPORMATION HEQUESTED OF NOMINERS

. A&, BICCRAPHICAL INPORMATION
1. Noame: Laun Edward Panetta

2. Position i which nemineted: Rirector, Offive of Management and Budget
3. Date of nomination: Junusry 20, 1993 (sacnouseed Devember 10, 1992)
%. Address: Home: 15 Panetta Road, Carmel Vuﬁey, CA 53924
Office: 339 Cannon House Office Building, Waskington, D0, 20815
5. Datx and place of birth: June 28, 1938, Moutersy, Onlifornin
§. Marital status: Marmied: Sylvia Marie Varnt, July 14, 1962
7. Names and ages of children:
Christopher Edward Panetta, 29 (born: May 18, 1563)

Carmelo James Poaneits, 28 (hors: July 18, 1966}
James Varmni Panetts, 23 tborn: 1. 1969

£, Eduration:

{13 Menterey Union High Sthocl, 1952-56, Gradunted June, 1956

{2 University of Santa Clara, B.8. Politient Seience, 196660, Gradusted June,
15960 mugnn cum lande

{3} Umwmzy of Bants Clare Law School, J.D., 1960-43, Graduated June, 1963

i Rmr& 1dat all jobs held sinon coliege including the titie or deserip-
&on n , nane of empleyer, losstion of wark, and dutes of amployment,
{3} Januw IQW»M

: U8, Repns«&mtwe i6th and 17th Congressional Districte,
{ia.hl‘onm

Chairman, House Budge! Committos 1988 Fresent
Chajrmsan, Subremmities on Domestic Marhting and Nutridon, House {om-

mrittew s A itzm. 197588
;;aan.&; mitien on Personnel and Police, House Committer au Admin.
i tin,

Chaimaa. Task Force on Domestic Hunger, Selsct Committee on Hunger,

19
Member, Steering and Policy Cmnmitier, 1988-Present
p. 1978-Present

Member, House Majority
{2} Octaber 1971-daguary 1977

Lagall’?m;er Ponetin, Thompson, and Panetis, 232 Madison Streez, Monterey,

ifornia

¢ieneral practior with emphagis oo Jaw Ltigation,
(41 September 1970-October 1671 K

Execulive Agsistant: Mayor, New York Ci . City Hall, New York

affalrs mpomib%e for legm!aiwa ac-

Exscutive Assistant for intergovernm
tien in Washington, D€, and Mm;nﬁw

43 March 1970-8eptember 1970

Author: Co-authored book Bring U ?‘ggethcr with Peier Gall J.B. Lippincett
Company, New York

Worked on book describing the work of 118, Ofﬁm for Civil Rights during the
ests 196979,

(5} dmtruary 1969-March 1970
I}z;wm% {}S% Office fw Civil Righta Department of Health, Edueation and Wel.
zre, Washington, D
Responsibila for zzzfmmm of civil g%;ta lnws under the jurisdiction of the De.

partment of Health, Education and Welfare, nrimarily working en diseriming.
Hiry action agalinst scgmgnmi schiol digtricts, a4 "

“of 198.3, the Fair i:mplogn _

P

OAISNRI D o . e, ittt US. S

Mponsig:n ?érz}dnmﬂa o legszaﬁan in the Benator's officd with emphads on
ﬁfem &mztum. nud eivii Fights,
{73?3“ m:éﬁ .8, Am:g Inteliig&m Bnmh, Fart Benning, Georgia, Fort
i{ahbiré M.

pongible for opeuﬁm ln aiﬁm of Seafl G2
he XQ%—A
@) Sﬁﬁlwﬁm:tant Feoug] ma! Cali Law Oifices, Baok of Arseries Bailding, First
t, Ban Jose, .

Resw:g%bl; for legailwnh and filing of conrt casen,

5T-August . .

® J;;? iizdzteumm Markat, Ocenn Avenus, Carmel, California
werical duthen.

m.MiiitxrgSaMmIatmy mﬂ;mm.wmwmkmm«m
lisutensat, L8, Army In ance Served April 1984-April 1968, Army

{?aammmdut:wn Medal, Henorable e
b o S e i e
listed shove '
M’gﬁg’ Beard of Visiars, Defonse Lasguage Tostitute, Moaterey, Celifrnla
&ﬁm B e Y Gomunittee, Monterey Comaty, Califoria
Mugust 1974 November 1976 | i tstrict Montevey, Califeenia

Mmmmmwmhﬁﬁanmswmmﬁwmmmquuuﬁm&a

zbove. uﬁ, ever boen nomé
-~ "
12, Previoua Appoistments: Prlor l‘ S ?I 0, pleane Hst each

K tion mquiﬁﬁ
::g;d po:Ii'h?m. induding the date of mmtion Senste coofirmation, and Commit-
tew hrsarizlg if any.

0.
13, Business relationships: List alf positions held an an sificer, director,

partner, proprieior, agency representative, of coumittant of any mmatinn, oo
pmy, ﬁu?: prrinership, o7 ;&1}” business entarprise, educntionsd o sther institu-

1} Tenant in sormmon, mntmwmmmuuaimtﬁmﬁdmgpamm

{ nflmdmg mMa&mﬁijM Mantsrey Califienin

(z)ckimber HBoard of Trustees, 1 md&mm&mawwm
lars

afcmia

umm
{Ase ﬁiazmbem{éonml serve in an henarary capacity s @ member of var-
jous charitable asd non-profit organizations, 6.4,
sule,
15, Political affilistions and activities
{a}al,.iat aziaofﬁm with a politizal Fm!yu‘ which you have hold or any public offies
3

far which you have been & tandi

: ber, Monterey County Temocratic Central Cammitiee, 1972-75
%&mm nh::ym i) and 17th Cengressional Bistricts, cahrm AT
ary 3977-Pressnt. )
it afl membershi ammwémmmwm»anm

&memugmtmmwmmm

Mmbermmm e Party

Panetta for Congress, myaisn coznmities supperting my re-clection effarte.
{c} Hamize o pohtaml contributions & any individusl, cam; mguzxmu;_m, o
litieal party, political action mmim. oy sivailar eatity of or mam for
pmzi LATS,

mna! contributions, Gampﬂmmmﬁwhu made & musher of contritne
tiﬁm(mm()rewu
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38, Honors and swards: List alf scholarships, fellowships, kemarary . Boners

ary spciety memberships, military medals, and any ether spocial recognation for culs

standin :gar\»iwn eér achievements.
prent, NEA Lincoltn Awdrd, 1889, A Philip Randelph Award, 1071; Bresd
for the World Award, 1978, 1980, 1982: x;ﬁ‘atimmlp Fospive Organizntion
Award, 1984; Farm Burean Federation Golden Plow Award, 1988 Food Re-
search snd Activn Center Award, 1991; Coastal Zone Foundation Constsl and
Ocean Maonagement Award, 1991; American Council on the Teaching of For-
eign Lanpuapes President's Award, 1981,
}{%mry &W: University of Sants Clara Law Srhoal, Manterey Inetitute of
gn Languages, University of California at
Army Commmdat%:n Meddat ¥e b Santa Crus.
17, Published writings: List the litles, publishers, and dates of books, articles, re-
ports or siler published materials which you have writien, Jt would be helpful for
the Commitiee to have three copies of esch published writing. Pleage denote any
of those for which you are unable to provide sopies,
e et Je Do e,
ave wri ;! $
ench article altachedy me v of WW @ o

18, Bopeeches: Provide the Committee with three copies of formel spoechen
have delivered &uﬁggﬁmiss&Smewahawﬁgmmmmwg;
reledant to the pesitien for which you Have been pominaced. .
Mt of my speeches are given from notes, but atisehod nre thoss deliversd
from text that are relevant to the posiiion S which | have been nominated
19, Congressional Testivnony: Have you ever testified before a Committes of the
Con ? I o, plesss provide detaily, ineluding dates.
huave testified numerous times during my o

anal caresr, A sumenary,
preparedd st my request by the Congressional reh Service, is atmd;*erg.
20, Selpction:

() B you know why you were chosen for this nomination by the President?
Becsuse of my record and experience on budget issues in Congress,
b} What do you believe in your bachgreund or em: oyment experience affirma-
tively gunlifies you for this particular appointmen
Sigce 1878, 1 have worked continually on budget teeues, ns Chairman of Task
Foree on Reconcilistion, maumber of every Budget Summit i the 1970, 80's
and 5's, House Whip on Budget issues, and Chairman of the House Budget
Comzmities Responsilble for suceessfiul Budget Beschitions sdopted by the
House of Representatives in 1949, 1090, 1991, and 19092

B. FUTURE DMPLAYMENT REGULATIONS

I. Wil you sever all connections with your tresent ey busi i
!msizgm #ssociations er business organizetions t’;‘ YIRL fre wyiamxﬂs, by zgee“ Sen?z:‘;
2%,
4. Do you have any plans, commitments or sgrectients o pursue cutside & -
g;m;: w?‘:zh or without compensation, during your serviee with the gwmm:g.? f
2 gp&:m
A .

3. Do you have any plans, conunitasentis, or agreements after completin gwm\ -
ment servite to resume employment, affiliation pr practice with y:mg3 pra%mm entin
ploy:;é-, business firm, association or organization?

0.

4. Has anybody made a commitment to employ vour . .
you ﬁave gevernment servies? ploy your services in any capacity alter
[+ X

5. If confirmed. de you expect ta sorve out your full term or until th Presi.
&emg‘;l elections, whichaver is spplicable? i ¢ pext
es,

G SNERTIAL CONFLICTS OF INTEREST

1. Deseribe all financial arvanpements, deferred mmpensatian{ sgreements, and
&&w;; continuing ealings with business associates, dients or customers, e
e, -

L S SRSy

JEUDUREVE N
'

. wil) bring integrity to this eriticel

B § M»
2. Indicate uny Investments, obligations, lisbilities, or sther relationships which
mﬁéiz;:gimpoﬁ&mlmnﬁm&inwmmmmwwh%mhﬁwbwn
BOLL s

None.

3, Deseribe eny businees relationship, dealing ar financia) transuction which yeu
have had during the last 10 whether for yourself, on behalf of & client, or
acting As an :ﬁwt. that could in sny way constitute or result In a possible
of inﬁem& in the position to which you have been nominated.

one,

4. Describe any sctivity duriog the past I years in which m! have m;ﬁ’ Lo
the purpase of directly or indirectly influencing the passage, defeat or moditication
?f uny ligisiation ar affecting the administration axgition of law or publie pol-

Y. .
Nane other than those in my role 22 a U.S. Representative, .

1

5. Explain how will resolve any potentis} coefiiet of intevest, including sny
iba!;ma};rhe dimmwmrmpomtuthsMim{%mmﬂ&wpm .
of any trust or other agreements.} ) _

Mot applicable, by ikl de.

#. Do vou agree 1o have written opinions provided o the Cernniites
v ethies officer of the agency to wiich you are inetad and
e of

the
avernment Ethics potentinl sonfiicts of interest & azgyb'iml
immgimzxu to your serving imm\?
3.

B, LEGAL MATTERS

1. Have you ever besn disciplined oF zited for » breach of sthios for un
conduct by, or been ihe subject of a comiplaint to ot adminisirative agency,
professionn) association, discipliinary committes or giher professional group? I s,
pmvib(‘}e detadia. ;
o, - : . L
2. Have ever been investigated, arrested, churged or held by sny Faderal,
State, or other law enforcement authority for violution of any mnﬁ. State, county
or municipal law, regulation or ordinance, other than a miner teaffic offense? If mo,
pmwﬁie detaila. ; .
o,

3. Have you ormybusinmofwhich?anmarm an officer ever been in-
wolved an a pm-i‘m interest in any administraiive agency proceeding or civil litiga-
tion? !f 5o provide details. ]

Aa an nitorney and member of my law fivemn, Panetta, Thompson, 8§ Panelts, we
were the subject of & civil action ght by 2 clieny that was dizmissed by the
court a8 being without merit, The cape inveived a cooopiint by the cllent that
ihe firm had failed to file a fimely action in faders)] cotirt hesed on & rejectod
Eeguai Employment iy inaion compiaint. The matier waas dis-
?ﬁ%&}d {rase pumber HII7TI—6 Alameds Bupericr Court, dizmissed Aunguei

4. Have you ever been convicted {insinding pleas of mullly or nole rontenders) of
Wg{ﬁmﬁnﬁﬁdaﬁc&oﬁm&mam 3 :
. 4,

8. Please advise the Comaniitee of any additicasl information, favorable or unfi.
wmﬁe, wm foel should be considured in conmeetion with your nomination.

ot applicable. . :

{)FFICE OF THE PreEstognt-ELECT AND VIOR Paesiowr-ELzeT
STATEMENT OF PREJIDENT-ELECT B, CLINTON

DECEMBER 10, 1992

As Director of the Office of Mapsgstneat and Budeet, Co Leon Panetta
i il oy wil o e Soidnce Fthe Aer
ican & and their resentatives that 8 shoo strai o

pmpf shooting straight with the American peeple and dcinﬁta best o help us

" 10t only o have s responsible budget, but to manape the massive American governs
¥ ponsi dge e .

ment in a different and better way than sver before. Ax of the House
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Budgel Commitive, Loon Punettn brovght @ unizue mombinatian of strong leadendip

ard superh technieal skills. With Leon Paneita as OMB Dioector, | believe that
agency can play the pivetal role we have to have i play in the swilt and eflfective
lmlplmmenwm »f our economic pian.

am slso delighted to sngune that Alice Riviin, the former Director of the Cons

gressional Budget Office and poe of sur Nation's mont respected bu exgerts, han
agreed to serve as %zmty Director of the Office of Mansgement and Budget,

Together, Alice and Leen promise o be the most dynamiz team in tha 2 af
OMA, and W restors the cpnfidence of the Congress that the exseutive hraneh is
gring to be & respansidle pariner in making the budgets of this sountey,” .

PREHEARING QUESTIONS FOR LEGN E. PANETTA TO BE DIRFCTOR OF
THE QFFICE OF MANAGEMENT AND BUDGET

1 HOMIRATION PROCESS AND POEENTIAL CONPLICTS
Questien 1. Were any vonditicns, sxpressed or implisd, attacked bo your nomina.
tion to be Directar of the Offics of Management and Budget?
Anser; Po. .
Question & Have you made any coznmitments with o the policies end pro-
Erams you will attempt o implement ss Divector of OMEB? I s, what are they? .
Arngwer: | have made ne such cotmmitmenta,
Qlumzizm 3. Are there sny § involving OMEB from which may have to dis-
qualifly yoursell? If 20, please explain i you mey
Anser: § believe there sre no issues invelving OMB from which 1 will be re-
quired {o disgualify myself,
. ROLE ARD RESPONSHNLITIES GF OMB DORECTOR

estion 1. What do you consider i thilti ioriil
h% ation & ‘ ¥ your primary sesponstbilities and pricrities to
Answer; My prim ibifities i i carTying
the principal Tunetions of Obly o> 854 priorities will involve ot
~-Managing the preparsiion of the tndpes of the United States; _
—Advising the President on the budget and economic policies for the Nation;
—Supervising the sdasinistration of the budget;
—Beeking 0 improve ental efliciency and effectiveness threugh im.

proved ma ment of the goverament (e, improving both general manage.
ment and Federal financial xmment aystetnsy; %

we{reprseeing Paperwork Reduction Act activities;

~{rverseeing the repulaty tew, logislative coordination, Expcutive
Drder mrg;gmzion funcﬁog; :en?ew eplalative o and

—Contributlng to the implementation of improved govarnment. wide procure-

meat policies and practices.

Questien 2, Within OMB8 the two Deputy Director positiona and the Administra
tors of the {Hlices of Federal Procuremeny Policy Informaticn and Regulatory
. Affairs sre {itled by the President with the advise and tonsent of the Senate, What

role de you anticipate playirzg # confirmed as Dirseter of OMB in the selection of
individuals for these positions? .

Answer: As you know, Fresident-elect Clinton announced his intention to
nrominate Dr. Alice Rivlin a3 Deputy Director of OMB on the samse day thet he
announced his istention to nominate me as Director. I believe (hat she will
serve the Nating vary well.

T would snticipsie adviging the President on the selection of the individuals
for the remaining OMB positions that are Presidentially appointed with Senste
confirmation, T would strive to ensure that all of the persons sppointed for such
pusitions wre highly copable 4ud possess the following sttributes: » oottmitmsent
1o pubidic service; dedicition 10 the job; respect fur a undersianding of the role
of the President and the Executive Office in whith he or ahe will serve; adu.
calion 2nd exparience in areas pertinent to the responsibilities ke or she will
have; the abilily and commitment to work hard; the ability to bajance compet
ing interests; and an understanding of how Lo manege and work effectively with

11 -""'M“
P
ey

e, Finad ility for toment for these tions, of coures, resis
P e b Cesponaibllity for eppolntine posi '

Quention . What sie do anticipate playing
appuintive positions in {;-m’?mrz wre oot subiect 1o Senata mnﬁmau’.on?‘mh oMB
. Anzwerr As Divector of OMB, | would be responsible fur appointing
officials. As indicated in the ing soswer, 1 would seek to exuvves that all
of the individuals appointed o seator powitions at OMB meet the same stang-
ammsn%wwmﬁmm eation. The guatifiestions of po-
Ltical appointoes y o , b subiject to Whits House yeview, .
Quastion 4. Is the & the Deputy Dirsctor of OMEB has had broad responsibili
for OME bhudget & mgmeé’f&m With the enschmvent of the Chief
nanaisl Officers Act of 1990, hawever, the funesivng were conmolidated
of Dapsty Dirortar Plosse describe yois plans for the resmancintition of, 1o the
jrector. uwr L] en of,
St sty berwecn the Desary Divoriur 4o ihe Deputy Directs fur Manngument
Anser: Under OME's mmiﬁltuw% {es amonded by the OP0Ow Act), the
ty Director carries sut the duties snd powem p bw the Directer
ot e Dy Tt for Mot ooy to o oo
to. wacant, The s AN TIET L] an
aprpr?:valafz}w}}imgt::{ performs functions related (o finoancial and gemers)
management, and any other fanotionsy prescribed by the Directar. ‘
While (he forus of the De Director for in, of couTse, mEnAge.
ment, that fenction mmeMMo fanctions of OMEB. Simi.
iarly, the Demmmw» daties xre not statuterily confined 10 non-masns
ment arens. ti?mwmapedﬁcpmm'mlam beyond the ste
tory requiremenis, T would sxpect my deputios to work closely together.
. estion 5. In the t, GMBs career staff s been charscieriznd s i
"n&umz m;aem"%?i{a advice to the President, Now, howeery, OMB is per-
reived more ax an Admindatration sdvocate than as & scuros of objective analyais,
What are your views on this pereeption? Will you undertake any actons to rebuild
OMEB's reputasion for nentenl sormpetesoe?
Anawer: President-elect Clinton hes said it i» ¢ that the Amerioan
ple and their slecied representatives be phle to fave confidence that OMB
4 “shooting straight with the Congress and shooting straight with the Americsn
peopte™ I nm somnitbed to that objective,

1 am well aware that concernn have been raised sbout n ek of nbnjﬁef:mty
p , mnd

anugﬁem,wsmwmﬁm;mnmuwm

{ expert that to condinue. In addition, ax & Member of
asied ryy atafl to give me their honest and objective ud ané aasistance. |

* o owill cantinue tids practize with vespect to the stafl at OME, if ! xm confirmed.
estion 8. Do tinve any plans to reorganize OMB or to reorder ity pforities?

Z!?:: what zypeagglmagm woi]g you makal ] }
Anuver: At this early date, I do not have any imsediate plans to reorganite
OMB. We will be reviewing the organization of OMB and the current allocstion
of internal resourees 20 snsure that they are in aecard with the Clinton Admin.
istration's policies sud pricvities end that UMB is able to meet its fundaemental
respopsibilities M o the resuits of this review, sone crganizationsd
changes and reondering of priovities could be sppropriste.

Question 7. President-clect Clinton intends to crente 3 National Economic Coun-

eli}--sinvilar in scope to the Nationsl Security Council, What do you view your rule

{and that of OMB} to be on the Council? What will b its relationahip to the Couneil

of Economic Advisor and the Tressury Department? What would be the role of thia

Council in Fedaral budget deliberations? :
Egnxmr: i am not r;lparuﬂ taﬁ;g% at thgt o;?inz i how the Naﬁ:;;é

nomic Crunc will function, wouldd, of course, . ehuparatively
giwmwincmm‘mztheMﬁiMMmmym offiv
¥,

) 1, ECONOMIC AND BUDGET POLICY
eation 1. What are your projections for economic growth and the unemployment
mgnmrtbem4ym if buselina budget policfes are maintained?
Answer; Until } have hed ar sdequate ty o work with sta®f at OMB,
Iwﬂiga&bei&gpodﬁonwmmspm ¢ economie projections, However, at

In the selection of individuats for

, § have siways -
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this tiine, | can report that most forecasters expect moderate growth, in the 2+
3 percent per year range, scocapanied by & steedily duﬁuin%dmpiwment
rate. Most forecasters 8lso expect the expansion to be more subdurd than past
recoveries because of slow growth in our markets and the lingering stean.
tural problems inherited from the 158
pressures on many state and loral governments, exceasive privats soctor indebt.

large Faderu) deficit and Sonocinl.

. 'm; .

"

i3

YR
b LK B

Question 5. Please explain how you see fiscal policy interncting with the United
- Btates menetary and trade policies under
you foresee your roby to be 28 Director of OMB in such intersctions,

Clinton, Pleass explain what

Ansiver:s Fistal, mopetary, snd teade policies are intervonnected. A yedurad
Federal deficit is conducive 1o Jower long-ferm interest rates, an intresand rate

230058, the overbuwilding of pommercs] real estate, reonnel of enpita) formetion, aud an im t in internstional competitiveness,
ShaCebua n o sk St e Sl Douneiny Sy e Monstary gl cen b saployed § ot th poinialy cmicionry s
faemni:g firms, weak finanda) institutions, and slow produrtivily income W interest rates with less concern that this will ignite » Righer rote of infla.

ok, .
Cuestion 2 Whe new budgsd pelicies do you tos alfeect economic growth becpiine higher deficd
snd unemployment, and how witl these pohcf:; nge the economic forecast? How mfﬁ; ?&mt?éﬁ s Federst m‘ﬁ g&w inflatios, is

wilt these policies affect the budget, and how might they affect prospects for re-
newed inflation?

Answer: President-elect Clinton has not made fnal decisions on the com-
ponents of his economic plan snd his budget submission. Therefore, it is not
possible for me to relate whax budpget pelicies the new gdministration will pro-
pose ia affect economic growth and unemgioyment, The goals of President Clin-
tor's budget will include spurring buth shoxt- and long-term seontrnic snd job
growth while keeping inflation under cantrol. 16 the short term, since the econ-
omy ig pperating substantialiy beiow capacity snd domestie firms face exiraor.
dinary competition from imports, offoria to Spur economic and job grewth are
Hkely to have s wmindmal impaet on iaflation. In the { tarm, it is my hope
that the new administration’s proposals ta promote

ticy. Thus, jrresponsibie facal poll %?m%ium&
stary poticy. PO Cy puts

position of choosing slow growth or high inflation, whith the Fed believen inavi.
tably resslts in slow growth, :

The association betwenn budget and teada deficits io indirect, and there are
other forces that affect the relationahip betwwen the two, The sudden jump in
budget deficits during the early 1980 cofrwided with high resl dunestic fniter-
mmmmz}MMQmwaﬁmiaﬁwm,mmhﬁpﬁma
widening of the U8, trude 1. Other factors have helped narrow the trade
deficit, but deficits continge o have n negative impact. Most experia love
see an inevitabie growth in the trade deficit witheud budget deficit reduction,
and that i whet is happening now,

: will add to copacity - As Director of OMB, role it sddressing these inwues would be
- and, by expanding sepply, hold down infistion. . to advise the President g:?dwslnpi&g and implenenting respanaibie and credis
Question 3. What are your views on reducing the unemployment ate in the next ble fiscal pulicies ao thgt the Federal Reserve van count on § rechiction and

4 years?

Answer; The unemployment rate has ped from s high of 7.8 percest in
June, 1982, to 7.2 percent in November. 1 ix atill tog s unempioynrent
in 1992 was higher than any yeer sinos 1984, It hes I because the ruis
of recovery has besn relatively stow. It is Dmportant t¢ note thet despite the
drop in the unempioyment Tate, significant growth in the nimber of joba has
#et oecarred. But the drop in the unemployment rate is & g:cmisi::g diyvelap-
ment, gnd it in my expectation that the growils policies to be Implemented in
the Clinton Administration will cavse substagtis! gains in employment and fur-
ther redusiioas in the raiz of unemployment.

Guestion 4. For the past two deeades U8, productivity growth hus been below his.

What
cios af?:@:t the budget?

torical finrms, resalting in slower growth of private income and public revenues.

licies do you propase to accelernte productivity growth? Hose will these potic
| dnswer: Btrong preduciivity growth is exsentind to restoring growth in the Na-
ten's Hving stundanrds snd geoerating tex revesues 10 reduce the Federad budg.
et deficit, But in recent years, productivity has legged from 1948 to
1973,, labor productivity grew at nverage of 2.5 pepcent anp ;. , . since
then, it has averaged just 0.8 percent Hsd thw earlier pute ¢ ivity
growih been maintained over tha past two decades, i would have hed ¢ drs.

matic impeet on real disposable income nud therefore on the nation’s stendard

of living and on the Federal deficit,

I the last 2 years, productivity growth has improved in manufacharing, hot
i was achieved by shedding workers, Qutside of manufogiuring, we h:& not

Question §, What are
thn 1.5, economy, both in the short snd fong.term

therelave tan sase Its grip ¢n money growth, :
W Views 1% ﬂ\&impa?o{mmedetm

Answer: In 1881, the pation embarked on » dawa experiment. in fscal
policy. That “riverboat gamble” has failed. Ope of tie resaits has been m
ent, 'E:huﬂm&ﬁdm%amthmmme the cont of
on the debt has grown from 10 pencent of annual ituren o nearly 15 per
cent, mnd we have been robd dwmwnm“need{mwmmz rivate
investaent in our seonny and 1o our natiow’s fetare, Unfortiunsialy, we
avt, the Jong-term outlook is for deficits to rine ever further.

In the shert tomn, excessive budget deficiis, while sometimes stimuls the
seonotny, piase upward pressure on reul interest rales whith ultimately
acenomic growih,

Irs the dong teren, deficita divert critical resourves from the private capital for-
mation tecded for econemic growtlt, Slower sconomic means
smaslier intrenses in standard of Hving. Deficits alse hamper she nation’s
ahility te sddress seripus national problems, f’“”"‘““&,ﬁ"&" wery investments
needed to halp creats future aconomic growth, in offect, ta xnd the growing
mm“mﬁm present—and past-consumption st the expense of fue

&:fwedan&ia&&m&tﬁsdeﬁci&m,mchﬂmmmmchﬂdtmwﬁiazfr

Question 7. Bome observers maintain that oot the deficit will mequire a tax
Increase. In addition to defieit vaduction, Prm&tgggm CH

i inton hag gmwd 1w
spending initiatives amounting to bilions of dolisrs. Some tax incresses have been

had much productivity growth. #3 a higher marginal tax rats on upper-incoms taxpsyers—Dbut crit-

For ail productivity, the best souree of growth s technological iﬁl‘?ﬁ:&'- To o T these i suffied reduction
focilitate that and accelernte the nation's productivity wth, President-eles] ;c:wcl;::é?m ;m’ﬁwwwﬁﬁzﬁ@m M‘m ;ﬁé"m‘w pay for z@d G?lxg
Clinton has prepesed 8 humbey of policien. These inelude: (1) shifting Federal ton program over the noxt 4 years?
prinrities toward public investment in the education sod training of our peoply Anawer: T we syaserious abous deficitn in tha long term, nbout mak-
ard in reseprch, cquipment, and infrastruvture; {2} Wdﬁ targeted incen. ing needed investoients, and nbout i tax incentives, we will
tives for business investment in new plant and equipment; and (3) reducing the nesd 8 broad and baianced defict reduction g

ng targeted
package. Only & package that nsks
for shared sacrifice, that naks nl} to do their part but does mdmandm:nﬁ:uz
& contribudion from any sne element of eur sisty, tan be eccnomically and po-
fitieadly suecensful,

For that resson, while control of spending must make up the preponderance
of delicit reduction, additional revenumm mwm DECEENAYY, P P -

Federa! deficil to ree up more resourees for private capitel formation,

Paster productivity prewth would have 5 noticenble effect sn the deficit, For
example, by some gstimates, sdifing one percest per year to productivit
would jowsr the deficit by neardy &25 billion swer € years, including $112 bil.
lien oAb sinth year, ' - -
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As for what the new Administration will pmpt_:ae. the mpecifics of the but_lget

Proposals that President-elect Clinton will make to the country and to the Con- . S‘bfimgane‘l:t?tou:g ﬁ&?ﬁf&lg‘&: ?emé%gm for us to remember our
gress have not yet been decided upon, If I am confirmed as Director of the Of- the ) the
fice of Management and Budget, it will be my responsibility to present to the To change the focus from the short term to ong term, there are three
President a wide range of bugget options for achieving the goals that he seeks th.uEgS we need to do. )
for our nation. As your question notes, President-elect Clinton has already sug. . First, we need to reduce long-term budget deficits, and thereby increase na.
ted the possibility of raising income tax rates for the wealthy, and that is *  tional saving, by facing the inevitable difficult decisions about mandatory
Eigejy to be among the options presented to him. :pengng programs, :léout d:fenae, domestic, and international discretionary
1 would like to re however, that spending savings, not revenus increases, pending programs, and about taxes.
should be the pﬁmap_r? ,t,;eam of ,edndngp:he é?hdh Second, we need to make targeted investments in our sotiety and our econ-
. . e omy that will promote long-term growth. On the side, these would in-
Question 8. If it becomes necessary to seek additional revenue—beyond that clude investments in human capital, such as education, job training, and health
which you foresee today—what kinds of revenus increases would you faver looking care, and in public physical capital, such aa highways and other infrastructure,
at? What are your views Ol‘l, and would you recommend increased onnsumptlon taxeg . i On the tax stde, we need tﬂgmd measures to encourage lons_um investment,
as opposed to income taxes? . . Third, we need to implement major reforms in key social policy areas, such
Answer: Since no decision has been made on how much in additional revenues as health care and welfare. Health care costs, in particular, are Imposing an
the new Administration will propose, it is premature to suggest what revenues . encrmous burden on public and private resources, and there is no end in sight
might be needed. to their g;;w‘th Despite tf’.l.‘hishlmeg;:rem:ling, morewtlmn 30 mﬂléc:’r; Ament;m do
In general, it is my view that cha in the nation's tax structure over the - not even have access to the care system. We must control costs to make
past decade or more have made the nif)?ome tax somewhat less progressive. As health care affordable for all, and to stop costs from sending deficita mmileteltg
previously noted, President-elect Clinton has w the wi { 'ty ofrajm out of cont.ml. and we must ensure that every American has acceas to ea.l
income tax rates for wealthy tcaoxJaayen to produce needed revenues and to re- care.
store greater equity to the tax code. Question 11. How important do you view the lack of glr‘ilute an in our coun-
As for consumption taxes, there are important questions about the possible - try relative to our mapr economic competitors and what poliries you believe
. regressivity of such taxes. It is also important to note that, in the cass of & should be encouraged to increase private savings?
broad consumption tax, which some have proposed, there are very real concerns Anstoer: The United States has by far the lowest household saving rate among
about administrative costs and complexity, as well as encroeching on a tradi- the G-7 countries. Combined with the large fiscal deficit, net nationat savi
tional revenue source of States and localities, ag a share of GDP is also the lowest among our major competitors (table below),
Nevertheless, some economists beliave that our current tax structure relies This lower saving is a kﬁ{ factor in the m’dfﬂ““’ productivity growth of the
too heavily on taxation of income-producing activities—work, saving, and invest- last two decades, which has contributed to slow growth and inadequate in-
ment—that promote long-term growth. This tenda to discourage such activities creases in the standard of living.
and therefore encourage present consumption. Those economists suggest that a Raising the level of overall national saving is absolutely eritical, and reducing
greater reliance on consumption taxes would turn our society more towards sav- Federal deficits is the single most effective way of doing that. Increasing private
ings and investment for the future and away from consumption for the present. saving is also an impertant element in improving national saving. It is, how-
In addition, some note that targeted consumption taxes can be used to dis- ever, very difficult to predict the impact of government actions designed to stim.
o activities we wish to curtail as well as to help pay for costa that society ulate private saving. It is peasible that tax incentives can encourage some sav- . )
must as a result of those activities, and that the regressive impact of con- ing, but if thoese incentives end up mﬁ;umﬁg the deﬁc&:..! the economic benefit
sumption taxes can be ameliorated through other tax measures. might be minimal, or even tive. Thus, if it is felt that such incentives can
. X . . be helpful, it is critical that be carefully mﬁd to minimize the {mpact
I am studying these competing arguments regarding consumption taxes, on the deficit while maximizing the incentive p ed.

Question 9. Under the 1390 Budget Agreement, a siFm'ﬁcant percentage of the

savings in Federal spending are due to be captured in ears 1994 and 1995. ’ Comparison of G—7 Saving Rates in 1390
What efforts will you make to ensure that these savings are achieved?
Answer: The 1990 budget agreement achieved savings by capping discre- . Eatimsl Hounatels
tionary spending in FY 1991 through 19595 and by inkreasing revenues and re- ™ h:; sf:d“n:.

ducing mandatory spending. The deficit reduction from the revenue increases
and mandatory spending savings is srou:cted by the pay-as-you-go provisions of
the Budget Enforcement Act, while discretio spending caps are in effect for

. . : Japan kK ) 136
FY 1994 and 1995, Adhering to the 1990 budget ent will require the Germa
same kind of vigilance that marked the suooe:'g?im;nplemenution of the mmﬂ' ;ﬁ :;f;
agreement thus far. As one who was actively involved in the development of ttaly 195 161
that agreement, 1 consider this a very high priority, Canada ) 180 104
Question 10. What budget and tax policies are most effective in inereasing our na- Uniled Kingdoa - 136 2
tion’s economic competitiveness? United States 143 52
Answer:Pu Dﬁ;ing :ahe 1'980’s,dth‘;: c:kuntry ia';omd t.lt}‘e ﬁ;—.-t:? .tio ay for the
present. ic and private debt skyrocketed, as the Feder ernment Question 12, Revenues currently represent 18.6 percent of GDP. How much as a
ﬁ’“‘s‘m‘g{ gre:;:;e%‘:amzﬂ r\;rem v;xlhng wmp:ﬁ“:; bus.tg:sses mc‘:m‘ Eemntagoz of GDP should the gugernment collect in revenues? What percentage of
1 nmnl m ns—tha M v o
].it&e or no positive impact on our competitive posture: and families adopted an . DP do you think should represent a ceiling for ne:

ethic of consumption based on borrowing, rather than saving for the future. In Answer: | am not certain that there is a specific ideal percentage of GDP
all sectors, the s?wing needed for capital%ormation was inade%uatg. ) which the Federal Government should seek to collect in revenues. Except in ex-

These policies and attitudes were damaging to the nation’s economic competi- treme stances, the g ntage has rarely ed 20 5 ot At this

tivenesst.i 'I‘urni]ng stmb:nd l'rorg t.hiLsh ob;te::;:n wiﬁadﬁt& sh&n term to a{olng-df-euﬂ‘n ’ ' I::ectm:d. q:: Ef:,'{f:;.w:ﬁ"fhf ;eh&nt:;:n:!? (tﬁ.)P ngrgme I:l Fedﬁnsl;eﬁ:
perspective will not be easy, but the ident and the Congress must lead the , ing—a good measure i i defici i
way, We must realize that, just as previoua generations thought less ahout Hie g ot b e primary soure dting that aiftérencs

e lieve spending savings must be the primary source for reducing that difference.
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However, 1 do not believe it makes sense to place o specific ceiling on revenues
a5 8 percentage of GDP. For one thing, economic slowdowny can distort sisch
a fornnula, What is important, instead, i 1o do what we can to maintain strong
gconamie growth in the short and long term so that revenues rmemain at & res-
sonable percentage of ODF,

Question 13. In your testimony befare tha House Rules Comumitiee on H.R. 5876,
you stated;

*The reality is that no invesimenis can be made until we estsblish a credible
and enromaﬂae deficit reduction path. Cmow thet fa accomplished, by this hill
or sowme other legistation, we can proceed o a debate on investmenta with the
eenfidence that they will he ppid for, thet they will pot simply balloon the defi-
et over the long run®

In light of this statement, would yot: continte (o oppose any additional invest-
munt spending prier to ennciment of & defivdt veduction parkage?

Ansmper: The incoming Administration, spain, has made no final decisions on
its proposed sponomic package. | balieve that budget deficits are the single most
imporiant long-term economic issue facing our country. However, i the sfer-

veis of the recession demand sbori-tarm seonomie stinvuluy in order to get the
econtvmy moving ai full steam sgain, such stirsulus need ot be inconsistent
with 2 commitpaent e longlerm deficit reduction.

There nre several criteria, however, thet such s stimulus pockage shogld
moest: {1) the increase in the defielt should Wy be short-term; {2) investmenta,
whether on the spending or tax side of the Jedper, should be carefully taryeted
and consistent with the long-term economic investment goale of the Admimstra.
tion; and (3) the package should be tied to & serious king-term deficit reduction
patksge whicth would pay for the stimulus in the long run while alse reducing
the long-term deficit, .

I would add that if the ecocnomy is too weak right now for tough deficit.redue-
tion measures which take effect immediately, those measures can Iw adopted
now with effective dates set somewhat later, when the short-term stre of
the econamny has been restored. But when those measures ave enncted, there
should he no Joubt that they will in faet be implemanted.

Question 14, What are fw views an the snvh[x% possible from  mill
downzizing? What impact will this downsizing have on DOUD.related programs,
s Department of Eaergy weapons production
Answer: Developments in the Soviet Union and the rest of Burope huave mude
it possible fo make major changes in eur natlon's defense postare, The political
and econorvic reforms taking pf;';e in the formerly commnanist world, combined
with the conclusion of major conventional and naciear foroe treatiss, hove plain.
Iy weduced the amount of resources it takes to maintain a strong dational de
ﬁrém thiat enables us to defend our nation and our interests arond the world,
The Hrst & vears of the 1950 budget 2 havw slresdy produced sub-
stantinl &&fmg: savings. In addition to :g savings ests by the defpdise
Siscredicnary appropriatians caps set in thet sgreement, fuzther savisgs have
already been achieved ns additional changes have taken plase und mede redue.
tigns pradent, The fisenl ﬁenr 1983 z;:ﬁnpnazism is $14 below the baudget
authority cap and $8.7 hillion below catiaye cap sed in the 1900 sgreement,
and it & clemr that grester savings than originally eovisioned can continge to
be aehieved, .
President Clinton hag not made a decision on what ific Jevaels of defense
spending he will o for fiscal year 1994 and beyond. However, izing
must be at a pece thal enables the nation to maintsin & level of defense that
lenves no question a8 o oyr ability to protect our natisth and our interests,
it s my understanding that no nuclear weapons are ctﬁecud to be produced
in the next 10 yeara. This will silow the Department of Energy to consolidate
fsﬁ;&}s, muintein remaining wenpons, and prepare for future production, i
n "

Question 15, What impact will the elimination of the “fire wall™ in the 1890 Budg.
et Enforcement Aet have oty your plans for domestic spending proposals?
Answer; Dizcvetionary spending has been limited under the 199G ol
agreemant in Niscal yesrs 1991, 1952, and 1993 by budpet authority and sutiay
caps on euch of three separate discretionsry spending ategories: defense, dov
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mestie, and internationsl. Under the agresment, savings achiewd in any of
those categories have not been available to spatd in & category.

Under the ngreement, the taps on three ssparate categories will be reglaced
ire fisend venrs 1994 and 18935 !I:G single, overall discetionsry amority
:g&;&muay cape. Thuas, the "wails® between the thres categuries

The estimated 1994 budpet authority cap in $16.7 biliia%w 3.2 t below
the 1994 bescline of 1993 appropristions plus infiation, For ou the esti.
mated cap i $36.2 hillion, or 2.3 percent, below haseline, The snd of rategorical
walls reriainly he » factor In making desiaiona on discrotismary axw,n@
Dl I b s et S e

4 y ng [:3:34 k=
Wm,i&&Mwb&m&w the impact on domestle spending,
Queation 16, Do you believe that i is necossary o reduce entitlement spending

&ekwihacmmwmma&imm&ﬁd@mdmﬁww%tw’%mu

in entitlemnenis do you propose?

Wm l’aiu ‘iwz&imiﬁmmg programs cgulnpzim 47 4o % of &b«i&fm

$38, KR PrO Eemm budpet. IF we are
whziwekzyhmnffﬁ&négg dpet deficits in the long run, we will have to
slove down the gﬁiémﬂhofmmdamy spending. Ax with revemues, it would
Iwmlg vesponsibility #9 OMB Direcior to present te the President the broadest
possible options froxs which to make decisions on how to gontre]l mandstory
EDRD . Y, sinte Bealth core enttiements account for #

ding. Cleardy, since health i) t for 61 percent of th

enticipated growth in sntittements between 1992 and 1898, controlling health
care tosts muat be high on the agenda. However, President-clect Clintan han
not yet made decisions on these issues, and so I bave no specific proposals for
savings to present at thia time.

Question 17. Poverty has been growing hout the last decads, and the recent
feeession has exaperbated the problems faced by many lowincome Americnns, In
:;3‘ cizgic:: g&?f?:ﬁ;n &m&b, wontid you ?mpou measuren that protest Programs
Answer; Throughout, of working e Congress!
::d i “a;l;;hai;jydy% rily at mi?;m recipisnis from

2 B s et prigaciy v o o

enotigh from eurlier budges uts and from difficult economie conditions. No pro- . -

gram should be exempl Trom examination for wastefl
sxtremnly reluctant to suk Yor greater sacrifices from who gre slready
the most vainevable In sur siciety. )

Mx&mﬁm@mmxmmws—mmammwm

g‘aﬁng rapidly; the Congressionsl Budget {CBO; projects them {o mise from

4 pereent of GDP in 1992 (0 6.3 percent in 2002 gnder vurrent policies. Do you

helieve that if s necestioy to resteain the growth of thess costa? If so, how would

you propose 1o da it?

Anspers Tt i ahaclutely sxventisl that the President mxd the Congress estsb.

tish very <learly ss one of their firel pricrities the control of health care tests

E; this mmi . zzmma}wm nt;tmtn’a m?my c?twai for thehwglé!%ns

our e, £ wr budgets st every 0 ng

the Federal Government. Health cure oosts are the rimsry contributor to the

projected substantisl incresns in Federal budget deficits in the latter part of

this decade, They must be brought under con )

President-elect Clinton hna pledged that health care yeform will in fact be &

top priority of his administration, and he has made control of health care costs

one of the primary goals of such reform. While he has not yet announced p

health care reform prapess), I san ssyurs the Committee that it will be one of
the major policy initintives of his administration.

Question 19, Which do you believe would be the more rost-effective way to stimin.
late faster income and productivity asm&h: {1) greater Federel spending on physival
and human eapital (which might iaduce greater private investmeat); or {2) tax pref-
esenpes for nrivaie investmsent sush gy 1ovestoent evedity or aoeleraied deprecis.
tinn? Plepss explain,

Angwer: There is no eitherfor answer to this guestion. Both greater Faderal
spending on physieal and humat eapital snd iax grelevences for private invest.

s~ fent can be cost-effective ways of stizndating faster income and productivity
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growth, However, it is the job of the Administration and the Conm target
measures as carefully and intelligently as possible to achieva the desired result.
Even if a particular measure helps to achieve the goal that is being sought, it
may do 50 in an unnecessarily costly way if it is not care targeted. A well-
hrgﬁted incentive or investment, however, can achieve the i result with
the hoped-for dividend in both short- and long-term growth.
Given our concern about budget deficits, we must always weigh whether we
can afford a particular investment or tax preference. We must target so as to
mifiimize costs or revenue losses, and, generally, we must fit these measures
into a framework which ensures that they are paid for, Those standards, in my
view, h?re more important than whether the policy s a iax or spending ap-
proac
Question 20, Do you 2 that we need to increase research and development ac-
tivities in this country? If so, what specific role should OMB play in this regard?

Answer: Increasing research and development activities is an important com-
ponent of our efforts to improve the naticn's economic competitiveness. The vast
majority of such activities takes place in the private sector, but ent can
play a role in encouraging such activities ted tax incentives, such
as the research and experimentation tax credit. In addition, we must examine
existing Federal research and development programs to determine whether they
can be targeted more effectively to kinds of efforts which can spur the na-
tion's long-term competitiveness, For mmrle, at least some of our defense re-
search efforts should emphasize “dual-use” research, with appropriate results
disseminated to the non-defense sector. The role of OMB in process should
be to recommend the most cost-effective wr:l,' of increasing and better targeting
the nation's public and private research and development efforts.

IV. BUDGET PROCESS

Question 1. In what form will President Clinton submit his first budget? Will its
structure parallel these of other budgets submitted by Presidents in their first year
you intend to follow any particular model?

Answer: President-elect Clinton is facing a unique circumstance for a new
President. In the past, cutgoing Presidents have submitted complets budgets.
However, because the 1990 budget agreement moved back the deadline for sub-
mitting budgets to February 1, President Bush is under no legal obligation to
submit & complete budget, and he has decided not te, That responaibility, there-
fore, has been left to the new administration.

Because of these unique circumstances, it is unlikely that the Clinton budget
will follow exactly any previous model for a new President. However, no final
decisions have bean made about the exact form the new budget will take. Obvi-
ously, this is one of the most urgent matters facing the new administration,

Question 2. Based on your rience in Congress, how essential do you see the
Pr.’ﬁident.’s budget proposal as the first step in guiding us toward a balanced budg-
et! .

Answer: One of the worst developments for the budget process aver the past
decade has been the growing irrelevance of the President’a budget submission.
The President's budget should be the realistic starting point for the con
sional budget cﬁrocess It should be an economically honest, politieally rum
blueprint which the Congress, working with the President, can use to establish
spending priorities, determine how initiatives are to be paid for, and decide how
and how much deficits are going to be reduced. .

_ Unfortunately, for too long, Presidents’ budgets have been little more than po-
litical documents, often providing less than honest economic and budget projec-
tions, and neither serving as nor even intended to be a serious starting point
for the congressional budget process. The harsh term “dead on arrival® has been
applied to these budget submissions, and Presidents have done little to alter
that perception. As Chairman of the Senate Committee on the Budget, Senator
Sasser can readily conlirm what my ience has been as Budget Chairman
in the House and as & Committee Member and ective participant in the budget
process before that. In developing concurrent resclutions on the budget each
ﬁg. we have essentially had to start from scratch, We have been abFe to use

idents’ budgets as lLittle more than points of comparison, not as a founda-
tion for our work. And what has emerged at the end of the budget and appro-

priatiens process has borne little resemblance to the President’s original sub-
mission,

et
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It is my hope that those days are aver. It 1a my intention, and that of the
Pluident?elegt,pe to submit budgets that are honest, that realisticatly ¢ the
Congress in the business of budgeting and guverning, and that come out in rec-
ﬁ;ﬂlnbh formn at the end of the procesa. I believe that is abaclutely gqunﬁnl
¢ budget procesa has suffered a grest deal because of the lack of political and
economic credibility of the President's budget. That eredibility must and will be
restored.

%mst.ion 3. In terms of the specific budget procedures adopted to reduce the budg-

fieit, could you comment separately on the effectiveness of the Budget

and Emergency Deficit Control Act of 1985, the Balanred Budget and Emargtgr;:)y
Deficit Control Reaffirmation Act of 1987, and the Budget Enforcement Act of 1990.

Given your views, how do you propose
assure that it will actually be carmed out?

to make a credible deficit-reduction plan and

Angwer: The deficit control measures of 1985, 1987, and 1990 were all efforts
to deal with the enormous deficits created by the budget policies enacted in the
ezrly 1980's. Frankly, if Presidents and Congresses had been wd.l!.nrg to step up
to their responsibilittes and had taken adequate steps to control deficits T,
these measures would never have been ed. It has always been my view that
changes in the budget process mean lititle without the tical to enforce
them, What really counts is not just changing :g::ulbutacmdlymdudng
the deficit, and to the extent that these process fg:s
actual measures to reduce the deficit, they have been far stronger for that. Wi
regard to the process changes themaelves, the reforms embodied in each of
these measures have had both sirong and weak points, and I can summarize
them briefly.

The Balanced Budget and Emergency Defidt Control Act of 1585 and the Bal-
anced Budget and erge Deficit Control Reaffirmation Act of 1987—the
original Gramm-Rudman-Hellings law and Gramm-Rudman-Hallings II—were
positive forces in that they established the principle of & tough enforcement
mechaniam that put pressure on both the President and the Congress to reduce
the deficit.

They had two primary, and paradoxical, faults. On one hand, the enforcement
mechanism of sequestration was a brutal and rather blunt instrument. Because
it exempted a number of programs from automatic lpend.mmtt. it fell even

more harshly on the remaining non-exempt And use the deficit
targets eataliiahed by the laws were not 'asiu:m for fluctuations in the nation's
economic performance, they sometimes created targets that were politically im-
possible, and sometimes economically unwise, to reach. Ironically, th: these
seemingly harsh laws provided so many loopholes—such as their emp! on
single-year rather than multi-year targetsa—that goals could sometimes be
reached by the use of gimmickry and rosy economic scenarios, and that is too
often exactly what occurred. And when gi was not enough, the GRH

- targets were amended to make them achievable. In addition, the inconsistent

treatment of programs under pequestration reduced pressure on advocates of ex-
empt pmgramps to cooperate in the deficit-reduction process. All of these devel-
opments ultimately reduced the credibility of the budget process.

The Budget E?nforieem&nééctdmman e'ﬂ'o:tt;:addrgnlomaoﬂhe ro-
vicus problems t Process, unlike previgus measures,
awomglinhcd its primary goals. First, it was geared to defitit reduction amounts
rather than fixed deficit targets. Thus, it allowed for adjustmenta based on fluc-
tuationa in the economy, which was particulariy fortunate in light of the recent
recession, Second, it established enfarceahle dimﬁomxnynzpendmg capa and &
pay-as-you-go process for mandatory spending gurogrnm tax messures. This
establijxeud accountability in each area of the dfet and, for the first time, es-
tablished the principle that any new programs and tax cuts had to be paid for—
a eritical advange in efforts to ciontm deﬁcita.bi‘innllyé'nnd in som':. v;qayahmost
importantly, it focused not on l-year targets on § targets, No longer
coul?:lthe;suofnew rograms or tax cuts be arti y trimmed in the first
year only to balloon in |ater years.

This proceas has worked remarkahly well The sgreement called for nearly
SSOObirlionindeﬁ:itmduction, and it ia on its way toward reaching that tar.
get. Recent increases in the deficit have resulted not from congressional or pres-
idential action but from the weak economy and the costs of the savings and loan
bail-cut. The BEA's primary weakness is that it does not prevent increases in
mandatory spending resulting from increased costs and other factors. Obvioualy,



http:possib.le

20

. the most serious problem in this Is the explodimg cost of health cars entie
Mlement programs and the continual downwanrd reestimates of revenuss,

As for the second part of tie guestion, 1 go back to the point § made earlier.
No matier how many process changes we make, deficit reduction doen not onvar
wiltheut the poli witl o make Qifficult decinigns, The budget agreement
wurked becauss and the President made difficalt decisiong up front
g;&:u:;;i anti‘gemmu mﬁm and Mbmﬁ;m the political will was there Iw enfores

serelicniary spen eaps & PAY-Ba-yliego reguirement, | &m oone
fident thet President (:?ﬁmn, will propose apesific policies that will
produte the kisd of long-term deficit reduction we peed. But it will not be env
complished uniess both the adminisiretion nnd the Congress have the politizal
wall fo meake tough cholees,

Thanstion £, You were a cosponsor of HR. 2164 in the 102nd Congress, the Expe-
dited ansideration of Proposed Rescisslons Act. o you sti w::zm% thia approach
W graating the President nded resciesion sutherity, or you prefer enast.
et «0 ot aliernative fegisiation in the $1630d Congreaa?

Asgver: 1t has long been my view that an effective rescission process is & it
iret 1o0l (or bolls the President snd the Congress to conteol spending and redure
deficits. To be effective, the process should enmure that & President can obtsin
st consideration of his propesed rescissions. However, the process shoald me
substantially shift constitutional authority fur spending decisions. That is nei.
ther necessary nor desirable. § reel sl voted for HR. 2164 becauve 1
fel, that it met both of these criterin. President-elect Clinton hag tevl that
the praposal might e the basis for a reselutivn of the issue dmdmu
and Lon can resoivs differences over individual apending iterns without
vetoes ol entire measures. I sgree with that, snd, while this measure may net
be the finwl word, it is my hape that the Congress and the sew Administimtion
i come 10 AN afreement ob strong, sensible reform legisistion,

o Qézesgi'on 5. Do you think the President should be required t4 sipn the budget res-
gtion? .

Ansteer: While we should encoursge fooperation between the President and
Conpress in the budgel process, 1 do net believe it s
the oo fonal budget resolution be signed by the ‘Presign& The budges
process an eopperglion, and if o £ and s Congress are works
together, the congressional process can work extremely well without o .
dent’s signature on the hudpet reselution,

Fuestion 6. The deficii targets under the Budget Enfurcemuent Aut for fiacal years
1982-1005 were sdivsted automatically when President, subinitiad hin budgets
for fiseal years 1992 and 1993, As you know, the delicit targets will only be adiusted
in the fiscal year 1984 and 1995 budgats if the President chooses ta do ss and in-
formms Congress of his intention on January 21, Doea the President plun ndiust
the deficit torgeie for these fisenl years? What is the justifeation for his positron?

Annwer: This is obvicusly e critica] issue for this year's budget process, How-
ever, the President-elect hias not yut. completed his review of matier and s
has not yet decided whether {0 sdjust the deficit targets,

Question 7. The PAYGO process under the BEA has been criticized nx inefllective
in controlling spending because it does not a&pl_",w mandatery spending already in
law, What are your views on strengtheni ¢ PAYGO process by impoting sn sa-
nusl cap on mandatory spesding growth or by some other mesns?

Answer: As 1 noted earlier, the inability of the BEA io control the cost of man.
dotory programs is a seripuy weakness. Some have Fmpeaed an annusl tap on
mandatory spending, arguing that such a cep would focun attention on the
growth of mandatory ng ;z:ﬁmed under eurrent law and wonld Hle
a contes! o budpet totals, while allowing some adiustments for changes in econ
nomie sonditions. However, & mandatory csp would not directly target the pro-
grams that are moest responsible for the repid growth in mandatory spending—

_{he health care programs—and could lead t sorosy-the-bosrd reductions in enti-
gements even theugh most of them are ool experiencing especially rapid
growih, This weuld be & partioudarly serivus problem in the absance of substan-
Gal measures to cantrol the cost of health care programs. .

While it msy be approprizte to study a mands apending cap, it should be .

clear thal the real answer o conteolling the cost of entitiement programs i
enact legistation making specific reforms in those programs,

2i ™
* - -l
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Question 8. The Budget Eoforsement, Act provides that the spesding caps ean bé
waived i the svent of an emerguncy declared by the President snd the
Whnté;gam definition of an "ernergency” for the purpeees of the Budget Enforcs-
ent . T o
' Answer: Technically, of tourge, under the BEA, emergency dponding 1s what-
ayer &l;le Pmaidlr dant aé;d the Congress mm* itdiis. H“’“’M;%’% a tough,
workable definition of an em spending caps and roquire-
ments are virtuaily mesning! &mybém the definition sstabilabed lyy the ture
rent Administration has worksd reasonably well, but 1 pian {0 eview 1his issue.

Chuestion 8, 3 you belicve the practice of & cwment services baasline budgsd in-
creases the wmonnd of Federa) spending? :

Angwer: The curvent services baneling serves a gsefisl Bacause it re.
ﬁectsz}w:.m‘ﬁact of inflation and otht:iramiz tel::hus i;wm% sp&d&mm
required in the coming year to maintajs pame policy in atistenee year,
lz.isme&stmnﬁw&mhawo{unémadingthchnmiﬁwmm
sk in the bu . That does not mean that ﬁﬁumama
magis formuls Bhat we always have to meet or sxesed. The that if we
zm:tomdmw%&dpgiit?.wemmmma&kgm mm&

asome programs. The point of sing haseline profectinne to enkurs
o nﬁingpaiways reaches the bamﬁazg. but c:ﬂw snsiare thit we voderstand

e effoct of budget decizsions wien we moke them, . .

estios 10. 14 it pomaible under currest budgst sy for the F Government
toqruaiu taxes speciDcally for deficit udu&im%g?; i is not m&w%
in Inw weald yeu recommend 10 make it fezsible for new taxes 1o 3 sdely
o revhucing the defleit? .

Anscer: ‘There i3 pothing under the earrens budget law 0 probibit raisiog
umwﬁwbwmwaf%mad ielt. However, currenst law
e g e T i T s P iy P

a angin e law, fove sny
;;gt]}‘u: o m&gizgas would be conuidered o3 part of an m‘}ﬂ;l‘&ﬁm reduction
package. .

sstion 11, Tharing tonsideration of deficit reduction packdges Lts
t items such as user foes and Medicare pwenitms are most sften clted £
ing “reductions®. Do you balieve it is scourste (6 label such iNorenses ao teduo-
ns on the spending side of the ledper?

bu,

Angwers Medicare Part B premiums snd otley user fees hive boen tlaxsifiod -

an offsety Lo apending for the reasons set cut in the 1967 of the Presis
dent’s Comsmission on Budpet Cencapts, That is, unlike taxes, Tor exarpls, they
tend to be weluntary or businmw expenditures of individuals, For exampie,
oot elderly shosse to buy ints Medienre Part B progeata by peying pres
miuma because it is o Touch less expensive than buying comparabie privste in-

surance. The point made by the Concepts Comomission 1y that If such voluntary

or business-type expenditures of individuals were considered revenuss rather
than spending offsets, then the gross level of Fodersl wonld sctuadly
overgate the nize of the gowernment in relation to the total economy,

Question 12, Budpel summits between the President and congressional lenders
have boen an imporiunt feature of Federsd budgeting in reomnt years, Do you feed
thai snother budpet summit will be necessrry in the next yenr ¢r twa? Are you vomn
cemnd that budget summite undercat the regulay legisiative and political processes?

Answer: B gummoits are net how government :

needed wmmam and s Congress eannot werk together the fra-

. ditienad—and far preferable-Sudget and legislative wg?w to take 1 but

. neeessary sctions, Jo other werds, they are meeded 1 political gridiock in ime

ible to avercome. The 1900 budpet smmit was needed because President

Ensh amd the Congress had apgimnt{y unreconcilable views about how to dea)

* with the deficit problem. To take the difficuit ateps of reducing spending and

raising revenues, beth sides felt the noed for those actions 1o be seen 23 o

pletety joint sctions pst the idea of one individual or politics] party but a coop-

srative action isken in the national interest,

* While slhggw suranit, cannot be ruled autir;em m:a?mm&w-

spments, niot expect & budpet summit W aecessary, I expect v

P;;*witient and the Uongress fo work, together through the normal processes to
make decisions on economis sud budget policy. .

¥
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Question 13. The Federal budpst process is eriticied %r it iweasin‘gmp ty,
At mre your views? Haa the ?wggat process beeouss too complex? netions
4 yuu recommend to strenmline the process?

Angwer: The budget process is undoubtedly complex. A aysiem that epcom-
passes the kind of diversity and mope entaifed in a $1.5 trillion Invdget in hound
to be complex, 1 have no specific proposals for meducing thel somplewity but 1
would consider suggestions that might simplify the process However, it is pes
sible that multi-vesr budpeting redupe the need for taking every w i
uwbudgetpwamai le year. Whils it weuld not secesaaril o
the process itself, it vonld the frequency with which certain tasdget-reiat.
#d actions are repested,

Questian 34. Last year you introduced HR. 5876, the “Halanced Budget Ecforce
ment Act of 1982, to schueve 2 haisnced budper by fiseal year 1998 god fo reform
the budget process, What sm sarrent, views on the legislation, its major goale,
and the process i would estabiish?

Ansuer: | believs HE. 5675 ‘Ew\dd« & sirong fmmework for & budget enforce
ment mechanism s ensure that the budget discipline provided by the 1990
hudget agreement is sxtended and impnm%” m ﬁa«m‘ I wonld like 1o mid
some caveals. Firsy, as the Uommittee knows my siatements in associstion
with the lung-term propesals moede by the House Cosmmitten on the Budget in

1981, | belisve 2 deficit-reduction paih of about 2 desade is more appropriaty -

than the 5 which H.R. 5678 requires. In addition, I am not necessarily
wedded Lo spevific pmlg:;gmdin HR 5678, § do believe we need
to extend aod improve upon the digcipline contaioed in the 199G ngresment, |
intend fa work with President-elect Clinton and the Congress to ashieve that
goal, and the ideas contained in HLR, 5678 wiil certainly figure in thosw discus-

sions.,
Questisn 15, There is widespread perception that iy the pest OMB manipulsted
vevenue and spending projections for politicsl Rag: 46 you view the s

called “ropy stenarios” of years past? & do you believe should be done to restore
credibility o the & ? For example, du you sl support the establishment of an
independent Board of Estimates as you proposed lnst year in 3R, 5676,

Answer; Unfortunately, past budgets have too sften been based on overly spi-
mistic projections aboul the scenomy and mram costs. One of the p
reasons for these "rogy scenariss” way the deficit targets contaiced in the
Gramm-Budman-Hollings law, Because those turguts had to be met, a8y
of the state of the wonomy, it was in the interests of both the ident and
the Congress to be overly ?ﬁmisu’c sbout econmmic performsnds, since better
econnnde performance weuld produce greater revenies and thuy reduce the ap-
parent delicit. Therefore, rince targets hud to be met not in reslity bot only en
peper hefore the fiscal year began, thers was incentive to projeet m?ﬁﬂ-
ecanomic prowth. Since the enaciment of the Budget Enforvemunt Act, OMBs
projections have been fur closer te the mainstream of economic projections. -

Having firsthusid experience with the problems sssociatsd with $e

norin” economnics, 1 am obsolutely committed tn menking sertain thet € prov

duces honest economic projections. 1 am also encouraged by recent experience
since the 1960 budget sgrewment. | do pot expect e question of "rosy soe
narios” $o be & senous issue in the Clinton Administention.

Question 18, Omnibus budgetary Jegislation has been a recurring fature for the
Fast decade or so. Past Presidents have gpplauded the use of smnibus budgetary
egisiation in the context of reconeiliation but eondemued its use in e tose of cop-
tinuing resolutions. What are the relative advantegey and dissdvaniages (o the
President and Congress in the use of omnibus legislation? I¥ you think that rec.
oncifintion should b wsed in 1937

Anseoer: The s&vantage of omnibus legislation is that it sometimes makes it
aasier for o Congress snd a President to enact politically diflioult but necessary
measures, Hy combining unpepular measures with popuisr ones, ar by combin-
ing unpopular measures in one package thast achisves a goul, a Con-
gress and a President can sometimes take needed steps they might ned oather
wise have had the political witl to accomplish, Gbvisusly, voling for or signing
inmto law an emnibus bl does not remave political responsibility for unpopalor
or insppropriate messures thatl might be included. 1t la bupartent that tﬁg pb-
lig be nt? informed a8 t what these bifls centain, As for Y993, i we are serious
shout deficit reduction, reconciliation will be an essentis! part of the process.

Z3 ““w“‘xv
o 17, How would to a5 end or minkmize the dimuption in Fed.
Governmant opmtimu’:w ﬁm ¢y shutdowns and smployes furloughs,
i:uauw;byﬁmdimggamﬁammmm be a permsnent continuing resos

Anm:%esmis!hatﬁmmahmﬁﬁmbaﬁmdh}gm%aﬁ
the administration shouid do their jobs sod pase appropristions billy the
new fiscal year o There has beex no fundi p in the 2 years sists an-
setment of the budget agreement in 1990, and I fully expect thers tz be no m
mnm&gfa&wmgapamm’wwwewymofmCﬁxz:m&d»
ministration.

Question 18, You have previcusty supported biennial budgeting, intvodocing such

it s Sl e O S S p e e
tuting a cycie? im

budget resslutions, sppropristions, and a tions, or would it be pmlhl?‘t;

conmder & Z-yenr cycla for aach of these thive procenses neparntely?

Anmper: 1 have long been an advocsts of 2-ypeny hudgeiing. Some mult).

ing hans aiready bean instituted. For axample, the at of e
mix;g?ikl m%mits & Z-yn:io dget o Co A:gd the budge: wm
oy discretionnry spending caps & reguivenen S-rear
budget malum ) :

1 continwe 10 be a strong supporter of this multi-yere approsch, bacsnse it
forces an Administration and Cotigress o use a fong-ferm wwmg;iw in Qunnid.
ering legisiation. I also believe that L.oyeny g cught io be considered for
all slements of the I believs it enant maks the budpet vrocess
tore rational and effectivn pmvidi:jg mere time to make budget decisions
wod o zonduct congressions! overnight of existing progromas,

Question 19, President-elect Clintan han stressed the peed for Incrensed Invewds
ment th spur economic growth, Pleasy defice what you mean by *inveatment,”

Angiver: President-elect Clinton is committed to stimsulating doth public and
private investment. 1 believe the question, however, refers specifically te publie
investment. In terms of the budget, 1 define public investzoent pretty muth the
wny 1 would define investment by & fanily or a business. £t mesnn re-
sources into sum ymumwpaamlmminthemm st enoend
the otiginal amount. Government Invests {n physical eapital, and it freests {n
people-—human capitnlin makr our economy mure productive and increase

in the future, For svsmple, we make s pubdie Investinent in sdycation |
and job training in the hope that the ad&ihcnag' income produced by workers
hecause of thot education or traind well ns the lowering of other cosia
thase individualy might have in % the rescurces invesied, Cost-ef-
fective indtintives in health cave and nutrition, Including ohiidhood itamuniza-
#ons and a;n:mumgin Wteodim for %m can tm b tonuidered invest.
ments i e pmgxu‘w . Obviousl wmilies businesses, poverns
ment nla?mt“be sorefid wim? it mmg{mmm to use ita dmited rescuroes
gﬁuww,&ud it in important to remember that those resources sire

Quastion 20, What are the sdvaniages and disadveniagen of presenting a separnte
capital budget for the Federal Government? Would such 2 bmdget &eii??&aﬁ decisions
w ste capital investment? How would you frest sxpenditures for devalopment
of gumau eapital? .

Armver: Copital budgeting can be 2 nsefed tood for dist between

s ing for current needs and spending on loa&»tam eapital investments,

y states use eapital budgeting, and many with balanced budget require.
mn;:} in fact balanee anly ahai:hamgng Budguts b:d}%g zimiﬁ;s to finance
eant jecta, Such an & & SnLOUTRYe # more
mp;m% feeds rstzmp shizt-ferm conoerms,

However, a8 the General Accounting Offcs has pointed out, it would be unde.
sivable il it encournged the notion thet » significant composent of the budget
should mkﬁjﬁﬁ&f@%&m%%x&gaﬁ?z% .

*The twon of @ categanies for poverninenial eapi M}‘&mtn
inw&t Wndﬁpﬁm thoizid not be viewed a5 a iiwg,u to run deficits to i
mmtbaeutﬂ:om”mmggis that the total Fedeml deficit, net the op.
erxating deficit, deterodnes Fed horrowing and its impact on the fGnancini
markets.

Ancther petious concerry about the possible tmplementation of eapital budget.
iog i defipitional: how do we actuplly distingaish between Wctnfng costs and
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long-term capital eapenses? Under capital bud there would always be &
tempiotion (6 label everything we went, mﬁrdf:ss of its sature, o3 a long-tery
capital expense. Pragtically anything oan Iabeled & capital expense if you
ehaose 1o think of it that way, The guestion of human capitat is a example.
I one Wers dﬁiﬁmg » eoapitnd budgeting systemn, one could consider edusstion
for example, to be a longterm investment In human zapital. But there weuld
elearly be pressurs to go fur beyond o few limited sreas to label almost avery-
thing that way,
Givess these coneerns, capital budpeting is clearly an i} requi

v T 1 preting ¥ an ilea that stil] requines

Gpuestion 21 The (eneral Accounting Office has recommended resiructuring of
the Federsl Budget nst only o sepamt;?ta;a%sal and opersting cemponents, bu?g a5
e include for sach side mgwula for general, teust And enterprise actlvitfas. What
is your view of this proposal?

Anstwer: A% | will discuss later, the unified budget concept is the wost useful
way of foakiag at the Feders budpet in econemis tenms, ardies of how wa
labe? spending and revenues, it is the overat! net amsunt of gevernment spend-
ing, revenuns, and berrowing the? determines the oversll economic effect of the
Feders! budget.

Trust furds hve been established io ceriain areas to delincate terefally sy
tain eritica] functions and the revensies thst we raise sgdﬁzall for t.lme;év pars
peses. And if copitsl budgating were sdapied, it could mm’m illustrate in
some manner the separate truat Ainds, a3 well 1e enterpriss sctivities,

Ultimately, & split dudget could be confusing snd make it harder for deciaion
makers the publit to see progrems as a whole and In relstiomhin to the

entire budgat. The entire budges and its oversll smpact on the econamy ou
to be the primary locus. pact on the st

Question 22. Reennt changes in the budpet formulation process sod in fpancial
secouniing have begun 1o recognize, through the statement of unfunded Liabilitins,
ke need o sddress the potentinl cost of Jong-derm problems. How do you view the
itmpertanee of this process snd would you mmr? any changey?

Anwwer: Ppinfal though it might be, the Federsl Government simply snust
face Up to the existence of the 1ong‘;zenn obligations it hea un:iaeru&m, fre-
guently witheut the resources to back them up. These unfunded linbilities can
wreak havoe with our Rsttre badeet plans, Tga savings and loan debasie is a
perfect sxample of what can happen when we do not pay sdeguste sttention 1o
these issues,

Seme beligve that sther areas have the tial for similar problems. While
the budget now refllests the up-front cost of eredit commitments, it sill does not
fu so for insurance. Pirector Darman is to be commended for ks efforts to high-
Haht concerns abeut unfunded lishilities, sud | intend, if confirmed, to tottinue
those eflonts. At this time, | have not examined the issue suflicently to decide
what specific changes [ would recommend in the way we treat unfunded liahil-
ities in the budget. However, this is a respensibility that OMB clessty must
shoulder, and it would be a very important priovity far me as Director,

Question 23, Another critidsm of current by ures i9 that diverse ¢l
ments of the budpet affecting the same types mm activition 2 not coofui?:
nated. A case in point is thet tax expenditirss and direct spending programs affects
ot comssdared Th Songunciinn ith e e B o housing, for ecpmple —are
13 0N Wil e »
mere toordinated t deciaion making? 7 B0 o favor any reforms 0 ot

Anwwer: Too ofien, programs snd other injtiat inchudin tAX IeAsIrs,
that affect similar areas of the ecotomy or m@ ayeratedgby separate de-
ments or sgencles, with little coordinetion smwng them. A & Member of
ongress, § have seen this in a number of policy aresa. It is frustrating for Cone
and for the public. In sowme cases it vhould be possible ta piace different
?uqcmzm within the same agency. However, where that is pet possibie, it clear-
iy in impertant for OME to help rationslise and coordinate the roles of the var
ius sgencies and programs, and to develop mesns of reducing or ending dupli-
cation of effort and cosla. 1 nm nok in 2 pesition yet Lo sugzest spedifle refurms
to help bring this shewt, but this is an haportaist role for OME that | weaid
cayTy QUL very seriousky,

Question 24. What are your views on maintaining the unif} ? Wha
your position on the {reatment of off-badget pwm !;:“zztxgldng’}igﬁ vis

25 | -
Angwer: The unifisd budget coneept is the most warfsl way of looking a8 the
- Federal budget in terms of its overall impact on the nation's economy. Trust
funds and of-budget Lems serve = useful purpose is delinsating vartain exitical
functions and the revenves that wa raise specifieally for those purposes. it is
imporiant to koow when snd to what extent we are eomntislly operating gov-
ernment on the funda raised for thowe trust funds, (01 {s alee important w reals
?mnam&wmﬁmmgm¢%mmwﬂm;
{owever, mren trust Rands ar p grogramas off-budpet can raime £t
cerns, 15 may cause v i misstete taxes and total ap ng; it may andar

eut the ability of the Congress and the Prenidant 1o silbeate sll.
sources through the bodget process; it may incresse the femands of ndvocates
of other progrems to move thelr faverite programs off-budpet; wnd it roay under-
caut our abdiity to address the deficit problem. Begardiess of those advantages
Ef;!imﬁvwiages, the m's«;n:mr m%l;ty iy shot %asvngu %&m&m of
Mbudgetcm fudged by including money Lhal govern«

ment spevide and all the money it retetves,

Question 25. What do vou consider the proper budgetary trestment of the Sorad

Wzﬂmsmm?mmrammmwmewggmymym )
Answer: Currently, the Social Security trust fund is offdudge protacted
bymnmdfmmﬁsmbhmmﬁwl%mmmm
As 1 bave siready noted, it in most ussful economisally to look &t the budget
83 & urified embity. However, rusiget tables shondd wod do Mlustrate the extan
to which {hwe vontinuing snpual Social Security wurpius is Ubed, in &fTact, 4o hel
financa the overnl) budget defieis, That cleariy shows twh things. The fivt
that the aon-Bocia) Security portion of the ent Is ronaing en s
worse deificit than the numbers ususlly show, second B that the oon-Social
Becurity portion of the budgpet is relying o sorne degree og the payroll tex.
The payroll tax, when connidered on its own, in clearly & regressive taz. That
does not appear 1o be the case when it iy considered in tonjunction with the
structure of Social Security bepefits, alil existing rales ean have &5 1a.
mnmznmwenggmsmﬁoncmnmww&m
tively being used to finance a purtion of the inl Security Bodget, 1o that
exteni its Pegressivity is & very Tesl coboern. )
Alse, fur many Jow- and middlevincoms Americans, tha inoresses in the pay.
roif tax duringmthe 1850's more than wiped out the incame tax reductions e
peted in 1981, Cleariy, an srgument car be mude for rellef o this aren, How-
ever, at a time when the everall budget defizit is such & exitical fasum, and gleen
the need to protect the long-term: ectasrial soundnsa of the Social Beurity sys-
tes, ANy Buch propossl would have to be studied garefuily, et
Clinton has not made ary decisions in thin regasd, bl §% is an issue that we
will exnrnise very carefully.

Question 28, The Federal Credit Reformn Act of 1990 reformed o for Fed-

sral crodit programs to put their costs on & present-value hasly, This tkes

mietilpe-with as proposals for new tax expendituren—Ior which jong-term costs may

ot be rellected sccurately by cost evtimates within the h?: budget horizon.

Wordid you Tavor broader use of present-value aseounting o antyol these nosta?

Answper: The Byear budget outiook under the 1990 budget apgres- -

ment has been an enormously ssefll tool for preventing the enactmtent of costly

mandstery speading incresses or tax reducticr measures. The peliticsl diffievity

.of finding ways of puying for new injtintives has made them very diflicult o

enpet. Ohyvionsly, in deciding whether to ennct spending and tax Jegiciution, i

is also useful to kndw the longentenn impedt of iegistation—beyond B

years, In certain cireumstanses, shewing the oresent valus of fex expenditures

snif oiher memnzres over the Inng terma 82 & supplement to eastvbasis measures

pould be very helpfal in thia regand, -

Question &7, Are there any changes i the Federsl budipet prooess that you belfave
should be pursusd that have not been mentioned in thess gusstions?

Ansioer: The questions have been very thorough, and I have pothing further

to offer regarding budget process changes, As time goes on, of sourse, the Clio.

o administeation may wish 10 propose thanges to the Federsl budget process,
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V. OMB MANAGEMENT ROLY,

The 1970 reorganieation of the Bureau of the Bud
fice of Mansgement and Bu - A stated of the recrganisation was i en.
gure that thie “mansgement™ funetionn, which evelved sinos the ereation of the
BaH by the Budgel and Acosunting Art of 182, were put on 8 par with budgetary

functions. .

Over the vases, concerns have bees vaised shout GME's commitlment to manoge-
ment. In faet, in 2 1991 foor statement, you said of OME:

“Today there ix s nense st oo one is really managing the basic government
apparstun in & coherant mannor or in 8 disternibie diveciion. In addition, el

ough complets breakdowns sre few in numbey, when they do ocrur they tend
1o be dramatic and expensive. Surely, the savirgs snd Ioan debngle wnd the
HUD scandal are instances where § te management, arganization, gnd
eversight rontributed fo the costly impect upon our politicsl gystem” (Congres-
gional » House, June 25, 1991, page ¥ 5038)

Your solution at the time was to split OMB into two separate offices. As you
know, Congresy had already chosen instead, through the CPO Act of 1990 (P L. 13;«
BIGY, 1 dlevste mamiemmt within OMB by consolidsting those functions under &
new Deputy Director for Management, Pursuant to that OMB has in the last
¥ yeary taken 2 number of steps to imgrove its megagement sapabilities,

Queation 1, What do you see ss the mest sipnificant mansgement problemss fac
govermment today snd what should OME do about them? = ng

Answer: Diring the campaign President-elect Clinton said, *i¢ is thue to radi-
cally change the way government sperstes—to shift from top-down burenucrasy
o enleeprencurial government that empowers citizens and communities 25
change our country from the bottam up. This in n grest challenge which will
take combined efforts of OMB, the agenties, nnd tie Oongress. But it iy the
gral $hat I would hope would guide all car afforts in this area.

1 s sware of the history of efforta t8 put the "M™ back inte OMB. This Com-
mittee has boen justifisbly concerned about the {zsue. It it o comeern ] full
share, 1 am glse aware that it is act an e

confirmed, i will require my perscral stiention on & sustained basis. I would

petitled the ggency the DA

intend t6 give it that attention.

With respect to specific masagement problems, it siay be mymature for me

o may what I view g2 the most sigaificant proklems. following, however,
need {o be sddressed; (1) making government mure sccountablie

Amamean ple; {2} streamlining and uting the cost of government eper.
Bhione s that Eom eary respond more mﬂssid!y and efliciently to changing
nureds snd conditions; sl {3) improving the quaiity of service o the public.

I have not hod an adequate opportunity to work with OME staff to provide
a i ption for sddrensitgy these and other mansgement issues. How.
ever, § the Cammilzes is aware of the concarns § have sxpressed in the
panst about the treatment of mensgement within the exseutive brasch. I intend
to act on those concerns and give management improvementa the kind of priow.
ity that 1, and this Committes, have remularly called S

Guestion 2. What sre your views on the OF0 Act's consolidation of OMB Fedual
manpgement resporsibilition under the Deputy Divector for Ma ment? What do
wout intend to do to Rurther strengthen the manspgement mission of OMRBY

Answer: The Chief Finandal Offivers (CFO Aot a 'pmiuzi of this Comnmittee,
was interuled to strengthen OMB's vwsnsgerent funciions bznmnwlidating
thet under the Deputy Director for Mana ot {(DDM). The is meant to

both the impartanes of putting thet Rinctlan in OME and the valge
of acing the management capabilities of the government. .

As | understand it, much of the jast 3 yesrs was spent first working with the
Congress in secaring ensctment of the CRO Act siud then esteblishing the basic
structures that the Act provides. Now that the basic structure is in plece, I in-
{end, if confirmed, W work d and directly with the Deputy Dirmetor for
Managemend to set pricrities snd to help implement the Aot | would expeet
that ‘Fﬁrmnw would include the foliowing, firsy, implementation of a pro-
gram {0 nddress « brosd set of objectives like those set forth in my response
5 the previous question: secand, integration of the yarious unils of the manage.
et side into a cchetive wization; end tdird, of the ubinost imporiance,
snansgenvent side working
thorities sad abilities of ench ane used 1o endhianve snd support the ather, -

1y with the budgel side of OMB so that the ay.-

task ta accornplish, &xadxthat. i

R T

B e e ma F e EF

[y

PR ———— L}

Quention 3. In the lust Administration, OMB Director Darman apoke of the need
1o better integrate OMB management and budpet sperations. Please ~*+in ip what
extent you sgree with thia perspective, what you would do to ests’ | -ore effecs
tive budgel and menagrment stail relstionshipn, including betweer . - :*;e;nég_ Di-
rector and the ﬁ%eputg Diirector for Man ent, and {5 what ext... Fou believe
management oversipht can he embedded in budget examination review,

. Answer: I pgree with the need 'to integrate budpel and management opete
siions. While ma and budpet imperatives seomn somelimes {0 be in
ponfliet, are mutunily dependent. Budgeting must be sboat mare thun omt-
euxliing in the short teren: it tust be about b capacity, sich a3 good peo-
ple and finsnvial sysienas, for the long term, On other hand, manapement
must he more than mindless complianes with procedures; it must be about ac-
wgéxt&héﬁzy for results »od givieg managers diseretion to do the jobs they are
pai: 0, .

Establishing effective relativnsbips between budpat and mansgement slaff deo.
pends (irxt on having quelity steff cemmitted t making government work.
gnd that, there wmg need to be & cloge working relati ip amon%t?w Deputy

irecior, the Deputy Director for Maagement, and the rest of the OMB organi-

+  pation.

1 do beliove that mansgement oversight can, and indeed mast, be embedded
in the dget examinstion process, example, if we are sevious about making
governmenk more apceuntable, OMB needs to work with the sgencies and the
publis 1 develop meaningful performance measures. OMB's program expertise
12 in s t examinitg divisions, in turn, progeam pecformance measure.
ment will only be taken sensusty if GMB budge! sxaminers, s weil as authoris.
ing nad afpgmpdaﬁom comsnitioen, demand and uee performance data in their
reviews of Federal programs and budgets. .

Question 4. OQver the last pevera] vears, both OME and GAQ have prepared lisis
of munagement “high risk™ sress. se offorts have lod to SWAT teams and other
W for vorvecting management failums. What is your view of this process,

s Tols, and possidle improvements?

Anmeery 1t is my understanding thet OMBs high risk list wes established in
1968, againgt the backdrop of seandals 2t the I ut of Housing and
Urban opment. The bigh risk program was intendsd te supplement exisi.
ing tnterng] control p ma, and infect aome eritical elements: topdevel o
ment between OMB and the agencies on the probizms and the ways 1o fix them:
continuing OM8 mon!torin&ff sgency progress: discrete considerstion of high
risk fanding veedn during M%"Samnﬂw.m and execution processes; and
sgenﬁr accornisbility for resulls { gh publication of Migh risk tables in the
President’s luadgets).

In August 1992, the Genersl Acsunting Office that the high risk

was providing a much needed emphasis hy top level officirls on
Mngthme:‘s the cperations of Federsd programs. ! fully sgree that such eme
phinsis ix needed.

i have not had an opportunity to evaluate the success of OMEs efforts in
‘f!w;éfh risk” areas. This would clearly be 8 priority ares for me, though, and 1

itl examine these programs carefully for possible improvements in the context
of an integroted management policy,

Queation 5 The past two sdministrations made exiensive use of the Presidont's
Council an Magagement Improvement (PUMI) and the Prosident’s Council on Tntegs
:ég& and Efficiency (PCIE} %‘w &%dxm mn&geme?x‘;m%w:s v;}m; the sgenﬁé&é ite

ing eoordination anong netdl. & e do you see in these
mn_ga? Will you continue them? ilf:
Bzt in the next 4 years? ]

Answer: The POMI, established and exparded by executive srder in 1984 apd
1992, is desipned to nprove mn.:semm% of Federal departments poid spencies,
it in componnd of agency-designated “senior management offiviais™ Each Presi.
dent sinoe President Eidenhower in 1957 has had some instrument for conven-

 ing these offivialn. It in my understanding that the PCMI and its predecessor

orgatisations have served as & forum for government-wide comnunications on
ngency management ismies and have been used to develep and implement man.
agement improvements.

It is my voderstanding that the PCIE nnd the Executive Cound on integrity |
and Eiﬁc{enqy {the ECIE, composed of the sgency-sppointed Inspeclors Goners]
{I(3n}) are intended to coordinate IG seton into governmentowide sfforts against

83, what aress would you like them Lo smphas
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{s important is thet the result ls one that enjoys the suppart of Congress, the
Mnﬁ?ﬁgsmﬁan. and the pobliz, of the resrganization ml?%?at be effective in ol
ther incresaing efficiency or improving the gevernment’s ability to make policy
In & paruicuiar area,

Guastion 1}, {intil 20 vears ago or so, OME had reaponsibility for designing, o

spproving ihe dexign, of depariments, sgencies, mnd cerporstions. Today, {his re.

:?m&sikimy hos been shifed, for the most part, 1o U apencies and Congress, T1
mﬁmmmmmmmmumdmmm;m and

f2 oot 2 playeyr or at best, & minor Teactive pinyer,

Most recenrly, the creation of the Resslution Trust Co tion (RTC) and monnt.
ing concerns about Covernment Sponsored Enterprises (G3E's) have reiovigurated
debate sbaut Lhe nt use of hybrid entities with uncerisin authority, axhig.
uocus lines of accountability, and confusing ¢ivil service status.

a. What are your views on this debate?

b, What knowledge and calgadty does OME have, and should it have, to desipn
government rorporations, GSE', and even basic agancies? -

Antiorr: The unigee relationships of GSEx with the Pederal Government, in
conjunction with ihe size and substantial in GSE financial lshilities,
have raised legitimate concerny sbout hidden Habilities. These concerns lad to
the recent ensctuent of legislation establishing Pedersl fnansial requlation of
Federsl GEEs. cxade by for GSEs

1t is possible thel additions! propossis will be Bome new
or sthier hybrid entities to meet new needs. 10 is therefore important that OMB
w Hs rapabilities, s that it msy pisy xn Imporient role, s it has his-
icaily, in the proper desipn of these entities, Iseues that ave important to con-
sider include the structare of the enﬁtﬁic’g.s govername, whether 3% is a pullic
e ey s Eovernmet pastantee 1y involved. I the rer
entity iz ex L B A EOVETTIEN }
cent {msl the gmmﬁ m';y not have paid sufficient attention to these issues
in designing hybrid entities, )

1t iy premnture for me to specily what precise role OMB wilt gl:y in future

snization in the Clinton Administration. It seems to me, however, that
OME ran play s valzable mie as an expert in cross-cutting iasues, and aa an
hunest broker advising the President on ways t mediste bebween the particslar
interests of the different agencies affecied,

1 know ihas this Commiitee hes had extensive erperience in fzation
@at&maudim&é}mhmmwmmmﬁwm the acca-

sion arise,
¥, PINANCIAL MANAGEMENT

astion 1. Plesse describe your views on the importance of finsncdel mana;
m?;?i improvement in genorsl and the financial mamagement requirements of the
CRG At in particnlar, and the relative importanes you stcond these efforts in rela-
- tion to your cther prieritics,

Answer: It iz very Important, Few people cutside the governient know how
insdequate the n?;mmpgnt’a finuncial management can be. Most agencies do
not pmp?re lau ited ﬁnTﬁmiu: M‘;teme_ntsé elthough it iy a commen business
practice for large companies in the private sector. neies may make impor-
tant decisions baged on incomplete or late financial iﬁf;mm

The CFOs Act provides sn opportunity ta correct this long slending problem.
The focus of authority on the government-wide chisf ﬁmgai officer and oon-
trofler and the agenty CFOs will enable the Congress and the Pregident to hold
speeific people soccuntable for making the improvements. The m??xmis an im-
proving the acoouniing snd financial mnwmz systenss should increass the
awailubility of timely, unelid nfhrmation, required sudited Gnuncial state
menis wikrmvide uot oniy » confirmation of the relinbility of the fnformation.
They will be a vehitle for pmzzung‘iamsum sl the performance of the

rograms for which the stetementy have been pregared, They will represent a
ramework that demonstrates sn ageacy has the personne to #re the state-
ey, the information with which the statements can be pre , the sccount.
ing standards that define the manner for presenting the information, and the
pudit capacity to evaluate and attest to the information .

T the end, the Act will snly work if OMB helps the ngencies a ihe ca-
pucity 1o generate finuncind information that ix accurate and roes te the

31

icy munagers fn each sgeney. Thia can not be simoly an exerciss in counting
gm Buceesstul mplementation of the act may n&f&wm training, sde-
guats scoounting sysiems and the computer capability to taente the systems,
and constant awsrenesy of the impertance of designing & aystem {hat produces
Information that is relevant. The yllimats test must be whelher the reforme
help improve the ageoey's substantive programs. :

Question 2. Please describe your views on the role of OME's (Wiiee of Pederal F-
nancial ment GIFFM), ity reintionship to the budget side, and the stall re-
sources needed to carsy out the CFO Act,

Answer: The role of QFFM, as [ understand it, is 1o develop polivies and guid-
ance materialy for improving financial management, as rontempliated
by the CFOs Act, hut also in sceardance with other statutes, e¢.g., Federal Man.
agers. Financial Integrity Act, Inspectors Generat and monttor and assist
with the implementution of that gubdanos. It has four branches, consistent with
the major sapects of improving financial management.

m‘r%e }‘el;lm l:h?a;}gal 8 n Branch provides direction m&mmp far
pveiopment o s financial manngesent gystems that sre required
ta ‘g'w;fx and record financial infurmation effectively and ffidently
¢ Financial Standards and Beporting Branch develops the palicies and ma-
terials and provides the teehinical asaiztanes nved 1
and shiain sudite of ﬁmmma% sgenciea prepere

The Credit and Cash Management Braoch develops da policd
a0 standarda for the m eatent of the governments sssels, :ﬁg

the wstinge.

" mansgement of credit, the of tax and nootey debt,
went of cash

The Management Integrity Bramh works 1o improve the management and in-
teprity of the govermunent by working with the Inspectors General and manag-
ing ﬁwmpnent-mdu eilorts velating to audit followup, management tontrols,
and high risk progrums. It is also responsible for strengthening financial man.
agement planning, orgaoizations, and personne}.

it is my underytan that OFFM warks closely with the budpet aide to
achieve - gosls, B examiness Jook to OFFM i provide insighl and
guidance for reviewing and ded upon hudgst allocstions for £
#etivities, OFFM obiaing LT 1 ng of the syenvies %gm
examiners, and works them to oblain agency responsivensns bo desired fie

.. paneisl manggement improvemsents,

} will carefully examine the current resources of the OFFM to determine the

sdequacy of Ha curvent staffing hevels,

Question 3. CFOs are o ¢ritiesd tink in acdeving the obiectives of the CFO
Act. They were established as senior ngency postitions in order to have sufficient ay.
thority and etatus to perform their functions. In the first round of appointments,
however, CFO responstbilities were often given to offcials with other dities, For ex-
smple, assistant pecretaries for management are exercising CFO duties in addition
to personnel, administration, procurement, ete. What are your views on getring
qualified agency CFOs, and on whether they sheuld have multiple or o
aponsibilities? : .

_ Answery We need to make it clear that the CRO's job, fist pud foremost, is
improving agency operations through belter ficancia) management, Thet means

that we o look for peaple whe:
~iinderntand how financiel management fits ints the big manspsrsent pio.
e,

wimve & sufficient tecknieal backpround to identify and meet Snancisl man.

apemsent operational and reperting swedss gnd &4

~tinve the lesdership and interpersonal skills t mmove fnancisd

management issuen 1o the fmi‘m?g:oﬁ‘w decision processes,

T have not had adequate cpportynity o study agency-by-ageney treatment of
the CFO position. § do undesstand, however, that the Ga’:;:gfme in concerned
shatt ible downplaying of the CFO mole, and 1 would examine this

tssue
carefully, if vonfirmed, to ensure thai agencies provide the CFQ t
the prominence and authority intended ﬁﬁ‘m CFO Art. position with

Queation 4, In April, 1892, OMB outlined a S.yesr plan for Improving Boanein}
managemsent i the Federal Government, Deymwmglnﬁﬁapzm.armﬁm
change It in some respecta?
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Answer: 12 is my understanding that OMB's April 1092 plan is considered & ~L3MB helpy individual Chief Finansdal Officers snd Insveciors General do
ﬁmkﬁmg{ika:m&emmgma’gﬁﬁﬁ?%mﬁ*%* mgmmmy$mgmmwwwmmm
nancisl improvement efforts in relstion to a series of specific ammﬁs&gx - sudit requirements . .
roblems in Federsl financial mansgement As I understand it the plan p g%_&’s hﬁiw s il;:j;fn with a:éﬁch agency personn ”@;mm
: intends to carry out the buprovement of the Ped disclosures and mennd n’esseft.hemmmaad" prove their tonaist
M%m:’ h?w % ;xaxzag::;ni: o ? ency with the ibed form and content.
e % fing * 5
: ; 7 ik i and sdvises the 4 san
iy Mpans with which OMB snd others can moniter the pint's secomplish wmg sﬁpg&?e&& cg:eckhsazz :::if g t:. ngencies o sleps they
ment take nanct leme .
: : ; ; would tention to evaluate these efforts and deteymine whether
~information with which sthers invelved in Feders! financial mansgement &;; m“;& fga?m i m:: mfnat.
o b thelr e o ‘,mb Ve zmnd interesied in financisl man- Questions 7. in what ways could the Federal budpel process he fmnroved by the
wmaterial that enables *mm end Lt ’ Hnancial information sod mansgement reforms of the Act? Por exsempie, what
sgement to suppart OMBs eflorts. visicn of the shouid OMB take to ensure that sgency finsndal information is used in agen-
As Director of OMB, it would be my intention that this year's revision :t the q’“&mz formulation snd OMB bydget review?
Boyenr plun dumonsirate a commitment to continuing financial mansgeme Anawer: Budget formwlation and execution ahould be supported by timely and
provemeits. . MB should accurate information on budget, program, and financial Tesulta, Informuation
In addition, my feeling is that one of the most important goals of e thet Is ool timely, sccurate, and internally consistent is of littls value mma
be 16 ensure tiat the CFCys are fully integrated into each agency’s top deciaton- farenulation anstif;? agency systema for collecting this information and ng
making process, it mvailable for deci ot?—makmg and for budget control need mproweme::. .

Question 5. What, steps will you taks to ensure that both OMB ang Bt;mr Fed:irq{ thaml'g mb:l ‘!;:;:ortmg “f“rﬁ?‘u{ tggt::ad b!;; tgl_'}; (!:_f& A;ctnd c::n :n:fof &f., t“ ‘t;n
agenczga h?m:v?ﬁmg:imt s t&hﬁ&l{x?ﬁ%&fnﬁ) Yﬁc:dis;ig forpﬁh; my&%& ’ dited financial swtzglcnta vequired by the Azt ahould improve both the monn
paje that It ) i i ced for agen- Ingfulbess of the disclogures for sepuntability and the usefulness of the infor-
that I8 needed to maintain current service levels)? If funding were redu age ! nbiti .
ey ddministration, how would yau ensure the continuation of the CFO Ast reforma? i periormmance Information ineuded o the viatemene T in b

Answer: I confirmed, L would work 1o ensure that OMB and other "%;,“f :: ing that other improverents have been conzidered, and I would seek to encour-
have sufficiont fands to implement the CFOs b-year plana. It is leml‘; ke sge Burther advances,
prodict whether that will require Tubding beyond oo S oy it Finally, it is my understanding that GMB has been with the Treas-
wise, [ cannot prodict how much funding will be req for R hmort of od ury to sutomate the collection of information under existing budgst and other
tion. However, 1 am sware of the Co tiee's nrevious actions in support of 't: finnnein} peporting requirements. 1n the past year, & projocs has been started
ditional resourtes, and [ wast to assure the Commitlee of my strong o design a loint OM eolleciine: mechsnism and process to provide
ment ty adequate funding in this ares i1 am confirmed, l Hmely, actucate, and sonsistent information,

Question 6. The CFO Act provides for the development of sgency financial state. Question B, What iy your impression of the condition of internal controls scrves
ments. The prevailing view is that the process uf preparing reliable (inancial gtate- nt iaday? How well has the Redersl Menager's Fioancial Integrity Act '
ments is as valuable as the end product. What are your viewa abo:;? ‘m%';f;”?‘ . been implemented? What would you do to improve the FMFIA? -
sf financial slaterents and how you will endeaver to fullill the s man in Asuer: Ubviously, stories sbout Federal wasts, fraud, end continte.
this regard? . Nonetheisas, there 18 & general view that the condition of {nternal controls

Answer: 1n the sarly yesrs of implementation of the CFDs Act, it is my under- < mereasx governmes by druwn seeded aftention due in large part to
standing that the reed to develop financind statersents will require sgencies o srummﬁ by the Congress snd the medis, s well as such faciors 2a the
have personnel qualified to prepare financisl statements, fingocial systems ca- | “hief Pinencia Officery At the iw General, and the high risk lists pub-
pable of providing the information for the stalements, aceoynting standards lished by the General Astounting et OMB.
that define how financial information should be f““”%}“&g:&mg“ priinl As 8 genersl matier, howver, the tountry still does not have sdequate sssur-
ity that cun sonfivm the reliability of the fine information. AN &s; ance that s government, is wuw vely, efficieutly, and with integrity.
ciel statements should compel sendor and financial managers 1o understand I submit thai this situation stema g padly From gur sostinying fethure to in-
finnntes of their apencies snd how their decisions affect the ageocy’s financial still incentives and asceuntability for tisnagement inlegrity within the Federal
position and results. Eventuaily, fnancial statements sre intended o confim | sysiemn. No systens of outside checks and balances, no matter how elaborate, can
the reliability of the information (ongress uses 1o evaluate sperations and make | campenbte for olding mmmﬁm mansgers secountable for preventing
dacisions, : . waste. fraud, and mismanagemen

H is my understanding that OMB has teken seversl sieps o support their E IM?&me%&&W?@WtW'%
preparation. oe . i has fatlen shart of the % epenting puid.

- —A branch within the Office of Federal Financial Ma has oy its pri- . mﬁu’:ﬁt 8 n ahork o ’ 1A, irapd K

3 g i nded to become the of internal eontrel staffs,
rary Tanction 14 defioe policies and provide assistance lor the preparstion of | . 110 the result frequently being & paporeurk brocess chat fos i to do it
&—!Tgl;;g 1;:&?? “: : . nd content for agency financie) matements in- substastive improvements in managesient controla. nd 4

’ B cellrea | o & £ . o we i " . n
tended to ennble the statements to disclocs financal information in & mesn- | m:f we mémifi ‘#Mt}' T tin mm‘lw “"‘]“i ;a:!??g::yway the sum
ingful manner. : Ad- expected (o do business. Aguncy managers need to understand that th :gmlld

-~OMB participates as n member of U Financial Accounting Standardy Ad- invest in preventing control weaknesses wather than wait until ow up

visory Board to recemmend new accounting stendards for er by OMB, - and require fixing. musl recognize that they cannot detmw t TESPOn.

GAD &nd Treasury. of Go t A rania sibility for ensung%l t;lmm froe mnnagtn:esr;‘t 0:; ;hol Inspector oer i,

B! th istance of the Asseciation vernment Accountan -1 believe that ‘s top managemen Ay 8 or 0 commy-
mn :233‘; ﬁrfa::is-;? management personnel and independent auditors on . nieating these measages, and in essuring that OMB's itgﬁi

the form and content of the prescribed financisl staternents, ' makes sense and is followed.

ementing guidance
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Question 8. Excluding the Trensury Depariment, the totnl delinmuent debl 4 the 8, What are your views o furthering the goals of the Act to reduce government
S e e e e 3 AT T Wat are the mor 1RM challenges facing the Feders] Government gensrally
Hlien o [ Rran DAY, crea [ dre the mwnj s
tewm 1o attempt 1o solleet gt?ae $6.5 billien which the WW have referred to the and DIRA in partieninr? w
Jdustice Department for colleetlon. Witl you keep the SWAT team st up in the pre &, What priosity do you Intsnd to plsce en OME's roly in this sres?

vigus Adminisirstion? What other proposala do you have to better collect the money
tegitimately vwed the povernment?

Angoer: H is my understanding that the Litigation information Action Team

Answer to o Many axpecis of government “red Lipe™ are based in statutory
mcggnmcnu that ceriain information be enllmﬁ?; or maintained by the
public, Other requirements sre maiters of agency discretion. The Act gives the

was eatzblished not to collect the debt, bt 4o recommend steps to snsure that ncies inility for epmuring that government informstion ons
datz on she amounts and statos of Jebts &t Justive would be compinle nod reti- wwummty?ng misimive complinnoe costs Lo the public. OME reviews
abie. The Tenm's key revommendation, oontained in ita June 1932 final repont, information collection requirements imposed by agencies iswues policies that

way that Juk?tice beig;?négrmpmm ] aemializ&i Pe mmrt;l g& i Pa?k encourape spencivs to use innovative methods to reduce red tape.
ation tracking sysiem. 1 is my undertanding that the Federal Credit Pulicy i not had & chs tecome familiar with some of the detnils
E:;k;a ,(é;,"fip" Litigation Subgroup is menitoring implementation of the rec- d&ktge%wks s ié? :ﬁm sre % tﬁn;;"m thet 1 w&;%d =
. QMBwroumiazmmng" ing the Act that it is espen L
1 think we sii recopnize that the SWAT team approsch is & symplom of man- g@ vernment have ceriain information to out its responmibilities, sad
szement problems, not 8 way o fsel( to enmure good managemest, Wiile the should not be used an 4 way to prevent gwemmnt from carrying
SWAT teams may be necessary in the futire, our gos! should be 1o establish |- aut its statutory respansibilities. On the other hand, in o democracy there must
better management procedures which make it W&e to discover probieme uitimately be & consenaus between the governmen: and the public as to what
sorly and 1o provide for enmprehensive remedien, With respect to debt zallection |, . . infanation is reslly needed, sad in what detail 1 would hope that OMB can
in purticular, §t is my understanding that there sre u number of poagible ap- | - seek comments from the public, and take a close Jook at information requests
pronches including offeeta from income tax refundy, Btigation by private attor. I~ - ¢ where the public support for tie information is lscking. Additionatly, the gov-
oeys under contract, and referral to private collecton contractors, OMBa Credit 3~ - ernment must be mindful of the aat of paperwork io the ecosomy, and ulti-
Mensgement Program ingiudes eflorts to improve credit sxtenaisn in order 15 : mately {o UE compatitiveness, The govermmment should use t};dmnﬁ&l af
prevent delinquencies in the first place. If confirmed, | would take n careful Jook } : m%@ ense the burden ou the publie whenever possible, finally, the
at Uiese alternative approaches, bt § would not hesitate to use SWAT teams xg&a : g:i:; o; gﬂ% a@m\g mt:ig éﬁd ww:dw ean produse guvern.

i extromne CAbes. . afficie weing burde publi
! . ) N - Angwer to Ib: We gre liviog in & tew information age whick ia transforming
. Question 10. Presidentelect Clinton hay proposed new policy initistives for how business is conducted, and how the U.S. government should fulfill its infor
worklorve training that involve private sector smploysrs fa well sn public and pri mation resources management functivns. § would hope that GMS wuld provide
vale nonprofit sgencies, What steps might OMB take to ensure the fiscsl integrity . leadership in utitiz ¢ new iachnelogy to emmmro that the ol
of Federal programs that are administered through such hybrid arrengements? ! lerts information in most sffective way possible, and that il provides secu-
Ansioer: The appropriste steps would depend on the nature of the hybrid ar- | nuwammamwmdmmmmwsmso&mm-

rongemnents. in similar areas in the past, it is oy eoderstanding thet GMB has o

ansured kst srganizations which expend Federal monies are gubject to o, moini- | , In genseral teros, it serms that the primary IRM rhallenge the government

murs se$ of requirements for businesslike tanegement of Feders! funds and | . " ac&tzﬁ&;‘;:k% :,,;u that fi‘i based aﬁoftm ,@iﬁu& gé;?ﬁm : ta émni;:
are audited by an independent entity, records aystema, and quickly, s essentia! io making the Government,
i would intend thet MB work with other agencies and the Co 15 oo mors cost-effective and more revpoosive to the pudlic.

sure adequate sefegusnds in any new program adopied thai involves private

seclr emplopers 45 el 83 PUbLc 83 Frvats PoaBroGE agetiies | aprecite o JBA mast work with the Buscutive branch program agencies and GSA to o

the fact that failure o do a0 could lesd to excesses ti;&wi]whatm ecat-effoctive and bnpose minimum b ntathuwgﬁc;&xa%mmww

e, 11, Pregdent et roposed i o e Seeiobe s o bl o hmely o St ani it s

Question 11, President-elect Clinton hay alse BER PN servics mation 18 made svaiidlig lo on a timely snd pguitabie basis; tisk oo

programs that mey involve education debt l’orgiw;’m What ateps mggm taks fidentially and privacy are gﬁ:emé; and that sgencies coordinate with sach
to ensure that possible fiscal vansequences of such programs kre revognited and that '} sthet to share informaiion when apgrepriate,

financial risks to the government are mintmised? i I_M&Iﬁﬁi&:ﬂmmmtxﬂmgﬂmmw&ﬂmg

Answer; The Presidentelect said shortly altar he wos elacted, *in the nationud § . Agement €8 gen TeCEIVe Projier -level atten ® Apency.
servite context . . , there are n Jot of faztusl guestions that have to be asked | " dlscuseed whove, If confirmed 1 snd the ; mpmmgtamw:ﬂiu
. . . how much money shadd peopls be abie to w & year . . . how are you | - dﬁuwquu§mkn§mﬁbmw. !mwiaﬂnﬂmu&twmm
going o keep the colieges and the wilversities of this country from using i as 7. mttention to OMRB'Y nformation resources msnagemant becavise they
&n excuse W explode tuition even woors . . . should we add 1o . . . or modify +, tansian be & too] io inprove program mansgemant snd cost-effectiveness,
leampaign recommendations]. . Question 2. What are your views on the rele played by information in the Federal
. From o budget standpoint, two sperific questions that could be prrticuiardy Government. What are the costs and beaefits of govertiment information? What is
:_mpnrtant to ask sre the cost of the debi lorgiveness and how it will be paid the an? ent’s sbligation to ity citzens with regard to government information

or. axtividhes .

Dexisions of this issue have not yet been made #o it is not posaible to answer Answer: Tha Paperwork Reduction Aet of 1980 strikes s balarios between the
the guestion with any spavificity. Federal snd Stete experience with fogn for-. | costa axd benefits of government information, The Act divects ngencies o eollect
fiveness and cOMMURILy service programs, 25 weil as credit reform principles, . or create ondy infurmation that is necessary for the proper performance of
can be drawn upon in the Administration’s decisionamaking processes, . ) ¢y funcilons and has practical atility. It seeks to maximive the usefulneg of in-

’ formation used and dissemninated by the Federal Government, while mintmiziog

Question, 1, The Paperwork Reduction Ast of 1980 erested OMB's Office of Infor- ticn is often & public asset.
malien and Repulatory Affairs (OIRA) with & mandale to redure govarmment pager. ) Thare in no question that there are tonta to the public sod 15 the goverrumeny,
work burdens on the Kmerir,an public and to improve Federnd informmtion resources § | of ehinining and storing information, it is my understunding that Feders] agen-

management (TRM3, des spend 324 billien io 1992 on comnputer and telecommunications Lo manage
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Faders] information, Federal agency requests for Information and recordkeeping

fmpose very substantiul burdens on the public, I understand that Amerizans

spenit some 8.5 billion hours somplying with infurmation requesia from. the pov-
ermant in 1991, On the other hund, the government's infermation fuhetions

. ensbie agencies to perform thulr functisss. There is simply some informntion
1het the povernment must have to carry oul its obligations, .

Through the Paperwork Roduction Act OMB must help ageicies meet their
obligatien e the fpublic by striking the preper balance. The Act ahould not be
used as grounds for denying the roment the ability to colleet froms the pubw
Lir the infarmation 1t noeds, On the ether hand, collectinn of unnecessary or A
plirative information im unjustified costy on the buninesses or individuals
that must respond, on the taxpayer, and on the gpomy a8 A whale. It should
not ey,

Finally, the Act should be & vehicle for ensuring that the government provides
the information it doss heve in ils possession to the publiz on es timely sod
aquitable basis as possible. '

Question 3. Since the Poperwork Reduction Act became efloctive in April 1981,
conpressional hesrings snd studies by the Genersl Accounting Office have consiste
ently found that while OIBA hay focused on the Act's paperwork reductioh goals,
it has failed to comply with statutory requizements ing sther IRM nreas,
namely, informatisn policy, atatistics, records mansgement, pivacy, secunty and
confidentislity, and information fechnology. One zeason given for this hias been
OIRA's concantration of twsourves oo the reguiatory review process erented by Exec-
utive Ordery 32281 and 12488, "

. What sre your views on OIRA's revord of implementiog the PRA? What are the
major problems inveived §n implemmnting such ntwids policies? What will
you 4o to help OIRA more elfeciively meel its statutory mandate?

b, What sre your views on the ability of OIRA 1o fulfill its statutery meandates
under the Paperwork Reductins Act given its exercise of regulalory review power
under presidentin) exscutive order? %oea OIRA have the resources to do 7
Sheuld it do both?

Ansuer to 2o 1t Is my undersiending that OBB has taken o pumber of fnitia-
tives gver the past several Yesrs in such aress as informstion policy, stalistienl
policy, records mansgement, pevurity, privacy, and informatisn tachnology, T ap-
preciate the fact, however, that there has been considerable concern aver the
yegrs about the attepdion QIRA has given o some of thess varied information
Yesource management fanetivos under the Paperwork Reduction Act. Given the
gize and ngp! waty of the Executive branch, differing mmw:y%aamm. ::;ﬁ
competing demands on sgeney resources, ensuring p ity thess arvay wi
always require sustained effort, While § xm not mm; familiar with the

situation 1o provide e more detaiied angwer, I agree your question roises an fm- |

portant concern. It is semething that I intend to examine further if confmed,
snd 1o see that OLHA carries sut fully sl) its sistulory mandates.

Answer o Sb: 1 will be Inoking carefaily st the ability «f GIBA to carry ond
its functions ynder the Paperwork Reduction Act while ales iwing ity regu.
Iatery review fasnctions delegsted 1o it hir past exscutive grders. While it msy
betﬁatm?xa review indicates that (HRA needs additional resources, i see
nething inherently inconsistent in OIRA exercising bwth types of functians, The
twp seem 10 me intervelsted, an much of the paperwerk burden the government
imposes i3 related i the government's regulntory or compliznes fuhctions.

Question 4. What are your views on the speafic profesaionsl ifigations and
sredentials thet shauld be possessed by an OIRA Administrator? 1 da yoU ton-
sider the most important sitributes for‘the Adsinistrator position and why?

Answer: The primary qualifications for the Administrator of OIRA are similar
10 those | would mxpect for any sexior manager in OMB, whith 1 described in
my response W Question 11-2. In particular, the OIRA Administrator should
have » good understanding of the regulatory process, a8 well 84 femitineity with
the {gsues posed by the various information and lachnology {ssues raised by the
Paperwork Reduction Ak

1 am oware that in & number of past instances the OIRA Administrstor has
stayed in the office only n relatively short period. T will work to make sare that
thiz i8 ast the case in he fRature.

h

-
et

Lt

" may properdy sontrol agency

’1°

Quention b, Many ¢ have crititized the tty of Federa] statist]
: o, s well
#» the mansgement aid loose coardination F&uﬂ tistical progzams, Wha
your views on this ingue? of Federsl aus bare
| Anier: Feders) statistios sre essentisl i sperats Federsl fine
Uively and efliciently. As s govertunent, wo simply must heve m&x&% :ixw
information. To take just one eeample, these stalistics are crneis) to any io.
ormed decision making about the competitiveness of U8, industriss, the ?wei .
of U8, imports and expwrts, and the condition of the ecu as & whole. It
is my understanding thas 70 Federal entities now npend over hitlion each
yz?z {cggi:;dmg the census} by cellect siniistical information,

t is OMB's 1ole 10 provide covrdination, guidance, and lzadership to olf these
Federal entities in their collsction of stali ! inforenation, If muﬁm warnt
OMB % consider ways that the siatistienl collection process £an be improved,
1 ams sware, for example, that there is conerrn sbout the timeliness of sonis of
the informetion the government pelesses, in other ingtances, dnia
ghout the eoonomay s relensed by statistical sgencies based oo partisl returos.
a&::”n:uluéin ﬁhcﬁama sMngegf&nmw arsd size ﬁ:«mom revisions

made winh more com ata becomes svailable. Aeesd 1o re-
lated data developed by several diﬂ"em:t?miwmnymbemy, ‘I’lm?m

. the of arens in which | d ha i
the thaﬁzwr:, would hape OMB could play an even raors effective

VIE. REGULATORY AFPAIRS
During the last two Administrations, OIRA bias reviewed Pedergl sgency regu.

latory sctivities vnder Executive Orders 12293 and 32498, The review

tends from premylemsking activities o mirrent regulations. It inveives tfm L pﬁg:
tion afww'ganeﬁ& FS and dirsctives such ax £.0. 12608 (The F&miiyﬁ EO,
12612 (Federalizm}, and E.Q, 12630 (Governmental Astiozs and Interfevence with
Constitutisnaliy Frotseled vy Righta), Maost recently this review process has
m gg&ugised by the LCouneil oty Competitiveness, and included & regulsiory ~

Throughout the development of thia i review Srocess, questions have
arisen gver its propristy and X iguﬁyﬂ%&;gzd the extent t& wlxa:%? OIRA
supatvigion of executive branch sgeneies, the seops of rul um dels.
gated to spencies by Congress, and publiv disciomuere and scocuntal 't;n v

Guiestion 1. What are your views on the mole of OMB i the Federal regu-
istory process? De you belivve that OMB h&mﬁg autharity 1o requirs 5o agency to
revise, cunoel, ar postpons o proposed or final regudstion that it hay developed under
mthmtyécwgs!v?mm%:udufz{wn%why v ? To the axtent you think
e & . ;
St dmmmﬁ?mw e, piease describe the guiding principles
Answer: OME has g central role to play in oversesing regulatory sictivity in
the executive branch. At the present time, GMB regulatory review B
by the Qffice of Informating and Re N yid - p?:f

a0t 0 the 1990 Federsl hoadied iy g’ Sheiteri g moin s s

% agepces

(o devisinne that ean have & signifizant effect on the STGHOTOF

and it i» importaat b ensure that such decisions sre eomimn:t with the over.

viding gosis and policies of the Administestion. It is also important to make

Eobon by coothor adeney 1o the ehboave branch: repeintary oieu by OME 1
in the sxecutive :

the beat way o prevent such conflicis from eevrning. il by OMB ia

However, OMR has no authority o take any sction that is inconmstent with

2 sletutory mendate. If (:enaesg chioosns ta’vm regulatory authority ir‘tﬂ an

agency. that decision shouid be reapected, but UME can engiure that agencies

y corider the impact of their actisny ¢n the national economy and on af

fected groups and inlerests before taking action. OMBE also can help to easurs

_that agencies identify and consider approaches that will maximize the net over.
pll benefit Lo saciety.

“Phe gulding principles that 1 would suggest to govern repulatory review am
{1} that the review process be careied cut in & t\%y that Wﬁfﬁmm o
those patertially aifacted by sgeney sction; (23 that both the dpirit and the letter
of regulntory statutes be adhersd 1o (3 that exscutive branch regulstory ae-

. Hons, to the extent possible, reflect and be consistent with the administration’s
aversll goais and policies, while ensuring ihat the expertise of agescias and
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their primary responsibility for making fina} decisions is fully respected; and (4)
that the process be carried out as ope:ﬁy and expediticusly as peesible.

Question 2. Should OMB continue to be the central review agency for Federal reg.
ulations, how should that review be carried out? And what nt;gs would you take
to avoid the following charges that have been level led against OMB review:

—Unduly delays rulemaking;

—Displaces the decision-making discretion delegated to agencies by Congreas;

. —Applies statuterily impermissible criteria oz factors in the review decision;
—Encourages ex parte contacts between OMB and the agencies and conduit
contacts from nen-—governmental interests to the agencies If“ﬂgh OMB;
—Substitutes policy judgments for the scientific and technical expertise of
agency decisionmakers; &n
—Undermines meaningful public participation and effective judicial review of
informal ntlemaking because of “secret” {e.g., ex-parte or conduit) inpute and
the extraneous pressures that OMB may bring to bear on agencies.

Answer: Under the two Sr:dwoua administrations, regulatory review was car-
ried out under Executive ers 12291 and 12498, In implementing these or-
ders, a number of serious problems have bheen encountered, such as lengthy
delays (along with a number of missed statutory deadlines), the closed nature
of the process, the displacement of agency ise and authority, and the ab-
sence of public participation. The Senate rnmental Affairs Committes,
under Senator Glenn's and Levin’s leadership, has identified these problems
through a series of hearings it has held over the past & years.

Each of the issues the Committee has jdentified needs to be addressed. I plan
to review the record compiled by the Committee very carefully and, during the
next several months, to implement whatever changes are needed [ would wel-
come whatever input and assistance the Committee is able to provide.

Question 3. In 1992, the Committee rted out the Regulatory Review Sunshine
Act (S, 1942), to provide public accountability for regulatory review of Federal agen-
cy rulemaking activity by presidentially designated offices.

a. Would you support similar legisiation in 19932 If so, what specific provisiona
would you like to see in such legislation?

b. Whether by legislation or administrative direction, to what extent should OMB
be required to maintain public records of its oral and written contacts with private
parties and agency ofﬁcings in the course of ita regulatory review?

Answer: President-elect Clinton, in a letter to Congressman David Skaggs last
summer, stated that he wants to have “a review procesa consistent with public
disclosure laws and administrative &mdum.‘ t is too early to say whether
the Administration will support 5. 1942 specifically, but, as indicated 1n my cgre-
vious answer, | would work c¢lasely with you to develop a workable app to
this problem. -

Question 4. What are your views on the continuation of Executive Orders 12291,

12498, 12606, 12612, ang 12630, and the Council on Competitiveness, and the regu-

latory moratorium begun in January 19927 :

Answer: The subject of each of the above referenced Executive Orders follows:

1. E.O. 12291—Regulatory review,;
2. E.Q. 12498—Repulatory planning;
3. E.O. 12606—The Family;
4. E.0. 12612—Federnlism;
5. E.O. 12630—“Takings" of private property by the government.
These Executive Orders, like all executive orders, continue in effect unless re-
scinded by another executive order. The Clinton Administration will review all

of the executive orders listed, However, 1 am not yet in a position to state what
the Administration’s views on their continuation will

The Council on Competitiveness and the regulatory moratorium cease to exist '

on January 20th since they were not established by Executive Order or other
permanent Presidential directive.

Question 5. Some have criticized the manner in which cost benefit analysis has
been used when developing and reviewing Federal regulationa. They argue that
under criteria established by OMB the costs of regulations often receive more atten-
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. tion because costs are eaxier to measure
ety B A e ety the pmblgm?thm are benefits. Do you agree and if so,

Answer: Cost-henefit analysia is g useful analytical tool, but it must be used

with some care. For example, it is sometimes easisr to ntify the tial
costs of a tory action than to quantify th ﬁqu.puﬁ nhm
proposed h:ftlllll,‘ ug , or environmental i ti'::nh: ::a ::'noemed. The :nnly-

Eis can help to assure & clear definition of the basic goals of & policy initiati
and to identify its major effects (both positive and Hbclading unine
tended effects that may work counter to lzhorpovleicy‘a go‘;elg.aun)' focludlog
On balance, cost-benefit analysis can be helpful, but not necessarily deter-
erstand

minative, in enablin ato ini i
Dinative, in enabli g l:i'gul u}'ﬁeﬂmon-mkm to und the potential ef-

Question 6. What are your views o taks
tiveness of the Regulatory Flexibility x::;epa OMB could to lmprove the effec-
_Answer: The tory Flexibility Act ls important because it focuses
tion on regulatory ens on nmal.lybu:ixms, gwernment,t:nd mm-l t::!!i't
organizations. In a recent report for this Committes (GAQO/HRD 91-16), the
Genernl Accounting Office ed for improvementa in the Act to ensyre that
burdens of regulatory actiona on small governments are minimized,

The GAO concluded that the Act "has several inherent weaknesses that help
explain why Fidera.l rule-making agencies are not preparing as many analyses
as they might.” It recommended that the Administrator of the Small Business
Administration, “enhance SBA's ability to monitor proposed regulations affect-
ing small governmenta b deve}&ping government expertise within the Of-
fice of the Chief Counsel for Advocacy. It also noted that "it would be appro-
priate for OMB to assist SBA in developing criteria for conducting Reg Elﬂ
analyses, and to help SBA ensure agency compliance methods mmilar
t:ﬁu;o:; Esce)d {%;}"'ﬂl. ::m*y activities, "f:.;cllll es the Paperwork Reduction
e anding the Act reviewing carefully what O smleshou}dbe

X. PROCUREMENT POLICY

Guestion 1. Congress gave OMB'a Office of Federal Procurem olicy (OFPP,
g;:nlading role .Ii{:e the management of ht&: gwemm:nt.’s $200 bﬂlif):tapgw p(r?af:v.n-v.»Z
. re is & tion,
and commitment of the O i nmrym, %a;ul?'glp i}:ah::.?e?“ had the support
a. What are your views on the major ch i
curement and what are your pﬁoﬁtieiogor Oafl"lf’gm (acing Federal Government pro-
b. How will you reinvi te O i i
wipilow =il ¥ nvigora FPP and what role will the Administrator play
. Answer to la: The major challe facing Federal Governms: rocureme
is to provide a better managementnf;xlem or the future with fel:teg people ul:;
fewer tax dollars. At the same time, the financial and ethical in ty of the
system must be maintained, Some $200 billion is spent annuall hg:'luugh the
procurement process. Therefore, the policies and procedures unedy in expending
these funds are critical, and must provide for the conduct of open, honest pro-
curements in an efficient, effective manner, We need to move to a better system
that is simpler and more business-like, characterized by greater use of auto-
mated processes, and more dependent on commercial itams and services. It
::)u;to t.lmntnz?il‘t‘:hgufo ht’.h be %ased u;m:"l competitive ofpmuedum Regulations that
u e efficie and integri
oo e e 'nqed. tegrity of the system, or are unneces-

Answer to 15 In light of the impact Federal ment has on the si
the overall Federal budget, and how essential it%uﬁndnways t:nred:e:ni:et}f
fective government spending, ! would consider the Administrator of QFPF an

important part of my management team. I would

tinued active role for OFPP. While I am not sufficiently imﬂ‘n:rs:lr? ho:vmt.hen.
OFPP is organized to s;s precisely what steps | would envision taking to rein-
vigorate the office, | and the new Administrator of QFPP would work closely

with this Commitiee and others in pursuing that question.

Question 2. A July 1992 Merit Systems Protection Board survey of acquisiti

workforce found major diuatisfncu’:n among both government and pn!-\!::te aect:rult::
dividuals involved in the procurement process According to the survey, the increass
in procurement regulations have contributed to dalays in awarding contracts and &
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beliel thet the Federal Covernment doen not always ackieve the best or most costs
effoctive services, What ean ba done 10 make lmprovermenty o the promie
meant process?

Anstoer: In thin, a% in 8 sumber of other arens, it seems to me we have to
take 5 hard look at how the governunent is operating, and whether there sre
not more cost efficient ways of cenducting the government’s business. In this
srea, of course, the concerns of exeessive regulation must be balenced sgainss
the danger of lax procedures which (broe the government to png‘ more for the
goods it purchases than necessary. | suspect, however, that as e survey sug-
gests there i congidernble room in this ares 10 simplify pod rasiens b nsw
curement regulations, | hope OMB gan address these toncerny, I s my noger-
standing that in OFPP there alrendy ia a Procurement Reglﬁsw&h}imm Prow
grem which ia looﬁk}iag at mmqm I would hope i}a_purz{u; and {a?i;r
foites 1o address robiem, i mﬁ}rmd training roeurerent offi.
zers, 1 may ﬂmb&tﬁatﬁwmm'&;‘g&hw itn legislative propossals this Come
mittee or others may have o give prosurement sificers grester fexibility in
specified instances.

Guestion 3. Orities have characterized the Federsl Governmunt's sequisition proc-
#58 83 “grchale snd unnes ssmiiy paper intensive™ which hinders sifective sl time.
ly procurement practices. Smail busicesses sre particulerly conserned, Wil DFPP
take an active role in developing puidelines fir the electronie disseminstion of infors
mation for purchase transacti

ﬁ&zxswez&%k ! sm mfami%iaryi&&fem&hn{ UDOS
nes, or (he w&m :hg’y MAY raise, alsctronie dizvsoin
tion for purthase trantactions is the kind of innovetive
tage of sdvances in information technology, which 1 think OMB sheuld
it 1s my understanding that OFPP and speonies nre amaﬁ{a
jng an ‘electronic data interchange (EDI) &?m i fully implemented,
provide several million small businesses apporhunity o slectronically quate
on moere than 500600 of the povernments smsil purchose 3 for
Santatipns {RFQ), daily. I confirmed, | would look forward to supporting ihis
and similer initiatives st OMB.

es:i}m 4, 1988 amdme?zs to zheag%?? A§ estsblished new and m mZ}::
on “reyolving door,” ~employment activities of roany procurement officiads in
Frderal Gevcngmakmﬁ;ﬂe at Integrity” provisions sei off » loud profest
from both industry snd nt employees as being overly busdensome and a
deterrent to hiring quulilied personnel in ihe gevernment The yperstion of these
ennflict of interest restrictions wmnded by law {the Ethics Refurm Ast of
1969} from November 38, 1585 to r 1, 1994, and then suspanded sguin (P.1L.
30351403 through May 31, 1901 )

%. Now that the provisions have been in force for 2 year and a half, dy you think
that they are successfil and nevessary in preventing conflicls of intezest and poten-
sinl undue influsnces gver government procarement personnel? .

b. One of the provisions of law may work to bar a procizrsment officdsd from work-
ing for many government contractors in his or her field of expertise for 2 yeary afler
lagving government, Iy there oy indication that such restrictions hive proven te
be & detemrent to hirtng highly qualified procurement officiaic?

& What prigrity will conflicts of interest prevention and ethics in procurement be
given by the OFPE? ’

4. Do you sec the need for legistation in tkis ares, and, if so, for what purpose

Ansiper fo 4a: Presideng-elect Clinton has elresdy taken steps to restriet dig-
nificantly the “revolvipg Jeor” p‘sbempzmnt activities for at least 5 years of
#]) top officials in his Administration. should be no question sbout the
ir:gqrtﬂnm he sitaches to eliminating undue influence which can distort the
Federal Government decision making process in sny ares, including procure-
ment, Preventing conflicts of interest i2 critical to maintaining the integrity of
the Federal procurement process, .

Befure reaching & particulor judpment as to the effectiveness of these provi-
sions, § would wgnt to revicw the law and the recommendations of the DOD
Panel on streomlining the acquisition precess which I understand eriticized the
law, There may be areas where the cumfiict of interest rules may be simplified
and clarified, but the basic intent of the law is a worthy one which should be
preserved.

Angwer to 4b: As indicated in the Emm answer, this is & matter which I
will want ta study farther before reaching any specifie judgment,

¢

. ininistration, and the desirability of either creating s civilian asm?
o ot Comman
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Ansver to 42 Pregident-slect Clinton haa siready signaled by his potions on
thenwlmmmmkmzhﬂhummaﬁﬁsmemmhw more keg-
sitive to consliet of interest and ethical problems than any previous Administes.
tion. 1 would expect whoever beads QFPP o share this concern, Sives maintain-
ing the integrity of tha procurement process ia 8 Rundumental chiective, } would
want OFPP to dedieats priority atiention to this iasue, including overeeing and
fmm*mg‘x&enc{ implementation of &1l relevant policies. Thisa country's

same wi @ "1 Wind™ nvestigntion is evidence encugh that we ean nef afford
to be complacent sbout the integrity of the procurement process.

Answer to 4d: Beyond what | have indicated in the previcus parts of my an-
pwer (o Gruestion 4, this is & matter which 1 would want 12 study further beftge
meaching any finad judgment,

Qﬁmﬁon&mmd&m&iwmm Taise the spectsr
eliminsting or Umiting GSAS uversight of povernment méga&r o
ety Qo i o v e ?sg&;mi’ prosseSaRsqerfighdied Kooy
¥ Demp * commitment to this i 00
and what are your thoughts on improving it . L

buys under the

Mwmmmihaﬁnda{mﬁizﬁagmzpnmeﬁeam

M%w&n&w%ﬁdm&% decisiane te & central
BREDLY RS Wi nist nlages iving ipdividual agen-
cips dueretion {0 aot on their own, 1t is my &gﬁz&emu

of the Act argie that its approsch promises economien of scale, the necessary
sxpertise in purchasing complex computer equipment and reisted softwars, and
e promotion of techmcal slandards that invresse the abilily of agentiss @ do

s plactrondeslly with esch other and the public Others spparently sryue
$hnt the Brooks Aot model of central montrel and standsrdization yefiscts the
bulky ang u?emw aature of computers in 1965, rather than today's wide-

i use of individual computers ard software appliestions that are oRen “off-

shielf™ eommereis] commandities, 1L i my understanding that a DOD advisa
camimittee recently questioned the need for the Act and GSA's oversight mi?
mg?&sm the mmgai% auw sgz;amtiy takes the Federal {overnment as

: hany ; e 5
fight of the vapid mwﬁm ndvpisces inmtgcp%;sm. i # o
While 1 sm not yetd sufficlently fumiliar with the various arguments over the
Brooks Act o muggest » m%uatmﬁmitﬁamdmmﬁearmnﬁnﬁ
?'i?mwnz iusye that 1 would hi?m that OFPP eould Jook into Rurther, and

X

devise & satish acluthe
QF%P%&G”. OOy . nfirmed, 1 would suppet Sw efforts of

X, CONTRACT MANAGEMENT

Question 1. CMB revently released » re which concluded that ins te
ﬁnmmt of government contractors hes to billions of dollars in waste, fraud

. What plans do you have fer improving contenct auansgement?
Anziser: T helleve you are refarving 1o OMB's report entitied

*Summery Re-
- port of the SWAT Team on, Civilinn Agency (:oamcm" Tt §s iy understand.

ing that the report autlines 115 government-wide 38 apecific rec-
ommendations for impreving the sdministration and mamm{.t of povern-
et svnirgcts. It is uy erstanding that, ss p result of that report, & gov.
ernment-wide punel {8 1 be crested by OFPP withio the next few woeks to eon-
xider ulmuv:i?fpm;}m w &r:vl ng tontract sdministeation, Among the is-
suen the pane consider ia sllocation of ngency resources to contract ad»

UELEY SUPPOTt oY
nirstion sinilar to the Defanse Contract Management v 0T #xpand-
civilian uge of the Defense Contract Management Commund,

These kinds of initiatives are & very important part of the effort that must
be mede to reduce government waste, fraud and ;’buae, snd to make govern-
tnent work better for less, 1 look forward to reviewing OMB's report, and the

anel's work when it is completed. This is clenrly an aves where significant re.
orine may be pecrssary,

estion 2. Moot observers of povernment cow believe that
in this flald have eome from FTE ceilings established by OMB,m charhuﬂ;:

tweed spencies to contract for services even when it was not cost-effective to do %0,

Would you favor providing spescies A A
N [ appro;uriatep Yo contoactoutd T managerisl flaxibility to determing when

-
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Answer: T know that the overall issue of contracting out of government serv-
ices is a matter that some Members of this Committee have studied in consider-
able detail. 1 look forward to talking further about this issue with intereated
Members of this Committee. I do not feel ready yet to say whether FTE ceilings
established by OMB have caused agencies to contract out when they should not.
At this time, all I can say i3 that generally an agency should contract out serv-
ices only when it is cost effective, only when the agency can adequately oversee
contractor performance, and only when the agency is held accountable for meas-
ursble results. Existing procedures should be changed if they force an agency
to contract out services when these criteria can not be met.

Question 3. Federal agencies are not required to account for equipment furnished
to contractors. Instead, they rely on contractors to tell them the status of such gov-
ernment furnished equipment (GFE). Freﬂlnenlly. the result is that the government
and its contractors eannot account for billions of dollars worth of GFE. Would you
recommend changing these procedures to better account for GFE?

- Answer: 1t is my understanding that DOD alone has property in the hands
of private contractors valued in excess of $77 billion. This is certainly a situa-
tion that could lead to significant abuse and to waste of government assets, al-
though 1 appreciate that reliance on contractor property control systems helps
reduce contractor paperwork and avoids the for the contractor to maintain
two separate control systems.

It is my understanding that DOD has started an initintive to provide more
direct government information on meerty that has been furnished to contrac-
tors. The first testing of major parts of this aystem is scheduled for next month,
with implementation to follow thereafter. It would be my intent that OMB fol-
low carefully the DOD prggnm. and to consider expanding it to other agencies
if the program works for DOD.

X, INTERCOYERNMENTAL RELATIONS AND GRANTS MANAGEMENT

Question 1. There is much debate about Federal re l‘atory burdens placed on
State and local fovemments, especially unfunded mandates, What are your views
on this issue and what would you seek to do as OMB Director?

Answer: There is no doubt that the concern of state and local governments
over unfunded mandates imposed by the Federal Government is an issue that
requires considerably more aitention. It is particularly important because many
of the policy decisions that will confront the Clinton Administration will involve
state and local governments, and will have joint fl.mdintii.mplications, In a num-
ber of arens, the time may have come to consider whether the kind of top-down
centralized approaches inherent in Federal initiatives will continue to work as
well as activities that are left to the discretion of state and local governments.

Since 1982 the Congressional Budget Office has been ired to estimate the
costs of proposed congressional bills with an anticipated fiscal impact on state
and I governments above a certain amount, Various executive orders also
require agencies to assess the proposed impact of Federal policies on state and
local governments,

This is an issue, however, which is poing to require more careful consider-
ation by both Congress and the Executive Branch than made ible by the
procedures described above. As new policies and Broglmu are formulated, and
old ones reviewed, it would be my intent that OM ¥ AD Active role in ensur-
ing that some of the hard questions are considered. Among the questions that
need to be asked and resolved are whether the Federal Government is imposing
excessive financial burdens on local governments without sufficient Federal as-
sistance, and whether any burdens that are placed on state or local govern-
ments have been minimized. In considering these questions, it is essential that
state and local officials be consulted fully before the Federal Government acts.

Question 2. In the past, many experts have recommended that OMB should be
the “point” agency in leading and coordinating the Federal Government's federatism

licies. In recent years, the agency has appeared to give little attention to this role.

ow would you define OMB’s position, and how would you organize the agency to
perform this lunction?

Answer: As the Administration reexamines the appropriate role of Federnl,
State and local governments in the delivery of Federal p s, | expect that
OMB will play a key role in such re-examination. Federaliam and the impact

P
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of Federal policies on State and local governments will also be an important
part of the budget review procesa.

It is too early to know what changes to QMB's organization may be necessary
to achieve the Administration's objectivea, However, as the Administration reex-
amines the role of the Federal Government in program delivery, 1 suspect that
various parts of OMB will be affected and that [ would draw on expertise from
acroes OMB to support these initiatives,

Question 3. There appears to be an increased number of requests for, and ts
of, waivers to Federal program rules and regulations that allow State and luaglr:-:v-
emments 1o experiment with new ways to adminiater the programsa What are your
views with regard to waivers? What principles would you use to govern approval
or denial of waiver requests?

Answer: President-elect Clinton and his nomines for Secretary of Health and
Human Services both expressed supmt Iast month for encouraging States to
act ae “labaratories of democracy.” Federal Government must be careful
that it is not so inflexible that it stifles local initiatives that can lead to leaa

costly or more effective programs. Waivers can avoid overregulation, and give
(sl:a':; and local governmenta healthy latitude in enmplying with F n;‘:n-

At the same time, President-elect Clinton has indicated that when a State re.
ceives a waiver for n demonstration project rigorous evaluations must be built
into the project, and accountability must he maintained, so that States are en.
couraged to duplicate successful tions and unsuccessfis]l ones are dis-
continued. ' .

The program agencies such as HHS and Agriculture must play a role in
granting waivers, but OMB ahould play an imﬂant role in zlnu’ﬁum::x{g waiv-
ers where justified, and coordinating efforts w & local entity requires waiv-
ers from several different agencies. .

Question 4. What do you believe are t.he'mmo' r challenges facing the Federal Gov-
ermmment, and OMB in particular, with regard.to grant and u:t?fm management?

Answer: It {s important to consider carefully whether there are ways to give
gnntaes greater flexibility in administering grants and assistance provided by

o Federal Government. Many restrictions are well-considered andp fully just:-
fied in order to achieve certain policy gloalu But there may well be instances
where greater flexibility for state and local governments would be desirable,
f\c;lxﬂaer fihought n:hm.mil be gi:len to :hﬂ.eher the proliferation of narrow categor-
fcal grant p 3 is desirable, and whether reatrictions on i t pro-
BT e ssieg gt

I understand that OMB has been working to minimize additional require-
menta that agencies place on grants in addition to those required by statute,
Through the common rule mechanism, it has establinhed in certain areas of
cross-cutting requirements a standard set of rules that all grant-making egen-

‘dnfouw.uinmnﬁams,anotherchaﬂ is to try to get better program

resulta with fewer dollars through the use of performance measurement
tems or the like. There may alss be room to further standardise and simpli
certain phases of the granta administrative process

I would hope OMS could play a leadership role in eons.iaering all thess insues,

Question b. The Federal Grant and Cooperative Agreement Art of 1977 (P.L. 95—
224, a3 amended) was an attempt to define certain instruments used by the Federal
Government (grants, contracts, and eooperative agreements) and to ify the cir-
cumstances under which one or the other instrument ghould be used. How would
you evaluate OMEB’s implementation of this Act?

Answer: It ia my understandirﬁethat the jugﬂnent of the OMB staff and stats
and loeal governments is that common rule adopted under OMB’s leader-
ship provides clear guidance as to when grants and contracts or cooperative

- agreementa should be used. | have no reason at this time to m that judg-

ment, As I understand it, the rule is based on the degree of agency in-
volvement with the recipient. | understand that a companion effort is underwa
to overhaul OMB policy guidance for ts and cooperative ents wil.{n
universities, hospitals, and cther not-for-profit organizations. 1 hope this effort
can be complated as rapidly as possible in order to further implement the intent
of the Federnl Grant and perative Agreement Act

estion 6. The Federal Grant and Cooperative Agreement Act alzo

# " OMB to conduct a study “to develop & better understanding of alternstive means

—— s P 2 =


http:regard.to

44

of implementing Federal assistance fpmgrams, and to determine the feasibility of de-
veloping a comprehensive system of guidance for Federnl assistance p%ama." The
t was a report entitled “Managing Federal nce in the 1980%." If you
were asked to develop “alternative means” for delivering and mnﬁgmf Federal as-
sistance in the 199¢0's, would it differ from the system used today? How
.f;{lswer: My response to question 4 in this section applies to this question as
well,

Question 7. What sters will you take to improve compliance with the Regulsatory
Flexibility Act as it applies to small governments?

Answer: See answer to Question VIII-6 above.
XII. PROFPERTY MANAGEMENT

estion 1. What do you believe are the major challenges facing the management
of Federal Government property, and how do you propose to addresa them?

Answer; The major challenge is finding a way to ensure that Federal agencies
maximize the use of Federal Sro&ert . TE.u means acquiring Ef:ferty only when
it is cost effective to do 50 and other ederalsuropeﬂy is pot available, managing
property to the highest and best use, and disposing of property in ways that
ensure the greatest returm to the public. -

This may take considerable effort to accomplish. I appreciate the fact that not
only the General Services Administration but also a number of other agencies
have been given.authority in this area under various laws. OME should help
develop clearer policies on the acquisition, use and dis of Federal property,
and help establish an effective mechanism to oversee agencies are manag-
ing property. To be successful this will require working closely with the other
government agencies and with Congress, :

Question 2. In numervus reporta, the General Accounting Office han raised ques-
tions about current Federal property management practices and the property man-
agement practices of the General Services Administration. How do you view the ef-
fectiveness of current coordination between OMEB and GSA with regard to property
management? What changes or improvements would you make in this area?

Aémnfﬂ I understand LhaEdOMBl_n_nd GSAanlamve been t\iluarl'i:l-kirng for som_e_gme
on developing government-wide policies on, overi ol, Agency aopivnbion, -
use, and disposition of Federal &mperty. OMB and Gg also E:
dialogue on the proper role GSA itsell should r&lnfr as the provider of certain
centrally menaged services in this area. Nevertheless, it is my understandin
that as recently as September 1991 GAO issued a repart criticizing the Fed
Government’s fragmented approach to maneging and disposing of Federal prop-
erty. As suggestesn;n my prior answer, this i1s an area which requires the con-
tinued active involvement of OMB in coordination with GSA to develop the most
effective paolicies possible. I would hope that these efforts could be expedited.

u_ﬁuestion 3. Legislation to eliminate GSA's Federal Building Fund (FBF) wab in-

uced in the 102nd Congress. Would you su%rt such legislation? What mecha- |

nism, if any, would you propese to replace the
Answer: This is a significant issue with _potent.ially im(rortant impacts on the
amount Federal aBgenctes slgfnd on “rent.” It is my understanding that many
feel the Federal Building Fund has not succeeded in encouraging agencies to
manage as economically as possible either the amount of space they need or
their location. There are also disputes about whether the Fund provides encugh
capital to meet the needs of the government for repairs and new construction.

Some emphasize that the level of income paid into the Fund is not linked to-

the.:dl:vel of spending necessary to provide for the government's future space
needs.

Without sugpesting what the Clinton Administration’s view will be of any
particular bill to eliminate the Fund, the legislative Lﬁmposal in the last Con-
gress has highlighted some issues which need to be thoroughly considered. Al-
ternative approaches to the Fund should also be developed, something the legis-
lation in the last Congress failed to do. If an alternative approach can be devel-
oped that would reduce the amount the Federal Government spends on space
requirements, it should be pursued. While only one instance, this issue iilus-
trates the kind of debate we ought to be enmmi‘ing- if we are poing to be suc-
cessful in reducing unnecessary government spending.

Question 4. How would you coordinate the disposition of prope
feited, or otherwise sbtained by various agencies of the government

seized and for-

ve a continuing -
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Anstoer: 'The acquisition of roperty b .
. y the Federal Governm

dramatically in e to a number of factors, m:'.lud.hgmt hasm!mﬁ
th of failed institations; St
number of defaults on Federn! direet or g
collateralized by real rty. This haa
pos'l;ing of property under different palicies.
, The situation could be improved by the i ici
lt.lanbe.g._lt is my undemtanditl:g that t.ie Ch?gf ] u%?ﬁip;hmdhgj g:

iished an Azset ittee to study government-wide asset

teed loans, many of hichm the
W,
to a proliferstion of agpndum

cently crea Mmajor organizational
ities for setting policies for disposing of Gofutind o TLmie Sme responsibil-
whether it will have any immﬂmwoé&rfﬂtfddppmmmm » but it is not clear

It is premature for me to condude whether these steps are sufficient, or.

Ihether mare far-reaching changes in the way the
feited property should be i
bers oPthia &:mmittae h:\?:Pud' 1 knaw that the

nt disposes of for-
expreased Interest in ereati A et Mem-
:gnd? to sg‘:. ngoa::yth a&q‘ %:rdmant:e disposal activities. ] lo?:i ?:r:m%ongﬁg
approach and other n]tgmaﬁ:::.u and other Members o_f sbout this

Question 5. Over the past § years, Federal Governme
t
quired by rlaw to report any surplus pnmu in thei: m‘\;‘ee:ﬁ:ahat:e !-ihl.}eg rﬁ
Surplus Property program, was s sroaririy Brogrein, the MeKinoey Act Title V
) a i
(e et e by, 7 oo o B e o
! i onally and by law resides oth ). i
of OMB, will you work to a saivel sarpl e mgrnmAs il
you v_vorit to ensure that DOD and theysmtgrtal::hu amm&egye i ?
ities in the Tite V program as they relate to base closure property? prier
Answer: The agencies primarily affected this |
;ﬁli;’f‘}fu‘ﬂ?gim I_;bl)_dand)_’ tha servicey b’brnncha; E.?vembeenatﬁ Dnonln):ipﬂ
untr A ;h;le rgg:: identified as suftable for use to assist the go
made available under Title V have been | areps
m\mmenu 4 dmrt:fhaﬂgeg‘a per‘drs.;mzs‘i &emm&m;:nmd rorthtlxi:s:r;rggf
) recto » however, I would
sively whatever steps OMB can takas to ennourawnlgnll agenny w.p;t&m;::m

XIi1. SFECIAL INITIATIVES AND CONCERNS

Question 1. In the past there h , "
blative clearance octian. What are your views o Lhis soioes™y about OMB's leg-
Answer: 's legislative clearanes funct] grew
sb:;!_get given to the President by the Bndge:n and Aag:z:notfinugwﬁnffﬂ lﬁrg
'me%mime:t?:ud pg:zedu:u Fmrerning the clearnnce process, which have re-
Cmmn_ No.A-IQ.’ same lor more than 60 years, are set forth in OMB

It is my understanding that during the 102nd Co
tive proposals and over 4,500 posed mnmss.m‘fﬂ agencycmleglnlma-
(g;hmm:lﬁro::sﬁmony and reportsf?&re <00 . nctid by OMB, tons to
e eE.sl ative clearance function serves a number of j

enables the Exetutive Office of the President tougord.lgt? &m&
Eew, and app’mval .of agency legislative proposals that are needed to carry out

e President's legislative rrogram. It helps agencies to draft billn that will
carTy out the President's policy objectives, And it assures that bills and position

statements submitted to Congress b roperly take
interesta and concerns of all aflected agencies, wiile Providing o Sooount, the

: nnlciling divergent agency views, ;
. am aware that there has been concern over OMP’ egislati earance
" process. In my judgment, Congress is entitled to f:ctunl I;a{erialshﬂ::tc:n Agen-*
a l:my g:l.lg:r a peggsm in the course of earrying out its responsibilities, and
at mus res; . Where an agency expecta to submit policy judgn:.ents
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you s the new OMB Director because I think you bring a wealth
of knowl and experience with the budget process about the
kind of difficult cheioes we have o make if we are to reduce and
then eliminate the deficlt.

I am also pleased that you have shown a real interest in the or-

ganization and management of the executive branch, I think this
is vital because how the government is structured and operates will
determine whether it spends money efficiently and wisely, These
iswues comprise the type of fundamental reform that have come to
be known as reipventing government.

Unfortunately, while management is named first in OMB’s title,
it is often thought of last, and this is because in the Federal Gov-
ernment it is generally seen as largely unrelated to the budget. But
well-run governments elsewhere more properly view management
snd budget ss two gides of the same coin. Management’s program
performance goals sre incorporated into the budget, showing what
results each budgeted amount ig o achieve.

I cannot stress oo much the impertance of management because
I-think it is the Jack of resuits that has brought about public dis-

satisfaction. § was shocked the other day when we had the Comp- -

trolier General before us, Mr. Panetta, and when ] asked him what
programs, what agencies, or departments were well run, he could
not name a single one. That should be a matter of contern for ev-
eryone here.

Good management is fundamental to deficit reduction because it
will help us to do more with less. Also, program performance goals
will help us better shape our budget debates. we ask how
much we should spend on a program, we should also ask what that
money will achieve, )

That is why I introduced 8. 20, the Government Performance and
Results Act, 2 years ago. It would require agencies to specifly goals
and report results, When enacted and fully implemented it will en.
able us to develop a performance-based budget. This legislation
passed the Senate in October, and I will be introducing it soon.

From what ] know of your interest in improving management
and of President-elect Clinton's interest in reinventing government,
1 believe you might find this proposal very appealing. 1 hope you
agree that it is an important part of effective budget reform and
deficit reduction, and another area we both agree upon is 2 years'
hudgeting.

With respect %0 government reorganization, I notice that each of
us has introduced legislation creating commissions to accomplish
just that, We seem to share the conviction that Federal agencies
should be streamlined, downsized, and refocused. We also agem to
agree that this needs to be done wholesale and not with just a little
tinkering here and there. And if I read the tea leaves right, the
President-elect may be of like mind. He has a history of preferring
the commission approach te achieving a consensus in addressing
these kinds of issues, . '

I hope you will also consider broadening the scope of a commis-
sion’s mandate 1o include operational issues like civil service re-
form, greater managerial flexibility. My own commission b3ll, which
I will soon be reintroducing, includes such a mandate,

Eas i
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. These izgues are ventral to reinventing government and maximiz.
ing performance for the taxpayers' dollar. It is fair to say that we
seem to share a similar conviction on the need to move gquickly and
holdly to reshape fundamentelly the structure and operstions of
the executive branch, . Lo

As a fature Director of OME, you ocught to be aware of OMBs

'«egzztm} role in making the evecutive branch work rationally, effec
fively, and efficiently through 13 review of regulation. OMH i the

hub of the wheel of government. It alone can undertake the tago-
ing function of unifying various government directives into a coher.
-ent whole. It alone can ensure that the President’s team is execut-
ing his pelicy, It alone can ensure that well-intended regulations in
one area do not have unintended consequences in others, kn s gov.
ernment a3 large as ours, this function is indiapensable, R
The problem is that it is not authorized by law. Special interests
who believe that they can control their relevant agency do not want
it autherized. 1 hope you will join me in supporting such legislation

* to give you that clear statutory suthority.

Now, turning to the budget, it seems to me that the most signifi-
cant Jesson of the original Gramm-Rudman-Hellings act or the
1887 Gramm-Rudman amendment is that in the final years of the

law, when the most substantial savings were to be achieved, the

laws were relaxed, In 1990 when the deficit target was too tight
and the demand for spending too great, the Congress snd the

_ President passed the Budget Enforcement Act,

_ Three years inio thal agreement, the deficit has reached an all-

time high, and the outlook is even worse. As we enter the final
stage of the 1990 agreement, will the savings promised to the
Ammerican people be realized? Ov will this Iaw adso be relaxed?

Next Thursday, the new President will face his firet troe test on

deficit reduction, A decision on whether to adjust the maximum
deficit amounts for 1994 and 1995 provides President-elect Clinton
with his first ogportunity to demonstrate his commitment to deficit
reductjon. On Janvary 21, he will have to decide between higher
targets and lower targets; thet is, between hipher deficits and
lower deficita,

On Janvery 21, the American people and the financial markets
vggi see how seriouy ¢his new administration will be about the defl.
o

Now, during the tampaign, the American people were presented
with “Putting People First” President-elect Clinton's p%sgx for the

- sconemy and budget. And as we consider our economie futtre, we

must consider whether the current recovery can afford $158 billion
in new {axes. Clearly the $155 billion in new tares, adopted as part
of the 1990 budget agreement, exscerbated the recession, How gces
the new administration expect to promote growth in the economy
at the same time that it plans to raise an additional $185 billion
in-new taxes? And how does the new administration plan to assure

: tiﬂat any new taxes go towards the deficit instead of higher spend.-

Ve must also agk: Can our Nation afford $220 billion in new
spending st & time when we have these tremendous deficits as far

- 88 the eye can see?.

-
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In August, the Congressional Budget Offlce estimated thai the
deficit would reach $330 billion thip year, decline s!%tlg, then
Rrrogress upwards to $400 billion at the end of the decay .

ation afford to consider such large amounts of new sggizzéing at
a time when we are routinely experlencing such zmz‘ge deficits?

I am interested in the spending reductions pat forth in *Puiting
People First,” but the real question remains; Are these savin,
real? How can we ex to capture the savings from propossls
such as the $15 biilion assumed by reducing the Pederal work force
by 100,000 employees or the $22 billion assumed by reducing agen-
¢y administralive expenses?

President-elect Clinten voiced his strong support for the lineitem
veto, which, of course, he used as Governsr of Arkansas, In his
hudget plan, the President-elect estimated this would save billions
of dollars each vear. I am encouraged by his aasll for a line-ilem
veio. But if he cannot capture these savings, how tan be expect o
increase spending and reduce the deficit?

Any student of the budget knows thsat the increased tuxes simply

g6 towards fulfilling Congress’ appetite for increased s{;emﬁn% &z
eased Dy the -

Now, some have suggested the bu numbers re
OMB last week present a budget situstion unforesesn. But one has
1o only loek at the CB( baseline numbers presented last August—
H empivmsize, iast August, during the height of the campaign—10 re-
alize that the latest OMB projections are really no surprise. It was
;}e:gﬁc&y clear, 83 this chart? shows, Inst August what was going
to happen. }

Now, Presidentelect Clinton promised that his plan would re
duce the deficit in half by 1996, And thatis a ﬁoms& worth keep-
igg‘ I i;:;pe and urge the new President and O Director to follow

rough. .

The budget represents the priorities of the incumbent adminis-
tration. The tremendous deficit canfmzztin%{mr Nation: presents an
engrmons challenge, somewhat Emiting where we can po. None of
w5 enjoys limits, but we must consider the mountain of debt we
Jeave behind, the impact on the way we live and the investments
we can make for the fubure, It is in our own economic interest to
confront that deficit now, not only for us but for fature peneratisns,

i am confident thatagau dpersonaliy, Mr, Panetta, are well aware
of the tough cheives ahead. ] am not so confident that any single

a&visez;i ne matter how wise, can contwol the spending appetites -

whetted by the last election. But 1 hope you can,
Thank you, Mr. Chalrman.
Chairman GLENN, Thank you, Senator Roth,
Are there additional opening statements?

OPENING STATEMENT OF SENATOR LEVIN

Senator LEVIN, Mr. Chairman, thank you. Let me first add my’

eongratulations, my warm congratulations 2o Congressman Pa-
netta, on hig nomination, It is a tremendous nomination, He will
bring great courage and competence to the job, and the job needs
both. It is a beld nomination for President Clinton: bold because he
is asking somebody to serve as his budget Director who has not al-

tThe chant, teforred to wrpears 6o poge 155,
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ways agreed with him, and it Is bold for Congressman Panetta to
 aseept hacause the had'getary picture that he is presented with has
moved fram “A Bad Day st Black Rack™ to “Apncalypse Now.”

I also pee this numination as an oppertunity to bring new hon-
essti % the Office of Management and Budget, The OMB has
codked the books for years, and the budgetary stew which has re-
sulted has left the public with a bad taste in ifs mouth.

We have hed our fill of “smoke and mirrors™ budgeting. Rosy eco-
nomic assumpiions nnd sleight-of-hand bu mmicks make
serious deficit reduction impossible. They undermine the kind of
public confidence that is going to be o if the shared sac-
rifice which is essentia! for real deficit reduction can be instilled.
And our Nation’s economic future depends on real deficit reduction,
So honeaty in budgeting ia not 8 Juxury, Honest numbers and seri-
ous deficit reduction re inherently finked 1.

1 also see Con an Panetta’s nomination as offering the
American ublie possibility of a new openness in the way in
which the gmm&gzzz aversees the regulatory process. Over the past
12 yesrs, the White House has exerted unprecedented control over
the issusnce of regulations. And it has done so in 8 secretive and
elitist manner, & way which is fundamentally inconaistent with the

_principles of openness and fairness in a democracy.

Agency regulations, in my opinion, should be reviewed by elected
officials, both the Fmi&mtym%a Congress, But mua;ze be re-
viewed in & way that everyose knows who is dolog the reviewing

is being] done and the ressons for any
changes made to a lation by the White House after the ey
has made its propusal. Only in that way can the public have input
and impact in writing the regulations that so affect their lives, .-

Thank you, Mr. Chairman.

Chairman GLENN. Thank you,

Senator Cohen,

OPENIRG STATEMENT OF SENATOR COHEN

Senator COHEN. Mr. Cheirman, I have 2 . '
that I would like to have entered into the mﬁﬂ briel statement

Chairman GLENN. Without objection, it will be entered in the

record.

Senator COHEN. I would like to follow up on a point that Senator
Roth made. He indicated that the Compmllerm%mml testified
last week that he could not find one singlg agency within the exec.
utive branch that was well run. Fortunately,
asked what he thought about Congress.

Pete Domenici is here, as you pointed sut, and he and I have the
privilege of serving on a hipartisan committee that is going to
make an examination of the ways that this institution carx become
more effective and efficient, One of the first recommendations that,
1 would like to make is that we reduce the amount of time that we

and increase the amount of time that we act. 8o [ would re.
lease any further time that I have.

locking out into the audience, I see there are at least thres
spokespersons from California who would like to introduce the

the question wag not

" nomines,
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PREPARED Srareassnt oF Sexaron Cowed

{hGuoé morning. Let me first offer my congratulations W my former colleague in
e l[auﬁ &‘\ v
1 certainly shure your deep concern about the deficit, it is & paramount problem
for mur mgﬂ’my nnfia aup government. The mouniing deficit crowds o4t private in-
v i R e e S
& taeent report cungludad, * oW
whether to undertake major deficit mdgctioa:?éat when and how,
1 know the Admimisiration is considering e shori-term stimulus packsge that
would roise the defisli hy another $20-$80 billion. T would urge caution in that m-
ard and suggest that sometimes the best offense is 1o have & defensn, 1 ihink
51& best way to help the sconomy is the shart-term is to » our jong-termn
peeds—-puriiculary, the defidit and heaith care reform, .
We aff know any sericus defizit plan must sddress enlitiements. i spplaud you

is ook

fan, Mr. Prnetta, insofar a8 it scknowl this sreality, »
p!hap:thi?ihe::ewﬁﬁmaimm act quickiy and decisively un health care
and defieit reduction

Chairman GLENN. Senator Lieberman,

OPENING STATEMENT OF SENATOR LIEBERMAN

Senstor LIEBERMAN. Mr. Chairman, thank you. Moved as 1 al-
 ways am by my colleague from Maine, T will abbreviate, though not
quite eliminste, the words of welcome I want to wish to Leon Pa-
netta gnd to congratulate President-elect Clinton on choosing him
to head OMB, Obviously Mr, Panetta is taking on a very tough job.
In the mysterious way that the American people have of speak-
ing to vs during election campaigns, 1 think we were all given some
pretty clear messages last year. Almost two-thirds of the Awmerican
. people vated for change at the Presidential level if you put together
the votex that President-elect Clinton sné Ross Perot got. And in
voting far change, they were voting for renewal. )

Bui I think they were also expressing—{o state the obvious to
you, Leon, because you were oul the t a Iot of them have loat
faith in our government. They think that the Federal Government
is ous of date, that it is out of touch, that in some ways it is out
to lunch. And they are giving us, with this choice of & new adminis-

tration, an opportunity to try to restore that faith, although i is -

not geing to be aasy. . - .
As Senator Glenn has said, perbaps it is the narrow vision of this

. Committee, but we do consider the Director of OMB to be the see- .

ond most important poesition in our government, And in that posi-
tion, you will have an extraordinary opportunity and reaponsxb:lxéz,
not just to do your job, but in the broader sense to make the Fed-
eral Government work again to restore the public’s faith in this
government, because it is the jurisdiction of your office, manage-
ment and budgeting, on whick the American people have, 1 would
say, least faith in our abilities.

11 the management, side, you are ‘foing to have to really lead the
way in what we have all grown foni
ment, making government mors efficient, more accountahle, more
service-oriented. And on the bméﬁet side, you must be the person
to really be the point person in reducing the Federal deficit.

These are big assignments. This is  big job, But | have no doubt
that you are exactly the right person to do this job because of your
extesordinary strong record on deficit reduction and your proven
record of concern about governmental management. -

of ¢allipg reinventing govern-
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We speak so much about the deficit that it is hard to speak about
it again without seeming to be fing over old ground, just to say
that you are not only tackling a big problem, but there is going to
be a real need for your sessoned leadership in developing a strat.
egg to g:; at deficit reduction. . -

You have said in your statements and writings in the past an
this subject that we are not gmng {0 do bedter gt the budget with-
out Presidential leadership. in President.elect Clinton, I think we
nave 8 person whe is prepared to lead, and I am confident that you
will give him the backup to help him lead.

There is no way that defieit reduction is going to be painless. Too
often in the past we have been promised literally something for
nothin hrinking deficits without cutting services or paying more
taxes. That obviously has not worked yet, and it will not work now.
The only way to rein in the deficit is what Ross Perot 1

I

think quite correctly called “feirshare sacrifice.” And it is going to
be your tough job to define what that means and 1o lead gress

into taking those steps.

As Senator Roth's comments today and others over the last cou-
a}e of days have indicated, the process of reinventing government

not a partisan—it js not just a title of a bhook, for ane, but it is
not a partisan issue either. In response to the volces of the pevple
that we did hear last year, I think we have & moment of bipartisan
opportunity to take some tough action to make goverament work
hetter for the American people. And, again, we count on you to lead

that.
Finally, I wili just very bri echo what Senator Taevin sald in
general terms. 1 think you alsy have the oppertunity to restore the
credibility of OMB, not just in bzzzigetary numbering, but in re-
specting the intent of Congress. And

ing whence you come—which ia to say, from ug, from Con

that you understand what i means when g law ix adopted. Too
often in the past, I think afler certain groups have been frustrated
by an action of Congress, they have not & that as the final
: have gone around ns through the back doors of the Admin.
istration and attempted through the regulatory provess to imvma
the enfercement of duly enacted laws, partimlar? in the en -
mental and consumer arens. I am hopefual and oongdmz that, based
en your years of work in Congress and your understanding of the
roies of the various branches of our government, that will not hap-
pen during your watch at OMB, ‘

1 lock forward fo the questioning today. Mare, I Jaok forwand

with tremendous confidence and expectation to your term as the

Director of OMB.
Chairman GLENN. Thank you. ’
Senator Cochran, we welcome you back on to the Committes and
look forward to working with you this year, Do yoi: have any re-

- marks?

OPENING STATEMENT OF SENATOR COCHRAN

Senator CoCHRAN. Thank you, Mr, Chairman. I just have 2 very
brief statement, a word of welcome to my friend, n Panetta, 1o
eongratulate him on his nemination to head the Office of Manage-

$. ment and Budget, and to challenge him to try to help this adminis.

have seme confidence, know-- -

.
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tration live up to one of the challenges that it lald out before the

American people during the campaign; that is, to have the courags
ange. o _
w;‘g afgea in which I would like fo see this administration d?lay
the courage to change is 1o bring truth in budgeting to the Federal
budget process, § am not sugcgesung that this is a fault of the exec-
utive branch only, because Congress and the executive branch, in
my experience in almost 20 years' service in the House and the
Genate, have both been puilty of playing games with the budget
rocess. The Executive branch would intentionally request fawer
unds then are truly needed by some programs, knowing that Con-
gress would add the funds because it had to, in order to satisfy the
political realities. Then Congress would underfund in the appro-
priations process and the budget process, knowing that the pro-
grams would he added to by the appropriations process through
supplemental budgeting or supplemental appropristions, This was
all for the purpose of showing that ene was more responsible than
the other with respect to holding the line on spending, being tough,
showing restraint, being responsible, .

1 think the American people have begun to see t?xmz{gh this en-
tire process. They realize it is full of games and girmicks. It has
surned-inte & charade, and nobody has any respect for the process

ore. . .
angi!:w, that is the reality. I hope the new administration and this
Cengress, too, will both recognize that we bave a ves nsibility to
change this process from one of games and gimmic 1o one of
truth in budgeting. We need to say what we really believe, what
we really know the facta to be rather than misrepresenting them,
and then having to figure oub who told the truth about what the
deficit was going to be and when it was going to be 300-and-some-
odd billion and when it wasn't, *

I hope we can figure sut & way to do a betler job of playing
straight with this process. I think the government will benelil from
it Then, those of us who serve in government can take more pride
in the work we do in this process. Rial;t now 1 think it is & dis-
grace, and it really needs somebody wi wuraie; I think you have
it—I know you have it—to come in and try to help make this sys-
tem work better so that we know what the budget request is, and
we know that it is a legitimate reques?.

Well, 1 didn't intend to make that long 2 statement, but 1 rea}txg
feel very strongly about it. I chaﬂengﬂe you fo try to help work wi
the new administration sad be an influence in that direction.

Thank you, Mr. Chairman. )

Chairman GLENN. Thank you, Senator Cochran.

Senator Dorgan, we welcome you to the Commitiee, a new Mam-
per of the Committee, a new Senatar, Do you have any statement?

OPENING STATEMENT OF SENATOR DORGAN

Senator DORGAN. Mr. Chairman, thank you very much.

I have a Iot to say, but if brevity is merciful, let me stmply say
1 support the nomination. 1 think this is almost a perfect fit, and
I will be happy to question him later.

Mr. Chairman, | yield back the balance of my time.

Chairman GLENN, Thank you very much.

..55 ,»

Mr. Paneita, if you would take your place at the table, and I be«
lieve we have some Members from California here, Senstor Fein-
stein, Senator Boxer, and Congressman Edwards, who wanted to
make comments about your nomination. We weltome their coming
to the table at this time also,

It is my understanding that Senator Boxer has a commitment

this moming, and the rest of you have agreed that she could lead
off this morning. Ba ’

TESTIMONY OF HON. BARBARA BOXER, A 1.5, SENATOR FROM
THE STATE OF CALIFORNIA ‘

Senator Boxsr, Thank you very, very much, Mr. Chairmen and
Senators, and a gpecial thank-you to my colleagues for bearing
with me, I am due at another confirmation hearing. The Committee
on Environment iz hesring Carel Browner this meming, 8¢ thank
you very much,

Let me just say that it g very exciting for me that this is my
first officinl testimony, Mr. Panetta, as & United States Senator. It
is very moving for me to have this chancs to be here for my friend
and colicague,

Leon Panetia has been ane of my closest colleagues in the House
of Representatives. He has served ag » model to me since I got
there in 1883, For 2 years—actually for 4 years, 1 had the henor
of serving under Leon’s chairmanship on the House Budget Com-
mittee, and so I can really testify to you firathand {o his leadership
abilities as well as to hig personal attributes, -

As Chairman of the House Budget Commitiee, Leon dem-
onstrated an extraordinary ability o bring people together, to bring
rival factions together, and this 18 o very big plus for ug. There s -
no one, in my mind, who could have brought together Members of
the ﬁpmpriazims Committee and the Ways and Mesns Commit-
tee, the boll weevils and the liberals, urban representatives and
rural representatives and suburbun representatives ke Leon Pa.
neita did, And to mr it wag the Panetia miracie, and we know we
need another Panstta miracle right now,

Leon’s success in bringing together rival factions doesn't come hy
secident. T can state to you without fear of contradiction that the
House of Hepresentatives does not have a harder worker than Leon
Panetta. He is the fellow who turns on the lights in the morning
and he turns them out in the evening. His eflectivenssus ag Chaiy.
man of the Budget Commitiee stems, in large mpart. from his mas-
tary of the details of budget laws, the rules of Congress, and the
traditions of the legislative branch. And no one has provided great-
er leadership on the issue of deficit reduction than Leon Psanetta.

But his focus on the need for fiscal responsibility has not pre.
vented him from designating priorities for our scarve resources. On
the Budget Committee, I worked with Leon to design cost.effective
}:mgmzm that would enable us to improve the Jives of our fami.
ies—ves, put people first, our children in particular—while saving
government funds in the long run. ’

I belteve that Con Panetta underastands what invest-

_ ments are, if you will, and what wasteful spending is. And we nead

that kind of leadership, and 1 believe that President-glect Clinton
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; ¢t a focal point of his campaign, the difference
;z;ga?einiigtme’nts thgf me divgdprhds alnd :;latst,tiﬁll t:g:ng:‘i. of Cone
the record, and very bnielly, 1 w ) .
grgs?:mar? Panetta’s experience. He was born in Mont;rey. t?lebf}an%.
tful town on California's central cosst. Fe @ragueg el Foc 1 ciare
i tu Clara in e 34 :
ﬁﬁl%’;ﬁﬁg 1943, He zh?zz se;vetf 8 yéz.m in the United Siates
Arm iog the rank of first Heulenan ) .
Agézf?z&;zz the aymy, Leon held o geries of public sqrvi%éob&
‘He was iegisiativa asgisiant tz: iéf“;e Semméfmggm% %ﬁﬁmem’:ﬁiﬁf
Kuchel; special assistant ¢ £ S, D e of
tion, and Welfare in 1968; Director of U.8. Office
gﬁﬁ%gﬁéﬁﬁgi’m; and executive assistant to New York Mayor
i 197073, b
Jeﬁoﬁi?}?:?tiz&ngd to the private practice of law in Callfoer:;ead fg
5 years, and in 167761 remember it well, Leon-he was el Lto
the House of Representatives. In 1892, he was elected to a

term. His people love him. One of the jokes that | always share

with Leon is to kind of go %‘?’h to Illzim a“d%*}?v *Leon, you only goi
F election, What happene .
mz-?fzf;?sg;vi?:vim sach great disu%eé}ﬁazz, not only on the Bzzégé
ot Committee but on the Ag Commitiee, House Mmngzraiégn, an
the Select Committee un Hunger. He has been 2 charmnpion d& Csi%ei:
cinl supplemental nutrition program for Women, Infants, an it
dren. WIC, one of the most important and cost-effective grog}ra i
opczézted by the Federal Government, An active and affectix gng
letor. Leon authored the Hunger Prevention Act of 1988, he air
Empioyment Practices Resn}utioﬁl \;h:iht‘m;ﬂ;i‘:ldacgilrnnhgr t:f gur?
i se employees for the first time, ‘ of suc-
«t:icst:i(":ﬁ tgxgag?xres wp pl:'ot,ect the beautiful and fragile California
coastline. ) ) o 0. and
: she father of 3 terrific sons—Christopher, Carmelo,
J aznfzg—zgntg eth: hxzsggéxd of Sylvia Paneita who serves as his un-
i ief of stafl in Monterey. .
?agg;hg:zi:a ; es, the loss of Leon Panetia from the Eiémse will
clearly be felt in that institution, but there is a {remendous gain
tn America to have him as our Director of OMB, And 1 am very
honored that I had the chance to lead off this testimony today.
Thank you very much, Mr. Chaiyman.

PREPALED STATEMENT OF SENATOR BOXER
Thank you Mr. Chairmon and Members of the Commities.

Jt is a great honor for me to introduce 1eon Panetta, President-elact Clinton's

i itien of Director of the Oifice of Management and Budget.
mgx;n:g p?;sg;lm?tcis i;uiz:g that this i my first afficial testimony e & U.S,

: :4
Benatsr. Leont Panstis hos been ne of my casest collasgues 10 m%é{m of Rep-

in 1983 , i the House
had the honar of serving under Leon's chatrmanship on he Jous
ﬁzﬁ;};j ::z:gzce Therefore, | wm ahle 1o sttest first hand to his Jeadership ahili-

§ his personst stiributes,
Sl B e G Lot dememinid e
dinary sbility to bring wr ri tior i e Means
Hrow Members of the Al rigticns Corymittee, e Ways
{)am;ﬁﬁ&tgf i?:%oﬂe\?ewﬁs and the Liberals, Urban representatives and Rural rep-
rosentatives fike Leon did. To me, it was the Paneita mirucle,

 JO

- of # trip to the laundromet,
cul

&1 {/""\ "

LR
s o

Leon's suceess in bringing together rivai factions does not come by aceident. 1 can
state without fear of contradiction that the House of Representatives does not have
a harder worker than Leon Panetta. Leoo is the fellow who turns the lights on in
the office every marning and turas them off at pight. His effectiveness as
Mmuaudgnzmwuwszem,inmeym his mastery of the detaila of
th:z.ﬁwru!&d’ﬁmgm the traditisns of (he legisiative brawch of
governms|

No one has provided greater leadership on the iasge of deficit reduction than Leon
Panetls. Howevey, Leon's focus on the need for fisen! responaibility has not
vented ki from desigrating priorities for sur searee resourers, On the Budpet -
mittee, T worked with Leon to design cost-effective programs that would snable us
1o improve the lives of vur families—our ohildmen in partculsr—while ssving gove

ernment funds in the ra.
For the recond, iwmﬁkembﬁeﬁymmlm’am
Monterey, & beautifl towm on California’s centesl cosst. He graduated from the

University of Santa Clare io 1950, and earned hin J.10. from Santa Clara Law
School in 1963, Lean then served 3 years in the U8, Army, reaching the rank of

first lieutenant. . )

After leaving the Army, Leon held a series of public servion jobs, He was legialas
tive assistant to U8 Seneior Minority Whip Thamas H. K from 1968 to 3
Special Assistant ¢ Secretary of 118, eut of Health, Eduzation and Wellure
in 1989; Direstor of the 1.8, Offive for Civil Riphite, 196570, and Executive Assist-
ant to New York Msyor Johp Lindaay from 1970-71, Leon then turmed to the pri.
vete practice of law fa California for § years,

In 31976, Leon was slecied o the House of Representatives, and in 1792 be wan
Plected to & 9th term. His peopls love hism His reweisction Sumbers always deme
enstrated that ﬁ«hw«mmmwmymmwmm
bui also the Agriculiume Committee, House Adisinietmtion Committes and the See
{eet Committee on Hunger,

Through Ris servite un the Agricniture and Select 3
distinguished himsell an & champion of WIC, the Supplemental Nutrition

for Wamen, Infants, ang Children, one of most important end cost-ef-
fective programs operated by the Federal Government.

An active and effsetive legislator, Laon suthored the Hu Prevention Act of
1389; the Fair Employment oen Heaolution, which sxtended civil vights protec.
tion ta House employees for the first time; and 8 number of suscessful measures to
protect the beautifid and fragile California coast.

Leon is the fatier of 3 terrific soms, Christopher, Carmels, and James, and the
husband of Sylvia Paneltn, who perves a8 his unpaid Chiefof Staff in M .

Finally, [ wonld like o illustenie Leon's deep commitment to deficit i
with » personal anecdots, Leon apd | ham&enmgamwf&m&ﬁ-

L0 LA ¥
silest thet Leot's commilment {0 thrift exiends so far thst he carvies 2 filled
mdromat Thers ata glenty of peopla StoURA hers whe prench Ba

e ty o srou whq prea
m much devotion as Leon,

Commithees, Leon has

responsibility, but o one who ees il wi

My eoli e, the lown of Leon Panetta from the House will clenrly be felt in that
irﬁﬁzgnn. L there is & tremendous gain to Americs to have him g3 our Director
b+ " : .

Chairman GLENN. Thank you, Senator.
Senator BoxeR. And good luck to you.
Ohalrman GLENN. Senator Felnstein,

TESTIMONY OF EON, DIANNE FEINSTEIN, A US, SENATOR
FROM THE SPATE OF CALTFORNIA
Sfezzawr FrinstEIN, Thank you very much, Mr. Chalrman and
nators.
I would like to just begin by ‘:F this, indeed, i .a very proud
day for California because one of California’s native song hag been

- pominated 1o a position which 1 believe in essence will condition

the future of this country.
Leon, I would like to extend my very, very serious congratula-
tions to you and to Sylvia and to your family. X look at that hair,
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and I know that in 4 years there ia going % be much more gray
“in ithat dark head of hair, gomE

I wan't vepeat the comments made by m_g volleague, Senator Rare
bara Boxer, but I would like %o just say, for whatever it is worth
- Leon, that | think Senator Lieberman hit the naill on the head
when he mentioned that any solution (o the crisis that faces this
country with respect 1o the deficit has to he on a fair-share basis
And I think in essence he sort of gave you a key to how to do it,
because from my campaipning for more then 3% years now up and
down the largest State in the Union, people nre willing to do what
has to be done to set the books of this Nation right, provided every-
one does their fair share. .

One of the things that ! had the pleasure to read was your repott
that you preduced as head of the Budget Committee, which put for-
ward a number of ways to put forth a fair-share plan to, in effect,
reduce the budget deficit over time. And I, for one, hope that you
will foliow some of those recommendations and that you will -

nize that if everyone does their share, if everyone carries a littie

bit of the burden, then 1 belleve this couniry will see the budpet
deficit decline and do 5o with extraordinary pride.

1 think that vou, with vour knowledge and thinking of how the
Congress works, have really an unprecedented opportunity io bring
forward initiatives that are sensitive with respect fo how the Con-
gress feels, how the administration feels, and put together that
fair-share plan. So I would just like to say, Go get 'em, congratula-
tions. One Senator here is a supporter of what | helieve you will
put forward.

Thank you.

FReranzd STATEMENT OF SENATOR FRINETERN

Thank yeu, Mr. Chairman and Members of the Commitles fur the apportunity o
speak before you.
Today is 2 proud day for Oaliforis and 1 am honored % provide this briel intre
duction of an Leon Panetts during this oonfirms
pointment as Director of the White House Offfos of Ma
A pative Californdan, Mr, Panetts ted rmagna cumy inude fiom the Pniver-
sty of Santa Clara where he esrned his law degree as well. B theo verved as a
1st ige;adt:inmt in the {nited States Army where he earned the Avmy Commenda-
tinn .
Mr, Panetta's suceess in Washi n, D.C. as s Congressman is due in large part
. to hig detailed knowledge of the i?g::r wurkings of Co . Early in his gﬁ? he
served as a Lepislative Assistant to Senator Thomas Kuehel of California, before
moving on ta work in 1.8, De ent of Health, eduration snd Welfure, and as
Director of the U.S. Office of Civil Rights. Later, he also worked ay an Executive
Assistant to the Mayor of New York City, which makes Wi nartieulerly knowledge-
ahle of issues facing the gities of our Natign,

But what makes him garzimlarls well suited for this pomination is his dictin
guished service in the UB. House of Representatives. Eleciad o t the Car-

- gl Vaitey in 1876, Mr. Panelta has sarned the res of his eolleamies with his
stynipht-forward manner and felr hearing of facta.
well with Republicans snd Demoerats abbe, Mr, Panstlz s estremely knowledge-
able about the budpel process in Congress.

As a Member of the House Budget Commiltee for the past 10 hﬁg&m and espe-
vially 85 chairman in the past 4 years, Mr. Panetta has shown ﬁ.bi}it}‘ 1o tera
in oun ressonsble snd creative wgmw trims the budget. Ax a member of the 1960
Budpet Symmit, he played a evities! vole in the negotistion and enactment of the
éf??@ measure to redure the budget deficit by nearly $500 hillinn over a period of

years.

In sddition to his leadership on budpetary matters, Mr. Panetia hay bean the ayu-

gnt and Budget,

thor of impartant legistation, including Hunger Prevention Act of 1988 and the Fair -

tion hesring fo» hig ap. -

a5 sommone who works |

WA MTITER

. " Lecn Panetta has the akills, 'mm-mnga%m

" for a long time. He ia respected
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Employment Practives Resclution, sxtending civil rights protection to House employ-
pea for the first s, )
thew provess of the
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who turss a Yans docoment into a
it = my sincere plessire to Introduce Congressman Leot Panetia,
Chairman GLENN. Thank you, Senator Feinstein,
Congressman Don Edwards, :

TESTIMONY OF HON. DON EDWARDS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF CALIFORNIA

Mr. EpwarDds, Thank , Mr. Chairman, 1 sm honored to be
here with my two new California Senators. It ia a great theill for
me to be here, ’

Mr. Chairman and Members of the Commitice, without reserva-

tion, T ecan say ss dean of the 52-member California delegation in
the House of presentatives that there is unanimity in their sup-
pert, in our support for Leon Panetta, As Barbara Boxer pointed

ok, we are talking about members from the left, from the right,
from the middle, from the South, the North, and everywhere, He
is without doubt the most respected and trusted and admired Mem-
}:er of the House of Representatives, and he has been that for a
ong time. -

I was very interested in the opening statements made by the
Senators, by Senator Levin and by all of you, and I think it points
out very clearly the tremendous tusk that Leon bas in working
with President-elect Clinton in doing two things, which is not only
{0 reduce and get a handle on this fervible deficit, but also to have

& healthy economy and put the economy back ¢n iis feet 50 that

taxes can be paid,

Your budget Chairmay, Jim Sasser, just last week pointed cut
the shocking {act that this year we are going to collect in revenue
$214 billion less than we did the year before, and this iz in a year
that our expenses are only going to go ap $90 billion. Se¢ it is a tre-
mendous challenge snd one that I am confident, and I know that

President-elect Clinton is confident, Leon can handle as a team

member, . )

He proved that in the 1990 negotiations, the team out at An-
drews Air Force Base that put together the package that did save
over a period of 5 years—1] believe it was in excess of $500 billien
that we lost as a resull of the 1981 tax bill. And lLeon is lough.
¥ think that has been pointed ovut also today. He is a negotiator
but a skilled, hardened, tough sne--and that is what we need,

Last, Mr, Chalrman and Members of the Committes, I come from
the same part of the country. I come from San Jose, and Monterey
arid Carmel are 65, or 70 miles sputh, I have known Leon Panetta
and loved in the San Francisco/
Monterny Bay srea. He attended law school where two of my sons
attended, one of whom is a judge today. And that law school was
in my congressional district for a while,

8o 1 believe that President-elect Clinton hes maede a wise choice.

© «Ijoin sll of the others in admiring, loving, and trusting Leon Pa-
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netta, and T am really ?leas.eé to be able to come here today and
pass the word to my colleagues in the Senate that he comes to you
with the endorsement and the enthusiasm of, 1 bellieve, every
gon, man or woman, in the House of Representatives, .
Thank you, Mr. Chairman,
Chairman GLENN. Thank you very much, Don. Thank yon for
coming ever with us this morning.
Congressman Sasser has joined us—what did 1 say? No demeo-
tion. Or mavbe it is 2 promotion, I don™t know, My slip, llsaughter.}
Senator Sasser has joited us here and wanted to make an open-
ing statement, and we will accord him thai privilege,

OPENING STATEMENT OF SENATOR SASSER

Benator Sassgr. Well, thank you very much, Mr. Chairman. 1
apologize for being Iate this morsing. I was coming back up from
my State, and we were delayed somewhat, But I want te join with
my colleagues in weieomintghmy oid friend of many years, Congress.
man Leon Panstis, before the Committee this mormning. -

I mi%ht sa%ethat from the perspective of having served as Chair.
man of the Senate Budget Committee now for over ¢ years and
having had the pleasure to work with Cangeman Panetta when
he was Chairman of the House Budget Committes, I do believe
that Presidentwlect Clinton has made an inspired choice in select-
ing Lesn Panetta o head the Office of Management and Budget,
I &ink it is & ¢lear signal to the Con and to the financial com-
munity that this new administration iz serious about putting a har.
ness at long last on the Federal deficit.

I have worked with Congressman Puanetta, as have many others,
an budgetary matters, und we have been mnost mpressed by his {or-
midable talents and the qualilications that he will bring to this
new assignment, Leon is a master of tax and budgetary matlers,
and I think this position, Mr. Chairman, as Director of the Office
of Management and Budget is a perfect match for the ¢redentials
and the expertise that Leon Panetta hag developed over the years
on budrget muatiers,

M{ riend Leon is frequently described as a defleit hawk, but
“think he ig also & gsmgmatist, a marn who understands Capito] Hil,
and he understands how to M%et things done, And 1 am confident

that under his tenure at O we are going 1o aveid some of the
unproductive ideological posturing that characterized some of
Cangressman Panetta's predecessors, and instead we are going to
get down 1o the business of getting things done. ;
I think that Congressman Panetta will restore integ‘l;itg to the
Office of Management and Budget. I think the Federal budget will
once again be looked to as a document that contsins reliable infor-
mation, realistic predictions, and one that we can put pur faith in.

1 know that Leon Paneita will tell us the truth, and that is what

Congress needs and that is what the country needs to make in.

formed decisions, to reduce the deficit, and get the economy back

on track,

8o, Mr. Chairman, 1 couldn’t be more pleased io weltome Con-
gressman Panetta, and 1 look forward to his comments this morn-
ing, and I look forward to hig swift confirmation as OMB Director.

Thank you.
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-hesitate to say a damn thing, frankly, with all

introduction.
- - really is ene of the finest axzd‘zmat outstanding people that
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Chalrman Grean, Thank you very much, Senator Sasser. Thank
you, Senator Feinstein, Congressman Edwards, for being with us
this morning. Thank you.

Mr. Panettg, before we proteed, I wanted to acknowledge the

resence of your wife Syivig here thia morning, Giad t¢ have her

oin us at the hearings this moerning and bwe present for all of this,

Just 8 couple of housekeeping notes here. it wonld be the inten«
tion of the Chair to run the morning session from 9:30, which we
started at, lo 12:30, snd then break and go from 2 to 4 o'clock this
afternoon, If we need additionsal time, we have sei aside time fo-

morrow beginning at 9:30 also. If that is necessary, the hearing .

wonld be in Dirkaen 342, our regular hesring room. Whether we

“nead that or not, we won't Enow at this £,

Also, the henring this mo will follow the &-minute rule since
we havae s number of people Bere, and the early-bird rule, firgt

" ¢ome, first called upon for questions,

Mr. Panetta, the rules unire that confirmation hearings be
sworny testimony, 8o if you ]:;1[ rise and raise vour right hand. Do
you swenr the testimony you are about to give will be the truth,
the whole truth, and nothing but the truth, s belp you God?

Mr. PANETTA. § do. :

Chairman GLENN. Thank you.

Mr. Panetin, we also have several required questions that we ask
every nominee, not just for this pesition but any that we have for
confirmation. I would go through those right at the moment.

First, is there anything you are aware of 18 your ba wnd that
might present a conflict of interest with the duties of the office to
which you have been nominated?

Mr. PANETTA. Na, there is not,

Chairman GLENN. Thank you. Second question: Do you know of

any reamn‘;femnai or otherwise, that would in any way prevent
you from f{i and honorably discharging the resgponsibilities of the
office to which vou have been nominated?

My, PANETTA. Nb, there is not.

Chairman Greyw. Third question: If confirmed, do you sgree
without reservation to appear and ic testify before any duly con-
stituted Committee of the Congress?

Mr. PANETTA. Yes, | do. , .

Chairman GLENN. Thank you.

1 helieve you have a statement you would prefer to make?

Mr. PANETTA. Yes, ] do.

Chairman GLENN. We'would like to have that. Thank you.

TESTIMONY OF HON. LEON E. PANETTA, NOMINATED TO BE
- DIRECTOR, OFFICE OF MANAGEMENT AND BUDGET

Mr, Pangrra Thank you very much, Mr. Chairman and Mem.
bers of the Commitiee. %‘hank you for your very kind remarks, 1
those nice remuarks,

ning statement if I could,
riends for their very kind
e dean of the California de?e?tian,
have

[Laughter.}
But I would like to make a brief o
I want o n by thanking my

n Edwards,

e i

e LT S eerwy

e
= W

TR

PRI T —
AT g

B R

T tomd T 5 o PRI T S g et o

"

s i asT



http:Chairtn.an

62

haglﬁw rivilege to work with in the years that I have served in
public office,

As for the two new Senators from Califurnin, there will be a lol
of *firsts,” I assume, in the Congress this year. But I think I can
* lay tlaim to being the first Presidential appointee introduced at &
ronfirmation hearing by two female Benstors from his State. ¥ am
extremely proud of both of them. I know them very well, and |
l:;nuw they will de a great job for the Btate of California snd the
iNuliog,

I alse want to introduce another very special woman from Cali-
fornia, and the Chairman has already introduced her: my wife and
partner, S{lvia, whe has come out from California to join me. She
really has been more than my chief of staff out there. She has real-
Iy Leen a parther in the service we have provided to osur district,
sa | did want to introduce her to you.

AMr. Chairman and Members of the Committee, it is a privilege
s aume before you as the nominee by President.elect Clinten for
Director of the Office of Management and Budget, -

All of us have a rare opportunity of serving vur country at z piv-
otsl moment in history. I believe our ability to work together, the
executive and legislative hranch, RHepublicgus and Democrals, to
work tegether to lay the foundation for strong economic growth and
to make that growth happen in the future will lnrgely determine
pur Nation's fate in this next century.

The commitment to public service is something all of us take
very seriously, It wag instilled in me by my parents, who came to
this country from Haly 82 vears age, with little educntion and lttle
money in tneir pocket, like a lot of immigrants to this country, but
who came here because of the promise that this lsnd heid for
eountless people, that this was a land of opportunity. Hard work
and sacrifice are what their lives were sbout. They and millions
Iike thern made this Nalion great.

After army duty, iw%:\n a zareer in public service, working here
in the Senate as & legisiative assistant to then minority whip Tom
Kuchel. And then I served in the Department of Health, Education,
and Welfare as Director of the Qffice for Civil Rights, I later prac-
ticed law in my home fown of Monterey before heing elected to the
Congress in 1976,

Whether the job here was to enforce civil rights Jaws, as 1 did

in the Office for Civil Rights, or whether it was working over the
paat decade-and-a-half to reFresent. the good constituents of my dis-
trict on the central coast of California, to try to restore sanity to
the Federal budget, working with people like Pete Domenici and
Jirn Sasser, whether it was trying to help feed hungry children in
osur rountiry and to try to protect our environment, pariicularly the
constal environment off California, T have sought 1o meet the idenls
my parents passed on 1o me when I prew up on California’s central
voast: Honesty, love of country, hard work, concern and compassion
for others, and respect for the law, . _

1 am proud of the ethical standards that President-elest Clinton
has set for his administration, and 1 intend to bring that same kind
of integrity to OMEB and to the budget process. It Iz sometimes
painful, but the American people need to be told the truth sbout

the Federal budget. They need to know where we are with this def.

A Ty

. obligation that we

' American dream, that we could always give our

that now we are passing on to those future generations, becn

- oceur, and moving quickd

- made, the first thin
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1cit. They need to know the tough choices that we have to confront,
@ have hidden that fact from them for oo long. And I think if
there is mny message that came out of this last election, it is:
Please tell ug the truth. And that is exactly what I intend to do.
One other thing my parents taught me, and something | bave ap.
preciated aa I have raised a family of our own, our 3 sons, it is the
pass on to our children a better life, 2 better

country, & better future. That really has been the great hope of the

fam ldren & better

In recent years, I think our Nation has forgotten that important
lesson. Instead of saving and investing to g:'ﬁwrfgtzzr children a bettar
life, government haa been spending and consuming far more than
we have been willing o pay for.

That has created a legacy of tremendous budget deficits and debt

1

use
y are the ones that are going to have to for it, and an in-
vestment deficit that has really left too manypggung people in %Iii?s
ez;amg with inadequate education for the 21st Century and the
kind chailenggs that faee our children in this comin ventury: too
many workers ill trained, too many Americans wi ingdequate
ﬂfsféﬁmm and nutrition, and too much of our infrastructure in
r.

We need to confront all of these deficits, to make the to
choioeg, be prepared to make some sacrifice—that s a wom“ﬁz
haven't heard very much over the last 12 years, but that is where
it is at; all of us are going to have to make some sacrificewif our
economy 1s golng to be more productive and if we are to provide
greater opportunity for our children tomorrow, i

Ag his choice for OMB Director, | want io help Presidentelect 3

Clinton carry out his commitment to confront these deficl the
i:xz?g:? éeﬁciztmzf ihg izxgg&maﬁt a&&"zgithin our society. s
B0 wan €ip aim caryy out his related and, I beligve,
equally felt commitment to make governmeni work again. | am
very aware of this Committee's gtrong interest in improving man-
agement of the Federal Government, in making government more
respongive, in seeking fo prevent waste and fraud befors they
to resolve them if they do. I have made
it clear in the past and ! repeat it again today that I share your
strong interest in improving mana!gement, and I intend to make jt
a top priority of mine as Director of OMB.
One of the Senators made the statement, and I think it is true.
I think it was Senator Lieherman. People don't trust government
anymore. We have lost our credibility with the American people,
And in order to iry to deal with the defieit and in order to try to
say to them we want to make the investments that need to be
we have to do Is establish our credibility with
the American people that we want to make this process work, I
think that is what this Committee has been concerned about, and
1 want to work with you in that effort,
In short, we need to make government more efficient, more cre-

“ative, make it an instrument of long-term economic growth, not an

impediment, and make it a source of investment in gur fut
a robber of our children’s birthright, e, not
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i ider -
e new administration is ready to work shoulder to shou

wghh the Congress, snd let me just say very personsily t.odall tgf you,
I have worked with many of you, whether it was on budge ; or ]111';
conferences of one kind or anosther. There is 0o substitute for t%li r
ability to work together, We have a real opporiunity, it sﬂeembs, s
time ground to be able to have ihe executive and iegislgg;}ve T
try to work together 10 solve the problems that face thus oountxy&

Weo and the American people face a very difficult chalienge, an
we face some very difficult choices. But I helieve the Amek pe:—r
ple are ready to face those choices, They want ug Lo wor. gg?h
to solve the Mation's problems. It is by that standard that we
should and we will be judged.

Thank you, Mr. Chairman,

PREPARED STATEMENT OF MR, PANETTA

i ivi before you
_ Chairman and Members of the Commitiee, it is & privilege to come
asﬁPiesidwgi!ect Clinter’s nomines for Dirsctar of the Office a&‘ﬁmﬂgem:&& and

B § £ 2 pivotal moment
B she vare oppertnity of serving our cpuntry & ¥
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1n short, we need o make govermanent ‘mare efMicient and more restive, mnke it
an inetrument of Jong-term economic prowth, not an impediment, and make it &
ssurce of iavestment in gur Riture, not & robber of sur children’s birthright.

The new sdministretion iy resdy to work shonider % shoulder with Conm
We and the American vory di L1

i face difficult , and we face
thoicen, But § believe the American pmkmm%yz&fmu te those sholces,
They want va to work together to salve the Nation's problems. It i by that siandard
that we shoyld, and will, be judged, .

Chalrman Guenn Thank you. We will follow the S.minute thm-
ing on the guestioning, ’

e Federal budget deficit for fiscal year 1993 is now projected
t¢ be some $327 hillion, 1 hear tadk of deficit projections for 1997
of more than $380 billion, maybe -approachin 40 billion, and
that ia just if current services are maintained. President-elect Clin-
ton originally promised to ¢ut the deficit in half by fiscal year 1996,
Is it still your gosl to cut the deficit in half by fiscal year 19567

Mr. PANETTA. Mr. Chairman, we are in the process of presentin
a number of options {0 the President, and he has made no fin
choices at thia time.

I think the key right now is 10 restate the commitment that he
has made, which is that we have to achleve multiyear deficit re-
duction that is resl and that we can stick with, He has also made
a commitment L try o make important investients, targeted in-
vestments in this country, in areas like education and health care
?ind infrastructure, as well as growth in terms of business incen.

ves,

Yot me give you a personsl view oan this issue because I think
that is imporiant te do,

As Jim Basser and Pete PDomenici know very well, the numbers
in this game change a great deal. Almost as we speak today, the
numbers changs, particularly when you have a deteriorating econ-
omy en your handz, Rovenues fall short; programs increase, ke
Medicare and Medicaid and AFDO, and it is slways tough to tie
yourself to g specihe number,

T think the test of eredibility, when it comes to the deficit reduc-
tjon process, is that you set s deficit reduction —a deficit re-
duction goai that is credible and that you are to enforee. I
think that was one of the strengths of the budget agreement, that
it didn’t necessarily say we are going to reach a certsin deficit tar.

get. 14 said we are going ts achieve a deficit reduction And
then back it up with thoices and with enforcernent, and that is ex-
actly what has happened y

o [ think that is the real test of credibility, and that js what
we oughi to focus on, But at this point, I have to tell you that while

we are presenting a number of options to the President, he has not
made a final choive on that lssue,
agree with -

Chairmen GLENN, You stress § credible goal, and'I
that. You wouldnt want to say this moming whether cutting the
deficit in half by 1998 is a credible goal st this point?

Mr, Pangrra I think that is one of the goals and one of the op- .
tions we are presenting to the President,

. Chairman Gueny, Do you have estimates of the deficit in each
of the next 4 vears?

Mr. PARETTA. We are basically working off OMB's estimate of the
deficit, and now we are Jooking, as you know, as a result of what


http:p.rob1ems.lt
http:c:rea1.er

66 .

was presented by OMB last week, st deficits that are almost going
to exceed $300 billion into the future and spproaching $400 billion
by roughly 1995, 1999, and $500 billion after the turn of the cen-
tury. What you are Jooking at right now a deficit line that is shoot.
ing straight ug, -

Just to get back to your first question, I think the key right now
of any deficit reduction plan is to try to stabilize this debt-to-GNP
ratio. Right now we have lost control of that, and we have got to
stabilize it and turn that curve back down, so that we are begin-
sing to mave downward with regard to the deficit target. So that,
. 1 think, is another legitimate goal: stabilize that debt-to-GDP ratio
and try to pet the curve moving downward,

Chairman GLENN. If the deficit is cut too quickly, though, i
could hurt the economy in the short term. What are your views ot
the balanee hetween deficit reduction and economic growih?

Mr. PANETTA. | have always felt that this is not an either/or
game. I know there are some that would say, well, you can't do def-

ioit reduction at the same time you are {rying io deal with eco. .

namic problems, and some whe would say that you have got to ba-
sically focus on deficit reduction and you can't invest anything
within the economy. ! dor’t think this is an either/or proposition.

I think vou have got to do it sensitively. You have got to be able
to plan this ecorrectly so that you do make some targeled invest-
ments in areas that need to have those investments. We have,
frankly, not done enough with regards to education and with re-
gards to infrastructure and with re certainly s providing in-
centives that need to be provided to business in cur sociely. .

But at the same time, it has pot to be tied to o credible, long-
term deficit reduction plan. You have got to have both working in
conjunction. Obvicusly you may want to move some of those invest.
ments up front, but you have got to show the American public that
it is tied to a long-term, credible deficit reduction plan. Because if
you just simply throw money out there, 1 think it couid do incred-
ible harmn in terms of the markets and people’s trust in our ability
to again get that deficit down. So the two have to be tied together.

Chairman GLENN. All this is a balance between income and
sutgo, obviously. There has been z lot of talk since the campaign
about the likelihood of s middle<lazs tax eut. Do you favor a mid-
dle-ciass tax cul?

Mr. PANETTA. | have fo tell you that I don't know that there is-

anybody who doesn’t want to cut taxes for people, and I am in-
cluded. But cbviously our first priority——our first priority—is to de-
velop that deficit reduction plan and, as I said, make it credible,
show that we have made the tough choices and that we are achiev-
ing the targets that we want to achieve in terms of deficit reduc.
tion: second, lay out the investment path that we want to follow
and the targsted investments we want to make; and then I think
dependent on that lies the gquestion of whether or not we can go
any further with regards to any kind of further reductions on
taxes.

Obvicusly, I think all of us are interested in irying to improve

the progressivity of the tax system, in trgin% to improve its fair- |
8

ness. But I think our first priority right now is to do deficit reduc-

Faka
&7 by

tion and o do the investments that need to be made. That ia the
first priority now,

Chairman GLENN. In the past, you have opposed & balanced
budget conatitutional amendment, at the same time advocating &
bhalanced budget, chviously, What are your views on a balanced
budget now? Should that be & geal or a requirement? You have pro.

d some other approaches to that. Do you favor such things es
ine-item velo and rescissions? There gre seversl differsnt ways of
approaching this thing: a balanced budget ot 8 quasibalanced
budget legislation here as opposed to amendment; line-ltem veto re
setasions. Give us your views on those things, would you? :

Mr. PANETTA. All right. Firet of all, I am a bellever that what.
ever plan you &g into place, ﬁu have got to back §t up with strong
enforcement, erwise, fran dy_, it dowan't have tz!e&igﬁity. Bo you
have tﬁz io be able to have and present to the Atterican penpls the
fact that whatever plan you establish is barked up by strong en-
forcement, which means that you do set some levels in terma of
zf:zzéing. that you hack it up with some teeth to enforce thoss lev.

y seonnd, that you have n pay-as-you-go requirsment with re.

ards to programs, that you are showing if ﬂ:ﬂ want to and

nefits that you are willing to pay for those. Those are all, I thiuk,

very important enforcement B,

ith regsvds specificnlly o & balanced budget constitutional
smendment, I have had some very strong concerns about doing
that, mainly becsuse I have always said that it really s dependent
on strong leadership in this country, a President and a Cge:gmsa
warking together to make the choices, end that It jsn't necessery
to change our most sacred document in this countty in order lo txy
to :dcm?e tha&téiecamhtizﬁt iz dependent on |
pendent on m tou vices, nol on whether
ti:gg Gon{f;{iitntion.i BIouE er or ot wg change

y goodness, Is our history we have had Presidents that have
bears willing to confront thal issue, and they have confronted that
issue successfully without having to change the Constitution, 8o i
hesitate to ¢hange the Constitution. At same time, as I said,
1think you need that strong enforcement mechanism.

Orn just balancing the bzﬁget, et me just state that chviously we
need to grind this deficit down, and we need Lo try to get it below
1 pereeni of GDP. Whether we actually reach a balance or not, all
of us—] think ecconomically I don™t know that it is an absslute es.
sential. But we certainly ought to try to get that deficit below 2
percent of GDF in the future,

As to a rescission plan or what is called the line.item veto, the
House of Representatives adopted a %;‘ovision which I would sup-
poit which would require that the President’s recommendations
with regards to rescissions he voted vn. The President currently
has the r, obviously, to rescind. The problem right now is that
the President’s proposals on rescissions don't neecessarily have to be
voted on, by either the House or the Senate, | think the President
at the very least is entitled to have a vote by both the House and
the Senate. That amendment that was passed by the House wonld
provide for that, and 1 would support that approach.

Chairman GLENN, But not just a straight lineitem veto a5 such
with no protection?
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Mr., PAnerTa. That is correst.

Chairman GLENN, Thank you.

Sanator Roth.

Senator ROTH. Mr. Panetta, there has been a great deal of specy-
latian that the new administration will use the new OMB deficit
estimates as the reason why it car't cut ity deficit in half. Yet as
is pointed out both in the Washington Post and the New York
Times, the new OMB figures are not maly new, As § matler of
fact, it i9 a fact that the Congressional Budget Office lagt Avgust,
before the campaign was over, spelied out very clearly that it was

their estimate the deficit would be $66 billion higher. Is that not

corrpet? - .

Mr. PANETTA. | think CBO basically indicated that we were look-
. ing at a higher deficit line. OMB obviously made its adjustments
more recently. But I think you and I would also aﬁm that we have
seen probably a lot move detevioration in terms of that deficit than
anyong anticipated. I think you are looking st almoest §100 billion
# few months age, and now we are looking at abeut $80¢ to $60 bil-
lion more in deterioration for the 1897 deficit, u Job of it dus to rev
enue re-estimates, a lob of it due to Medicare and Medicaid expan-
B8,

But the answer 10 your question iz we antivipated, I think, at
that ime—at least on the Budget Commities—thas there would be
further deterioration,

Senator RO, So that, in and of itself, is not a reason not to
meet the deficit reduction p:ggow&?

Mr. PaNgira. No; the proplem is that it creates greater chal-
Jenges, obvisusly, As that number deteriorates, it means that you
have to make tougher choives with regards o whers you sre going
to try o find the spending savings and whers you are going to try
to find the revenues to try to meet those 8.

Senator ROTH. Now, last July 19, the Washinglon Post quotes
ou as saying with respect to the Clinton plan that, “It doesn’t,
rankly, confront the issues of how wi reduce the deficit, I don’t see

how he can take the level of revenues he is talking about or the
spengiz}g futs he targeted and simply pump all that into sdded
spending.

Now, my reading of “Putting People First” is that it fails to ad-
drasa the challenge of the deficit. The charit over here illusirates
the OMI baseline and the program as described in “Putting People
First.” It includes $150 billion In new Exres for 4 vears, $220 biflion
in new spending, and $145 billion in spendizx%; uetions,

Now, it seems to me if you look at those iines—they are pretty
parallel, The Clinton plan is a little closer, but basicaily the lines
run paraliel It seems o me that what this represents is more
taxes, more spending. _

b }{rgg 6:‘?? the new administration going to reduce the deficit by haif

y 19967

Mr, PanNETTA. Well, obviously, any approach to reducing the defi-
cit | have always believed, and I continue 4o belisve, and I think
the President-elect understands, is that you basically have & look
at all key areas in the budget. You have got to kwk at defense

+ The chast peferred to appoam on page 156,

2

6 IR

spending and whether or not additional savings can be achieved

re. 1 think non-defense spending, which is an aren that obvi-
ously has taken its share of hits during the 1880's, nevertheless I
think you can still get some aavizzg there even tho thers
should be some investments, Third, is the whole area of entitle-
ments, which I think is a prime area. If you are looking at an area

that bas expanded dramatieslly that is causing & large part of this

problem, it is the entitlement avea, particularly on health care. We
igc?:i émkizzg at a tripling of coste with regards to Medicare and Med-

You taanot do anything about these lnes unless you confront the
issue of health care and the tosts that are expanding in that avea.
5o that is 2 major challenge, That is 50 percent of the entitlements,
_ In addition to that, I think you have got to look st other areas
of entitlements as weil, And, y, vou have got 1o look at reve-
nues.

Everything has to be looked at in order to develop the package
of deficit reduction that you are sericus about using in order to

Benator ROTH. Let me ask you s question thers, Mr. Panetta,

Mr. PANETTA. Bure, .

Benator ROTH. The economy is beginning to recover, but 1 think
everybody is in sgreement it Is not too vigorous, Does it make
SETEE, CAN We Igr afford to put $150 billicn in new taxes 8z pro-
posed in?"Putting eaple Firgt™? What effect will that have on the
seonomy?

I woald just point out thut $166 billion in taxes was im.fosed in
the 1530 hud!get agreement. [a it haifiethe ecopomy? Did it help
reduce the deficit? Or did it only make problem worse?

Mr, PANETTA. Senator, the budget sgreement of the $500 billion,
two-thirds of that came out of spending and one-third tame aut of
revenues, And I have to tell Lﬁm that that is sbout the right for.
mula. I you want to put together a deficit reduction plan, you have
got to jook to revenues,

* The answer to your question is: What is the mogt regressive tax
that people are paying righi now? It is the tax on the deficit. I
mean, lst's not forget that that deficit represents a tax on families
and on our kids in the future. And we can’t pretend that somehbow,
you know, we are not going to confront that tax that i out there.
And o do that, everg?mdy is going to have {6 share a little bit in
this challenge. 1 don’t think you--you cannot fashion a pa . 8
credible p e on deficié reduction, and take revenues off the
table. You just can't. . '

Senator ROTH. And yei what I am saying is that this was the

theory of the budget sgreement of 199G, that there would be n cer

tain amount of revenue raising, there would be a certain amount
of deficit cutting. But what did it do? It helped bring about this re-
egfsion that, of course, next had the impsct of increasing the defi.
€1k,

Isn't it true that somehow we have got to get a program fogether
that will create growth and jobs? lsn't that the way to reduce the

_ deficit?

Mr. PaNETrA. Listen, first of all, I have heard the argument.
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el apréement or the revenues that were part of the hudget agree-
ment were the cavse of the recession, There are & lot of other face
tors that were involved: the Persian Gulf, what was happening
with regards to infiation at that point, the jam-ap.

Sa;zazor RoTH, Wasn't the Persian Gulf pald for by other coun.
tries

Mr. Panerra, Well, when there was the fear of what the Persian
Gulf situation would do with regards to cur ol! supphies, that was
a dramatic shock in ferms of our economy und I think did net help
us in terms of our ability to try to pull out of the recession. I don't
think it was the budget agreement, | really don’t. 1 think, frankly,
if we hadn't put the budget agreement in plave, we would be in
worse trouble foday in terms of our ability to confront this problem.

But having said that, yes, you do have to invest in jobs, and yes,
you do have to provide incentives, But in dojng that, you can't lose
sight of what you have to do on deficit reduction, And, Senater, if
you have to achieve—and I think you do have to achieve seme-
where between $300 and $400 billion in deficit reduction over these
next few years in order to achieve any tarpet that you are after,
you cannst just do that on the spending side. You have got to Jook
to revenues as well,

Senater Rorit, My time is up, but just let me make {wo com- ~

“ments. I think kistory shows that tax incresses result in govemrn-
ment spending, tax and spend. That is my concern there. nd,
you talked earlier about reasonable goaly and deficit reduction, but,
unfortunately, that is what people came out and said after the

1980 agreement, that that was establishing reasenable goals, Yet, _

the result, I regret to say, was miserable,

Mr. PANETTA. Again, I disagree with that, because I think the .

budget agreement is prebably one of the best things we have done
in the history of the hudgat process, and reinforeed it.

Senator RoTH. Our deficit has expanded mightily, hasn't it?

My, PANETTA. The deficit lprohiem is pssentially due to the reces-
sion we have been in, and if you look at what is reusing the major
part of the deficit, it Is loss of revenues and it's alzo the impact
that we have seen with regards to growing entitlement programs.
S¢ those are the main causes we are Jooking at, and if we didnt
i:ave the budget agreement in place, m_z foar 19 that we would be
in even worse trouble today in terms of confronting this problem.

Senator Rori. Bud many economists will say i¢ is 8 consequence
of the budget agreement that extended and deepened the recession.

Mpr. PARETTA. | have heard the srguments,

Senator RorH. My time is up.

Chairman (LENN. Senator Levin, .

Senator Levin, Thank you, Mr, Chalrman,

Cangre ;
to the first priority, which is to get our economy moving again, but
to do that through public confidence that we are trying 16 get our
budget house in order, If is not in order. The budget numbers have
notkgdeen arrived &t honestly, The books have been consistently
[we ] .

I happen to agree with Senator Cochiran that the administration -

is not solely responsible for that. I think there is some congres-
sional participation in thai process, so there is plenty of respon.

E

ssman Panetts, 1 am glad to hear you give great emphasis‘

' .be treated in

“stand it, is we are not taking anything off the

but all of uy have to resist
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sibility to be shared in that. Nonetheless, what we noed Is &n hons

-+ est assessment of where we are at, I think that is essentisl, if we

are %oi ng to have real deficit reduction,
I hope you stick to your guns on deficit reduction. There are
ﬁogng to be those who iry io persuade you that we can do it without
oing anything about entitlements. You have made it clear here
this morning that we sre going to have % do something about enti-

. tiements, and that is not Limited to Medicare and Medicaid, either,

There are gaing to be some who are going to to persusde
that we can §:1§£ without reduring dafegnsen;g‘fwghfwe g’ade it cgcig
here thia morning we are looking at defense and other domestie
d:ggemnary zi:ng;

ere are going to be some who are gaing to to persuade you
that we can have significant deficit reduction tgthm}:ze Iookingy:t
revenues, You have made it clear here morning that we are
going to have to look at revenues. The first place to look is revenue
2%%%3 i‘rgtm_ tbe;g?alimm z;g;:nglua whz; éi&:wﬁ;ﬂy well in the
; , but it is ot lim to that, You made that i -
ing. Stick to your guns on all three, clear this momn

€ reason 1 think President-elect Clinton selected you is be-
cause you have been courageous in speaking out in this area, and
that is what we look forward to your continuing to do, which is to
keep your focus on all sources of deficit reduction, because without
all of them, we are not going to get any of them, That is the lesson

of the past,

We took a survey some few years agoe as to whether or not the
public wanted to use any revenue from 2n upper income tax in.
crease for things like education, or whether they wanted a middle
income tax cus, or whether they wanted deficit reduction. The mid-
dle income tax out came in last.

_The public knows what we need to do, and deficit reduction ia
significantly higher than a middle income tax cut in their mind,
not just in gour mind, as it has been, 1 believe, but also in the
%izbzzig i1;:}111 . z:mri tha:z is gn important ground te build on, hecatse

¢ public must sup whatever package to be put togsther,
gn’ill’}lhg g?’z’éwséﬁ . ““we.'?: 4 i g e

& ent must lead, hut the Con has got 6 be n
ner with the President in putting wgefg:s: wmgfehensiw ;:mcb
age, and your hackground is critical in that, because you know the
Congress us well a8 anybody—as to what is essential for us to par.
ticipate, and that is 2 program of fair or shared saerifice, where ev-
erybody participates. gecause if you let one s?ecini interest group
or gpec up off the hook, everybody then immediately see

¢ same way and allowed to be off the as well,

So I think your answers here are very reagsuring this morning,
I commend you on them. What you are basically t:g}ym . a5 1 under.
: ¢ : @, guu are look-
ing sl ali options. I believe you will have congressiona) support in
that, again, if it is comprehensive and across the board and {f you

- don't let a lot of groups off the hook, a3 appealing as those cases

may be. There is & lot of appeal to those cases that will be made,
t temptation.
We are looking forward to your leadership and the Presidents

feadership, and I believe you will have anmnart hu shialing #n vanw
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guns on deficit reduction, even though there is some phort-ferm
sacrifice involved in order to achieve what you have so elogquently
pointed out, which is the future opportunity for our kids, the wsy
pur parents and %randparenw guaranteed it snd assured it for us,
by sacrificing and saving and investing, instead of spending our
money,

I would like to talk o you about QIRA, the Office of Information
and Regulatory Affairs, It has been controversial sihce February of
1881, when President Reagan established it by Executive Order.

There have been a couple of issues that been in dispule:
One is whether an office in the Office of Management and Budget
should be given the power to review apf;}cy rules in the first pluce;
and see:zzzzg is how that power should be exercised, if' it is going to
be exsreised.

I have been supportive of having a central review mechanism for
© regulstions. | saw as a Jocal official what happens when you don’t
have accountability in clecied officials for ations. | have got
' gerious problems with the way the office has .
kept the public in the dark.. Their deliberationg have been off the
record, out of the public eve. We have seen this most recently in
the Competitiveness Cauncil in the Vice President’s Office.

My question of you is do you know where the administration is
poing on the regulatory review process? And, second, to the extent
that you are going to have reguiatory review, will you commit that
any such review procees will be subject to clear and full pubiic dis-
closure procedures?

Mr. Panerra. First of all, with regards to the basic issue of
whether or not there ought o be 8 central OMB review of regula.
tions, 1 helieve the President-elect and the new adminisiration fee}
very strongly that there has to continue to be a review mechanism
within the Exscutive Qffive of the President of regulations that are
going through, for several ressons.

First, obvicusly, there are going to be divisions within an admin-
istration oftentimes between departments and agencies with re-
gards 1o certain regulatiens. It is the responsibility, it seems to me,
of the Office of Management and Budget and of the White House
to iry io resolve those differences, s¢ that we don't have agencies
and departments spesking with separate tongues when it comes to
reguiﬁtiﬂn. So a key role in the White House is to try to join that
togetner, ;

cond, regulations have t¢ be in keeping, it seems to me, with
the overall policies and goals of an administration, You do want to
review them to ensuve that you are not stepping backwards, but,
rather, going forwards.

Third--and this is an area I know is of great conewrn—you have
to adheve to statutory law. I have a fmat respect for the Qongress
having come from the Congress an havﬁtwrked on Jaws, and
1 think you do have to respect the law that been passed by the
Congress and signed by the President.

Last, 1 think you have to do it in an open process. You are abso-
lutely right, Senator, if you are going to review these things and
you are poing to have commmunications at the very lesst, the public
should be able to know who is making that communication and
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8o those are the aress that I am committed to with regards {0

mgiamry review.
nator Levin. Thank you, Congressman,

Thank you, Mr. Chairman.

Chairman GLENN, Senator Cohen,

Benator CougN, Thank you, Mr, Chairman,

David Btackman's appearance on one of the television programs
was mentioned earlier today. He sald that Presidentelect Clinton
may be the first President in & decade or more who may not be
hearing impaired.

The question I have for you is did you, as Chairman of the Budg-
et Commitiee, pass along to candidate Clinton the CBOG projections
of the deficit which, as Serator Roth has pointed out, were not
wildly disproportionate te what came out of OMB just recently? Did
you pass those projections along to candidate Clinton last Auguat?

Mr, PanerTa, I did not make any specific communication of: thas,
We did indicate our general concerns about where the deficit line
was going, because the problem was that they were looking st and
obviously relying on what a lot of people were relying on, which
were baseline changes, almost $140 gilliea of baseline changes that
everybody was hoping for, including myself.

if you ook at where the budget agreement was, all of us felt
that, with that in place, we would be able to see the baseline do
much better, and, unfortunately, that is not happening right now.

Senator COHEN. But as of laxt August, CBO had its own analysis
which is not too far off from what OMB has come out with recently,

Mr. PaNEITA. Whether they were aware of that or not, I can’t tell
you. , <
Senator COHEN. The question is whether or not the President-
elect is hearing impaired, He didn’t apparently hear what CBO was
saying last Angust. )

Mr. PANETTA. Again, 1 don't know whether they were aware of
the CBO forecast or not. § do know this, that | think the President
right now is very aware of what that beseline problem iz all about.,

Senator COHEN. Senator Roth alse mentioned that you appar-
ently spoke with President-elect Clinton and you peinted out o
him that his hudget proposals didn't add up, and he said he was
going to give you a chance to teach him gome pew math, The gues-
tion I have is have you taught him your new maeih? .

Mr. PANETYA. What we presented in options o the President ba-
sically reflects where we think the baseline is headed. I should say
that the OMB baseline for the first time in a long time, by relying
an the blue chip prolections about where the economy is geing, that
that is a credible basis on which to lvok abead for a baseline. That
iz probably one of the first times I think we really have a ¢redible
hase here to look at a baseline, and I think everyone is seeing that
growth i3 not going to do that much better in these next few years.

Senator COHEN, In locking at the Panetta new math, your budg-
et included some pretty tough choices, as you have indicated, You
have recommended freezing middle-class entitiement programs like

" Bocial Securitg and Medicare. Is that something you recommend to
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Mr. PANETTA. 1 did not include freezing on Social Security, but
obviously I said very strongly that we have to take steps to deal
with the entitlement issue. . :

I guess my one regret from the budget agreement is that we did
not do enough with regards to the entitlement area. We did
confront these other issues. We did not confront the entitlements
as strongly as we should have, and that is the one area, very frank.
ly, where I think we really have a chance now to iry to get a han-
dle or at least get a corral around those expanding costs.

Let me just mention: An entitlement cap was mentioned, and I
know that there is a kind of simple approach which is to put caps
on things. It is like freezing things, we all like to freeze things, we
all like to put caps on things. My preference is to do it by pelicy
decisions, because when you put arbitrary caps on it, frankly, you
aren’t making the choices, you aren’t making the decisions, and you
are going to force somebody else then to confront that. My pref-
erence is to do it with policy decisions, rather than just putting an

arbitrary cap on. . ' .
- Senator COHEN. As Chairman of the Budget Committee, did you
ever recommend that we put caps on entitlements?
* Mr. PANETTA. I have recommended a lot of things, as Chairman
" of the Budget Committee, to try to send signals. At one point, I rec-
ommended that we ought to have a separate office of management
in OMB, just to try to force the issue of looking at the management
issue. I don't believe that now, but, cbviously, I am looking at the
new Director of OMB and hoping that he does a better job in loock-
ing at the management issue.

Senator COHEN, In talking about dealing with entitlements, that
is pretty vague and general. I will give you just 12 entitlement pro-
grams: Social Security, Medicare, Deposit Insurance, Medicaid,
Federal Civil Retirement, Unemployment, Military Retirement,
Food Stamps, 581, Family Support, Veterans Benefits, and Farm
Price Supports. Are there any in this list that you would exempt
in terms of curbing the growth of those programs?

Mr. PANETTA. As Director of the Office of Management and
Budget, I am going to take the approach that everything is on the
table, Senator. Everything is on tﬁe table, and I am not going to
start exempting things right now, because, frankly, the problem is
too great and I think we need to look at all areas, It doesn't mean

that we don't have choices to make, and obviously the President-

will make those choices. :
But I have to start on the basis that everything is on the table
and 1 am going to look at every area, to make sure whether or not
savings can be achieved.
Senator COHEN. President-elect Clinton mentioned several times

during the course of the campaign his notion about having a capital -

budget. Do you favor excluding Federal expenditures that are
deemed to be “investments” from the deficit reduction program?

Mr. PANETTA. If you lay out long-term investments with regards
to areas where you want to target investments, I think a deficit re-
duction plan has to acknowledge what theose investments are and
you have to incorporate paying for those investments in the long
term as part of that deficit reduction.
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" Senator COHEN. What kind of cx'-it:eria would you use for distin-

-guishing investment, as opposed to consumption? For example
- would the WIC '

- tion for the present? Would Head Start be an investment for the
- future or consumption for the
" Supercollider? How would you

program be investment in the future or consump-

resent? Education, forestry, the
assify NIH, as Senator Domenici
just suggested? How would you draw the criteria for distinguishing
investments from consumption?

Mr. PANETTA. I think you have to look at the program itself and
whether or not it really is an investment in the future, does it help
our growth in the future, is it something that, in fact, is going to
improve our capacity as a Nation, to improve our productivity, to
improve our growth. .

Very frankly, Head Start, it seems to me, is a ve
program in terms of improving the education of our
therefore, it is an investment in our future.

Senator COHEN. The WIC program?

Mr. PANETTA. And I think the WIC program
because you are improving the nutrition of children and women.

Senator COHEN, Supercollider?

Mr. PANETTA. I have had some concerns about the Supercollider
and I have indicated my concerns as Chairman of the Budget Com-
mittee, and I continue to have those concerns. But I think, again,
those are the kinds of issues that have to be evaluated on whether
or not the investment in those kinds of areas gives you some long-
term return.

Senator COHEN. Forestry?

Mr. PANETTA. It is another area I would say that ought to be
evaluated on that basis. C

Senator COHEN, Educational programs?

Mr. PANETTA. Educational programs, again, I think when you are
investing in improving education of our kids, you are in fact invest-
ing in the future,

nator COHEN. Thank you, Mr. Chairman. My time is up.

Chairman GLENN. Senator Lieherman.

Senator LIEBERMAN. Thank you, Mr. Chairman,

Congressman Panetta, ] want to continue with the discussion
about deficit reduction and what we can do and what kind of lead-
ership we can hope for from you to help us do more on this. We
have been following the newspapers lately and discussions about
the possibility, because of the changing projections of the deficit,
that some of the things that President-elect Clinton said he hoped
he could do during the campaign, such as eracting 2 middle-class
tax cut of some kind, would not be possible.

This leads me to this general question, which is have we reached

important
ildren and,

the time here at the beginning of a new administration when, with ~

the same party in control of both branches, the Executive and Leg-

" .islative, we want to step out and do something bold and take a big
- bite out of both expenditures and, in a sense, another bold step by

increasing taxes or some fundamental kind of tax reform? In other
words, as | watch the news, it seems to me that unless there is
something biﬁ,that is done, we are going to temporize, we are going
to end up with—what is the old biblical reference—the sound of the
trumpet will be uncertain. so who will follow us intn hattle,

is the same thing,
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L-am worred that the forces that impact on the process, both Ex- p
1ead us to sound an uncertain trum- B
which will not really confront our big problems. Bo my question &

1 oan axam- E
at, but | am f

ecutive and congressional, will

{3, is this a time for a big bold step? I hesitate to give
ple, because I don't want the discussion to be off on

thinking of the kind of tax reform pro by Senator
Senator Domenici in their report for

Nunn and

icit and tax reform and other areas, as well. Lt
Mr. PANETTA. Senator Lieberman, it is my view and my belief |
that the President-clect is committed o presenting the counng

with a bold economic plan. That plan will obviously target 3}3 redi- &
oices, k-
¢ a set of investments, long-term investments g~

ble deficit reduction dplm, and it will include some lough
and it will also Inclu
that need to be made.

ognized as a bold &im and,
jenge not only to

hape we do.

nator LIEBERMAN, 1 appreciate your answer and, based on H"g; b have a process of carefully reviewinﬁ and not being afraid to look

record of leadership in this area, ] am confident that you wi

everything you ¢an to make sure that is the way it comes out, be- ¥
cause we don't want to be here 2, 3, 4, 5, or § yeary from now play- b

ing around the edges and seeing the problem get worse.
t me ask you about some of the specific pro

that? Are we going to see that in the first Clinton et?

Mr. PANETTA. Again, s | indicated, with everything being on the ¥ 0 "y 001 0 "which is that 1 think we have got to take @ look

the cam- F. & government, we have got to decide how we can improve the or-
e B hat rertainty will be on the table, ax we present options ganization of government and, by doing that, improve the delivery

table, I think you have to lock at potential management savings
the President has indicated. He targeted that ares during

to the President, .
Senator LIEBERMAN. Do you have a position on it yourself?

savings, man
and, %8
look at that very closely as part of any package.

I think that you have got to say W :
are going to have aacrifices on the part of the American people in
a number of these areas that we ta}ﬁd about, I think we also have
to set the example that we are part of that process,

Senntor LIEBERMAN. Absolutely, In my opening statement, I bor-
rowed from Ross Perot and thab concept of fair share sacrifice. 1
think the Amerivan peofple are ready to sacrifice, if they think it
is done on a fair base,

the Federal Government itself It is not just all the segments of the
population

o the Democratic Leadership Councils book “Mandate for}
Fhmron ™ thore was @ nraness) that would require every spendingd:

IS last yesr, which would 3
s to & consumption-based taxing system and allow paydown of def-

the American people, if wei

air share, and you just made an excellent ¥
point, that part of the sharing of the sacrifice has to be done by}

sals that are on f .
the table and beneath the big hold idea that we have talked aboutl. £
During the campaign, the President-elext tatked aboul 8 3 percent &
reduction in &l mdministrative budgets of Federa! agencies as a gy
way to mandate increases in productivily. How do vou feel about Er

T

Vit

kL4 !

WL
v on

and tax expenditure to have & sunset provision requiring reauthor.
lzation every 7 years a8 another way o get at bringiog us back into
balance, m,aking pure that every government program that is ¢ree
ated doesn’t, therefore, earn its way ints tuity and immortal
ity~1 almost said immorality. 1 will leave i there. What do you
think about the propesal?
~Mr. PANETTA, Again, I think it is & standard that we ought to
try {2 look at in terms of pro Whether, in fact, we actually
have to sunset them or not I think is something we ought to clogely
;ook atﬁ; gevertheleas. it is no excuse for ug not looking at these
e have gone through an era, renlly, where we kind of built pro.
gramas into an entitlement mode, use we were concerned ut
the year-{o-year appropriations provess, because we were concerned
that programs could be targeted on 8 ysar-to-year hasis then fur re.

1 think when he presents that plan to the country, it will be rec B ductions. There was then n move :riv i move more and more

frankly, it will represent a chal- B
¢ Congress, bui to the country, and we have 2 B
very smalt window of opporfunity to get that pian enacted, and 1 E

pwgrazz;a 4 the en?iﬁggamt sédf % edger, and now I think we
are paving a price for that an we ha to TUrn
some of the discipline ts that aven, ve got o try 8 re

So § guess my answer i you is thet, whether or not you have
to actually sunset, we can look at, but I think we clearly have to

at nll entitlements to determine w

ether there 3
achieved. can't be savings

Senator LIZBEaMAN. Another bite at the apple in a different way -

in represented by the general subject of government reorganization
wh?;fa Members of this Committee have been interested in. 1 know
that you intreduced legislation while in Congress to create the com.

: mission to examine Exsoutive Branch reorgenizgtion. Can we ex.
%et zhat}yw and the administration will meke a zimilar proposal
2

year?
Mr, PangTra. The President-eiect 1 think shares the same con-

of servicea, I think all of us underatand that the fundamental objec-
tive we are trying to achieve here is trying to make government

M nerra. 1 have always felt that you could find additional ¢ work for peaple.

ment savings within both the Executive Branch {
ight add, the Legislative Branch, and I think we ought to §

The problem we have right now, very frankly, is that a lot of the
erganizations that are oul there are o izations some of which
developed during the 1930', some of which developed during the
1940's, some that have lost their relevance to the kind of chalignges
we face in the 1990% and this next century. And it seems o me
we have got to approach it with a fresh mind, loak #t some reorga-
nizations that can take place in order, again, to improve the deliv.
ery of services to people, and I cen assure you that that will be one
of the arean that we will look ai, as we approach the budget.

Senator LIEBERMAN. I appreciate that answer. As you know,
there seems ic be nothing more difficult in Washin or even in
the State capitais, which from I came, than to terminate & govern-
ment program once it is created, because it develops a constituency,
it develops people who are working in it and it is just hard to end,

As the Comptroller General said to us the other day, a lot of our
Federa} Government is old and the Federal Government is no more
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immune than any other institution that la have ever created
from getting crusty as it ages, and part of what we have got to do
is shake it up and try 1o eliminate some of that crustiness, .
m&; I approciate yeur answer and wish you well in that undertak-

.

Chalrman GLENN, Thank you, Senator.

Senator Dorgan,

Senator DORCAN, Mr. Chairman, thank vou very much,

Let me again say how much I have appreciated working with the
gentleman from California for 12 vears in the U8, House, In base-
ball terms, ! think this really is 8 case where we are selecting a
hitter to come up in & key situstion. We are sending the right per-
san o the plate on these issues. I enthusiastically support this
nomination. I think Leon Panells is the right for ggoht now
for this job, and s0 I am delighted that you are ﬁm

I would like to ask you sbout three areaa: The first, which 1
know you expect, is the computation of Social Security in the deficit
figures that are used around this table and in the press and to the
American people. The second is the reduction in spending and spe.
cifically focusing on overhead, And the third is the computsation of
taxes most %eu le estimate are owed by foreign corporations, but
not paid to the Federal Government,

Let me start with the last point. There is a difference, Congress-
man Panetta, in what you have said and what President-elect Clin-
ton has said on the issue of taxes owed by foreign corperations.
President Clinton talked about the potential of £40 to $45 billien
in taxes that are owed by foreigm corporations but not now paid to
sur government. :

The press sort of posh-pochs that. The institutional thinkers in
this town sort of dismiss it out of hand, and you have also been
quoted as saying “ain’t no way, maybe we'll get $3 billion a year,
if we're lucky.” 1 would like to ask you to think threugh with me,
just for a minute, a different approsch.

I understand the figure of $3 billion a vear comes from the Inter.
nal Revenue Service. That is not something you pull out of the air,
The Internal Revenue Service has an interest in low-balling this
issue. For them to say that we've %'ot $10 or $15 billion a year in
revenue that we are not getting from foreign ecorporations is to
admit massive failure, if not incompetence. So | would like you to
lsok at just another dimension.

We are trying o tax integrated economic units in this world with
8 system that doesn't it at all. It i3 2n old archaic system in which
all the theorists and the practitioners downtown and at the IRS
talk about the armsdength method of transaciion, It doesn't work,
it can’t work, i won't work any more. We need a formula approach
for getting what we should get with respeet to the economic activity
of foreign corporations in this country and requirisg them to pay
taxes pn it,

I will ask you a question, but I would like to read you somethin
that was prepared by an organization that 1 used to chair ca]leﬁ
the Multistate Tax Commission. They indicated in a study they did
that, with $180 billion in transfer prices claimed by foreign firms,
2 moderate 20 percent misstatement of transfer prices would cause
a $12 billion loss to the Federal Government in revenues, ’
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Similarly--and this is an jmportaht point-—if the reported eost of
to final sales were the same for foreign corporations doin
usiness in this country as it is for U8, corporations, the Fede
Government would o an additional $11 billion a year. There
is massive] repeal—massive tax avoidance going on. It iu not &
hilliors oy two or three & year,

President Olinton, in my judgment, is dead right. Mow, to get at
it, we hove o change the formuls, we bave to go to a formulary
approach that supplements what is now being done in an enforce.
ment that doesn't work, We have to recognize new integrated eco-
nomic institutions that are now able to get around cur tox laws,
degpite doing & substantial amount of business in this muntrin

\&uid you support taking another Jook at this? I woulgd ke
work with you, with m%mﬁmtiims like the Multistate Tax Commis.
sion and others who I think have done = lot of good work and
whose work I support, because I think there is gubstantial revenus
available to the Federal Government here? |

Mr, PANETTA. Absolutely. Let me make dlear that [ don’t tﬁiose
the objective here. Certaifig, a8 ] bave said I am ﬁng to loak at
e ing on the table, this is one of the areas that ought ta be
mandergg. Everybody ought to be providing their fair share, and
that cextainly includes foreign corporations that are doing business
ix;f this country. So I am more than happy to work with you in that
effort.

I guess the real question is to make sure (a) that we can, in fact,
achieve the kind of revenues that we are trying to gel out of that
area; and (b} obviously, we have got to be about its impact

in terms of the business climate and make sure that we sren't cre.

ating any undermining of the effort to try to keep our economy
growing 1 the future.

Senator DORGAN. Mr, Paneita, there will be an army of lawyers .
and lobhyists marching on this Ca;pita%, if we even try o change
the way we establish formulas for achieving whal we should
achieve in revenue from foreign corporations deing business in this
country. It will be a blizzard of lobbying, but we must overcome it.

This is not green eyeshade stufl. This is $10 to $15 billion a year
in lost revenue and it is alsa competitive issues, If corporations
doing business here in this country comply with the tax laws that
are certain, and others who live outside but do business in this
couniry comply with the tax lawa they can get around, they have
a tremendous competitive advan X .

80 I want to work with yon snd I have got a lot of information
o impart {o you.

Mr. PANETTA. As you know, as having been s Member of the
Ways and Means Committee, if you do & tough plan end it is the
kind of plan that I thick the President-elect wants to do, there is.

' %foing to be a hell of a Jot of lobbyista descending on the Congress

or a number of areas, and I think we are going to have to show
some will and strenihh to confront all of those apecial interests and
try to do what is right. )
Senator DoncaN, 1 would just say the President-elect is right on
thig issue. We Zhavge an ghligationlg tg:ink in ?o gs, tt;r; g:half 05
the American people and on behalf of companies -3 re an
do husiness here, to make sure that everybody who does business
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in our country subscribes to the same tax laws. We have an obligs.
tion to develop a srstem that they can't get around and avoid pay-
ing $10 or $15 billion a year in taxes that they really should pay
te the Federal Government.

You are familiar with a stody that 1 did with the task fores in
the House called “The Challenge of Sound Management.” It is a
Task Force on Government Waste. In it, one of recormmendas
tions was a 10 percent reduction in overhead meross the Federal
level—Congress, the Executive Branch, the whols thing,

When a business has problems, the first thing it does is cut gver
head-expenses like travel and printing. It is the first thing you de.
At the Federal level, arross the government we have always appro-
Imabed maney by telling agencies that they will get what they got
ast year plus a little additional, We have never said hefore we
start, we will cut overhead 5 percent or 10 percent, because thet's
where you ought to start cutting. It is where "any raticnal manage-
ment would begin cutting spending.

The President has propesed a 3 percent eut in overhead. I ra-
pose to you thal we can save either $15 billion a year or $30 Z:rilﬁ‘on
a year, if all of us said, in a tough way that we will exact & 10 per-
cent cut in overhead ¢osts across the board in this government.
Overhead costs are about $280 to $300 billion in indirect costs, so
& 10 perceni cut would exart sbout $30 billion in savings., I we
achieved only half of that, we are talking about $15 billion a year,

Mr. PANETTA. We are obviously very familiar with your report

~ and with your recommendations and we pre looking at it very

closely to see how far we can try io achieve those savings in man. §

agernent.
Again, when you do it across the board, you have to be careful

of certain agencies and departments where you don't want {0 un.
dercut their basic missiens. But at the same time, | think there is
Plenty of room for some overhead savings.

Senstor DORGAM, Mr. Chairman, if we have a sevond round, I
very much want to ask about the use of Socin! Becurity revenues
in the computation of the budget deficit, but | will defey an that,

Chairman GLENN. You want to do that now, you mean? .

Seggtﬁr DORGAN, T will defer on that. Will we have 2 second
round?

Chairman GLENY. Yes, we will have s sumber of rounds here.

Senator Cochran.

Senator COCHRAN, Thank you, Mr, Chairmaen.

In mgsapming comnments, I complained about the games and
gimmicks that we sometimes come {o expect from the budgst proe-
€35, and 1 think one of the worrisome problems we continue to
confront is the difference between the Executive Branch and the

ngress over cost estimating on a number of different things. 1 am
told that one reason why we run into some differences in estimates’
is that OMB may use
economic medel, and it iz not always just an ideological difference

partisan politically driven motivation that causes these Qif.
ferences to crop up.

Let me agk you if yon are
the system so that there wil

process as between CBO and OMB? What is your view about that’

fcizzg to try to bring some change. .t

+

one sconprnie model, CBO may use another

be lesy disparity in the esﬁmating. -

Eé-:\
& .

J .will be in terms of the soclety and

& Eo

1s thae:i a problem? te :ihat mmﬁ‘gitgat o% think shonid be ad.
ar chay under youy nietration? '
drﬁs: Pamfeganatar,y:m have actusily made some improves
ment with re to the differences between OMB and CBO, and-
I think, franktly, a iot of it was due 1o the budget agreement. When

we developed the numbers in the budget agreement, we also-re.

guived that OMB and CBO work closer together in terms of their
projections, and they have done that. ; .

There has been s mignificant improvement with to, for
exampie, the area of defense, where there used to be dramatic difs
ferences between what CBO would project on defense spending and
what OMB would ‘project, and now those have drawn a lot cleser

ether, and we are seeing that in other areas, as well,
w%% did have some differences with regards to some social aveas,

,. “for exampile, looking at what Food Stamyp projection costs would be

in the future, and so there still remain some of those. And those

are tough to get a }mnld}e c];n.t atg ytim knct;w? m& yg:ugc;ﬁmmgg
j what the {mpact of & :

t [Gure out Just exactly that would make use of

those benefits, But overall, it has gotien cloger together in terms

of GMB and CBO. I want to continne that effort,

i think it is very important for us o try to work as much as pos.
sible off of an sgreed upon baseline, so we don'’t have this kind of
game playing as to the projections, and let’s talk about policies. We
may have legitimate policy differences. That ought to be the focus
of the debabe. It ought not to be on whose baseline are you using
or what your projected cost is, because, frankly, members have a
tough enough time understanding the policy disputes, much less
get into the baseline issues. S0 my hope would be to lr{ to see
we can try to get as much of & common baseline 23 possible,

Senntor COCHRAN, One traditional role that OMB has had is to
review Federal Government regulations and try to determine what
their cost impact will be in terms of cost of compliance, and the ef-
fact of & ation on inflation in the economy. It has been g ¢lear.

‘ inghouse, in ¢ffect, for all Federal regulations. That is my under-

standing. _

1s it ;;gour expectation that OMB will continue to serve as a place
where Intions are reviewed to make determinations about the
efficagy of the regulations?

Mr%wm& gT%lem are, Senator, Executive Orders in place that
basically require that we continue W do that. Obviously, we are
going to probably be reviewing all Executive Orders, .

But I can tell you this, that the President-elect is very committed
fo that continuing review process, becanse he wants to make very
certain, as we review these regulations, that obviously we take into

- consideration the cost impact, the impact on the econvuny, and try

to de #s much as possible to try to minimize that kind of impact
in the process o{_eﬁluating the regulations, shviously in line with
adhering to the laws, And I don't want to 'Eia{( the game of trying
to change the law through regulations. I think that is dasgerous.
But when you are looking to trying to implement those regulations,
there are judgments that I think can be made thet can minimize
the impact on the economy. .
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. . Benator Cocxran, There has been a Competitiveness Counsil in
the Bush administration that had a similar responsibility to review
regulations. Do you expect that there will be s Cogetitiwam
Couneil in the Clinton sdministration, or will you end up having
t?ze :espensibility, s Director of OMB, to undertake that obliga-
tion? .

Mr. PaneTra. The Competitiveness Council, ag I understand it,
will come o an end with the new administration. It was not estab-
lished by Executive Order. [ think it was established essentially by
policy of the old administration. So the Competitiveness Council, as
suzh, will not exist, .

However, I'have talked to the Vice President and he indicates an
interest in trying to establish at lesst a group that will continue
to work with me in reviewing regulations,

Senatar COCHRAN. I think Senator Levin asked a question about
the office that actually has that responeibility,

Mr. Panerra. OIRA,

Senator CocHraN, Do you expect to make a recommendation o

fill that office, which s subject to confirmation, I understand, and
wotld come before this commitiee?

Mr. PANETTA. There is someons that is in that job now, and I will -

be obviously reviewing all of those who are in the present positions.
But we do intend, obvisusly, to have someone in
we are going {0 be taking on & much larger role, it seems to me,
as a resuit of not having the Competitivensss Council around. It is
going to be dgoing through the process as it was established under
the law, and that is going to take some real time and expertise on
the part of the person who heads QIRA,

"Senator COCHRAN, In response 1o the first question that Chaire .
man Glenn asked you, you made s comment that any long-range
deficit plan should include goals and also should be backed up with .

cholces and enforcement. I am rvurious to know, given your mpgort
for the 199¢ budpget a ment and saying that is one of the best
things that has been done by the Congress in terms of budget re-
duction efforts, whether you feel that we gtill need to have the stat-
utary caps or limits on spending i truly enforce, by law, limits.on
spending in any deficit reduction plan.

Mr. PANETTA. ] helieve you have to have some enforcement meckh.
anisms in place. Now, obvicusly, you want to look at what your def
icit reduction targets are. There are probably some adjustments
that can be made with regards to some of thesa areas.

For example, on the pay-ss-you-go requirement, just to give you
& smull example, we now do pay-83-you.go on a 5-vear basis, The
problem with that Is you can probably show that you pay for some-
thing in the first § years and then it explodes in cost you get
beyond the 5 years. I would like to extend the period out for a pay-
as-you-go reguiremeant.

The answer to your guestion is I Hke the elements that we have-

in enforcement in the budget agreement and 1 would like to con-
tinue most of those,

Senator COCHRAN. Thank you, Mr. Chalrman,

Chairman Greny. Senator Sasser.

Senator SAsSER. Thank you very much, Mr. Chairman.

at post, because

Y
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Mr. Paneits, you are I think embarking on the toughest job in
government, bar none. You come in or you will come in as Director
of the Office of Management and Bzxgiﬁt, after what in ray judg-
ment has been perhaps « decade of most irrespousibie fiscal
management at the Federal level in modern history, i think cer-
tainly in this century, and 1 want to commend you for undertaking
this very, very difficult and tough joh,

It might be helpful just to review history here for a moment and
see where we are and how we got there, Now, you will rixall the
tax cut of 1981, which deprived this government of 20 percent of
its revenue base. According to numbers issued by President Rea-
ﬁn’s Offtce of Management and Budget just before he left office,

at tax cut deprived the Federal Treasury of almost $2 trillion in
revenues Between 1981 and 1969, And during that Jemd of time,
we were incressing discretionary spending, principally military
spending, by about 30 percent in real terma, .

8o it fa no mystery as to how we arrived at this station of depar-
ture where we find ourselves néw. Indeed, the only discipline and
gystematic attempt to desl with the deficit was the hudget summit -
agreement of 1990, in which dyou played an instrumental role, as
did Senator Domenici and as did myself and a lot of-.Dick Darman
gets a lob of grief around here, but he alse had the eozzm%e to step
up on that particular issge-~and we put in place enforcement
mechanisms te try to stop the hemorr of defieit here in
Congress and with the administration, and it worked in the sense
that the deficit was not increased hy policy decisions enacted into
Isw by the Congress end the sdminigtration during the tenure of
this imdﬁet agreement. .
thi think any objective obgerver whoe knowy the score would say

at, )

Now, one of the things that has disturbed me, though, is the fall-
off in revenues and our inability to make an sesurate projection of
revennea. In July of 1991, jusi after the budget summit sgreement
was . Mr, Darman ap before the Senate Budget Com-
mittee, and I suspect before the House Budget Committee, also,
and announced that we wewm 1o lose $130 billion in revenves
over the B-year period. Indeed, all of the revenues that we had la-
bored o hard to garner under the budget summit agreement were

ing ts be lost, becauge of faulty predictions coming from the

asury Department.

Now we find that OMB is telling us that, over the next 5 years,
we are going ta lose $214 billion in revenues between Japuary of
1998 and 1997, So we have got a real problem here with this econ-

- pmy producing the revenues with which to deal with the deficit or
government, and that is 2 very integral part of our
deficit problem, and I think you would agree with that.

to finance the

So 1 am pleased to hear you say tociag that it is not an either/
or proposition with regard to reducing the deficit or making some
investment in the economy in an effort to try to induce growth and
{0 increpse revenues,

Now, let me come to this guestion: Have you formminted in your

- own mind the degree to which the economy needs o be growing be.

fore we can take on & serious substantial fiscally contractionary
step? By thot, I mean we have to have an economv growing at
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about 2.5 percent or maybe 2 bit more, before we really start gel-
ting in herg and trying to chop down the spending or increase the
reversues to deal with the deficit. It iz a tough question, but T am
just interested in how you would respond o it .

Mr. PaxeTTa. Well, it is a tough question, because you obvicusly
want to do this in a sensitive way that considers what ia happening

in the economy, are we beginning to move in the economy, are we -

bepinning to see seme growlh.

e other aspect of this is that, while we can talk about deficit
reduction and investments, I have to remind all of youand I
think you are all aware of this—that, in terms of the economy,
there 2re also other factors that impact on whether or ot the econ-
omy is going to do well, One is do you get the cooperation of the
Federal Reserve with regards to monetary policy.

Senator SASSER. Precisely.

Mr. PANETTA. If, in fact, you put in 2 credible deficit reduction

Ian, then we ought to have cooperation, it seems to me, from the

sderal Reserve in terms of monetary policy, but it has got to he
& credible plan, : .

Second, it depends on trade policies, Obviously, if we continue
not to be ag competitive as we are at the present time. If we don’t
become more competitive, if we aren’t improving our trade position,

that i5 going to impact in terms of our future, a5 well, ac that is ]

another factor that is at play here in terms of our economy.

So the point 33 that there are some other factors here, But if we '
can design a credible deficit reduction plan that makes the choices, E

and we combine that with an investment package, I guess my hope

would be that we would try to up-front some of that investment [
ints the areas that I talked about, whether it is education or g
whether it is R&D or whether it ig {nfrastructure, and then, ¥ .
through decisions made this yvear on the deficit reduction plan, ¥
show that we are serious about getting the deficit in control at the |

same time. I think we have got to try fo balance those twoe.
Obviously, you can't do as much deficit reduction up front, be-
cause of the impact on the economy, but I think you can
decigions this year that say this is where we are headed in the next
4 vears.
Senator SAssER. Well, I vouldnt aﬁree with you more,
e

One final question, Leon, because I see the yellow light has come

on here: When we tallc about capping entitiements, and we are all
very much rvoncerned about entitlement growth, but I think you

will recognize, and [ am sure you do recognize, that 95 percent of vj

the entitlement growth comes out of programs, Social Security,
" Medicare and Medicaid, When you cut Social Seezzrity,hgm

find that 85 percent of the entitiement growth is coming from Med-
ieare and Medicaid,

1 was pleased to hear you say that we need 1o deal with this with

policy decisions, rathey than just simgiy capping it, because it ap-
pears to me—and say if you disagree, but it appears that if we gim-
ply put a cap in, then we are simply transferring the burden back
to the private sector and, of course, with regard to Medicare, it
means the poor get less heaith care. With regard 10 Medicare, it
simply means that our older citizens are going to have to pay more
for itheir health ¢are.

make the
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How do you think the sdministration is going to move to deal
with this gmblem? Are we going io get a comprehensive policy plan
Here? 1 that b&inﬁiimssed ar is it too early to tell?

Mr. PaneTTA, That, frankly, is the principal focus of the Presi-
dent-elect with regards to the heaith eare ares. He js very awsre,
8z we all are, of the tremendous escalation in health eare costs apd
the fact that if we don’t get & handle on this, ne matter what else
we may try to do, we are going 1o see the ground just continue to
oove ggv‘aiy fmlfz} g}sl m%vh regards to t:.‘lzgse oosts. They gge »'b }:h itte
creasi raxmati . We are goi ¢ approaching iltion
annual deficita large{y because oft&is dramatic increase in entitie.
ments and also the increase in the interest payments,

On the health care area, I think the view js—and I think most
Senators would agree with this—that if you are going to do the
kind of cost control that has to be done through po%cies, trying to
centrol those costs on providers and on the institutions of the

. health care delivery systems, you have got to integrate that with

a heslth care reform gm;xmal that basically tries to deal with the
aeregsibility 185ue Ang tries to deal with the huge problems that
currently exist in the health care system, 80 or 40 million Ameri.
cans that have no heaith care, the ability to try to deal with the
tremendous problem on insurdance policies and the fact that they
don’t provide adequate coverage at a tremendous cost on premiuma,
You have got to addregs all of these issues in a comprehensive
heaith care proposal, and I think that is the President’s hope, that

. i3 in that context that we can deal with the issue of cost controls

in henith care.
Senator SASSER. Thank you very muck,
Chairman GLENN. Senator Domenici. '
Senator DoMENICI. Thank you very much, Mr, Chairman.
Chairman Panetta, I came for two reasons; First, | came to put
on the record and state publicly how pleased ¥ am that the Presi-
dent-elect selected you. In my opinion, when you logk at the gamut

of American problems, he picked the right tgzrscn for the one that-
s,

is the most difficult of American probl budget deficit. Much
is said about it and the rhetorie abounds, but when you get right

> 3, you can’t fix it with business a8 usual. You can't leave
everything like it is, give everything to everybody that they now
get and say we're going to fix this deficit,

Neither can you say we are tﬁoing to tax the American e the
difference between zero and the current deficit and make the tex-
payer pay for it, That is fraught with absolute folly, In fact, ! am
et 80 sure we should raise taxes to pay for any new program, be.
ecause | think any increased {axes, if ever under & great plan that
can be carried out, ought o go to deficit reduction.

I want {o congratulate you, because I think your hard work, your
dedication, your absolute stesdfastness in some very uapopular
areas you knew were right, I have got a lot of confidence that your

erance finally worked to your beneflt, and |
mmt in that r.’;’ga,a ¥e congratulate the

Now having said t}zai, let me make sure thet you understss
that 1 only want to establish s fow benchmarks here, | :g noﬁ

© going Lo go read your bill s0 I can question you on page 43 about

something inconsistent with the President-elect, However. ¥ will an.

e

s o

e L
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knowledge right up-front, your deficit reduction plans are very,
very different.than President-elect Clinton’s in his book “Putting
People First.” No doubt about it, you have always thought there is
much more hard medicine necessary than is thought in this 4-year
plan. Everybody knows it is 4 years and stop. It did not talk about
1997, 1998 and 1999, It was 4 years and it pledges to cut the defi-
¢it in half.

Now having said that, you also know, and let's state one more
time on the record, Governor Clinton and his advisors chose never
to use OMB’s numbers for their budget. They used CBO's. Is that
not correct? OMB numbers are not in this and, for some reason or
another, maybe OMB was not as credible in their mind, but they
didn’t use OMB’s numbers.

Second, I would like you to state one more time in general
terms—and if you would like, I will give you the numbers—that
there is not a very big difference between CBO’s 1996 deficit pro-
jected in August in 1993, 3 months before the election, and OMB's
1996 numbers that were issued a week ago. Is that a true state-
ment? In fact, it is much smaller than one might have exgected.
I believe it is $12 billion in its totality. Does that sound right? .

Mr. PANETTA. Generally.

Senator DOMENICI. So if George Stephanopoulos the other day
was suggesting that the President can’t cut the deficit in half, be-
cause we now iave much more exorbitant deficits, he certainly was
not talking about the first 4 years, because they aren't very dif-
ferent after OMB than they were in August of the election year. Is
that a fair statement?

Mr. PANETTA. Again, they were operating on the basis that this
baseline would improve, even under CBO. As you know, CBO basi-
cally reflected at least in these first few years, as a result of the
budget agreement, that we would be able to grind that deficit
downward, because of the policies implemented in the budget
agreement.

What has virtually happened now is, because of the revenue loss
and because of the increase in these other costs, we have basically
lost the benefit of that baseline situation.

Senator DOMENICI. Those two numbers were the operative num-
bers 3 months before the President was elected, $266 billion and
$254 billion. It isn’t $70 or $80 or $90 billion or whatever the dif-
ference is, it is $12 billion.

Now, can you solve the deficit problem of the United States, in
your opinion, with sound economic principles, without addressing
the entitlement programs of this country?

Mr. PANETTA. Absolutely not.

Senator DOMENICL. Now, when I say you must address them, and

you say absolutely not, I assume you are not saying that we have.

to cut t_l?le entitlement programs of the poor people of this country,
are you? .

MT. PANETTA. Obviously, I have always taken the position that
we ought to try to protect the safety net programs that try to help
the poor.

Senator DOMENICI. There are plenty of entitlements——

Mr. PANETTA. Incidentally, that is not where the problem is, as
vou know. :

. those programs?
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Senator DOMENICL. That's correct. ) .- .
_Mr. PANETTA. I mean the problem is not the growth in that area,
although a recession doesn’t help you much with regards to some
of these pro, 8. But the biggest culprit is health care.

Senator DOMENICI. Chairman Panetta, when you speak of re-
forming or changing the entitlements, some have hssumed already
in this hearing that on Medicare and Medicaid, of necessity, you
are cutting the programs for those who need health care under
Medicare or Medicaid. Is that the only assumption one can make
with reference to saving money in health care, that you must cut

Mr. PANETTA. As you know, it is not necessarily the ease. I mean,
obviously, there are some areas that you can tighten up on some
of the benefits provided, but you can also look at premium in-
creases, you can look at co-payments, you can look at co-insurance
areas, There is a whole series of other areas that can be looked at.

Senator DOMENICI. But more basic, does the Unlited States have
to live forever with its health care programs, govetnment and pri-
vate, growing at 13.5 to 14 percent a year? : '

Mr. PANETTA. It can't sustain that, )

Senator DOMENICI. So they can’t sustain it and we have to re-
duce that increase?

Mr. PANETTA. That's correct.
. Senator DOMENICI. And nobody is suggesting that reform is try-
ing to throw people out in the street, they are trying to fix the de-
livery system, aren’t they? '

Mr. PANETTA. That's exactly right.

Senator DOMENICI, And that is what you are advocating, that

you would rather have policy changes than caps. Mi‘ght I suggest, -

and see if you agree, you can have a combination of the two and
that might really work, because you might set caps which will force
policy changes, if you give them enough time to do it. Is that a fair
e Paeroa. 1ot me indicate tha '
r. A, me indicate that, obviously, my preference
here is to try to deal with these issues on a polic; bage lt:rh:en; is in-
corporated, as I said, in a heaith care reform plan, because then
ﬁou are basically saying to the country this is what we want the
ealth care system to look like, this is what we want to try to pro-
\ndge in terms of curing the problems in the existing health care
system,

My concern from a budget point of view is really the time frame,
can we in fact get that kind of broad health care reform in place
in time, and if we can’t, I at the very least want to be able to assert
a number that says this is the number we want to achieve in sav-
ings, so that we have got something built in as a guidepost.

nator DOMENICIL. quick ones that don’t require much ex-
planation: Have you yourself reviewed the CSIS proposal that Sen-

-ators Nunn and myself chaired?

Mr. PANETTA. Yes, I have. }
Senator DOMENICI. Do you know whether it is being looked at by
the President's people or some or all of its changes in government

_ policy?

Mr. PANETTA. We have analyzed it and incorporated some of its
elements with some of the ootions we presented to the President.
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Genator DOMENICL When do you intend to submit the President's -

budget to the Con and the American peo{ﬁe?

Mr. PANETTA. Senator Domenici, obviously, the first order of
business will be for the President to present his etonomic plan to
the country, and my hope is that we can gmsem enough within the
context of the economic plan to try to at least get the budgel proe-
ess moving forward in terms of a budget completion.

Then I would hope to present a full budget to the Congress, Qur
hope is to try to see if we ¢an complete 2 dudget presentation by
.hoggf'uily sometime in mid-March,

nator DOMENICI. My last question is, I am going %o just tick
off and you call me whether.

Mr. PANETTA. Incidentally, just to clarify, the presentation of the
economic plan would cbviously be much earlier. Our hope there Is
to try to do thal sametime in Fehma?.

?&;‘Lator DoMexicl. So you might do that before the budget, not
i Ly ’

Mr. Paxurrra. Correct. :
 SQenator DOMENICL 1 want to ask you if these are gimmicks,
heneeforth, as you run the OMB or not: Capital investment budg-
ets, is that a gimmick or not?

Mr. PANETTA. ] have always felt that we ought to analyze a cap-
jtal ‘budget presentation, but we ought to be very careful that we
don't use it as an excuse to expand horrowing in the Federal budg.
et

Senator DoMENICL Pay date shifta?

Mr, PANETTA. | am %p&mﬁ i pay date shifts.

Senator DOMENICL. Enhanced enforcement as a means of fill-
ing in revenue gaps? ,

Mr. PANETTA, That has been a wonderful tool we have used in
the past aver and over and over again, but I think we have got to
li::e careful about including it with any kind of big number in the

wlune.

Senator DOMENICL Revenue shifta?

Mr. PANETTA. | am opposed to using the revenue shifls.

Senator DOMENICE, Economic assumptions from OMB more opti-
mistic than CRO?

Mr. PANETTA. | think we ought to try, as I said, to try to stick

a5 closely to CBO as possible, so that we are both working off the
same guidelines.

Benator DOMENICL Thank you very much, Mr, Chairman,

Chalrman GLENN. Thank you.

Mr. Panetta, with regard to the IRS that Senator Domenici men-
tioned a moment 8o, we had testimony a year ago that the 18-
ment is owed some $110 billion in sécounts that should col.
locted. Now, a lot of that money is by pecple whe have filed bank-
ruptty or businesses have filed b picy, and so on. But testi-

mony last Friday indicated there is actually $30 billion out there .
by non-bankrupt people and companies and individuals that we’

just should go after and get. So it is not a small item.

A different srea: The President-glect has proposed to reduce Fed-
eral employment by about 100,000. Now, whether you ssy the aver.
age government employes makes an aversge of $90,000 or $40,000,
cnawhare in there that would come sut to 823 or $4 billion. And
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I understand, the Administration plans to cut atdminlstrative ex-

penses by 3 percent a year. s

I have been concerned for some time that one of our bi "probe
lems in government, and one of the most difficult enes to deal with,
in our capacity to manage programs, our capacity to manage the
mission of government, and the General Accornting Office has
studied this thing. And { sm not sure that just by cutting people
ggireacmea%g:z»nhazi mgz;ds, we are going to he a leaner meaner

rHme at is going f{o operate more efficiently,
th;at that would sréemsanm ily follow, ielently. I am ot aure
am concerned with the increasing complexity of Federal
programs, we may be just hollowing out
will be less able to do things, 8 goverx‘zmanz o where we

And one of the things that bas disturbed me is the fact that
high-Jevel management in government—1I don’t kiow whether you
are aware of this figure or notis in office for #1 monthas, Hﬁr
level depariment managers are in office for an avermge of 21
months acress government. You cannet ron g of any com.
plex nature, if people are going to stay in for 21 months,

I personally would be far more concerned that, instesd of empha.-
sizing and making such publicity out of the fact that ?eople cannot
deal with government for § years after they are out of government,
I would Jike to put some term minimums in on what they will
serve. it seems o me that is wore important for government than
all this worry about whether they are going to do som :
in 5 years afler leaving government. ] am concerned that they
in government ong ensugh {6 gel some managing done to improve

government while they are here, not just come in to get their ticket.

punched and get something on their bi h,
anld get % bzig job sogae p?ancg. OETAPhY 80 they can go out
on't know what your thoughis are on thet, b b}
Bowsher over at GAU is eoneeme&g about this. You b;;i (b}mck :g
some government programs, like the one Rickover ran. He was
given authority and used it, he ran a tough program, a most effi-
cient programn, We need more peaple like that.
%&gﬁi’mmg, SengtoPmmmm

rman GLENN. I don't know h in-

ﬂuﬁnoePihxt G, 14 'ow you do that and how you in
r. PANETTA. Obvicusly, again, there are a lot of ¢

have to work together on this Issue. But 1 couldn't oagmage%g m
basic point more. Obviously, there are ways to try to improve the
objective and goals that we lay out for various agencies. T think the
approach that Senator Roth has ted in terms of performance
based budgeting is obviously somwthing we need o look at closely.

But, you know, the bottom line is you need good people in gov.

ernment to do the job. | don't know that there is a paper chack
can produce that can replace getting a geod pemonpinp%:kb aué
doing it, being committed o i, being committed to public service,
being committed to making that agency work better. We need good
people in government,

And when you tell me that people are moving out on a 21.month

" 7 basis, that says a lot.
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€ﬁg§ gs ahmownman et m‘mta are in effect, the deficit will de-
If, buwever, on the 21st, the then President &
maxtuni um deficit constraints, the basic dqﬂs:eiz Mﬁﬁzggfai‘z gelfrx c:gtz::lr3
ren gﬁe;;:;l z:i ioégsm%h see, $274 billion here as compared with
m‘ha;;‘that o A ﬂ?i;e:s, il he dossn't relax them, you will
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Chairman GLENN. We are Improving, About 2 years ago, I was
19, s0 we are improving dramaiivally here. We are up to 21 I¥s
nat engugh,

Mr. Panerra. That tells us a kb abhout the problem we are hav-
ing. But we have to get people that are committed to working
in these aress and, frankly, we have got to obviously provide the
incentives to ensure that if they do a good job, we are golng 10 re-
ward the people that do & good job, snd 1 think that is the area
we gught to lock at a lot more than we have.

Chairman GLENN. Do you think job satisfaction is it, or is it pay,
pr do you have any thoughts on it? You have been around govern-
ment a long time.and you have watched this thing just as | have.
We have been dealing with this for the Iast couple of years., We put
the CFO Act through, that this commitiee pul through, my legisla.
tion. It is just coming into play right now. You are going to be re-
guired to administer that over there,

We expanded the IG's, They had 8,177 successful prosecutions
1ast year through the IG's slone angd got us back almost $1 billion,
That doesn’'t baiance the budget, but it Is & step in the right diree-
tion, over $B00 million is the figure. But do vou have gny thoughts
on how we get betler people? How are you going to inspire good
pe;;fie to come into your OMB operation?

r. PANETTA. 1t sounds naive, but 1 think it has a tremendous
impact, whent a President-elect basically sends a message to the
country, as John Kennedy did when he became President, that he
wants good people in government, that there is a need for people
to give something back to this country. When you send that kind

of messoge out, people are golng to be much more excited sbout- -
and interested in government service, Right now, you know, gov- -

ernment service is not viewed as the best way for good people to
serve their country and they go off in other areas, I think the mes-
sage has 0 2o out—

hairman GLENN. Almost any government program will work, if
you have good peopie.

Mr. Pangrra. Exactity.

Ohairman GLENN. If you don't hawve pood people, the most com-
plex, most thought-out iaws that we can pass up here on the Hill
aren’t %oing tp mean a hill of beans, in my view.

Mr. PangTra. That's the problem,

Chairman GLexN. 1 just think that has to be a prierity. | dont
have any answer myself, but I know you are going to be right in
the middle of It over there and can have an Impact on this and I
hope you try and deal with that.

My, Pangrra. As 1 said, I think, obviously, werkin
President-elect and the kind of message he sends to the country,
I think we can design some incentives that really say if vou are
committed to serving the public, If you are committed o doing your
Job, if you can achieve not snly 8 savings, but deliver those services
in an effective way, we are going te reward yon,

Chairman GLENN. We have a whole bunch of things. We have
Gramm-Rudman-Hollings. We have the Bud%et Enforcement Act,
We have used all sorts of processes, We call for sequestration and
spending caps and pay-go processes, and so on. Do you plan to re.
tain all of these, or is there some new proposal? It just seems to

with the
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Mr. PANETTA. Au part of the options we are presenting to the
President, we are also presenting ogtims o be considered with re.
gards to the decigion on the 21st. I think the key Is always here .
. that if, in fact, you are going to put & plan in place that is going
to achieve that kind of savings, I would prefer to do it again on the
hasis of u deficit reduction target, as opposed to some kind of fixed
deficit target out there.

1 think part of the problem with Gramm-Rudman—and it did do
some goecf around here in terms of its discipline, but when it set
an unrealistic target about where the deficit was going to wind up,
then, abviously, the Congress and the administration wound up
changing the law. I dont want fo get into that box. I weuld prefer
to sot a deficit veduction target and stick to that, and it is in the
context of that that I think the President is going to make his deci-
sion a5 to what sheuld be done on the 21st. But I can assure you

of thig, that regardless of what decision is mede, our goal ia to vy

to seek that kind of savings.

Qenater ROTH, There is, of course, talk about & short-term pack-
age and a long-term package. In fact, 1 think you were guoted as
gaying in the receni Economic Summit in Little Rock thai we ean-
not grow the economy without a very serious and credibie long-
term deficit reduction program. )

YVou farther said—and I think there is a lot of truth in what you
say~-that i you do have a stimulus package, 2 short-term package,
let me assure you, Congress loves to pass the sugar but hates
desl with the vinegar—never a truer word spoken—swhich s the
defizit reduction part of it. So it does have to be locked into a single
package, if you are going to be able 1o get it through, Is that what
is going to happen? Are we going w have 2 single package? :

Mr. PaneTTa. There sre three that are being considered
right now. Obviously, the first is the deficit reduction path and de-
veloping that credible path, Second, it is the long-term investment

path, what areas do we want to target for long-term investmentis

and hew much and over what peried of time,
And then the third issue that obviously is looked at is do you do
_a stimulus package up-front, is there a way to do a stizmulus pack.
age, does the economy need a stimulus packsge. Frankly, again, all
of té'zese aptions are being considered and ne decisions have been
Mmage.,
"1 think the stimulus package depends, obviouely, on what ia the
state of the economy, are we beginning to come out of the recession,
at what rate ave we goming out of the recession, is there & need
for some targeted incentives here, ¢an you in fact—a stimulus
package, just by virtue of the definition, indicates that you are
going to get money out there in a guick fashion, that it is not going
to take you & months or 12 months in order to be able to provide
those incentives, and so that has to be evalusied, as well,
My concern is that if, in fact, you have a stimulus package up
froni, that you can't take all of your longterm investments and
move them up front, because if you do, then fall into this con-

cern that you are going to try to pass all of the spending up front, .

without dealing with some of the tough choices that are going
be part of the deficit reduction plan. .

et
't -t M
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8o { would hope--and I-thir;k' the President-elect agree '

\ . s with

ga&«?hat you have got to package this as much as possible, and
$ if you can package it and limit the votes on that End of packs

age, that that is the best way to do it with the Co .

th(a)n the stimulus issue, 1 jyust; have to tell you ilgat is somethin

th t again is being looked at on & different track as to what shoul

be part of that stimulus package and whether or not the economy,

in Sm zﬁ%&t,gshosa are still being evaluated. ’

r . sress

ado ting stimulus gzkﬁi;:ﬁ’zé‘éf’”' Con 's notoripus for
r. PANETTA. tha histo

o Paerra. 1k w that, That fa the fyazzd we bave gob

thg-emtcr Rori. I hope that the new adminietration will aveid

%
On heslth care, the President.elect, I think 1)
can't deal with the budget- deficit without deﬁ‘gh &:;lfi mng
care problem. Now, many are urging, understandably, that the sav.
ings in Medicare and Medicaid should be used to provide coverage
for the 85 million Americans who are uninsured. In your written
fﬁz:x;:;&,igfgi ;tss%e:ii ;h&z the need to reform health care, fo reduce
mgme&fmt. p & coverage for 30.plua million individuals, you
ow, if health care i3 tu provide caverage for 35 milli divid
uals, it obviously can’t be'used educti ow 4o you 66
tﬁﬁ? bei)ng e 3& g for deficit reduction. How do you see
r. PANETTA. You pinpointed & major issue that needs b
mgg at, because, cbviously, as you try to achieve savings iia th:
care area and at the game time provide the kind of health
T o try 1o improve the uelis of care thar s pemTioa® focess
8’0%1}25 w}fgﬁt mon;:z ngh quality of care that is provided, that is
o challenge right now is to determine wheth i
health care reform proposal that involves cost eggs{t}:rmzi}gg,lﬁng
ﬁfe of that still be used for deficit reduction, because it is chvious
t 2 good chunk of it will be used in the reform package jtself
th.; guess my goal ig to try to see if, indeed, there are some savings
t can flow to deflcit reduction. At the very least, I would want
& health care program o be deficit neutral, so that it does not in~
volve any additional costs beyond eur willingness to pay for it.
Senator Rordl, One quick question, On “Meet tgm Presa,” the

Speaker, Tom Foley, spoke in favor of increased gusoline taxes,

ﬁd &mﬁwﬁ zpmasiingaitge live tax?
Mr, ; n, 88l ,fcpemteonthebas' that -
thing is on the table and I think you have to lwok aisaii ofggtfge

options, Obviously, the gas tsx is confroversinl. We have been- -

through that battle before. Everyone is very sensitive

issue. So I guess my hope would be that w;y coukd f;shimuée%gz
reduction package and an investment package, withoot having to
resort to that. Buzlthinkryoucanoniy make that decision at the

"end of the line in terms of what that packege looks lik
the bottom line is that you clearly wantpte hit your deﬁcite;m

mget at the #nd of the road,

- Zenstor ROTH, My time is up, Mr, Chairman,
Chairman GILRNN, Sanatar s e
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Benator LEvIN, Thank you, Mr. Chalrman.

I agree with you that policy decialons are what we should be
making, and not having arguments over baselines and projections,
but 1 do want to ¢larify some of the numbers on those baselines,
because they have been brought up already this moming, .

The administration is now saying that the 1994 deficit iz going
to be $18 billion more than what it said it was going to be in July.
The administration is now saying that the 1985 deficit iz going to
be $54 billiors more than what it said it would be last July. The

administration is now saying that the 1998 deficit is going to be -

$49 billion more than what it said last July, and that the 1997 def-
icit is going to be $89 billion more than what it said it would be
last July. And those last 2 vears, by the way, both sssume that
there would be some real gpending cuts in domestic discretionary
spﬁndin% s0 they may be rosy prajections, at that,
Nonst
jeetion chanpged from jast July to now by aimest $200 billion. That
does not mean the deficit would be $200 bhillion; that means that
they have increased their projections for the deficit for the 1994
through 1997 time frame by almost $200 billien just since last
July, ¢ iz about & 20 percent increase in the deficit (gﬁ&ﬁan,
amiy that again doesn’t even take into account that the prob-
ably low-halled the 1896 and 1997 estimates.
ow, what that means [ think iz that, even though there were
" changes in the deficit situation that were apparent by last Auguat,
that we should not be blinded ts the fact that, at least arcording
to the OMB, there has been a further substantial deterioration in
the deficit situation since last August, and President.elect Clinton's
giin'? must accommodate that deterioration. Do you agree with
14
Mr. Panerra, I think that s corregt, If you losk at the report
that was issued last week, even though it had something like 8 dif-
_ ferent baselines and you had to kind of wander through 3z lot of the
numerical camoufiag& that was ingluded in the report, the hottom
fine is that vou had a further serious deteriorationg of the deficit
znd a serious problem has golten even worse, and obvicusly it is

a much more credible document, because they are using blue chip .

assymptions in terms of the economy, so that their nuinbery are
perhaps much more credible than they have ever presented before,
and it s based on that, that we now have a very real problem in

" terms of dealing with this huge deficit projection for the future, It
ig real. IL is there,

Benator LEvIN. Let me ask you about that wandering tlmn:ﬁh
these budget documents. You and ] have spoken before about the
way in which budget numbers have heen obiuscated in the last few
years in the budget. It has been very difficult to pull out those
numbers quickly.

One section of the Budget Act clearly states that the Sotial Secu-
rity surplus should not be included in the caleulation of the budget
deécit in the budget submitted by the President. In last year's
budget, which was submitted by President Bush in Januery, Mr
Darman came up with a number of creative ways to present the
deficit on papge 25, but rone of which romplied with that reguire-

ey 'y -
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eless, hgbmy caleulation, the OMB's combined déﬁt:it pro-"
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Will you include a caleulation of the deficit without the Social Se-
cunity surplus included, and will you present it in a manner that
is readily accensibie in any of President-elest Clinton’s budget sube

" missiong?

Mr. PaNgTrTA, Yes, we will. :

Senator Levin, Similarly, during the Bush sdministretion, the
format of the budpet presentation seemed to change each vear and
thal made it very difficult to analyze it quickly, It took & 1ot of time
o find out what was where in l:m?get. gometimcs, if you are
really cynical, you might think that Mr. Darman did that on pur-

5.

Will you stick o a ressonsbly constant format, or at least is it
your intent to stick to a reasonabl
‘?ﬁ‘m ;;f Bdoss oo & rea y congtant format in the prezen.

r. FANETTA. It 18 my intent to ret "

in with the functianalybmkdama giélztgfe r?f?ftggﬁ tc?;?zzgi?
sional level and that reflecta exactly what we are doin Tunction-
by-function, rather than using the kind of presentation that I think
has been very difficult for people to analyze. I think we sught to
be straight and I think we ought to be honest ahout the numbers
we are dealing with. I don’t think there is any need to try to obfus-

- cate the presentation of these issues in a budget.

Senator LEvIN. Senator Dorgan has raised the question of the
tax avoidance by foreign corporations, and I want you to know
there is a lot of feeling that he right about that. I know there is
inn the Senate, and I presume there is a lot in the Houge, as well.

You know, it is bad enough that cur domestic corporations, when
they try to export, run into discriminatory barriers abroad. It really’
rubs salt in the wound, when foreign corporations working here
avoid taxes by phony statements as to what their COStE Are, par-
gﬁuﬂigg@ Wm abh::%c agctld;lm cgigg ig;ve to do with items that they

g a & W incorpora
which are made here In the United saﬁ’{e& rporate fnto pm?m

When you talk about the trade deficit, by the way, 1 think it
wm_x}a:i be impartantﬁi’m: you to not just talk about competitiveness,
which is obviously significant, but also part of that deficit is caused
by those c!mcn;zgixzatorg barriers in foreign countries. So we can he
totally competitive and still have huge deficits if we run into dis.
criminatory barriers in other countries, and I think it would be
useful, when you talk about that deficit, to include both aspects in
yo';ég conversation, ’

nere are some water guality standards for the Creat
which have been tied up st OMB beyond the length of time a%gg
Prala appresior e o4 ‘ﬁi""g Into hat neTup of thess wmEey: e

ouid appreciate your looking In at 13 3 =
ity reguistions f‘arythe Great \ P of those water qual

Mr. PANeTTA. Yes, Senator. You have mentioned that isaue to be

personally and 1 have sdvised my staff of that issue, so that it Is

something we hope 1o focus on zoon after we go in office.

Senater LEVIN. Finally, just to paraphrase an article in yester-
day's New York Times, history has ahov?n that economic powers de-

-cline beeause they lack the political capacity and the political will-

to negotinte policies of shared sprrifice
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You have embarked on a course of exercising honesty and will-
power to reduce the deficit, and it is going to reguire policies of
shared sacrifice or fair sacrifice,

In order to accomplish that, you have indicated that if you axe
going o have a shorl-term boost in spending to try £ get an econ-
omy moving, If that is vour choice, that you at the same time must
have a ﬁel%:it reduction plan that is in place. And I would only
urge that there not enly be a plan adopted, but that the implemen-
tation of that plan be incorporated in the action of the Congress
and the President so that we don’t, as Senator Roth would say, do
the sugar part now and say we are going to do the vinegar part
iater, but, in fact, do hoth——;}:gis%aze both at the same time s that
the hard part is implemented automatically without the require-
ment of further legisiative action,

Do you generally agree with that in ifou; appm&%? ]

Mr. Panyprra. Absohitely. Senator, I didn’t mention this before,
but I think that we have a vehicle to do that. If we adopt & budget
resolution on a fast time frack, I think we can follow that with a
reconcilintion bill that will basieally Incorporate the decisions with
regards to not only long-term investment, but also the deficit re-
duction steps that need to be {aken, And it ought to be done in that
kind of comprehensive fashion. .

Senator LEVIN. Thanks. Thank you, Mr. Chairman.

Chairman GLENY, Senator Cohen,

Senator COHEN. Thank you, Mr. Chairman.

Mr. Panetta, once agnin we come fo the dilemma of talking about
ghert-term . investment, meaning shori-term spenéimg nereases,
and long-term deficit reduction. You must have a “credible reduc-
tion plan in place.” Wonld you agree that a lowering of the interest

rates would perhaps provide the greatest economic stimulus in the

short term? )

Mr. PANETTA. Tt certainly would help a Jot, that is for sure. )

Senator Coxen, I went back and read the article you wrote in
the Los Angeles Times on June 24, 1883, Al that time you were
quite concerned about the $180.2 billion deficit and what the im-
pact was poing to be upon interest rates, and that increasing the
deficit to any significant degree would undermine the buddinf re-
cavery. I think thatis a gestitm that all ef us have to ask and you
to answer, if not today then at some point, in terms of what you
believe would be the top amount of increase in the deficit in the
shert term that could be folerated without setting off higher inter-

est rates whith will undermine any recovery rather than providing

a stimulus for it o )

Mr, Pangrra. 1 think it has to be very limited, Senator. 1 den't
think you can have a huge package up front becanse that just
makes the long-term problem that much more diffienlt.

Senmtor COHEN. The numbers that have been alked sbout have

ranged snywhere from $20 hillion to 360 billion. 1 assume that you
aregtaikingvdown closer to the $20 billion figure rather than the
$61(\i{ bil}}om o .
r. Pangrra. Correct. )
Senator COHEN. When you talk about credible enforcement mech-
anisms, [ assume you mean sequesters?
Mr, PaneTTA. Correct.

P
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Senater Coiign. Do You alss mean automatic surtaxes?

Mr, PaNETA. Well, I have often felt on the enforcement side, just
to let you know my concerns, that first of all the sequester base I
too limited, It-should be mueh broader, The probiem with the ge.
quester threat is that the only entitlements it includes right now
are Medicare and sgriculiure. And very frankly, if you are ingjln
have a meaningful sequester, you probably eught to broaden that
base to include other programs.

I have alse indicated that if you fall to meet some of your reve-
nue targels, maybe we ought o look at a mechanism to try to deal
with that aspect as well. g

Senator COHEN. As a matter of fact, that was included in your
own budget proposal, was it not?

Mr. PANETTA. That is correct.

Benator CoHgN, And you would also have similar recommenda-
tions for the incoming President? .

Mr. Panerra. Well, I ohviously would present a set of options,
but I think that would be included as one of the options.

Sepater COHEN. All n‘ggzt. SBenator Lieherman said that you
should act beldly both on the cutting side and the revenue-ineréas-
ing side. Should we be antieipeting an increase in the top marginal
rate from 31 percent to 38 percent? Is that a bold stroke by the
Clinton administration?

Mr. PaNgETTA. Well, obviously, any kind of revenue increases are
a bold stroke because of the fact that most members resist doing
anything on that front. But obviously you are going to look at a set
of options on the revenue side, and clearly the Pregident-elect has
indicated that first %giority is to ensure that the wealthy pay their
fair share, so some 3
be &art of that package. .

nator COHEN. As well as 8 gurtax on millionaires? Should we
expect that as well? .
Mr. PANETTA. 1 believe that would be part of it,

Senator COREN, As Chairman of the Budget Committee, did you

mﬁport a repeal of the tax on luxury items? :

r. PANETTA, | supported the &l onir in the context that it
w?:xi& be revenue neatral, that they rveplace those revenues in
other ways,

Senator COHEN. But that was one tax that was passed and had
a counterproductive element (o it. Instead of taxing the rich, you
ended up putting people out of work.

Mr, Panerra. The process that occurred in the budget summit,
just for the record, was that there were many of us that at that
time were advocaling go ahead and just raise the upper rate at
that point. But the administration rexisted raising the upper rate
and, in fact, then offered a set of luxury taxes on the argument
that that was the way to raise taxes an the weaithy,

I raised questions at that time about whether or not, in fact, that

- “would be an effective way to do it. Nevertheless, that was adopted,

and 1 think it did prove to he in effective,

Senator COHEN, You correctly focused on the reformation of the
health care system as being key to getting control of the entitle-

~ment spending. President-elect Clinton in the spring expressed, 1

think preliminarily at least, his support for 2 so.walied “vlav or

nd of increase in the upper rate will clearly -
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pay” type of program, and then moved away from that toward the -

end of the campaign toward giobal budgeting. 1 assume that you
are familiar with the managed care pro that siso has been
talleewd about by the Clinton administration. Mr. Alain Enthoven
has indicated that global budgeting is completely inconsistent with
a managed care system.

What i¢ your view on that?

Mr. PANETTA. Well, again, a lot of these options, particulariy in -

the health care aren, are being lonked at because there is a myriad
of elements to consider as yon try to package it. .

I guess my concern would be if you are going to develop a com.
petitive car¢ approach, you have got to be assured that at the bot-
tom line you are goipg to get the savings. It doesn’t do you a ot
of good ta do competitive care if you sre not geing to achieve cost
contrals in terms of where health care is beaded, :

ess | am willing to look at a number of different options
on that front, but as [ said, I don't think you can simply have com-
petitive care without being assured that you are going to gel a cer-
tain level of savings in terms of the overall health care delivery
system. -
ySenator Couen. | have read some peports that the President-
elect is supporting the notion of increasing investment of public
and private pension funds inte infrastructure and other types of
public endeavors. What is your view on that?

Mr. Pangrea. Again, it is an area that has been discussed. 1
would be somewhat concerned about using those kinds of funds for
that purpose. I think we have got encugh problems, frankly, on
pension funds right now, particularly with ERISA and some of the
elements there, that the last thing we want to do is create another
S&l. crigis with regards to pension fuads. We have got to he very
careful about that,

So 1 would look at it with a great degree of caution. I think if
you want to do infrastructure, and I think we cught to de infra-
structure investment, we ought to do that on the basis of 3 budget
that is willing to commit funds for that purpose.

Senator COHEN. A final point on fire walls, The fire wall has
come down; it no longer exists. Your State has been hit relatively
hard by defense cuts and perhaps will continue to suffer into the
future as far as people being laid off from their jobs.

in the past, the notion has always been, if we just take it out
of defense, we ¢an apply i to the domestic agenda and start deal-
ing with seme of the social ilis that confront thiy country.

at is your view with respect to future defense cuts? Since we
1o longer have a fire wall, there will cbviously be some attempts
made ta take more out of defense. Do you recommend that we
spend those “savings” in the defense zrea on social programa?
Should i be for retraining of the workers who have lost their jobs?
Should it be for defense conversion? Could you give me some idea
of what you are going to recommend in the way of future cuts in
the Defense Department?

Mr. PANETTA. As | indicated at the beginning, I think you clearly
have to lonk at defense savings as part of a comprehensive deficit
reduction proposal, and I think there is room there for additional
savings. asswming that the world situation can at least remain rel
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atively stable. I get more concerned-every time I get up and read
the newspapers s to whether or not that is going to be the cuse. -
Byt obviously if it can remasin relatively stable and if we can de-
velop some multinational forces to try 1o nssist us in these efforts,
then I think we can achieve some additional defense savings be-
yond what the Bush proposals would provide for,

Senator CoHEN. How would you apply them? Would you apply it
to deficit reduction, or wonld you apply it to other programs?

Mr. Pangrra. Well, you would want to do it, obviously, in the
context of an oversll plan, and part of that obviously, then, would
bave to go for deficit savings. This isn't just going fo be simply a
question of transfer, I think you are going fo try to look at a pack-
age based on its defenss piece, its non-defense pisce, its entitlement
and revenue piece, that gives you a certain amount of savings, Ob-
viously, a portion of that hepefully could be used for some of the
investments. .

But § am net just for an sutomatic transfer, you know, take it
sut of defense, put it into non-defense, 1 think it ought to be part
of the overall package of savings that you are losking at.

bhave = post in my ares, Fort Ord, thai ig being ciosed as & re-
sult of defense reductions, so I know what kind of trauma commm-
nities have to po through as they try to deal with it.

On the other hand, I think it also offers an opportunity to make
some important transitions here. We are logking, for example, at
ihe possibility of establishing a university there, and it will be a
4-year university focusing on marine sciences, It is a great oppor
tunity for that area to establish something that I think can be very
hezlp ful in the ]onF term. .

£ 18 not easy. It is not easy, when you are dependent on defense -
dollars, to make the transition to domestic uses of one kind or an.
other, It is not easy for a community to go through. And yet I think
that is what we have to do. But to do that, you have got to put
some muaney in conversion, and you have got to show these commu-
nities that you are willing 1o assist them in making that transition,

the answer 10 your question is, yes, you <an do more in de.
fense in terms of savings, Part of that vught to go for deficit redue.
tions part of it also has te go into eonversion, .

Senator CourN, I would just like to say that I would be willin
i swap the problems that you hsve in converting Fort Ord wi
those that we have in dealing with Loring Air Foree Bage,

Mr. PANETTA. I know. I know. § am familiar with that.

Chairman GLENN. Senator Dorgarn.

Senator DORGAN. Mr. Chairman, thank you very much,

Congressman Panetta, what is the estimated deficit for this fiscal
year that you are currently operating with?

Mr. PANETTA, | believe we are looking at about 327 for the 1903

year.

Senator DORGAN. And how much of that deficit includes reve.
?ueg,’xncmﬁmg interest revenues, from the SBacial Security trust
BRasY -

The reason I ask the question is Lo Hollow up on & question mgked
by a previcus member of the panel. You know that [ offered in the

-4 - House—and it was passed and eventuslly became law—a

ment that we not use moneys from the Social Security system to
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show s reduced operating budget deficit, but the fact ja it is still
being done. Everything you read in any publication in this town,
especially and most importantly in the official publications, talks
about a defivit that uses money from the Social ty system to
show z reduced operating budpet deficit. .

‘1 will bet that back in 1883, when the Social Becurity reform bill
passed Congress, it wouldn't have gotten )0 voies comhined in the
House and the Senate if you would have offered this proposition:
we would like you fo vote to increage the Il taxes so that
those incrensed vegressive payroll taxes can be used s a massive
seurce of revenue with which we can show & reduced Federal defi:
cit.

So the gquestion is: When the deficit is described as $327 billion
for this year, what honestly would the deficit be described as if we
didn’t have the revesues in the Social Security trost fund this vear
to use to show a reduced deficit?

Mr, PaNeTTA. Well, obviously, you would have to add probably
another $50 to $80 hillion on top of that, or perhaps even slightly
more than that.

b gienatur DORCAN. 8o the deficit, the real deficit, is probably $400
illion.

Mr. PaneTra. Closer to $400 billion when you do that.

Benator DorGaN, 1 you didn’t takemw—

Mr. PANETTA. That is correct,

Benstor DorRGAN [continuing], The trust fund or the payroll taxes -

that are collected from every paycheck, The person who receives
the paycheck is told on that little form that we sre collecting this
w:me¥ for one reason: It is to go into & dedicated trust fund o be
used for only one purpose, and that is for Social Security.

But isn't %, in fact, used for another purpese when everyhody, in-
cluding vou, shows me a deficit figure for this year that uges the
Social Security trust fund numbers to reduce thit number for the
current operating deficit?

Mr. PANETTA. Obviously, the diseussion has glways taken place
on the basis of what has been called the unified budget approach,
and that inciudes locking at those funds as part of the overall pres-
antation,

1 4id indicate to Senator Levin--and I would agsert thet same
?mposition to you—that { intend in the budget to move that up

ront in terms of its presentation because I think the public sught
to see what the full defleit is not using Social Security. _

Senator Borcan. But I wonder, even in terms of its presantation,
if it sheuld not be part of your answer in terms of what is the defi-
¢it this year. The defizit honestly is about $400 billion, give or
take? Becouse if you subiract first the Bocial Security revenues
over expenditures this year, you are really misusing that Bocial 8¢~
curity money that is coming ip from the American people’s pay-
checks. When I say “you,” I am talking about sverybody in this
towsn, and historicaily since 1983,

Mr. PangrTA. You have made this peint before, and [ think it

i—

. Senator DORGAN. Repeatedly, [Laughter.} .
Mr, Paxrrra. 1 know that, It iz important, 1 think, for the public

tm cvmdneeimmd mhan wen $alle shast thooe nuymhers, in fact, that we

. the budget you submit will not be the type of bu

.when you talk about

- 8O
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tire using Sorial Security and to § d o th i
mgggth:c if,tin fact, wIe did not use S:mﬁa sccute mritgta public whet it
to stress it, I am also in favor of th

Emach only because I think when yoz; srm;t?mﬁg bi;ndget ;opﬁ

ave got to present what is there in terms of full spendin ?%E rev-
e?um, as well as borrowing. The public peeds to gee a fgﬁ pictura
of it, and Social Security still remains part of that bigger picture.
But I agree with you. I think that have got {6 e the state.
ment 8o that J;eople understand that you arve, in fact, using the

¥

gﬁgﬁg tax and you are, in fact, using that fund to help reduce the

Benator Doncan. Economists make the point about the
budget. I used to teach a little economies in %gllege, but ¥ m@&g
able to overcome that experience. The only reason we are running
a-surplus in Social Security-——we are doing it by design-—ig that
maney needs to be saved and available for use affer the turn of the
century. If, by design, we are creating & surplus to be used later,
but then use the surplus oW o say our deficit by really lower, it
meems to me we are not going to have it availabls in the future.
. 8t is the only resson I think this is an fmmportant element, and

ope that we will have a continuing dialogue off that. And I
% thad was sy,
the law, in my

mitted last year because it doesn't comply wi

judgment,
%?Pmma. I understand that,

Senator DORGAN, Let me asgk you one other question, and, sgain,

1 think you are a perfect choloe for OMB Director. I am an

siastic supporter of you for this positien, and I wish you m&gt};’é}e
President-eléct well, T think we have enotmous sroblems and chal.
lenges in front of us, and I think fioally we wigr::zd the gridiock.’
And everyone wants to see thix country succeed,

But in terms of econamic stimulus parhages and those kinds of
things, how do you view the situstion now, ang how does the Pregi-
dent-elect view it now? Do you think, given what you have now
seen in the tew, more difficult deficit projections, do We need $o try
to provide a jumg stant? Do we need a flscal stbmulus package in
the shorter term? Or should we iry to set in motion solutions to
the longer-term problems? Are you geing to come to the Hil with
iwz&ﬂir&ts tag éﬁmdzt r};gcommendations and, you knsw, & series of

0 f ecatse i i
éiﬁe szt;imuins? N £3 ¥ou think there medg ts be imme-
r. PANETTA. Well, again, all of those options are vurren i

analyzed, I think the first focus ought to be on the lon rm Jl21,3:5-
vestments, frankly. I think that is key. When you about in.
vestment tax credit, wﬁ:g you t.al}; %bout some z:g incentives,
3 what you wani %0 commit to edueati
infrastructure and R&D, those sre long-term im&stmefxﬁ.aﬁzz?g
think we onght to set that strategy out.

Now, whether you can take some of those tong-term investments
and perhaps mave some of that up front into a stimulug packege
15 essentinlly what is being debated right now. That is the way |
would like to ;J!; it. I tig;ink the package needs to be tied Y

you are nol trying to jump start the economy with somethin
that doesn't fit into our long term investments faryzhe country., £
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Now, #s-to what size that package onght to be, whether or not
we ought to do it, those are the things that are currently being dis~
cusged. But I think, first and foremost, set that long-term invest.
ment package, show where you want 10 go in the long term, tie it
to the deficit reduction package, and then you can debate whether
you want to move some of that money u front. A

Senator DORGAN. But where do you think this will come down if
you were guessing today? Do you think that we wiight likely see
some stimulus proposals from the administration in the new 3 W

* & months?
Mr. PANETTA. To be frank, right now the options have been fo-
cusing largely on the ionsg»tem investment pacinge and on the def-
* icit reduction package. Stimulus is an isse that will be disonased
in these next few weeks so that we can evaluate the current state
of the econnmy.
Senator DORGAN. Thank you, Mr. Panetta. Thank you, Mr
Chairman.,

Chairman GLENN, Senator Sasser,

Senator SASSER. Congressman Panetta, in the last budget sub-
mission of the Bush administration, theve were projections of dis-

cretionary spending in the out.years, and I wanted ‘o get your

views on those projections in the out-years.

As you know, the last budget subrmission girnply assumes a nomi-
nal freeze, 2 hard outlay freeze on discrefionary spending in 1996
and 1997, In your view, is that even remotely realistic? And if that
were to occur, what impact would that have an discretionary pro-

grams, including defense spending of xxtiliml;y spending that some

peagfie are very interested in in the out-years!
T.

PANETTA, Well, I think that it probably fits Mr, Darman’s -

Sesame Street descriptions. It is not e¢redible to assume you are
going to, in fact, cap all non-defense sperding into the future, 50
that you are not even going t¢ provide any inflation increases, par-
ticularly in education or R&D or health core, research or some of
the pther areas that are so important to our society. That is just
net going to happen, and you and 1 know that, and I think to as-
sume that in & budget document obviously tests the credibility of
that kind of poiiaév presentation.

Again, you and I both know that we have read these documents
before and we know what is real and not real. M you push ali of
that aside, the boltom line is the deficit is going up and they
haven't done much about it.

Senator SASSER. One other question. The hour is late, Mr. Chair-

man, and I will conclude with this, But ] tnink this is impertant’

to focus on, and you referred to it earlier in response to one of my
qggstiuns, and then I think Senator Cohen may have asked you
about it

Yeu recall back in the 1990 budget agresment, there was an fm-
plicit understanding, mal&. between the fiscal and moneta paii?
arms of the government, the Congress, e fiscal arm, and the Fed-
eral Reserve Board, the monetary arm. And the idea was that Con-
gress and the-administration would reduce the budget defieit and
we were going to tighten fiscal policy, and we were isaving the
management of the economy or keeping the economy aflost to the
Foderal Rosores,

163 Wty

Well, what we saw emanatin fm‘zzz‘ the Fed
:&n;cgg sgamﬁttlﬁ t«n-»tc:1 lali;fi»i and gve have 2 e t‘ﬁﬁu@hwfwm pﬁ?ﬁ%
and 8 alion, and It i i i:
wagqr:not su;:_eegafzzi afg it *Zﬁa nae% e%l‘«::t?w?mw that the Fed policy
; we lind, as we are beginning to sputier out of this vecess
gzth 3 ret_aqve?b that ia muiil iess mhn& than all ;;ostinsWar}& é{?:;
recovenes, thode brave old inflation fighters over at the Fed are
once again talking sbout lowering the monetary tarpets, once again
cﬁriy concerned, in my view t inflation, and we hear talk
Nt. t;ze {axrﬁz‘ hﬁa}ie& down & ﬁt}z naw 1o zers inﬁat.ion.
“'lilth ' rdn it would be helpful to have on the record vour views
where the new administration follows & path of tight fiscal i
iuman Efeﬂom to try to reduce the deficit, agg then w% ha{;e iize?%‘é?-
serve getling into a very tight monetary policy simulta.
neg;z:% to try o :g 115 dgwn o zevo inflation,
., YAr. PANETTA, it is not going to work, Senator, i
;i we are willing to make the tough ci!:'oices sﬁ?gh ﬁ;ﬁdrgblla:m ﬁi;?g
I;? »te;’m R;iseeﬁmt reduction plan, it is absolutely essential that the
erR tve cooperate then with regards to monetary policy
mth?ﬁéi‘é nﬁ? ;?riu g, in fact, then about taking some money out
;:Ega tl;ewcg?ﬁi»mn émng 0 have sarme impact and you really
c 1o keep us in the groove so that i .
bmﬁrdi %n terms of growth, If for any reason ﬁxze?gc?e%mkeseng ?vre
2318 out on us, it is going to be very tough then tg try to meet th
t&&%& t:;hnst we ha‘s% eﬁta lished. - ¢
nator SASSER. Well, they are giving signals already hadr
aan, of bailing out, and some of s:i‘; agg végrg, very m&ﬁ&cmng .
' lat,_ and Senator Sarbanes and | are going to reintroduce our lee-
islation to remove gome of the regional Fed presidents who :;g'e
ll:;xf]écte:i and unappointed by elected officials from the Open Mar.
K romhmizm-, because zhaﬁ are the most belligerent of the infla.
ion tlﬁ ters on that Open Market Committee, and inflation is not
? z}z}:; A :!;in z{zlx 1;&;8 ecanomy. As you well know, sur Eeroblem is creat.
dg?wiz pmbleg sawmgﬁ,r revenue out of those jobs to help ns meet the
Jjust want to say again how pleased § am with your §
1 Igigk forward to working with you very, very clmyfy wgzglygfi;}g
nary beaveny Tor oo 1o stop hocolunlk It 1s an act of extraor.
y orw and accept thi i
mﬁ{ﬁu{;nmg T A. ’ngamxglél you, Senator. 1 really g P on.
war ¥ and i ‘gui
wéi:velop gﬁﬁ e you and getting vour gg:danee, a8 we try
nator SASSER. Mr, Chairman, I would ik i i
record, ;;‘1 ; tr:}a . SoThe T?atetz:&azs about the chﬁgetgo?gu&e i the
Chai LENN. The statements will be in I
Senator SASSER. Thank you. cluded In the record.
(The information referred to follows:] ’

POLICE Conps BYATEMENT SUBMPreD iy SENATOR Sassen

Chairman Panetia, during the campaign, Presidentelect Cli spoke
4 ; " 4 v Li: .
Msnn&:umrxmtgjawﬁnigﬁmsmgtm i ca:%:: Wmﬁg
admfthis nrnm wﬁum t:hzmMmmy krienw, { hawe been n prive sponsor

to what is going to happen, if we get ints 2 situstion -

monetary poiicy plus that investment -

o Jook forward to -
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Dae of the greatest deterrents to erime is simply polier ce-murt the streels
ar:dnin t‘:am» mg‘%%whoods‘ Bimply ‘gét,s? increag{:% %:& i t‘e;;}::g ;?ﬁcégam I!‘:
makes it more likely that crimes pmv;;x ! mcximim Roing o be arrestedmd’
1o give the Senata

for the Pix

As you and | konow better than maost, speadi
i i {i ars, Pal 1 wornder 1 you are pre
w&i‘r’;’;‘iﬁﬁfﬁt f': ‘eag will be found in Prexideat Clinton's

Hee Cotps?
Quastion Follow U . e d be
1) 1o be clear here that we nre talking sbwat numbers which wepul
si Jil;ii;z?:;wgh to have a real impart on the sireeis, [ want 1o be sure that the
Chinton Administration rempins committed to the Police Corps program,

%ﬁ?izﬁ?aﬁ“?é&?é% ing with the rew Administration in intreducing snd
srncting thig lepisistion, . et Tt has been \

Chairman GLENN, Thank you very muca. a8 # Ion
mor}r;?ng here, We said we would be back in at 2 o'dlock. I thi 3
we ean make that ali right. Everybody can get a bite of lunch m:i
be back here by 2 v'clock, so we can have an afternoon session and,
hopefully, avoid g@iug over uniil tomorrow, if that is OX with you

. Pangrra. Fine, sir, . .

Clilai?man GLENN, Good. We will recess until 2 o'clock,

[Whereupon, at 12:3¢ p.m., the commities Was 1n recess, {0 re.
convene at 2 p.m., the same day.l .

WK,
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AFTERNOON SESSION

210 PM)

Chairman GLENN. The hearing will be in order.

Mr, Panetta, we have had some critivs of the budget iljmss say
that just the process itself ia tiartly o blame for some of our deficit
mess, beeause it jeaves us with g rather cumbarsoms system.

In your answers to pre-hearing questions, you di some of
your ideas for streamlining the process. I would like to ask specifi-
cally, do you see reform of the budget process itselfl to bs 4 nec-
essary ingredient for long-term geficii reduction, or can the deficit
be mdz;}ced Just by making just better choices within the wurrent
provess _ -

Mr. PANETTA. As always, Senator, when you #re layinéﬁwz an
economic pian in which vou are mmmiztiziggoumlf to £it re-
duction and you are going to try to hack that up with sbrong en-
forcement measurey, § do think you then have to look at the budget
process, because when you talli shout budget enforcement, you sre
essentially talking sbout what is the budget process.

Every time we have locked at enforcement, using the budget
agreement agrin as an example, we busically revise the budget
process at the same time. Se | would assume that in terms of de-
veloping this plan, particularly the enforcement side of it, we will
ﬂ;aag&tn review the budget process to see i there is @ way to expedite

Chairman GLENN, Within the Congress itself—and this is not
going to be your prime responsibility, where yon are going, but I
would be interested in your views on it—we have an suthorizing
process and an Appropriating process. A subcommittee takes up
something, the full committee takes it up again if it passes the gub-
eommittes, then it goes over to the floor nnd is debated on the floor
and the same thing comes up again. You run through the appro-
priations process in the same ronte, and then we impose the btggget
process oy top of all of that. And while it was meant to give general
directions, we wind up with the same—we sometimes have gone
through legislative WPA arvund here enough that it just seems to
me the process is so cumbersome, we ought to streamline it in
some wey. Do you have any comments o that, as to what direction

- we should go with it?

Mr, PANETTA. Again, I share gome of those concerns and I know,
particularly when we look at the Senate and some of the barriers
that you have to deal with on the Senate side, it always concerns
us aigout whether or not we are going to be able to got poliries put
ins place.

. 1 said, I think there is a need to review it to see if there are
ways to tlt?; to expedite i and make ¥ run more smoothly. I want
to say at the same time, any time you put teeth into a process, any

4305
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time you develop an enforcement process, there are obviousiglthose
that don't like it because it detracts from their ability to kind of
walk off the path, Bo for that reason, there will always be pome
vonstrictions that will be unpopular, but I think there are ways to
try to smooth the process a little bit, to perbaps at least improve
the time frame in which we deal with issues.

Chairman GLENN. A different subject, working with the GAQ.
We were concerned several years age in this sommittee about the
unfunded liadilities the Federal Government has. GAQ did some
studies and OMB did some studies. They came out with approxi-
mately the same figure, that unfunded potential liabilities of the
Federal Government—these are ail zhiggamﬁtee sgmgmms, insur-
ance programs, ete—eomes out to gomething like $6 tmilion,

Now, I am very concerned about this and i think we have to have
seme way of really watching this--1 don't koow whather we geed
a separate watchdog group to particularly wateh those unfunded li-
--abifities, or whether this should just be part of your job at OMB,
or how we do this, but do you share our concarn with thege?

What brought this up was the S&L situation, where no one had
#ny concept at all that we were going to get as far indebled
through that process as we did, Vel, we have all these other pro-
grams sitting out there that total some 38 tritlion. ’ﬁxﬂﬁm not all
going ¢ come 3 cropper &l one time, we know that. Bui it is an
enbrmaus—it just seemy to me there is a big vellow warning Light
there, that we could get in deep troudle, unless we really wateh
these things, just as happened daring the S&L and which conid
happen in banking to some extent, even now. So what are your
comments en that

Mr. PANETTA. ¥ think both GAO, as well as OMB in this in-
stance, have done us 8 service by identifying the concern about un-
funded iiabilities. You are right, the problem on the savings and
joan was the fact that nobody gquite saw it coming and no Was
able to get ahead of that ball, rather than behind it as we did, and
the end resuit of that is that it is going to cost us & Iot more, as
a consequence of that crisis happening, as opposed to if we had got-
ten ahead of it.

So what I weuld like to do and what OMB has set in motion is

the mechanism for moenitoring these situations, for making sure
that we are lonking at cach of these areas, the GSE's, the credit
programs, o determine just how sound they are, and if there is a
problem, recommending both administrative and legislative action
e try to correct i, So I want to azsure you and assure the public
that this is an arex thal we are going Lo monitor very ¢iosely, This
is one of those high-risk areas that we think we need o be con-
stantly on top of, so we don’t find curselves having to deal with the
8&1-type crisis.

Chairman GLEMN. As vou go through all this preparation to take
your office over there, are you keeping a little card in your pocket
or something on legislative proposals that you think are needed to
et you do your job better and to make the government more effi-
cient? Do you have any supggestions in that area yet? -

Mr. PanETTA. Not really. 1 would like to get my teeth into the
job, and then 1 will have a better sense of what kind of additiona)
help we need. Obviously, T am very familiar with 8, 20 &nd I am

e
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familiar with some of the Iegia}atfor‘x that you and Senstor Roth
have heen working on, and I think some of those proposals are ex-
cellent and we need to follow up on those. But I think I can give

~ you a betler gense, once I get into the job and see the terrain,

Chairman GLENN. B te the triilion lability for just a
minute. Gne very specific one that affects, ! dont know whether
mosi Americang, but cartain(l; many, many tens of million Ameri-
cans, is the Pension Beneflt Guaranty Corporation, They have been
in trouble, and we have more companies in this recessionary time
period that have not been sble to meet their contributions and,
therefors their employees are not as protected as they might other-
wise have been, .

Do you have some ideas on how we can guarantee better pension
portability and reliability? It isn’t the whole picture sinee PBGC
was pagsed has changed and changed rather dramatically? That af-

. fects 80 many individual Americans, and I think we have to—if we
are to keep faith with them, we have to do something

: to make
PBGC or some similar orgunization betier able to tuke care of
whatever may happen than they are right now. Do you have some
thoughts on that?

Mr. PANETTA. This is the one that I put at the wyp of the lst,
frankly, in terma of concern, because it affect so many people
that expect to get their pensions down the road. Bo many workers
have really dedicated themselves to a job with the hope that they
would be able te receive thess benefits, and I am very concerned:
that this area, in particular, has some veal problems in terms of,
again, thet unfunded liability,

The answers are not that easy, because they obvieusly involve
whether or not you are guing to ask employers for greater contribu- -
tions, whether there are others that have to make greater contribu-
tions, are you going to do something about benefils. And 80 on that .
area, frankly, | would ilike the ;?Ertunity to review a whole series
of atops ag to how we deal it, before telling you any rec-
smmendations at this time. )

- Chatrmsn GLENN. I have been reading a little bit in that ares-
and one of the things is that you would require mmraaies {0 pay
pe:fxle an amount they, in turn, could invest themselves in a mu-
taal fund or somethin iike that, that ia run maybe by the company
or by a consortivm of ¢ompanies, and then that i¢ portable, obvi-
ously. If a person leaves and goes some place elss, he would have
his or her inlerest in that particular fund o go niong with them,
and over a period of time, that could be quite a large chunk of
moaey for an individual who started contributing at » young age.

Mr. PANETTA. We had, interestingly enough, in distriet, there
were sotne sultural areas that were looking at the possibility of
trying to make these benefits portable so that they could actually
provide a full payment {0 an employee on the basis that that would
then be invested in some kind of long-term program to assist them
in the future. We have looked at that.

1t requires all kinds of waivers, as you kinow, in the process, but
1 think that is the kind of spproach. We need to be very imagina-
tive here, because we are going to have to develop some other ap-

- ~proaches. The system cannot go on the way it is now, because 1

n't think its funding elements are sufficient to protect it.
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Chairman GLENN, T agree with that.
Senator Roth. .

Senator RoTH, Leon, | find it very troublesome, sz I mentioned -

this mbmizxg, to have the Comptroller General tell us that there
are practicelly no programs, no agencies, no departments that he
ean say are well run, and B Seems % me that makes the “M” in

OMEB very, very important. And I was dolighted to hear you say

this morning that you do agree the “M” is of eritieal importance,

In the last two Congresses, I have been pushing as one reform
the idea of bringing sbout program performance, goal seiting,
measuremeant and reporting, ond ultimately performance-based
budgeting. Do you agree with that approach? )

Mr. PaNerra. 1 do believe thal you have gol to astablish some
performance-based objectives. You have got to be able to lay out
some goals, you huve got to be sbie o lay outl sume objectives, you
have got to have z system of being able to determine whether or
not that sgency is doing the job. o

Now, it i easier said than done, because you want to do it in a

way that then doesn't overburden that agency a3 it tries to accom- -

plish its goals, and we have had some problems along those lines.

What | would like to do, and 1 think vour Jegislagjon helps pro.
vide for that, is 1o try to establich some pilot efforts on perform-
ance based budgeting, and then, If it does work, to broaden that so
that we can hopefully encompass it in the budget proposals we sub-
mit. 1 think as part of the President’s budget, we sught to include
some of those performance-based objectives,

Senator ROTH. Wel, as gou say, my legislation goes provide for
demonstration projects, and ] think that is an important first,

During the hearings on the HUD scandal, which was, of course,
held before another cormnmittee, Richard Wegman testified on behalf
of the National Academy of Public Administration, where be said
preventing more HUD's ultimately is a continucus process of im-
proving program poals and testing sgency performance against

L.

Two years age, the Honse Ways and Means Committee, James
Melntyre, who, of course, was your predecessor for the Carter ad.
ministrator, testified that, to facilitate the oversight process, stand-

ards to measure cach program should be included in its authoriza-

tion or reauthorization, The standards should be part of the legisla-
tion itself, not conference report language. The ¢onference report on
all reauthorization should expliain how the program's performance
compares 1o the goals set.

My guestion is do you agree.that Congress itself should be re-
quired to establish program performance goals when it creates or
spends money on a program? - ‘

Mr. PaNETTA. 1 woulgx}:nd that very helpful, actually, if Congress
itself could assert more specific objectives and goals as it estab.
lishes programs, because then yon would have better guidance in
terms of developing that. I don’t think it is absolutely essential,
but, as I said, I think it would be very helpful. I also think it would
be good for Congress to look at the performance gauge they want
to assert in a program. In other words, if you want to develoi’ma
program to provide, for example, for education benefits, then what

L
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kind of goals do you want to achieve over what period of time, and
Iay some of these gut. 1 think that would be very helpful,

Senator RorH. 1 couldn't agree more. I think it ia very in t
that Congress does that, because it helps the oversight, it belps you
determine whether the program is working, whether they should
i;}::ve gxgm meney or less or whalever, 5o It seems ¢ me basic to

e whols p

Now, both you and I have introduced commissions to restructure
or reform government as a whole. It seems io me that this legisla.
tion i3 of critical importance. I had some questions with the Comp-
troller General on it, and at the beginning he said, he thought it
could be done internally by the Executive Branch, but he agreed
at the end that probably it was necessary 2o have some commission

- focused just on that problem.

We gli know that 3 new President comes in with the best of in-
tentions, but you have so many other matters before you. I mean,
internationally, this new President is going to have his plate full

: that we ought to move
ahead with some kind of—and I think it should be a bipartisan—
commission to take a Jook at bringing government into the 21st
Century, to use modemn logy, for example. What are your
thpu‘ghz;? on A more comprehensive reinventing government com-
mission

Mr. PANETTA, 1 think you huave to do it. I think as I bave intro-
duced on the House side and you have introduced on the Senate
side, 1 think you do need to have a commission do it, because,
frankly, the problem is it has to be done in a comprehensive fash-
jore. And if ym Just try to nit-pick away at this, you will never get
anywhere. You will run into jurisdictional problems in the Con-

ess an both sides. You know, each side will say, wait a minute,

on't touch this sres, don't touch that area, and so it has to be
done in a comprehensive fashion, and, frankly, n commission is the
only way to get at that,

I do think it is esgential that we do that. We have not moved into
the 21st Century yet in terms of pur structure of government. We

‘are still operating over dezpartmcnts and agencies that have been

established over the last 200 years, some of which, frankly, have
lost their effectiveness. And so the guestion is how do you reorga-
nize our overall government for the future. Instead of having trarsa.
for example, spread out among a number of departments, should

;\rrzanot look at perhaps establishing a centerpiece with regards to
e.

- <Natural resources, we have departments all over the board that

focus on different elements of natural resources, As we try to deal
with environmental issues and natural resources, why shouldnt we
have a focal point for policy development in those areas?

I realize all of this is very controversial, You know, { have sug-
gested taking 18 departments and bringing them down t 8 and

ave caught enough hell on that proposal alone, so I know that
they are controversial, But 1 think it 1s absolutely essential to ap.
proach thia whole issue with some new thinking. We have got o
do a better job in coordinating policies.

For exoample, when I want to des]l with an igsue in my distriet
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because we were in 2 drought and we wanted to expand 2 reserveir
‘there, T have got to put 25 or 30 agencies in a room in order to
try to resolve that Ilssue, and it becomes an incredible barrier to
trying to deal with policy implementation. So we need to do & bet-
ter job of coordination of policies in this area, there is no question,

Senator ROTH. 1 couldn't agree more strongly with you. I think
we pught have as a goul what | like to call, not original with me,
a opoestop shopping ides, L is im ibie today for the small coun-
try or city or even your State to follow a labyrinth of agencies and
departments and rules and regulations, Semehow we have to sim.

plify it, and that is & full-time job that you have io have someone
waorking at, so [ am delighted to hear your answer.

Thank you, Mr. Chalrman.

Chairman GLENKN, Senator Cohen,

Oh, Pm sorry, 1 promised Senator Cochran, when we came back,
he would be first up.

Senator COCHRAN. Thank you, Mr. Chairman,

1 don't have gny other guestions to ask of the witness. I just
. want o wrap zzﬁ my cvomments by saying that I really think the

President-eleet has chosen well in selecting Leon Paneita io be
head of the Office of Management and Bodgel,

i have had the pleasure of working with him for a long time, in
the House and from the Senate, Ever since he came to Washington,
I have a very high regard for Leon Panetta as an individusl and
I respect him in every way possible,

I regret thal he switched parties. Thet is my real quarrel with
him. We need him now,

Chairman GLENN, He saw the light.

Senator RotH, But he can zlways change agsin, [Laughter.]

Senator COUHRAN. I also think that he has s great opportunity
1o he an influence for positive change in this administration. It oc-
curs 6 me that we all need to reexamine the budget process much
more carefully, with z view foward making it more of a legitimate
process of straightforward requests and responses for appropria-
tions of funds and allocations of government resources and deriving
revenues.

1 would like to see more truth in budgeting. I know Leon Panetta
wouid like to see that, too, and 1 would urge you to use your best
effarts to help achieve some reforms that would lead to that.

In the comments that 1 made earlier today, one or two people
sugpested to me that I was being a little harsh on Republican ad-
ministrations in my comments about the fact that the administra-

tion doesn’t always play fair with Con in the budget submis- -

siong, Frankly, I feel just as strongly sbout the failure of the Con-
gress to play fair with the administrations, and Congress has been

dominated by the Democratic Party pretty much for the entire time -

i have been here, except for the 6 years we controlled the Senate.

I remember the Carter administration, and I remember that
things were just the same then as they were with the Reagan and
Bush administrations and the Nixon and Faerd administrations.
There is always the temptation for the Executive Branch to make
the Congress iook bad or fiseally irresponsible, and vice versa, and
that has been the tendency, The budget process has been used and
abueed Tor that nurnase

111 e

In my judgment, a lot of the budget documents that we sae, ine
cluding the budpget resclutions d by Gonm and the amend.
ments offered on the floor of House and te to the budget
resolutions are mz.izing more than dgoiitimi gamesmanship, onew
upsmanship, games and gimmicks, distoriions, misrﬁmmtiom,
misleading the American peopie ullimately about the real pricy
ities, the intentions, the ihilities, the realities of the budget sit-
gation, and I hope that Sazzgea‘ I hope the Clinton administration
has the ¢ourage to changs, and I hope that Congress has the coun
age to change the way it does business with respect o the budget

Process,
So I wish you good luck. I know you faver soine other things that

-1 favor, like the 2-year budget eyvele. I hope you will have the cour-

age to submit a 2-year budgel. Maybe you can convince the Clinton
adminisiration that that cught 1 be done. There are some very
?oeitive_ ways that | know g:u ean be an influence for change, and

expect you o be able 16 be an instrument of constructive change
in this process. .

I wish you well and commend you for agreeing (o take this joi&,
and I hope you have a great deal of satisfaction and pleasure dur-
ing your service as Director of OMB, .

r. PANETTA. Thank you very much, Senator, for your remsrks.
This is a huge challenge.

You are right, it was not a partisan weakness, it bas very much
been z bipartisan weakness with regards to dealing with the num-
bers, It didn’t just begin in the last twoe administrations, it began
before that.

The problem is that, as you confront the deteriovating numbers
we have seen on the deficis, rather than confront those choices, you-
logk for all of the gimmicks and you lock for ways to try to avoid
that, and we have seen all of them, We have seen all of them over
the last few years, and I think the American people know that
tt.i:nse games have been played on all sides and they are tired of

em

What I said to the President-elect and what he asked of me is,
he said you bave got to shoot straight with the Congress and with
the Ameritan people on these numbers. We may not like the
choices. We can fight over the choices, but you have got to shoot
straight on the numbers, where are we at, what does it look like,
Ewh;t do we have to do, and I hope to do that as we present our

udget. T

Senator CocHRAN, Thank you, and good luck ts you.

Chairman GLENN. Senator Cohen, .

Senator COHEN, Thank you, Mr. Chairman.

Let me just follow up on Senator Cochran’s comments, You shoot
straight with the Congress and I think you will find members on
both sides of the aisle willing to play fair with you and with the
new administration, I think that is what you bring to the office, a
reE-utation for shooting straight.

would like to just follow up again on Senator Cochran’s com
ments about putting everything in perspective during the course of
the morning proceedings, The Chairman of the Senate Budget
Commiitee nsked how did we get into this mess and went through
# litany of issues which he felt contributed to the large deficit,
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I would like {o see the record straight, alse, When President
Reagan came into office, you may reeall the economy was dead in
the water at that time. We had at least 13 percent infiation rates
we had 22 percent interest rates, we had a hollow army, we had
a hemorrhaging navy, we had American POWS being araded
through the streets of Teheran and a sense of “malaise” that was
infecting most of the palitical body in this country. President
Reagan did some forward with some signifieant tax cuts to slimu-
late the economy. Unfortunately, corresponding budget cuts to
match these tax cuts were not enacted. We increased defense
spending as was critical at the time, but there was very little sue-
cess in reducing other government spending. I think we have to put
what happened in the correct historical perspective.

1 want to talk for just a moment about the tax issue bechuse,
again, candor and courage are two words that we associate with
you and your record in the House of Representatives, We hope that
will also be assoeiated with the new Clinton sdministration.

As we are talking aboul narrowing the deficit, we look ai the pro-
osal of taxing the wea]t%ir, T don't know that anyone has fully de-
ined what that means, Who are the wealthy, in your judgment? I

will come back to that in o moment. But aspuming that we tax the
upper 2 percent of the American population, from the numbers that
I have seen, that will produce somewhere in the neighborhood of
$15 to $20 billion,

If we have 2 surtax on millionaires, that is ancther $2 billion, If
we have increased taxes on foreign corporations, ax I think Senator
Dorgan has indicated, that might produce as much as $10 billion.
You also have to factor in whether or not foreign corperations who
are now investing in the United States might seek to move thelr
meney elsewhere where they have a2 lower tax rate znd perhaps
even higher interest rates, such 88 in Germany.

80 then we start gtttinmwzz ta, i we only have $32 billion that
we can readily put our ds on, where is the deficit reduction
going to come from? What other types of taxes, for example? A gas
tax? That may be ruled out because it iz s¢ controversial. There are
peaple in rural areas who would not readily agree to that. The Sen-
ator majority leader has indicated that the time is not ripe for that,
and he i3 probably correct.

Charitable contributions? We have found that eliminating or re-
ducing the deduction for charitable ronttibutions may only increase
the burden on those who are seeking to send their kids to college
in the way of higher tuition costs. ’

Dredustions for local income taxes? If you want to reduce the de-
duction available currently, you are going to impose a greater bur-
don on States like California and New York and s few of the others
which have a very high local tax hurden.

I guess it comes down to politicians, We politicians—and 1 use
that in the positive sense of the word—are always talking about
taxing the rich, but the money, if you are going to raise money, is
going to be from those in the middle. 80 do you intend o rec-
emmend to Bill Clinton that e not have s middle-class tax cut, but
2 middle-class tax increase? i we are gaizzai to deal straight with
the American people we are not talking i .
talking ahout where the bulk of the money is—in the middle class.

ouf the rich. We are -

"where are the deficit reductions Eoing to come from?

* then, obvipusly,

.
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i3 he prepared to do that, and are you prepared to recommend that
he do that?

Mr. PANSTTA: Senator, ! think the way you approach this mnd
the way we have approached 1t when we have dealt with this in
budget summits is to first go after the spending savings and try éo
determine what, in fact, can you schieve in terms of spending sav.
ings, because everybody says, you now, if we are going to rsise rev-
enues—rnobody Hkes to raise revenues, let’s face it. There isn’t any-
body whe is a big advocate of taxing anybody.

Bensator COHEN. But Senator Sasser said this moming that it is
out of the ball park in terms of reality as far as putting freezes on
tlomestic programas. : .

Mr. PANETYA, | think he is right. '

Senator Congyn. GK. So if we are not going to freeze spending,

Mr, PAN®RTTA. As 1 8aid, I think the first thing you do is you have
to anslyze what you can achieve in terms of spending savings,
what you ean get out of defense and non-defense including enti
ments, and also you then have to ook at your investment package,
how big is that tioing 2o be in terms of balancing all of this, and
at takes you o the revenues,

. Yeu have mentioned the key revenue raisers, obvioualy, would
invoive increasing the upper -rate on the wealthy, and & surtax
There are aiso proposals thsl were contained in H.R, 11 that can
provide additional revenue increases, and there are ssme other
areas that deal with basicelly just improving the fairness within
the Tax Code that could also be congidered.

Ultimately, it has got to be g balanced package. Whether it takes
you beyond that core of revenue raisers really dgoes depend on these
other decisions. For example, if you hav:dgot a big health care piece
g ten-ﬁs oliﬁavings, %:}i;t ym} haveh?ﬁiti ?hat you are going 1o use

ose health care savings for a reform program, then you
have got & hole that hasgti be filled. 7 7
. If you decide on defense, that instead of taking defenze down sc-
cording to & hoavier line émem?«nesignee Aspin has sugpested,
three or four paths that you could follow to try to get the defense
budget down, and let’s assume that you pick one that is lighter in

terma of defense savings, that could crente another hole,

If you can't get the non-defense savings, you can't impose an
kind of {reeze across the board on the non-initiative programas, yvag
have gol ancther hole that has got to be filled.

So it is in that context that you decide do you have $o move to
other tax resources or the revenue regotirees in order {o fill the gap,
I think the bottom line is, again, you have got to set a deficit redue-
tion target and stick to it, and it is geing to involve some of the-
choices that you have mentioned, you know, it has got to be part
of the context.

Let me also say if you sre going to have & sharing of sacrifice
bere, and I think that {s absolutely essential, you can’t ask people
on entitlement programs, you can't agk people who are going to get
bit by non-defense cuts to bear their share of the burden, and then
say ¢ the wealthy you dont have {¢ pay your bill heye at all. I
mean it has got to be » fair sharing of thet burden, ST
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tor CoHEN. Let me ask vou one other question in this reund.
¥ ?:&ited during the course of the morning that there were ref:
erences to the deficit in terms of it being a percentage of gross b!ﬁ-
tional product, and so gelting away from the absolute &uﬁmg
whether it is $290 or $310 biliion. Now we talk ab@ut it
of it being a percentage of the grass national product, the wid-
We went through this exervise, as I recal, back in ie
1980's, when Don Regan was Secretary of the Treaﬁulgg.m mﬁt call
him also making the argument thet deficits really arent i tz; $
rtant as a percentage of gross national product. He ran into w&«
ict with Martin Feldstein at that peint, whe said, “wait » z:hzmtu»nf
deficits do matter.” As I recall, George Will wrote & column 1% aéh«-
dicated that Martin Feldstein had been infected with a rare ah
ington disease called “empiricism,” he allowed facts to inﬁaem:% 3
thinking. Of course, he was p_professor who is now back &te{ é;lr-
vard, and Don Regan went o to become the chief of gtaff e
administration, i
Reza etect the same sort of drift now. We are now starting tél ;gﬁz
about the deficit as being only a percentage of the GNP ax; 3 i}:
is reaily not as important as if you start talking mbout it being
Tion.
sazfﬁb i"éﬁ%rm. Well, don’t interpret too much into that st.atem}fnt.
What | am basically saying is, obviously you do have to see where
the debt to QDP ratio is. 1 menn we are 50 percent of our gm?ia
national product now, is in debt. We have gol to turn that ami;aiz;
and ane of the arguments thal economisty will make is can Sfo in
the very least begin to stabilize that and then bring that pa
down, . . . the per-
m not saying we sught o just be satisfied with where pe
eei&ge is. 1 rjr}mgzz some zzsualfy say, well, Japan has a pergen% oE
GDP ratio of this much, if we could be in that vicinity, mhi ;’f 25
have you. I am not satisfied with any of that, But s a ??nk é’t& 0
kind of say let's stabilize it and then bring it down, 1 thi
is what I am basically discussing at this point.
Senator COHEN. Thank you, Mr. Chairman.
Chairman GLENN. Thank you.
Senator Dorgan. ) ‘
nator DORGAN. Thank you, Mr. Chairman. )
gngressman Panetta, I asked you this morning sbout ? es}tzg:n;
lus package. Personally,  think there is some reason to fe : faz
a temporayy investment tax sredit that is targeted could be belpfu
to stimulate the economy. But there is an irony that is oogrring
at the moment; the talk about an investment tax credit and the go—
tential of having & tax credit in the future is delaying purchase de-
cisipns by people who are waiting st the moment.

Con 4 : heve in
mber, pul out 2 statement suggesting that if something
ggg in ti‘;epfumre it sheuld be retroactive fo B&wmw’%é the
date they made the stalement. How do you feel about t.?}.m'.d re. :czz

generally supporiive of that position, and is the Prosiden
generally supportive of that? . that it onght 1o be

Mr. PANETTA. Yes, I believe there is support that i :fl‘:ﬁ it 1o be
retroactive and thal, clearly, a part of this package in
wame frrm af the investment tax credit,

gbmssman Rostenkowski and $enator Bentsen, | believe in

R
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You mentioned it s a part of 2 stimulus packege. I just want
to at least make this part of jt. clear: I think any iax element sught
to be contained in the reconciliation process, because my experience
is that if you just ask Ways and Means and Finance to move a tem-
porary 1nvestment tax. credit, they will add other features to it, and
pretty soon the train has left the station in terms of the other ele-

.+ ments that have ta be part of the deficit reduction a proach, 8o 1

wouid like it inchided as one , and I think President.
elect supports that approach,
But he is supportive of an investment tax credit and I think
are supportive of insuring that whatever provision is ennacted, that
" Gemator DaneAN. Your description of wha ha
ator AFORGAN. Your description of what is going to to
the economy and, therefore, the revenues that m pm&@nfor
your budget purposes relates in large measure to the business cli-
mate in this country, We want to produce Jjobs, but we want ko
pm%lt? tt}%a’m here in zh;ts mrzégtry. and we want all m i
acti en {o reprezent a Ust growing econo t produces
revenues to halancg the budget. _ i
In terms of the business climate and Joba in this country, I want
to come back to the point T made eariies this morning ahout foreign
corporations doing business |n this country and the smount of
they pay, I didn't give you a ce to answer sufficiently,
because you have gone on record on thin with respest to what the
Internal Revenue Service 58aY8E,

The Btates have confronted this issue, Mr. Panetta, when ihg .

had to try to figure out how apportion income among Stetes wi
respect to multinational corporations doing business in every Stats,
Inatead of simply throwing in more auditors to work a system that
- doesn't work, the States creatsd a new system, an apportionment
syatem, That is what we have to do with respect to the tax obliga.
tian of foreign corporations doing business tn this country,
With respect to the business climate, the IRS disclosed that the
erican auts industry paid an average tax in a recent. period of
years of about 22 percent. Yet, many foreign auio com ey effec.
tively paid nothing. Electronics firms in the U.8, paid an average
28 percent tax burden: 40 percent of the foreign.based electronics
firms paid zero on the business they did in this country.
The point is that that creates a detrimental business climate for
th&iza ‘si;rho §ml§0cat:§ here and g;eatla the jobs mbe
ming back to the sgme po urge you fo af
&8 you ¢an in this ares, becguse Ithelieve tg:; is an arvea where the
President-elect is right, and most of the institutional muscle-bound
thinkers in town sre wrong. They eling to a system that won't and
can’t work, in trying to figure out how to get the money from for-
eign corporations that are deing business in thig country. You can-

. not and will not ever get it wit arma-iez:gth transactions and an.
ons.

dits to try to uneover arms-length transac

The enly way you are going to get it ip to to a formulary
approach, and I wrge groamwe are talling about $40 billion, at
least, it seems o me, in 4 years—I urge you to take a new look
st that and a very ive look at that.
- Mr, PANETTA, As [indicated and as you now, the President-slect
basically has said this is a nriority in the paclicass that he e
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posad,i amg people first, und cbviously that sres will be looked at
very closely, '
?shaﬁi&ypaim wub that the &mtmgf}wigmze of the Treasury,
Lioyd Bentsen, is poing to have a lot {0 say ahout obviously what-
aver revenue package we put together, and I think he In tum is
going to ook very closely at this propesal, as well.

Benator Dorean. 1 would like to urge vou to take a look at an-
sther area of tax Wﬁc{a* We passed inz&e House of Representatives
s choage in deferral laws. Someone in the Chairman’s district in
Ohis who has a manufucturing plant could decide to close the Qhio
manufacturing plant and just ship those jobs to another couniry
%I;:l then manufacture the same product and sell them back into

io,

"~ We now have a situation where we would give that cempazz{va
benefit, an advaniage, a subsidy for doing that called deferral. We
say to that company: any money you earn in that plant, you don’t
- have to pay taxes on it, as long as you don't send 1% back. In fact,
any taxes you pay to the local folks down there, wherever you're
focating, gau can take credit for that, net deduet it ke you do in
Chio for State tax paid. We will give you credit dollar.for-doliar for

the foreign country you go to.

In 1987, we passed a change in deferral to say that we den’s -

" want to reward companies for moving their planis averseas. At the
very least, it ought to be a decision that is neutral. I hope you will
also focus on that, because we ought to change that tax law, it
seems 1o me, with respect to defemﬁ. That, too, will create a moun-

tain of controversy in this town, but it is something that ought to .

be done. -

Mr. PANETTA. As T said, when it comes to this package, every.
thing has got to be on the table and everything has got to-be looked
-at, and that i3 one of them.

Senator Donrcan. One other point. I am feeling pood that there
Is someone who has a good working knowledge of agriculture and
is going to be in a key position in the Cabkinet, You served on the
House Agriculture Committee, and we have had the ?ﬁ'pormnity o
work together in the early 1980°s on agriculture, I thi
advantage for those of us who come from rural areas of the country
to have someone in the Cabinet in a position other than Agri-
culture, who knows and values the interests of working farms in
this country, especially family farmers. .

1 just would say this: We are t0ld by economists that what we

produce is a lisbility, we produce too much, 8o it 18 a major Habllity -

and that is a problem for family farmers. A 100 years from now,
people are going to scratch their heads wondering how we became
cgn;inceé g};at what mesgegf ti;g world zweési mhc:aézsidemd ? }2:;
ability in ihis country, miliion oie o every nig
with an ache in ﬁzegxeﬁy, becanse tm dmgg have eno o eat,
and family farmers in your district in Californin sre inid prices
aren’t enough because what they produce w&ﬁty isn’t of great
value, They are told that they produce too much of it, besides, 20
the market is going to discount if, )

Ss 1 feel pretty good ioday that we have someone Who rep-
tesepw& an ggﬁcuitgrai digt{i@t, whagjma}vi; a great deal about ag-

- nre wmea i e Yemiemes T

3

ink it is an -

- but in this instance, it
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& manner that is helpful to the net .
country thes 1 think ) to the network of family farme in this

Mr. PANETTA | am glad

with a great deal of pride. { represented n district that had a bil.
Lon-doliar sgricultural industry. 1 think culture remains a?z? ﬁf
our important industries in this country, It i imporiant to family
farmers. It is important o our standard of living. Tt is important
fo the rest of the world, and | think we have g6t 1o continue i
focus on that, as we try to im plement policy.
Obvigusly, as always, m know, there are arcas of savings here,
o got to be tied 10 overall trade policy.
@ are now in negotiations, and it geems t& me whatever we
to assert in terms of our allies, we have got £ see what our zallies
are willing to put on the table before we start taking sny strong
action against those programs that serve farmers in this country,
Senator DORGAN, And o the exient that budget cuts are made
we ought to consider, as the House has considered on various ocea.
sions, targeting, so that whatever assistance we are going to pro-
vide in the area of agriculture be targeted to family-size farm onis,
There is not a great need to subsidize agri-factories in our country,
They do just fine, But family farmers who are victims of cyelical
%ﬁgﬁg&&!& pt;zlw "?w; kzat zl;‘ey cant conirol or predict are
a#sily and quickly, when i i
thgzc?me gﬁid gtaj; ‘ quickly you have price depressions
; wo ope we would consider, when we look at bud
t?r%et.x?:zm to agriculture, that we respond to the iamw.ga :3"
Mr, PANETTA. I think we can do better targetin
Senator DORGAN. Thank you very much. . €
Chairman GLENN. Senator Lieberman.
Senator LIEBERMAN. Thank you, Mr. Chairman.

Congressman Panetta, as you and I have discussed the
day, tﬁ:;e hearings are not only an opportunity for us to queﬁ:;
you, but in some cases an opportunity for us to signal to you those
areas that we have particular concern over and that we vape that
you will keep in mind when you assume this position,

One that 1 want to mention very briefly is that I have worked
with several of my colleagues here on something we ended up call-

ing an economic feadership strategy, which is an attempt really to

put the government behind business in the creation of o
manufactoring jobs, to create a uniquely American mgg? gﬁ:
would do some of the same things that the Asian and European

_.Bovernments have done for their businesses,

. There was a Iot of support for this during the last sessi o

zzigzlgoim:éggawith Seg:éo% Ifgyg;li-;s task foree on éaf:;f;gn;ﬁf:i«
ropria 8 billi

g1 fation pPProp ion to fund some of these pro.

generally familiar with this approach and whether you would give

it & high priority, once in office.

Mr. PANETTA. T am generally familiar with the }

. L
the goals that you tried to establish through that S

egislation, I

. .ihink they are very meritorious, § guess the question is, &y you try

to target some high-tech areas or ureas that you think need to have

» .
pointed that out, because I did it

just wanted to ask you, for the record, whether you are

P
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those additional inecentives, that we don't overlook other areas.
menn we have o do it in a sensitive waﬁ‘

But ! think the general thrust of what you are trying o do s
right, because 1 think, agsin, it is 8 question of whether wea are on

the leading edge of the next century, or whether we are juat always -

poing to de behind. And if you are going to try to get to the leading
edge, you have pot o try to provide the incentives that get us
there, and [ think your prop gould give us thal opportunity. -

Senator LizpERMAN, That is exactly the goal of the program, o
make sure that the products of our laberatories, which are still
number one in the world, that is the basic research is commen
cialized here, instend of sbroad, snd, therefore, that the jobs are
created here,

. Ta move on to another subject, and that is the defense hudget,
which § know you hsve answered questions about. Of course, we all
hope and believe that we will be able 1o achisve reductions in de-
fenge spending post-Cold War, But zs we look arcund the world
and see the former Soviet Union still pretty heavily armed with »-
reintively unstable glovemment,, trouble breaking sut in some ways
as a result of the eollapse of the Soviet Union, and Yugoslavie, the
11.8. and the world community moving inte Somalia, concern about
Haitl, and s0 on. .

It seems to me that it is important to make sure that we don't
cut too far and too deep, snd that we particularly keep in mind
concerns sbout preserving the defense industrial base, so that we
will be able to protect not only cur immediate gsecurity, but have
the ability to produce future generations of weapons, if, in fact,
more are talled for later on.

S0 my question is really what are the limits on defense cuts at
" this point, in general terms, and do you agree that we have to be
concernad about maintaining our defense industrial base?

Mr. PANETTA, Any number we lock Into with regards to delense
savings has to be justified, based on a very carefil analysis of whal
kind of force structure we need in the future, what kind of migsions
we need to perform, what kind of security requirements are need-
ed, both abroad and at home, I3 has to be tied to u policy, in other
words. I ¢an’t just throw a number out. Nobody shouid just throw

a pumber out, Thege are too imporiant in terms of the decisions

that have {o be made in this area,

In preparing budget resolutions, I basically asked the Chairman
of the House Armed Serviees Committee to go through that kind
of analysis, and he did snd he developed geveral scenarios and it
was baged on that, that we ultimately came out with the number
that we put into the budget resolution, and, incidentally, the num-
ber that was ultimately enacted by the Congress.

I think it is that kind of anslysis we have to go through, as we
determine the path we need to follow in these next 4 yesrs, I think

we can do better than the Bush budget in teyms of savings, but ¥,

also think it has got to he based on making very tlear to the Amer.
ican public that we are not in any way uandercutting onr national
security, that we are strengthening i, that we are improving our
modernization, that we are improving our iraining in terms of the
quality of people that are available in our armed torces. But where

c et Fe A ennlagn ama Be thnea wreae wheve, by finding those

- lative Branch that we have seen pver the last few years.

e n o2

savings, we are goi pre i
fensagﬁ e 2 going to be bnproving, net undercutting, our dee
ere is & lot of room there, and I know statement ‘is -
eraé. but I think, as I said, it has to be tiedmwy missions thaig ::}e
ﬁ orm. What is your defense foundation? What do you need to
ve your defense foundation, and then what missions are we
going ;;u be asked to perform? Is it a Persian Gulf mission in the
{umm: Isita mission of humanitarian aid, such a what we did in
Bomalia? Is it a mission that relates to our ability to pre-position
forves in ather parts of the world? Do we also want to take into
z?:as;gggﬁo:; 5&& possibility ef?ﬁgnhting a Korean-type conflict or an

e same time? Do w

forces, as we did in the Persian Gulf? ¢ want to be able to rotate

Those are all the kinds of i
wgmge v{‘hﬂ the n take‘t;uestzons that need to bhe asked, befare
hator LIEBERMAN. | thanlk you very much for tha
didn’t really expect anything &ataileei,wao the gen&mﬁ?aya?asm‘i
Rmbiem o me, and ] think you have really hit just the right point
ere, which is that, unfortunately, there are those whe pgo at this
procesy from mct&ly the ogesite directiop from which you did
which is to say let’s rut $300 billion out of the budget, mgardiésé
of what the estimate of pational security heeds or missions may he
and [ am reassured .I am not gurprised, because ¥ know youz:
lr;;giﬁ on this, but reassured at the statement that you have just
A briel question: We have talked earlier tod , I don & i
anybody has asked you this, about the convern about m:nﬁ?;tg
;z_?;;;ekjyax;d e&umc angi ct;gch;gcal ;gsumptim by OMB, but also
. by Congress, w sthers 5
wewh}?ge of I%ther:s; numbers, e of our numbera s well as
¢ 2 Member of the House, you sed a Ped
t board of estimates, which 1 gaih?e?pomuld try sﬁmmm%:
independent way to establish at least some of the kasic assump-
tions common to all budgets. Do you think that is gtill & gooy idea?
Mr. PANETTA, In response to questions by both Benator Cohen
as well as Senator Cochran, I want to make very cloar that I think
it iz extremely important that we try to avoid the me-playing on
baseline assumptions between the Executive Bram:ga and the Legis-

We have made some improvement on that, I rhust
CBO have worked much more closely taga};’her {0 zé-a {a%ﬁ%
some good projections, closer projections about costs in various
mg,ed’i;izm are still some differences and they still have to be

Bo my goal would be 0 try to ensure as much as possible thA;t

Cwe to minimize the amount of conflicts there and to try to es-

tablish as common a baseline as we can. I had sugpeste

of the ieﬁis]ation that I proposed the idea of eﬁtablishind:s m
that wauld get the assumptions from OMB and CRO an pick the
one that they believe repressnts the better approach as to where

the economy is going, just for that
A comimon baseline, & ] : Very reasonm, 80 we woxziff have
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T would like the opportunity to work with CBO, as well as with
OMB, to see if we can’t resolve that problem, without having to
proceed to a board. .

Senator LIEBERMAN, If you can, 1 think your idea is a good one
and I commend you on that.

Thank you, Mr, Chalrman.

Chairman GLENN, Thank you.

Senalor Domenicl. : )

Senator DOMENICL Thank you very much, Mr, Chairmmen,

Chairman Panetta, let me agk & guestion with reference Lo some-
thing that might first appear to be somewhat technical, but I think
i+ sends some very big sigpals and perhaps indicates something
abieurt where we are going with defieit reduction, .

You are aware that one day after the President ia inaugurated
on the 21st of January, he is supposed to notify Congress as o
whether he intends to adjust the MDA, the maxinum deficit al-
lowed, for 1994 and 1995, That was part of 8 compromise in the
1990 Ludget agreement. We rqu:_red by law that 1891, 1992 and

1993 he set, but we gave the President the discretion to adjust
1094 ond 1995, So the objective of returning to the concept of fixed
deficit targets is al issue here. .

Last week's estimates suggest that hoi&gg‘the deficit W these
targets and not adjusting for economic and nical changes would
reguire two sequesters, §24 billion in 1994 and $44 billion in 1995.
My own feeling is not tervibly relevant, because it is up to the
President and you people who advise bim, but it seems to me that
these area very good leverage items o hold eollectively between the
Pyeoutive Branch and the Congress, and 1 wonder whether you
have any idea whether the President is going to let Januery 21 go
by, or is he going to adjust them? ) X

Mr. Panerra. | was asked that question, I believe, Senator
Roth, Senator Domenici, and we are presenting again options
ta the President and he has not made a decision with regards to
that. But 1 can assure that, whatever that decision is, it is going
t¢ be part and parcel of the decision on that broader economic or
dofieit reduction plan, because you ahsolutely still have to get those
deficit targets met. .

Senator DOMENICL So you don't know yet, but i is under consid-
eration?

Mr. Paxerra. Yes, sir. ) .

Senator DOMENICL Mr. Chairman, 1 apologize for repeating the
guestion. I had ne intention of repeating it, if it had heen asked,

Now, Chairman Panetta, one more kind of process quesiion and
then 1 would like to ask you a question about how the deficits are
geing to get reduced, in your spinion. The debt limit is going to ex-

pire ai a time wery soom, and it has always been a very, Very con-’

tentious issue. It has been the opportunity to get things done un
the one hand, and for others it has been the opportunity to try to
stand firm and pot get a Christmas tree propo Do you have any
idea npw when that debt Hmit will expire, such that we will have
a time certain to increase it? .

Mr. PANETTA. A5 you know, Senator, Treasury ultimately pre-

sents us with where that peint will be, Our best estimate right now
B L R A mwty da wolan we mav Rave to confront that
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ssue. I would hope that at that pol econ
point we will have sn
pl'atgi prgﬁnted to the country and we will have s process begiuggz;
wi cg : Congress that will make clear tn everyone what our ap.
proach is going to be in terms of defivit reduction, as well as invests
tr?z:nfﬁ’s z.né that we won't face the problems that we have faced in
But you are right, It has become a source of all ki igehi
: , 3 uds of mischief,
My hope is that peeple will be convinced, as we did in the zbzzdgeeft
ggregemem, that by virtue of the steps we are taking for deficit re-
ceiii:zg:}’s:: ghﬁg?eggcp*t § o ki :ih :fm D e e et
s n't face any kind of se
in&;igyggmgy vimmbx;othgoina iy ous econemic problems
NICS. ere will be & requirement up here
;t};':ii ytﬁ ;zéz throngh & couple of interim steps to see if the credibil-
. PANETTA. T think that is probably whe '
: y what we will do.
: Senator DomMenict. 1 think if you want to establish some credibil-
ty in your so-called sconomic and deficit plan, there will be many
of us joining in saying why have it every 8, 4, or 5 months, why
m}éﬁ x;sePth&;Errmxmbfem and p?ltf m 3 or 4 years. ’
> A. T suspect that will probably be a short-te
extension followed hopefully b ing i HEL sl
wig; sio 2o§£§r~tem gob légz ‘ y something in reconciliation to deal
_Senator DomENICI. Now, Chairman Panetta, we had -
lican President for 12 years. For 6 of those yeal:s, we hadaa %Eﬁg-a
livan Senate and &8 Demovratic House, and the rest of the time we
had a Democratic House and a Democratic Senate, Republicans in’ ‘
the Senate, to the dismay of some, tried to dramatically reduce the

. deficit on their own and did it on their own for one body. It didnt

gﬁe{% weeks. Between the then-President and the House, it was

I have come o the uneguivocal conclusion that
to get the kingd of deficit reduction that is teqmrecfo t:: fgﬁﬁrﬁg :gg

deficit under control, if vou ex one
the status of the pmsideiocy vem; the &a?g%do . ess of

I don’t believe the current Democrutic control of the White Huusge
and both Houses of Congess can achieve the kind of deficit reduc-
tion package that people like you have been talking about for =
long time, and that inciudes entitlements, major reform and policy
chf}::j;:én menr;l tio reduce &}:&ix; costs in 2 reasonadble way.

- gene 8 i i
gei{thiap&ognee? 4 gm t it is going to require both parties to -
Ir. PANETTA. 1 don't see how you can take on these
choices, without baving both parties trying to hold hands izgti?ilg
with these issues. If it becomes just & partisan game of one party
biaming the sther for whatever tough steps ere taken, we are going
to repeat the experience that you just explained. 1 regvet that,

Very frankly, you were among thos¢ who made some very tough
choices at that time and got the hell kicked ocut of you. It ean't
wark that way. We have got to be sble 1o make these choices to-
g}?‘!;!s:fr, a;zg%t.ge &mnt:y has to rzlea ﬂt:m ave willing to set aside

5 rences in order
is kind of the starting point for me, ® those choices. 80 that
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Senator DoMENICL 1 onee colned a word that said there has to
be a “simultaneity” test for the really tough entitlements, Demo-
. ¢rats and Republicans and President and leadership role have to
say “aye" at the same instant, so there is not even a 30-minute
lapze, because then there is room for to blame.

But let me conclude this round of guestiong—— .
. Mr. PaNETTA. If T can just follow up on that, Senator Demenici,

that 1 a two-way street. As you know, it is a two.way street. If we
come forward and present a tough plan to the country that does in-
volve some of those choices, then it is also important that res
members on the minority side are willing to say he has made the
tough choices and is willing to try to work with ug. '

But if the first reaction is to kick the hell out of us, you know,
because we were willing to make those choices, that makes it very
difficult then to try to bulld that kind of bipartisan relationship. So
I hope it is o twe-way street and that we can both work on this
effort o try to develop a coordinated approach to this tough issue.

Senator DOMENICI. Well, Chairman Panetta, if the Pregident
agrees with your position that everything is on the table—and I
gathered you said literally that every entitlement program is on
the table, then my only admenition is if you want Republican sup-
port, and you should have it if it is done in a way that is best for
this country, fair and equitable, ] think you have to get Repub-
licans involved in helping with the deficit reduction package,

We aren’t necessarily entitled to be part of the ideologicsl, philo-
sophical or pelitical agends of this President, but Mr, Chairman,
don't drop us a deficit reduction package mt%z._thm things in it.
1f you want to be bold enough to put ail the enfitlements in unilat-
erally and not talk te any of us, I admonish against it, because you
are inviting a disaster, I really believe we ought to be in it together
from the beginning, but we ¢an be left out, in which event 1 :;hmiz
yeu have got to bear it all alone, and my guess i3 you won't get
it done.

My time has expired.

Chairman GLENN. Yes. Thank you.

Senator Domexicl, Could I put a statement in the record that
says how much revenues are going to go up without any changes
in the income tax? ‘

Chairman GLENN, Yes. Without chjection, it will be included in
the record. . .

[Document follows:]

Revenue GROWH

Question: This muraing it was statesd repeatedly that we have Jest” hundreds \of
billiong in revenues, o .

Ewven with OMB's most recent pojectinhs, Year-over-YEar, &r8 reveniss p
ta decline or incrense?

Hockground: A Senste Budpst Committee majority staff analysis of the Bush Jan-

budpet stalement «laims 8 $214 billion “revesue loss” over the period FY
iigi%wiﬁgf This is due 10 a change in the estimetes of the revenue boseline and
#ot any Joss. Even with this re-estimate, snd with no incymases in {axes, revenues
ave still projected o increase, year-overyear, under OMB's projections,
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Mr, PanETrA. I ¥ could just say to Senator Domenici, I don’t
think we can get it done unless we have that kind of cooperative
effort. Yeu are right; it may be g little ensier to do on the House
side, %ut on the Senale side 1 think we are going to need that co-
operation.

Chajrman GLENN. Mr. Panetta, there was a lead editorial in the

- New York Times Inst Fridey—] don’t doubt that you saw that.

Mr, Pangrra. Yes.

Chairman GLENN. “Breaking Bill Clinton’s Promise™ was the title
of it. It involved a nominee for a Cabinet post who was only willing
to say, apparently, that he would recuse himself only for 1 yeer
from areas that his flormer law firm might be involved with while
he remained in office. "

I'd ke your views on this because I disagree strongly with that
approach to {5, You are not in that position dyonmlf‘. becpuse you
have been in a%cvemment for a leng time, and while you were with
a law firm, of course, that has been many rs ago, se { dont
think you find yourseil in that position. But | sm concernied about
the many people that you will be having come in to OME and what
your rules are geing to be for them; will you expect them to recuse
themselves from any of thelr prior clients’ interest for just 1 year,
or for the duration of their employment in your office?

Mr. Panerra. T would ask my ezzzflo to recuse themselves {or
the duration of their employment. nk you can't Hmit the con-

. fliet isyue, It has got to be for the duration of their employment,

and that is what I would ask of my employees.

Chairman GLENN. Good, I think that is excellent.

I'd like to talk some more shout the management role—Senator
Both mentioned that a few moments ago—and improving govern-
ment managemend, This Committee has been on 6 crusade for a
number of years to put the *M” hack in OMB, I think there bhas
been some pi s made in that srea, but certainly s great deal
maore needs o be dene, and 1 think le at OMB in the past hava
quite often gotten so bound up in the budget process itself, which
ohvipusly ig time-consuming and monurnental, it has a time dead.

- line set for it, you are always up against deadlines; so it is under-

standable why people focus the greater part of their attention on
the budget and very seldom get around to the *M" in OMB, .
Now, the Committee has fell very strongly about this, and w
have faken the lead in passing IG legislation, expanding that, and
also the Chief Financial Officer Act, which—to put it in proper per-
spective, if you have a8 "mom and pep” business, and mom says,
ere is some waste, and we're going to go bankrupt if we don't
correct this,” and mem and dad get together and decide, OK, we've
got to correct this. When you to he a bigger business, that
“mom and pop” operation is performed by an auditor, & comptroller ..
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Senator DoMeNicl. 1 anee eoined n word that said there has to

ke 1 “simultaneity” test for the really tongh entitlements, Demo-
crats and Republicans and President and leadership role have fo
say “aye” at the same instant, so there ls hot even & #G-minute
Iapse, because then there is room for to blame,

But let me conciude thie round of guestions——0 . .

Mr. PANETTA. If ] ¢an just follow up on that, Senator Domenici,
that is a two-way street, As you knaw, it is 2 two-way street. i we
come forward and present a tough plan to the country that does in-
volve some of those choices, then it is algo imporiant that re
members on the minority side are willing to say he has made the
tough cholees and ia willing to try to work with us. :

But if the first reaction I8 to kick the hell out of us, you know,
hecause we were willing to meke thoge choices, that makes it very
difficult then to try to build that kind of bipartisan relationship. So
I hepe it is a two-way street and that we can both work on this
effort to try io develop a coordinated approach to this tough issue.

Senater DoMENICl Well, Chairman Panetta, if the ident:
agrees with your position that everything is on the table—and 1
gathered you said literally that every entitlement p m is on
the table, then my only admonition iz if you want Republican sup-
port, and you should have it if it is done in & wWay that is best for
this country, fair and equitable, I think you have to get Repub-
Ticans involved in helping with the deficit reduction package.

We aren’t necessarily entitled to be part of the ideological, philo-
sophical or political agenda of this President, but Mr, Chainmnan,
don't drop us 2 deficit reduction package with these things in it.
If you want to be bold enough to put all the entitlemenis in unilat-
erally and not talk to any of us, | admonish against §t, because you
are inviting a disaster. I really believe we sught to bein it {ogether
from the beginning, but we can be left out, in which event I think
yo:; have got to bear it all alone, and my guess ia you won't get
it done,

My time has expired.

Chairman GLENN, Yes. Thank you,.

Senator DOMENICE Could I put a statement in the record that
says how much revenues are going to go up without any changes
in the income tax? )

Chairman GLENN, Yes. Without objection, i will be included in
the record.

Mocument follows:}

ReveNUE GROWTH

Question: This moming it was stated repeatedly that we have "lost® hundreds of
bitiiany in revenves, .

Even with OMB's most secent projections, year-gver-year, are revenuss projected
tu decHne o incrense?

Buckground: A Senats Hudpet Commiltee majority staff analysis of the Bush Jan.
uary hggget stotement claima 8 $214 hillion *revenue loas™ over the peried FY
16951997, This is Gue i & change in the estimstes of the revetue haseline and
pot any ioss, Even with this re-esiimate, and with no increased in faxes TOVenes
sre still prujected fo increase, year-over-year, tnder GMB's projections,
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Mr. PamETTA. If 1 could just say o Senator Domenici, I don®t
think we can get it done unless we have that kind of conperative
effort. You are t; it may be a little easier Yo do on the House
side, %ut on the Senate side I think we are going to need that co-
operatisn, .

Chairman GLENN. Mr. Panetta, there was a lead editorial in the
New York Times last Friday—I1 don't doubt that vou saw that,

é{% .I‘*Amg&« Yes, -

irman GresN. “Breaking Bill Clinton’s Promise” was the title
of i, 1t involved a nomineas f::tga Cabinet post who was snly willing
to say, apparently, that he would recuse himself only for 1 year
from areas thal his former law firm might be involveg with while
he remained in office.

I'd like your views on this because 1 disagree strongly with that
approach to it. You are not in that position yourself, because you
have been in government for & long time, and while you were with
a law firm, of course, that has been many ago, se I don’d
think yvou find yourself in that position. But 1 am concerned about
the many people that you will be hav:ﬁg come in to OMB and what
your rules sre poing to be for them; will you expect them to recuse
themselves from any of their prier clients’ {nterest for just 1 year,
or for the duration of their employment In your office?

Mr, PANETTA. 1 would ask my em 23:9 to recuse themselves for
the durstion of their employment. ink you tan't lmit the ¢on.
flict issue. It has got to be for the duration of their employment,
and that is what I would ask of my employees.

Chairman GLENN. Good. | think that is excellent.

I'd like to talk some more about the management role—Senator
Roth mentioned that & few mowments ago--and improving govern-
ment management, This Committee hag been on a crusade for a
number of years fo pus the *M™ back in OMB, § think there has
been some p made in that area, but certainly a great deal
more needs to be done, and I think e at OMB in the past have
qute oftens gotten so bound up in the udget process itself, which
obvicusly is timeconauming and monuwmental, it has s time dead-
line set for it, you gre alwaya up against deadlines; so it is under-

standahle why people focus the greater part of their attention on

the budget and very seldom get around to the “M” in OMB,

Now, the Committee has felt very strongly about this, and we
have taken the lead in passing IG legislation, expanding that, and
also the Chief Financial Officer Act, which—io put it in proper per-
ggectwp, i you have a “mom and pop” business, and mom says,

ere is some waste, and we're going to go bankglf:t if we don't
correct thia,” and mom and dad get together and decide, OK, we've

ot to correct this. When you get io be a bigger business, that
mom and pop” eperation is performed by an anditor, & comptroller
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or, if you are really a big business, a CFQ, or a chief financial offis
cer, who, while he or she could gertainly look i the eriminal activ-
ity, they are more charged with losking at the efficiencies of gov-
ernment, with saying here ig a8 program that works, here iz ong
that doesn't, we wasted money on this. They ton report then, and
the way we passed that legislation, the reporting has to go not only
uphil] through their boss and the administration, but alse be re-
ported to Capitol Hili, as I think you are aware.

So right now we have that OFQ legisiation just coming inte fru.
ition. The end of last year was when they had to have their reports
in as to what they see as thelr pian for the next § years in each
agency,

‘Now, it seems to me we have given some pretty good tools to the
Office of Mansgement and Budget to do the things that have to be
done: but we haven't seen the administration jumyp on these thin
and realiy use them the way I think they should be used, The Gy
have done pretty well after we expanded their operations. Year be-
fore last, they referred to Justice 8,177 cases that were successfully
prosecuted and got back = little under $1 billion, which I men-

tioned briefly this morning. So we have given them some preity .

good tools.

Now, I would like to have you giwg us some of your views on the
“M” in OMB, what you plan to do in that area, how you plan to
g at it

i don’t know how you go at this, but we want to werk with you
just o closely as we can. We think we have given the OMB most
of the toels it needs, and now we just need OMB to really go at
this thing and dg it, - ) .

We also provided under the CFO Act a different organization, as
you are aware, We provided for s deputy for mans;gement there, 1
wonld sppreciate your comments on whether the deputy for man.
agement and the deputy for budget matters are going to be
coequals, or are they going to be one uader the other, or how do
you see that whole thing shaping ug, because how you prganize
that, and the people you pul in there immediately, and what
marching orders they are given, is gain&ta go & long way toward
seeing whether we can get that $180 billion waste, fai, fraud snd
abuge back and whether we are going to be ahle to operate s real
lean, mean gevernment here that the people of this country can
have some faith in.

Would you give us your thoughts on that, please?

Mr, PANETTA. Senator, you and I have talked sbout this, and
have looked at the whole issuewvou know, every time we've devel-
oped a budget resolution, somebody says all you have to do s just
g: after the waste, fraud and abuse—and as a consequence, we

gan to do some studies on the managemenst side and tried to see

just exacetly what dees that mean, what can we do to try to improve |

the management of government. It was on that bagis that we had
a whole focus last year in the Budget Committee on efforts o try
to improve management and to try fo urge OMB to improve the
management side of it.

You are absolutely right, and the focus at OMB-—gnd it 15 under-
standable—is that they are irying to develop budget numbers,
yow've got heavy deficits, you try to work economic plans through,

O
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. the deputy director for management will be
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56 what happens iz you ignore the management side, and usd
kind of allow theme operations to kind of go on their owzzmd 1
think the result i that we paid & very haawrim for that,

It is not as if the two &re not related, When aren't payin
attention to 2 HUD close enocugh, you have a scandal, an
it resuits in billions of dolars of costs to the taxpayers. When you
den’t oversee an 8 and 1. situation, nitimately the taxpayer has got
to pick up the bill at the other end. When you don't check on pro

curement at the Defense Department, you pick up the bill on the -

other end.

So it makes much better senss to try to go at these before the
problem happens, and the best way to do it is to g{l to emphasize
this element of the management role at OMB, I inﬁd that
; that that indi-
vidual will have key responsidility for mmeemg &ll of the tools
you have given us. You are absgi&tevlvv right; 1 think we have
enpugh tools right now to do the job. We've got & financial officer
system, we've got the IG system in place, we've got procurement re-

- quirements that you have given us, we've got requiroments with re-

ﬁard to contracting, we've pot requirements that have been estab.
shed with regard lo identifving high-risk operations, doing the so-
cgii?é SWAT team operation to try to deal with those arens of high
Ti8K. ’ :

I think all of those are good tools, and I guess what T would want
to do is to try to establish some kind of comprehensive message
that we are not just poing to take business as usual anymore from
the departments and agencies; that this is an administration that
is going to demand that they gerve the public. I think the Presi-
dent-elect has made that elear in his support for trying to resrga-
nize ﬁovemmelgt, and his comments about reinventing government,
All of that is aimed at one thing—making government work better
for people. And'] can assure you that this is an area that will get
a lot of atiention from the Director of OMB, and I would like to
continue to work wery closely with you and Senator Roth, because
imu put a lot of time into these issues, and I need fo benefit, frank.

, from the expertise that you can help provide as we try to deal
mrtfz {,Iiese iggues, th '

ut I want %o assure you thet this is going to be a very key prios
ity for me as Director ofy the Office of Management and g’u&%{’
hairman GLENN. Do you have anyone in mind yet to fill that

CP{) position over there under you?

Mr. PANETTA. No, sir. We are looking at & number of names, and
frankiy, that's a position that is so sensitive.~the President-elect

“himself has said this is a position &:&%Iwmttntaikwiﬁx&u
A

aba}g because it is important to me to get & good person in
position.

Chairman GLENN, My time is up, and I don’t have any candidate,
but I think Mr, Mazur who came in over there and hes been gel-
ting his feet on the ground in the previous administration—he ﬁﬁt

a national reputation established in Virginla an being an excelient *
b

State compiroller; that is the reason he was picked fyr that job. I
think he has done & pretty good job in getting this thing started.
over there, 1t just needs to be imy'}amenwd and more pus t bew
hind it. You might want to consider keeping lim an over re:
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don’t know whether that has been suggested to you or not, but 1
think he has done a good job in that ares.

Mr. PANETrA. T have no decision, and we will look st him as well,

Chairman GuenN., You may have some red, hot person who
would be even better, but—— .

Mr. PANETTA. I just want a tough SOB in that position, that's all,
M(‘,‘haiman GLENN, Well, you may have it in the form of Mr

azur.

Thank you. )

Senator Roth. )

Senator Rori, Mr. Panetta, at the conclusion of my last ques-
tioning, you talked about trade. There is nothing in my judgment
more important to get this country moving again, o create growth
and jobs, than for us to do a betler job in experting American.made
products and services. ) .

For 15 years, I have been working on the question of reorganiz-
ing trade, and Mr. Wegman and 1 have worked together in the

ast, Have you locked at the need to do something in this area to
elp push American exports?

Mr. Paxwprra. All I can tell you is—and it's probably the same
reaction you've had--that every time I heve to deal with a trade
issue, I wind up spreading myself over a number of agencies to try
to deal with varicus elements of the trade issue. It is in the State
Department, it is in the Commerce Department, it is with the
Trade Bepresentative, it is with a number of other agencies and de-
partments, it is with Agriculture, and it is with others,

Somehow we have got to create a more central focus, it seems to
me, ot trade issues. %m&ia is a fundamentsl, fundamental element
of aur etonomy for the future, If we are going to break out of the
slump we are in, if we are peing to get inte the 215t Centu angd
be competitive with the Japanese and with the Germans and with
the French and with the rest of the world, wo have got to empha-
size the trade side of this thing, and it seems to me part of that

sught to be to look seriously at the element of reorganization and

trying to centralize these agencies.

I know that is controversial, 1 know that, again, you step on a
lot of toes when you get into this game, but again, 1 think if you
are going 1o try to coordinate good policy in thia area, it is some.
thing that needs to be looked at. .

Senztor ROTH. Well, I think you are right on mark, and I do have
some legislation in this area, | don't think there is any one, single
approach, but 1 think it is imporiant that we work together o try
to bring some sense to this critical area.

Mr. PANETTA. Yeu .

Senator Rory. Going to the Department of Defense for 2 me
ment, the Comptrelier General was complaining when he was here
last week about the duplication, for example, that 4 ‘glanes, i think
it was, were heing manufactured because of the different gervices
and g0 forth,

Here again, I think we need to look at some kind of restructuring -
and reorganization. It seems to me that it might well make sense |

to centralize milita rocurement within the De ent of Da.
fense so that we éot?; l?ave ail this duplication ami waste of money

wehiiab sen mmeme conVd offd

vuld you agree with that?
- Mr, PangrTa, 1 think thet's worth looking st. It is a terrible com.
men what you heard from the (GAQ, a terrible commentary
when head of the GAQ can't point to one department as being
an example of haw you operate eﬁezgiemiy. That's seary, it really is.

Senator ROTH. It is scary. -

Mr. PANETTA. It really is; to think that there isn't at least one
you can poinl to to say this is an example of how others ought to
operate. That is scery,

Obviously, the procurement area is a good example of that. In
just the disrussions that I kave had with individuals who are

wledgeable on procurement, the problem is when you look at
some departments, procurement officers sre not trained in Brovare-
ment. They dou’t really have any kind of basie training thst they
are supposed t0 go through. There are no requirements that are
being asserted wi 10 procurement, officers,

The Defense Department, I think, is ahead of the game, because
obviously they do a Iot more of that, but there are other depart-
ments and agencies, frankly, that-.the whols tontracting out lssue
scares me in Yerms of the kinds of operations that go on with peo-
ple who don't follow up, who don't require certain objectives to be
aahiggd, who don't oversee these contracts when they are imple-
mented.

8o I don't think there is any guestion that we need to do more
with regard o the entire procurement and contracting out arens,
and the Defense Department, because it is the biggest purveyor of
coptracis to the private sector, is probsbly the one mrea we need
to fook at most clcse?g\.

Senator ROTH. Perhaps the most commen theme found in GAOQ
and IG reports on problems in the Federal Government is that
someons didn’t do their job properly, sither through incompetence -
or inattention. 1 guess it ralses the question: Do our personnel sys.
tems adequately enforce the notion of personal acoountahility?

How can so many government managers snd other personnel get
consistently high rmanee appraisais, and yet the amgrams do
80 paerly, even ending up on OMB's and GAO's high risk list?

Mr. PANETTA. Again, I think we do have o look at merit and per-
formance and try to build in the kinds of incentives that really uay
we are going to reward people who do the job and do it right. We
Just need to do more of that _

My experience is that there are good pevple out there. We bave
been talking about the problems in government, but m%fhexpsaﬁenee
is that thers are a lot of dedicated people out there. The problem
is-and the frustration that they have is that sometimes they are
not recognized for the work that they do. 8¢ we have got to develop
a better system to acknowledge the people who do the job, who
commit themselves, and oven if we can perhaps provide rewanis
within the budget process, to say If you can provide certain sav-
ings—-1 have often struggled with this whole issue of always havin
to arrive at the end of a fiscal year and then having agencies spen
out whatever they have because they don't want to wind up with

anything in the kitty, knowing that they will be penalized

do. I mean, that's exactly the wrong incentive we cught to be send-
ing. We ought to send an incentive that if you save money at the
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end of the year, we aren't gz;iz::g to penalize you. We are frankly
going to give you some additional room, because you have done g
good job. I think that is the kind of thing we need o try to focus
on

Senator ROTH. 1 think we need to look at the questioh of person-
ore with you that we have many splendid

nel. 1 couidn’t agnec pe
public servants, But it is the system that prevents them ?mm doing

a good job, and ! think there needs to be more flexibility there,

My time is running out, so let me change {6 one other question
hack in the budget area, I think you introduced legisiation last
year to extend the Budget Enforcement Act to 1998, which included
as part of the segquester mechanism an automatic fax increase. Do
you support automatic tax inereases?

Mr. PaNETTA. Well, Senator, the way 1 was looking at thig is that
if in fact you have vevenue proposals~—and incidentally, it was kind
of a 2-part approach that was pro there; one was that where
‘the President in fact signed off that there ought to be certain reve.
nue inerease and then, for one reason or another, Congress failed
to deliver those revenug¢ increases, that we ought to provide a
rnechanism for ensuring that revenues are then put in place. The
problem I see is that on the spending side, we've got a wery effec-
tive tool, which is sequester of spending if you don't reach certsin
targets. On the revenue side, there isn't a penalty if the committee
doesn't come up with the revenues that are reguired under ree.
onscitistion under the budget resolution.

So what do you do in that instance when you fail to get commit.
tees to cooperate with regard to revenue targets? That ia the one
area where we don’t have any teeth. And I admit to you that | have
yet to design a tool that is fair in terms of trying to meet that need.
But 1 just don't think we m:ight to ignore the revenue side of this

picture if we are going 1o do full-scale deficit reduction that in.
¢ludes revenues.

‘Senator Rota. I have to admit I shudder at the prospect.

Mr. PANETTA. I understand; a let of people shudder.

Henator ROTH. A?( in may 1 just say in closing that I think you
are an excellent pick, and we look forward to working with you.

My PANETYA. Thank you, Senator.

Senater RotH, Thank vou, My, Chalrman,

Chairman GLENN, Thank you. Senator Cohen,

Senator Couen, Thank you, Mr. Chairman.

Y asked vou earlier what your definition of “wealthy” is, and I

failed to follow up on that,

Mr. PARET?A, | think the definition that the President-elect es-
tablished during the campaign with regard to I think it was
$215,000 and above in terms of taxable incomew"

Senator COHEN, Is that joint income? Any covple earning in ex-
cess of $200,0007

Mr. PANETTA. | believe that's generally the target that we are
looking 2t in terms of the upper rate jncrease,

Senator CoHEN, And for an individual, would it be $160,0007

Mr. Pangrra. 1 don't know what that number would be, frankly,

Senator CoMEN. So any couple that falls below the $200,000
raark cat; expect not to pay higher taxes under the Clinton admin.
istration

ke
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Mr. PANETTA, As T said, | am not promisin n

zﬁt?t;v }!:ecmzse gfaezkambémkiag at ge ing in ém ag o at;ﬁea
_ en you about taxing the upper ingome, I thin
t.h%e g;&o?op té:ét {aiiaI gfitl:in that det‘iz:im‘.igr’{:iEt that o

r COHEN. T inst want to to be as clear as we can

it, because President-elect Clinton did indicate during the cmzﬁ:uc%'
E?:sgampaign that he wasa not going i intrease taxes on the maddile
Serotor Goni e eand that, '
nater COHEN. We have efine what that middie clase is.
the “wealthy” are defined as those couples eaming in axwesg g’
$200,000, then we can that those earning unﬁe:r that would
not recelve an increase in their tax bills,

_Second, it is often assumed that the tax cut proposals during the
eighties were all the initiatives of Bepublicans, and that aimp% is
not the case. As I recall, one of our colleagues in the HSenate, Sven
ator Bill Bradley, p‘éﬁ'&é a very key role in 1988 in helping to quote
tgzgpiiy“hu‘ie ataxpo mg} zby g'educitgn the ?umb»r of rates and to get

oW as 2, in exc ¢ for & reduction i
rateg to eliminate many of tha deductgium. recw o n the tax
go?l':’g t‘z;o;:;éf:m tatf be tegoingé back in the other direction, We are
v rates, i i
z};§ g Lo highe éi&iductiona. and we are going to now atart increasing
or example, 1 would agsume that one of the first thi
President-elect Clinton will submit will be a tax imentivem
that bears a vezg strong resemblance to what both houses passed
in the waning days of the lasi Congress, which was vetoed b
fggsiéenz Bush because it contained & number of extraneous add-

In that package, as I recall, we had the investment tax credi
tax credit for research and development, tax credits for passivtt;
losses on resl estate, other types of tax benefits. The svidence {s
unclear in terms of whether that is going to produce more savin
or be a bigger drain on the revenue side, Capital gains will ;mﬁ
ably be in the mix as far as President-elect %iz‘ntan is concerned,
?g:;gﬁ:&r; gﬁmf g}t . snmtxilus package of some significant reve-

» at the same ti : i
taxwiamaaes‘ e time we are proposing some significant
. We seem to be poing back to the future, at least, to what
in the early eighties. Have we learned a Ima?af:'the;: mn:;eﬁs;;:
at whith you say the tax level now becomes so discouraging that
it no Jonger contribuies to the economic revival? Revenues are
about 18.6 percent of GDP currently. GDP, and that is about the
a?e;'a of the aé}zyﬁar historical level, Spending is about 24 per.
;gi od we are higher than the spending levels over that 30-year

8¢ it is not that the taxes have been foo Jow. It is that the spend.

-ing is getting too high. I am concerned that we are going to reverse

that and increases tixes more, increase the marginal rates impase

?urtgwg, &a}m? ttllxlm %m‘;f;éa more dedurtions. Wregiseem to fw back-

ng in o {uture, looking over our shoulders and igx

has taken place in the past;g rering what
Mr. PANETTA. Senator, first let me say, as I have often said, that

whan you get to 1 $4 irillion national deht. svasmhade jo +a Kinma

- et e
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me way. Se | am not going to lay the responsibility of that on
iz;:c party 03; the other, 'I‘h% fact is we were here in the Congress,
and the Republicans wg:ta iril thed%;?é}te House, and for better or

now ai s $4 trillion de o
mjlr?c; ?%figgthah at the time in the early eighties when we ;nat{e
the decigion to cui revenues at the Federal level, that you simply
could not get a hendle then on the deficit if you were going t’% in-
cresse defense spending dramatically and then a}s? not get a hane
dle o entitlements. That was a problem. You can’t eut your Wba}
nues and increase spending and expect that you are goz?g to ted-
ance the budget: it just is not going to happen, and peaplé p?m A
that oui at the time. i’mg zz?wi&etia::e Werited the whirlwind,
4 now we are irying to deal wila iaat,
mi think there i?;zgays this friction between can you develop 2
more simplified approach to our tax syslem that has;mllti sa s& we
ought to tax a percentage of income, move away from }:{ @ im:-
tions, move sway from the credits, and try to move toward a m
plified system. And frankly, I have been one who has zuppol d
that kind of approach; that's why I thought the 1986 debate made
me Sense. .
s{i'I‘he problem is that if that happens, and you run into & recessiokzz
the way we have now, we are nNow In 2 situation where we are gschf
ing how do we then deal M;ix& a;x e&nagﬁzzf that is fist and in whi
% look ve ot the future. ) )

gmsﬁedﬁi? %&t to 1m1?a§ a set of incentives that tries to get busi-
ness back on track and iries to at least gtimulate the ri ht kind
of investment in terms of those businesses, And it is for that rgg&-
son that we have the discussion about the investment tax cre thzt,
the R and D credits, and the other things that sre part of this
package,

The bottom line is that whatever you design, you'd betler be will- .

ing to for it. You can't just provide these kinds of benefits in
:x %amg:g And if in fact it is going to lose ;avmzms,_then‘ you'd bet-
ter make up those revenues because that is the problem; frou_ cant
just simply hand out those bﬁ”;eﬁfﬁ‘ M% éhat, incidentally, is the

i ith what happened in the eighties, -
énge rv?g cgu‘:ia package g)l_p incentives together, and if we are willing
to pay for it over that 4-year period so that ultimately we still atay.
on 8 deficit reduction track, then I think we can hopefully provide

b th worlds. . .

thgexitci{&aan. Mr. Panetta, | wrote an article for the Washing-

ton Post several months ago, talking about ways in which I thought -

: , bt r
the Republican Pariy could re-energize itself and become a more ¢
fectivepioyal oppositien to the Democratie Party. 1 suggested g;at
truth-telling was far more important than jdeological zeal or saber-
raitling.

1t is inieresting the reaction that the article provoked, I want to

i le. In the Maine papers, there was a letter to the
gieta(;n:a;’i(f;ﬁ fhai it was a very thoughtful plece, but it mveagzg
an ostensible naivete on my part; that eny {ime peaple hav_et_h mth
to tell the truth in a political forum, they are usually z;xet. wi ‘uf
wrath of those who are unwilling to receive it. That letter wnh_x‘
cited Dan Rostenkowslki's forny into the Chicago streets, when his
‘ear was pounded upen hy some of the senior citizens who were ob-

l&i \ ‘::”“*f.
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jﬁecting to his position on the cataaﬁophic health care bill at that
- time,

The writer also pointed to 2 candidate for Congress in my own

State of Maine who talked about curbing entitlement gro and

way met, with rather overwhelming miacﬁzon at the The writ-
er did point out in the final paragraph that if | y meant what
1 said, then in all probability I would not be arcund the next time
the voters go to the polls,

I think that reaﬁ%does poag the guestion for all of us, and one
Jwe have to resolve, Is it really worth it for any of us to stay in ofs

fice if we are simply willing to say “yes” to every group that comes
gforﬁ 131 agd never say “no In the past, that has been the key
ti ctory.

’Ez question 1s: Are we willing to accept that cup of political
hemlock? So I am going to ask you whether you are willing to hand
that cup of&politimi hemlock to President-elect Bill Clinton, be-
cause he and you sre going to have o pro some thinga which
are goinf ta be very unpepular, If we on gand the go&n}ar thin
over and say this will do if, than both you and I an e rest who
are serving on thiz Committee and in this Congress know we aren’t
going to be teliin§ the truth as we are professing to do.

Mr. PaNEYTA. I think the points made in your column are
right; 1 think that is the message £ the American gﬂple sent
us in thiy last election. They eaid, essentially, “Don't kid us any-
more, Don’t tell us that you san protect all of our benefits and pro-
tect all of the things we receive, snd that somehow you can deal
with these other issues. Just don'’t kid us anymore. We have heard
enough of that, and we want to be told the truth.”

Does that involve riak? Yes, it does involve risk. I can't say to -
any Senator here, snd I can’t aay to any Member of the House of
Representatives that the President-elect ia going to present a pack-
age that doesn’t Involve risk. It certainly is going to involve risk
if it does the right job.

And I think members have to be willing to ifake those risks.
Why? Because | think the American people want us ts do that.

They want us to assert some gourage in our convictiona, They want
us to show that we can provide some lendership.

Are there constituencies out there that will take it out on us?
You bet there are, Are there le who will say you don't have to
do this kind of pain? You bel there are. But in the end, if we do
the joh, and we take the steps, and we put this country back on
the right track, then I think all of us, % least from & histerical

int of view, will be dl;cjarﬁaé as having heen good public servants.

t is, I think, the lenge that faces us,
Senator COHEN, Thank you.
Thank you, Mr. Chairman. My time is

ap.
Chairman GLENN, Thank you, Senator élohm_ You said they said

. loud and clear, “Don't kid us,” and I think you are right. But I
-think whatever the pro,

, ms are that are put forward have to be
put forward in a way that we can get over the hump of the next
step of what people say, too—*But don’t cut any of m& benefits.”

wt kid us"—they want to know the tmath, and they will go

- along with it, as long as their benefits are not cut. If it is going

to be something aeross-the-board, where all this is shared, and peo-
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Fle understand it, and there aren't certain groups getting off scot- '

ree s there have been too much in the past, then I think you have
an enormous historie opportunity here o .reaiiy da some gond.

Senator Licberman,

.Senstor LIERERMAN. Thanks, Mr. Chairman, and thank you for
what {on have just said, Mr. Panetta. I wish you well in that, and
I think as we have said earlier, the key here is fair share sacrifice.

1 think there is more of & political-—and | mean that in the sense
.. of public receptivity to some tough medicine than there has been
in a long time, because people know how serious the problem is,
and it is up to us to be willing to show some leadership, So I appre~
cinte what you have said.

§ have just a few comments, First, 1 did want t0 follow 233 on
what the Chairman said about Ed Mazur and the gsm ion of CFO.
1 have worked with him some and think he has done goud work,
and ] am now prepared to reveal something that I believe I did not
reveal when he was nominated in the last administration, which is
that in my first two campaigns for public office in New Haven, CT
4n Democratic primaries, he ran a ward for me—and 1 carried the
ward both times, against the machine, This was before he became
independent and less identifiable from a political point of view. But
1 feel that 1 can now, as the new administration takes office, reveal
this lurid part of his past. - :

Chairman GLENN. This doesn't mean Tl withdraw my endorse-
ment. {Laughter.)

Senator 1LIEBERMAN. That, incidentally, was the same campaign
in which that yeung Yale Law School student, Bill Clinten, walked
in to velunteer. -

Very briefly, because in a way you anticipated in response to
something Senator Roth said snd anawered the question 1 was
going to ask you. We have been talking about “reinventing govern-
ment,” which is the term that | belitve was invented by David
Osborn and Tip Gabler in their book, One of the ideas that they
talk ahout is how to change some of the incentives that are on pub-
lic employees who are managers, and one of them is the whale idea
of adopting what they call “expenditure control budgets,” which I
JUESS I8 something that has heen tried, as they report, in several
cities. The basic idea is to get away from the “spend it, or lose it”
methoed and create incentives for e so0 thal when they save
money, they sciually get some of it back to spend on whatever they
want to spend it on within their depariments. -

1 gather that the Depariment of Defense has successfully a lied
these principles on a small-scale basis already, And incidentally, in
that exchange with Mr. Bowsher the other day when he seid he
conldn’t thirnk of one agency that he thought was doing well, he
then & Httle bit later said maybe the U.8, Army, because it had re-
organized itself af{eczivel%. S0 my question is, just to follow up on
your answer to Senator Ro
applying some of these principles of so-called “expenditure contrnl
budgeting” on a wider scale throughout the Federal Government,

Mr. PANETTA. Yes, As I have said, I have long looked at the issue
of how you could iry to provide incentives rather than this kind of
emnte::»incmiive thal we mmntiqw have, and that is one of the
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ment that, becguse 1 think it really does to l¢ in the agen-
;el?; a?zz! departments that we aibgnmg mwaggo 3&%& rather t ’
ize you.

Now, _tﬁ; problem at the Federal level, a3 you know, is that ap-
propriations commitiees, with all due respect to the appropriations
committees, if they are looking for money in a set of programs, and
they suddenly see one program thet has resulted in a surplus be-
cause they have been sble o save money, and they have a program
over here that they like that happens to have used money, then
there is an incentive to try to move that money around, Wg have
ggt to #t least rmvide some clear controis—it probably has to be

ne legislatively—to assure that that money can be reused by the
pgency that basieally saved if.

So I'm looking at it very closely,

%ngztior {,mafl.)mm. ¥ s?_iab you well on that,

nally, just by way of process, & lot of fresh ideas have been
talked agout baz:g mf forth here today under the general rubric of
“reinventing government.” Do you anticipate that there will be a
reinventing government” legislative that will be sent up
to the Hill from the administration, or will there be a series of sep-
argé,e z;;ltzatwes?z el N )

r. PANRTTA. T can't tell you whather it {5 going to be in 8 pack-
:ga or sggamm initiatives. All 1 coan tell yazzg?s %hat re:t asgred

e President.eject will in fact present approaches to to imple-
ment some of the thoughis that were contained in inventing
Coverm et o personal point of

ink from a personal point of view, it may make sense to ¢
to package it so that we can kird of move o??; initiative throug
the Congress, but if really does depend on the elements of that
package, and 1 think we really do have & work very closely with
:‘;’tfm f&z;ggz;ess and with this Committee to try to fashion that kind

jil .

Senator LIEBERMAN. 1 look forward to working—I'm sure ail of us
do—with you on a bipartisan basis on thia.

Mr. PanNeTTA. Thank you,

Senator LIEBERMAN, And let me just say finally that | have ire-
mendous admiration for you, generally, but you imre done an ex-
traordinarily good job today. And I was sitting here thinking of
whether there was anyone else—it's a fanny way to go at it, Leon—
but whether there waa anyone else the President could have ap-
pointed to this jch who conld have done a better job than you did
today, and I iy can't think of anybody.

You bring great experience, tremendous knowledge of the inner
workings of government, and a whale set of values about govern-
ment which, one, will allow you to hit the nd running, and 2,
I think will enable you to do & great job for the country and the
President. So we are lucky to have you. Good luck ]

Mr, PanETTA. Thank you. "L

Chairman GLENM, Thank you, Senator Lieberman,

When we talked sbout this “Reinventing Government,” I'm not
wite sure I know what we mean, and | am not sure anybody eise
oes, either, to be quite honest about i, 1 have read mast of that

. book, and it is very, very interesting, Most of the examples are at

State and loca) governments,
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When we tatk about decentralized entreprensurial approsaches on
performance and results, rather than bureaucratic procedures, can
you give us any examples of exactly how you understand this and
what is going 10 be done? For instance, how does that apply fv &
specific problem aver at Interior or Agniculture? Are there any ex.
amyples of exactly what we are talking about?

e concept is a very nics concept, snd I eertainly go along with
it, but I'm not sure how 'd write legisiation to carry it out

Mr. PanNETTA. Weil, with all due regpect to the authors in the
group, it is always a problem that when you look at the themes
that are set in these Kinds of books, they can kind of point to their
pariicular examples, but then to take those examples and apply
thern to a Federal agency is not always that easy to do.

But I think their basic theme iy the right one. I guess that is
probably the way to look &t this. Their basic theme is don't accepd
the status quo; ask questions, try to shake the system up, to
provide some different sets of incentives. Don't overburden those
who have to do the job with a set of regulations aad requirements
that basically tie their hands; give therm some flexibility, give them
swme clear gbjectives and . but give them some flexibility t
do the job.

Those sre themes. I understand that. To try to convert that into
reality is not always that simople. Bu¢ I think if we maybe approach
this with a different mind set here in %erms of how we can try 1o
make government better and try to develop some of these incen-
gives, then I think maybe we can in fact make government work

etter.

¥ think “Reinventing Government” is nice words, and it is a good
boak title, but I think the bottom line of what they are saying is
{ry to make government work better for people, and that is what
I am interested in trying to do. They have got some good ideas, 1
just think we need to work a lot harder to apply them to the Fed-
eral structure.

This is a big structure, as you knew, that we are dealing with.
It is not that easy to kind of take one, little element and apply it
across the Federal board. But if we can make a few of these agen-
cies and departments cooperate in this effort--that's why I like the

idea of & pilot program only because [ think it then gives you the

ability to experimeat with some of these ideas and see how they
work—maybe we can change the way they operate.

Chairman GLENN. Last Friday, the Cesmitsmlter General de-
seribed some of the government's highest risks from mismanage-
ment, fraud, waste, and abuse, OMB also has & high-risk program.
The President’s 1893 budget request ssks for over 32 billion o
wark on 99 highrisk areas. GAO hss applauded OMB's effort but
has gquestioned the resolve to really follow through and really solve
some of these problems. -

[ have brought along copies of the things that were released on
the high-risk areas of government that GAQ has gone through and
analyzed, and that they released at our hearings last Friday, I
don't know whether you've had a chance o see those yel or not;
I brought afong a set for you to tuke with you and read, or pass
out to somebody who can review them for you, This is the
tion series, as t%ey did 4 years ago, looking at the different depart-

transi- .

. A
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ments snd areas of aeiivity of the government, and thelr ree.
ommendations are sort of a "state of the Union” from GAD'S view-
peint, if you will, for each one of the departments,

I think these things are very good, and GAO has gotten their ex.
ge;—tme wgeﬁ}eg on this, I think, over the years, and I think is

oing a good job,

Mr. PANETTA. 've had occasion ts talk with General Bowsher on
this {ssue, and 1 had a chance to discuss some of these slements,
and 1 want o talk with him further because I do think that the
high-rigk identification iz one of the betler things that OMB has
done in ferms of the management side to identify these areas, and
then use the SWAT teams as 8 way to try to follow up on some
of these high-risk areas,

8o that is = procedure and process that I hope to continue.

Chairman GLENN, let me go over to financial management brief-
iy. One of the GAOQ studies of a couple years back identified
throughout government—give those to Dick gfmazz; ke can carry
them-gne of their studics identified over 400 different accounting
systems in government. And then we said there can't be that many,
and they said, well, there are 200 major different accounting ys-
tems in government. And these cannot talk to each ather through
their somputer set-ups and so on,

Now, there has to be something wrong with that, and 1 don't
know how we get into financial management and really make it ef-
fective a8 long as we have 200, or even 100, different secounting
systems being used throughout the various departments of govern-
ment. 1 don't know how you reconcile your books over there, or if
it is even possible to do that until we get some changes made in
government, 8o it s an enormous effort that you are going to hnve
to put through.

see the agency CFOs as a critical- part of straightening cut
some things exactly like that, so that our different departmenta
and agencies of government can at least worle with each other di.
rectly, can at least balance the books, 80 to speak, and so you can
have accurate figures to work from. If you don’t have that, I don't
know where we go; it is going to be very diffisalt,

Mr. PangrrA. Senator, I mentioned tnis to you before, but it kind
of blew my mind, the fact that we didn’t have any kind of commen
finance sheets in these different agencies; that it wasn’t until we
put the financial officers in place that they began to develop a f.
nance stateraent in many of these agencies and departments,

We have now tuken & very important step. I think the financial
officers are extremely important. I think 1 would »; with the
vriticisi that you have made, thal these financial officers ought fo
have that responsibility in and of
just be asseried as pari of somebody else’s regponsibility. I think
we cught to be able to pinpoint who thet financial officer is and

. make that his or her primary responsihility.

Chalrman Gieww, There hag been increasing attention to reor-
ganizing government, You introduced legisiation last year fo reduce
the number of agencies within the government. I believe you sug-
gested 2;ring§ng it down to 8 major different functional areas of gov-
emmment.

themselves; they ought not to -
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~ Dé you still faver doing that? Would iyozz comment on what you
think the advantages to it would be? Is it rearrunging the deck
chairs, so to speak, and putting it under a different wiring dia-
am, or would it save money, and do you have any estimates of
aw much it would save? Do you still favor that, number one, and
il 50, po abead and sutline what you think it weuld da.

Mr. PanerTa. | do like the ides very much because, as I said,
what we need to do-~and I am not seying that you could ullimately
save a lot of dollars and neither sm I saying that you would nee-
essarily reduce seme of the levels of employment that we have
he ut what } am saying is that from a policy point of view, we
need to begin to centralize some of these policy issues so that yeu
don’t have these crossjurisdictions and hammers going on certain
areas.

Just take the wetlends isgue alone. You know the controversy on
the wetlands issue. The wetlands issue involves some 8 different
depariments and 4 er 5 different agencies, and the end result of
that is that yeu don't have any kind of very clear policy that is pre-
sented to the country, |

The game thing is true on a number of other igsue areas. Energy
iz spread out among a number of different departments, and trade,
as | mentioned.

It seems to me that as 3 Nation that is entering & new century,
we need to focus on what are the important issues for this country
s desl with ag we enter this new century. Well, natural resources
is one of those; how 1o manage our national resources, how ta deal
with environments] issues that relale % those national resources,
Poesn't it make sense to {ry to coordinate policy in those nreas?
Trade, as 1 mentioned, is another area. Human resources is an.
other area,

‘Why can't we do a belter job in the very least of centralizing poli-
cies in these areas so that instead of having to deal with 25 people
in a room, maybe we could deal with one or-2, whoe might have
some say and might be able {0 affect policy in these areas?

Bo that is why | have been 2 strong advocate of that kind of recr-
ganization, I know the risks, as-§ said, of %;ﬁzzg through that proe-
ess, and I know the feet thut you step on when you start o propose
those kinds of ideas. But | guess I would ask for & kind of coopern-
tive effort to look at ways to try to improve organization in govern.
melpg. if for nothing else sp we can do a2 better job to covrdinate
policies.

Chairman GLENN. My time is up, but let me just ask one little
follow-up question and you can give a brief answer, if you could.
Do you think that we would have o regrganize here on the Hill at
the same time you would reorganize departments of gevernment?
Would there have to be comparable changes in structure?

Mr. Pangrra. 1 think ultimately that probably makes senge.

Chairman {OLENN. In other words, i could not be done solo in the
executive branch.,

Mr. PaNETTA. I think that’s right. I think it has to be matched
on ihe congressional side. ’

Chairman GLENN, Thank you, .

Rowator (inhen

zs? ) : ,f«;;}
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Senator COHEN. Mr, Panetta, you talked sbout '

. Mr, auth,
somehow, those of us whae profess to be indulging in themgeg:ﬁ
?:t}?{:;g 21!; f:sz:tz, :;; tur?_s t:}zg to ﬁaﬁcﬁun. Some of us like to ndw
. RY { t
3&% oL af}&gmé ma,'%er« ng about the facts, Bul that is the

ery \ttle {ime has been devoted today to talking about -
ulatory burdens that we place an business, and 1 ténk thatth\:e#:fe
in danger, really, of sulfocating that goose that used to lay the
en egps. 1t i3 not that we should in any way minimize or try
to change the safety laws that we pass or the environmental laws
but we have got to find a way to stregmiine the ry process,
One of the most persistent complaints that ] hesr is how fong it
iakez s {6 do anything in this country, If you want to start a new
piant or 8 new business, by the time you go through the whele se-
ries of duplicative regulatory institutions that ene has to pass
ugh, then all incentive is lost to starting the business up in the
gxzt instance. And I can talk about a process on the coast of Maine
t' ef& has been on the books for 10 years, For 10 years they have
ried 1o start this sarticular project, and it is nowhere closer today
to becoming a reality than it was 10 years agowand it is enlikel
that it ever will be, becauae of the regulatory process. Y
8o we have got to find a way~and ] think that comes thro h
your office as well-wof trying to meet the environmental standa
or salety standards, or whatever the socia! may be, bt to do
£ sty esponsible e fame Gikrwiso  are g
: put up roadbloc hich i i
businesses from locating bere and seekw to &malag;’ e, capourage
bounds of the continental United States,

Pregident.elect has this at the top of his agenda, b

State level, he hus experienced the kind o??: gzi:zf:ﬁd 33‘&

ments that the Pederal Government has handed down, and he hag

gggtshnt there has got to be a better way 10 try to expediie these
-Senator CoHEN. 1 assume that you read “The Edueation of David

Stockman,” Bill Greid i i
Syackm yeamr?g ::x’s piece that appeared in the Atlpatic

g? m%;ga. Yes.
nalor COHEN, I think what came thro nam i
came through in that particular piece as well as Da’vicil)gm
bookmbzzt; it is not policy that drives the budget, but rather, David
Stockrnan 8§ own realization—it was the budget that made the pol
icy. There is going to be tremendous pressure placed on Bill Clin-
ton to keep his quote “promises,” and slread you can ready the
front page of the Past or the Timey or any of the other publications
and say he is in the process of backtracking away from every prom-
ise that he made during the course of the campaign.,

I would hope that you would recommend g stimulus ckage that
would be modest, I think the greatest weight ought m§ placed on

.the-long.term question of defieit reduction, that it be credible, as

youw've talked about. There is a fear on my part that if we provid
B » L) e
oo large a stimulus pa s ose inventives take quite g while
te come on line, and they might come on line just as the economy
18 starting W bloom, and then we end up heating up the enviror.

where, cutside the -
Mr, PANETTA, Senator Cohen, I just want to assure ou the .

.
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ment—call it a “continental warming” if you will—and we set off
higher interest rates and high inflation.

I would hope that any package that he feels compelied 1o put
forth in order to keep a promiss about atimulating the economy will
be kept in that kind of balance.

Mr. PANETTA. You and I share the same concerns,

Senator COHEN. OR.

Mr. Chairman, I think that's all I want to azk Chairmen Pa-
neita, other than to comment ahout this issue of what we say and
what we dg, begause as we it here this oon, every one of us
cap take the gledge that we are going fo do the long.ferm bal-
ancing of the budget, or coming as close to it ns we gasibly can
to revive this econsmy; and yet each one of us will presen
with key Jocal issues that will affect directly how we feel about it

For example, Senator Dargan talked about agricwiture, and that
is near and dear to his heart as it is to yours, Senator Glenn and
myself might talk about defense issues and how they impact upon
our own domaestic economiesn, our State economies, )

But the fact of the matter is that we have got to meagure up to
our responsibilities and take those tough decisions, even if it means
that we are not going to be around here the next time we go 1o the
polls. There is no other way, in my judgment, of ever coming o
grips with the preblem that we have to contend with.

I am foud of citing Jefferson, who said that whenever one genern-
tion spends money and then taxes anoiher 0 pay for i, that we
are sguandering futurily on a massive scale. I believe that we have
heen squandering the future of our children on a4 massive scale,
and it ig poing o take a massive undertaking for us to preserve
whatever legacy we want 1o leave for them. And that will net ocome
ahout by us trving to plesse our constituents at every turn. It is
. going to mean we are going o have {6 sacrifice our own affices in
many cazes, and the real question is: Are we prepared to do that,
And 1 think the jury is very much out on that,

Thank you,

Chairman GLENN. Thank you, Senator Coben.

Senator Dergan.

Senator DIRGAN. Thank you, Mr. Chalrman.

I certainly e with much of what Senator Cohen has said.
Senator Cehien, | think, has aptly described the challenge, If we are
mz:iy sericus ahout grappling with this problem, then we have got
t¢ do more than just what & popular with cur constituents. The
fact is the American people believe that about 50 percent of every

doliar that is spent by the Federal Government is wasted, Thet s

not true, but that is the perception. ‘

Most of that money ends up in someone’s pocket in & fransfer
payment. That's where the bulk of the spending occurs, And if you
are pgoing to intercept and change thet, you've got to deal with
those big areas, including entitlements, and own up to the issue,

Senator Cohen this moming talked a little about spending and
cuts from the congressional side. 1 was thinking about last Feb-
ruary when I looked st the budget that the President seni'to us.
If we had just decided, OK, we're going to shut Congress down
after the next hour, and in the next hour we are simply going to
pass this budeet, line for Jine, with every period and every *¢*

vty
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crossed——it's just yours, Mr. President; we fust buy into the entire
thing—~we would have added $1.8 trillion to the debt. If you actu.
ally added the Social Security money that will be misused, it would
add $2.2 trillion to the debt between now and 1948,

This, in my judgment, is truly s bipartisan mese, ereated in & bi-

isan way, in which every day, 7 days a week, we spend over

1 billion that we don't have, And we can look at 8 Jot of separate
policies—I'd Like to ask you sbout burdensharing—is there some

that we can and should from bizrdensinﬁng? i believe
there is. I talked this momin% ut deferral. | talked about taxes
ga:d by foreign corpurations, But if we are going to deal with the
road vontext of thiz problem, it is going to requive an enormous
amount of courage and some broad pﬁi) changes.
_ I'd like to ask finally, Mr. Panetta, v:gat do you expect us Lo sew
when you send the budget to us in terms of the out-years? You
have been so strong on the floor of the House over the years about
gimmicks. I fully expeet not to open = budget and see any gim.
micks. I would e the most surprised person on the face of this
earth {0 eee a budge? that comes from Congresamun Paoveits that
is full of gimmicks and tricks and deferrals and things like that,

So what do yon think, honestly, we are going to see when we see
a budget from this administration? Are we going to see something
that projects real serious decisions that have significant budget
congeguences that ratchet down that deficit?

Mr. PANETTA. Absolutely. I think first of all, you are going to sce
a set of assumptions shout where our baseline is going to be that
I think will be credible and wilt be in line with what economists
are saying about where the economy is beaded.

Second, you are going to see a series of decisions in esch of the
arens I talked about, whether it is*defense, non-defense, entitle-
ments or revenues, that are going to involve some very tough
choices. The credibility of this package will be based on those tough

But I am not going to say to you now that there ie going to he
an easy way to ﬁ ﬁﬁs; there simply isn't. It is go: togtakgé 8OMe
tz;ugh cholees, and we are going to have to build them into that
plan. ,

Then, 1 guess what I hope to have in addition o that, that the
President-elect will submit, is & package of investments that will
show where we need to at least tarpet some investments in terms
of our society as well,

It is that package that the President-elect is going 1o present to

the American people as his economic plan, and as 1 said, we've got
a small window of spportunity herelza t;y to get this done, 'ga

American people want to see somne action, and we are going to have

o work together to o get that accomplished.

It is risky. It is geing to take, ss I said, some will and
on the part of every member to do it. But we cannot afford—] think
the bigger risk is if' we don’t do ag, if you want to know the

anythi
-truth. 1 think the bigger political risk is if we dont do anything,

and I think the bigger substantive risk is if we don't do anything,

If we just walk away from this for whatever reason we have for not

dealing with this package, 1 think then we do a disservice to the
Congress and to the country.

R,
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Senator DORGAN. You talk shout investment tax credits snd the
whole series of devices, There are some in this town who believe
the keys to the kingdom of economic §row‘d1 rest somewhere in the
bowels of the tax code, or somewhers in a secret, closed room down
at the Federal Reserve Bonk. In fact, it seems to me that the ke
to the kingdom of ecomomic growth rest in the confidence of the
American people bout the future, And if you vigw this écongmy
and the mechanisms to change it ag in the engine room of a shib.

thase who tell us, “If you just turn this knob this way and puil this -

jever that way, and you just get it all right, somehow it iz going
£ work ™ —they misunderstand. |

This ship floats on-confidence, and the fact is that il the Amer-
ican people are not confident sbout the future, there ian't very
much we can o to have an sconomy that is robust and growing.
They are going to be confident, it seems o me, if they see a Con-
gress and a President confronting and selving problems. That ia
what breeds confidence.

If they think their future is going te be better becanse we are
making decisions today to treate a betler future, then we tend f0
$uild confidence in the system.

Frankly, we have a $400 billion deficit, or just slightly under
that, | wouldn't spend a lot of time losing sleep over a $400 Bijlion
deficit if in fact we spend $400 billion, and we cured cancer, I'd
think, heek, if you capitalize that over a short period, that would
be a pretty good investment. But the fact is we didn’t cure cancer
by spending $400 billion; we didn't do 100 sther wonderful things
v spending $400 billion we didnt have. This is an operating budg-
et deficit, We just spent more than we had on an operating budget
situation, which 1 think is devastating.

So, as 1 have said twice today, 1 really think you have a big job,
but you are the perfect person to do it. [ wish this Presideat well,
T wish you well, and [ think every Republican and every mocrat
in Congreas has a stake in the outcome. And if we don't decide that
the last election was not abbut changing Congress—yes, there is
plenty to chan %e here, but it was about changing the economy sys-

_tem to put it back on track, 1o give people opportunity and hope

through ecsnomic %mwthmw we don’t understand that and aren’t ’

willing to act together to accomplish that, they ought to throw the

whole works sut.
.1 just think that people back home from m State feel betier.
They think maybe we are going to end the gn ock, maybe we are
all going to make tougher choices.

So I wish you well, and I want to thank the Chairman for his
patience in these hearings; I think they have been very ingtructive.

Thank you very much, :

Mr. PANRETTA. Thank you, Senztor.

Chairman GLENN, Thank you ve much. )

One thing that I don't believe it has been asked today—il it has,
1 missed it somewhere along the line—do you favor the consump.
vion tax approach? We have talked about taxes back and forth here,
but do you favor that a?pmach? '

Mr. PANETTA, Well, | faver looking &t the idea of some kind of
VAT tax or consumption tax, I think it 13 gzz&nt%to tuke gome work,
T think it is going to take some study, but 1

ink it is something

ol

1

we gught o in the very least look at =5 ible option. Again
as I have said, everything is on the table, hut I c:mg this i one
area of revenues gnigested, obviously, in the Domenici-Nuna pack-
age, but 1 also think that ultimately, in terms of our overall reve-
nue aystem, the likelihood is that we are going to have to look at
some kind of VAT for the future, if it iz designed right, if it re.
piaces other taxes, if it is degigned in & way that hasically helps
:;ié:?;a some of the concerns that we have within our own

Chalrman GLewn, Savings, some savings?

Mr, PANETTA. That's gs' t o ink §
is wart e, T right, and if it promotes savings, I think it

hairman GLENN, I mentioned earlier the 1Gs. | think tizﬁy are
¥ get

, doing & good job, I think the dual functions of the IGs to 1o

inte criminal activity and freud within the agencies and depart-
ﬁgxzm m&ma; g;id a}t& Cf‘%s,tigea:tzo overses gﬂt%he &ﬁé&ges of
e +

tivg.y ot ol e & agd : nt that don’t invelve fraed or erimingl s
Do see any other ways that we can atrengthen the 1Gs°

sion? ﬁfi me just peint out what I am getting at Iilm, a?n{:ils ig;is;
statement more than a question, One of the things we have noted
is the IGs come up with some very things, They make su
tions on things that they think will improve the operation of that

department or that agency, They make the report to their own boss

within the sftmc{, and t z send us their reports up here. Then,

too often, unless it is something that is referred over o Justice for
m;ggt:::j .I;t&s;}rt %'nm gg itnto never-iever land, and the boss

an # i
deﬁrtmezg; | ing about it aver thgm in the agency or Iﬂw
ope that in your new position can let these h

partments and agencies know that % you ehme revi;ﬁ:i 0@!3:1-:

the 1Gs are doing that you are going to stand behind them and

really put gome teeth behind these things. It doesn’t sl involve

gﬁgﬂ} :;??tyé Azza% 1 thz;x;k t!ém couid be some maior improve.

n depart iey i i

ofé I% partments and agencies if they listened o some
Every 1G is not perfect~I am not caiming th

{a%e I zg,hmk tlze[IGs have %gm an exeelient g at—-but by and

r. PANETTA, with you, Senator, I think they have d

an excellent job, and 1 think that the way to emphasim{ that zf”tﬁ

include a look at their recommendations as part of the budget re.

view process. I think that iz the best way, then, to try to make

_ tl_néxfs happen.

oaﬁii,’?&? i.mctiu . OR, Mt J That's excelient.

e actions over at Justice was hasically that th i

Department guited the jurisdiction of its 1G office m@gzztly?’{.]ﬁ%?;

appreciate it if you could take a look st that and use your influence

mmn?ﬁﬁzg rm ié::ferc:lﬁ’t pet ﬁ:ﬁt one straightened ovut, I think

ma want to

w}gt %M toztga iG b(;};er ﬁ?:ar& peverse the course of
T, A I have beens made aware of that thren stafl,

and I bave been made aware of your concerns, and ?%mrﬂuwé

;oé?{car;x&gé intend to bring that to the attention of the new Attor-
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Chairman GLENN. OIRA has been mentioned n couple of times
laday. It was created by the Paperwork Reduction Act precisely to
improve the management of government information, both to ve.
duce paperwork burdens on the public and to more effectively and
efficiently use information. This one has goiten all bound up and
ali crossways with the Council on Competitiveness, as 1 think you
are aware, We thought that we had all the new ground rules for
how rules and regulations were supposed to be taken care of—we
thought we had that all worked out 2 ago with My, Darman.
In fact, we have a Jetter in the file about that, whicl accepts our
proposal or accepts what we had worked out ever about a year-and-
a-half of negotiating at that time,

Now, because there was a hold put on that in the final days of
the Congress 2 years ago, a hold over on the Senate floor, it did
not get put into sffect. And shortly afler that, we think we know

why it was not put into effect; it was because the Council on Com- -

petitiveness then wanted to start passing word to OIRA s to what

it was sufwd s do,

We had Mr. McRae in 8 hearing before this Committee in which
he said that the Council on Campetitiveness only gives them advice
at OIRA. And I asked him at the hearing to give me one single
time when advice had not been taken, and he sat in rather embar-
rassed silence for several seconds and could not think of one single
time when advice from the Council on Competitiveness had not
been taken at OIRA~~and he had just finished a few moments be-
fore that saying there are hundreds of communications back and
forth between the Council and OIRA,

S0 we know what {s going on. There have been newspaper ac-
counts-these are not my charges—that the people whe got their
hearings before the Council were people who 'were major political
centributors. There have bren newspaper articles about that, No
records were kept of Council meetings; no sgenda was set for Coun-
¢il meetings; the mestings were not annocunced. And yet they ap-
parently were controlling a good bit of what OIRA did.

My objection was not fryving to cut out somebody who s doing a
regulatery review job., We naeed regulatory review. Every one of the
rules and regulations writers over in the agencies is not perfect,
and sometimes, for lack of our specificity here in writing laws on
Capitel Hill, they need to look at these things carefully, or they
somelimes get carried away in their own enthusiasm for their own
particular srea of expertise over there, whether it be environment,
manufacturing, or whatever, and they write rules and regalations
that certainly do need to be reviewed—you mentioned a couple of

them, I think, earlier today-—they need to be reviewed. So I don't-

quarrel with that at all.

And whether the review i3 done at the Council-—which I think
expires now on January 20th——or whether it is done where I think
it should be, in the open, at OIRA, it has to be an open process if
the American g&opie are going to have faith in their government,
that they are being dealt with fairly. That is s0 key, it seems fo
me, and that ig what we have not heen able 1o get.

I had a personal, one-on-one meeting with the Viee President

“haut this whals thing znd oot nowhern Rengtar Levin did $he .
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same thing and got nowhere. We have been stymied in being able
to take care of this, )

So 1 hope that the review process on rules and regulations is a
very active one, because 1 also support the statement that Senator
Cohen made a few moments age: Business is being stifled. If theve
is one item that was different that I can point to, just very dearcut,
as a difference between my reelection § years ago and my reelece
tion this past fall, it is t almost every time 1
speech someplace, I would have several business people come to me
and complain about the rules and regulations, that they are sti-

ing. .

A friend of mine in Flarida who started a business recently said,
had he known the rules and regulations he waa going to get into,
Be wasn't sure he would have gotten intoe that kind of business op-
erstion, because there were just literally hundreds of rules and reg-
ulations, Federal, Btate and local,

I have talked to GAQ about deing a study sbout how this has
increased through the years, so'we can perhaps get a gauge on how
businesses gre being impacted. But I have heard more complaints
over this past year from husiness peopls aboui how the rules and
regulations are just eating them slive, And 1 think that QIRA can
be an extremely im i part of your b?emtiozz there if it heips
o straighten out the impact on business of all of the niles and reg-

ulations that are written purgpuant to jegisiation that we pass here

on the Hill

‘That's obvisusly more of 2 stolement than it I8 a guestisn, but
{ just wanted to siate my concern to match that of Senator Cohen's,
that we really have to do something about thiz avea because it is
really having 8 major impact on businesses and is s2ifling business,
and particulariy small husiness, which iz where most of the new
jobs come from.

Mr. PaneTta. Well, Senator, when T first loocked at this job, 1
knew that 1 would be dealing with budget issues, and then lovked
&t the pther that were included here and realized how
much of a challenge it is, and this is one of thosae areas.

OIRA is & very im nt office for the review of re iong, I
think you are right, Competitiveness Council, we znow what
the reasons were behind the way it operated. I think that is unfor-
tunate because it obviously impected, then, on the eredibility of the
provess. But my hope i to return hunesty to that process again,
that we review regulations, but we do it in an open process.
And I would like to work with you in trying to establich procedures
ta make that process open so people know what we sre doing,

Chairman GLENN. We haven't talked about this extensively, hut
what i3 your opinion-—do think regulatory review should be in
statute, or is this something that can be done by executive order?

Mr, PaNeTTA, Well, I think probably that depends on our work-

. - ing together to try to work cut those procedures. If the feeling at
- the end of that is that an executive order can Mifill those require-

ments, that is fine: if the feeling is that we sught to try ts do it
in statute, to try to make sure what those procedures are, that
would be fine with me, too. | think probably the key right now is

- lpt's work together on the process, and then we can make the deci-

sion ns to what is the best wav Lo implement it a2 thet time

ve A maior |
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Chairman GLENN, | don't disagree with that, and 1 think that
whatever we do, we want to do it right; but I think thie idea of sort
of Jeaving it out there in never-never Jand where somebody sort of
decides to form a committee or & council, and it will direct OIRA,
and it will do something or ancther—this may have been very en-
ticing, but 1 don't want to leave that temptation out there for other
peopie. -

r. PARETTA. Yes, § understand, .

Chairman GLENN. OK. In your pre-hearing answers, you discuss
reinvigorating OMB's Office of Federal Procurement Policy, QrPpP,
Could you expand on those views? What can you do to give OFpPP
the clout it needs to stand up to agencies like DOD and Justice,
where they have had some differances of opinion?

Mr. PANETTA. As | indicated, we are looking at almost $200 bil-
lion worth of procurement contracts that sre out there, and this is
a big load of money that the Federal Government does through its
procurement process. Obviously, the biggest chunk is at the De-

fense Department. .

One of the things I think this office needs to do is to begin to
focus on requirements for training of procurement officers. This is
one area | mentioned in response to another question. The procure-
ment officers simply are not required to go through a training proe-
ess, They need better expertise.

In terms of contracting out, we need to make sure that pgencies
are not oply issuing these contracts, but establishing ohiectives and
goals, also monitoring those contracts 1o make sure they are fulfill-
ing that requirement, and also following up to make sure that in
fact the gob is getting done,

I think too often right, now, the experience is that those contracts
are being issued, and there is not enough follow-up to make sure
the jobs is getting done. Someone mentioned the holiow government
problem; well, this is part of the problem in terms of these won~
tracting out areas where we don’t pay attention to just exactly
whether the mission is heing done or not.

So there are an awful lot of steps that need to be taken here, but
I think the first is that we need procurement officers in each
of these areas to make sure the job is being done right.

Chairman GLENN, You mentisned contracting out, and that was
guing to be my next question. Senator Pryor wasn't able to be with
us here today, but he has taken the lead on this Committee with
his Subcommittee on dealing with some of the contracting out prob-
Jems. They have done some studies in that arca and have some
raal horrer stories to talk about with regard to contracting out,

Now, that is a double-edged sword, of course. Some legitimate

contracting out octurs when an agency has a special problem, and

they want to contract out without bringing on more government
pmployess to take care of that particutar problem, They can do the
contracting out, and take care of it without setting up 2 whole new
group of civil service employees. That ia one approach o it.
Another approach is where we jusi contract out on 2 continuing
basis, year after year after year, until, like one of the agenciex that
testified before the Commiitee, they have become so involved with
she rontrartas that thay santrast with thst thav actually testified

* "h *
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they could not nun their depariment now without that contractor,
Now, situations Like that have gons toe fur.

Then we have DQE, which controls ¢he whole suclear weapons
‘complex by contracting out. That worked well through the years b
‘and large, but now there are some aress where that doesn’t loo
guite 50 good now,

. Do you have any thought about this eontracting out? I am afeaid
that i we cut 100,000 people out of government as the President~
elect bas proposed, that we'll find ourselves in a situation where
same of these agencies say, "I am being asked 0 do 50 much, I
have got to contract out to do H,” and we are just furthering this
cyclé of contracting out by euiting back on Federnl employees. It
is a little bit of & chicken.and-egg situation, but do you have any
comment on how ‘grou pian to handle that situation, or how you
pi;; toploak into %m s o

r. PANEDTA, t is an area, frankly, Senator, where I huve got
ta do a lot more work in terms of Zoekig’g at the hasic problem fx?d
Lr&;x::gew get the best information ! can on the converns that ave

e,

I don’t have an chjection to the basic approach of eontracting out
certain services, That is needed, and we need to do jt in a Iixiitaeci
Wa‘gé What I don't want to see happen is basic services that ought
to be performed by that department, that sught to be performed by
that agency, and then they start contracling those services gut so
ﬁ%i ir{,}z:’ey are dependent on a contractor in order to do their basic

H .
| ’I;fzzis what concerns me, snd I think that is what we need

00

Chairman GLENN. Yeur golleague, Alice Rivlin, will be before us
on Wednesday of this week. She has written a book in which she
calls for a new federaliam involving a rigorous review of govern-
ment activities and a reliance on State and local governments for
many activities now undertaken by the Federal Goavernment.

Do you have any comments on her book-wwell, do you know
whether she still k thege same views or not?

Mr. PANEYTA. 1 think Alice obvicusly hag done same very good
work in this area in terms of trying to analyze whether there is a
way to iry @ restructure government in terms of responuthilities
and efforta—can locsl ang State Government pick up some of these
respansibilities, can the Federal Government define some respon.
sibilities that it sught to have,

Obviously, there is a lot of dispute—once you get into this issue, ‘

it is like getting into the issue of yreorganization, and who is going

to take what, and whether somebody ¢an do it. But I think the-
basic theme is is thers a beiter way to try to resrganize res‘pono
the

sibilities here, because right now, frankly, it ia the problem a
mandates. 1 mean, the Federal Government ifsues mandates,
doesn’t provide the resources, asks State arnd local governments to
Ferfom certain services, and we don’t give them any support. Is
L & better way to say to State and lomf government, “You handle
this area. You try to deal with certain issues™

I don't want to, obvicusly, have the Federal Government in ani

way kind of ,gwe up its responsibility in key areas, but I do thin
that we san Joek at hetter wave tn try ta oot tha inh Aama and cha

My
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sas supggested some preity ﬁood ideas that at least we ought to ex-
slore. ?&!I said, 1 know they are controversial, but I !
here is some merit here to try to perhaps better define responsibil-
ies, ]

For example, if the Federal Government on a health care ap-
proach decides to pick up Medicaid from the States, what are tl;g
goin%( pick up then in return for that? That is a question we i
Lo AsK, - )

Chairman GLENN. There have been propesels to eliminate or con-
solidate most of the Federal grants to States and Joeslitivs, Do you
favor that? o 4 of

Mr. PANETTA. Again—you mean in terms of what--some kind o
going from special grants or targeted grants to some kind o s

Chairman GLENN. Well, as these functions go back fo the States,

4 give them a poi of money, and they would organize and éo
mhemseives, rather than having it directed from here. We would
be mainly the source of money more than we would the direction

{ the program.
° Mr, pPA%g'r&. I think there are some areas whers you can do
seme consolidation. Obvicusly, there are other areas where I think
the Federal Government has identified a particular need, and that
is where we are providing the money, and I think we have got te
he careful about some areas. For example, if there i3 an education
m that we want to make sure ha?‘peng then we want to tar
get it. But I think there i5 some cohsd idation on grants that can
taléghﬁ?gm {LENN. We are winding done, and we'll be done in just
a fow minutes. [ know we are ranning a little bit over, and I said
we'd end by 4 o'clock, but T had a couple of other things 1 wanted
5 talk about for just a moment, and then we wont have 1o come
bock tomorrow., No one has indicated a desire for that, including
you, I'm sure, s . .

In the hearing that we had last Friday with. the Comptrolier
General, he broke his comments down into basically 3 areas—{1}
lending and insurance issues; (2) contracting issues, and (3) ac

tahility issues. ) )
co%lr:;w, 1 i:{xink some of these figures were rather interesiing, and
1 didn't try to copy all of them; these are just from the notes that
I made at the meeting. In agrienlture, for instance, out of a $20 bil-
Lion program for Farmers Home out of the FM $7.6 billion of
it went bad. That is enormous. And they testified that quite often,
when these loans gohhail{; thfgr jzzsé mark them off the books and

jve the farmer another loan to start on. o
o Now?ibere has to be some correction for something like that,

Student loans was an area where they testified the records were
5o poor that they don't really know exactly what our student loan
program is because the recorchedping 18 56 paor. . -

Bank insurance funds were in sort of the same position. )

The RTC, we aren’t quite sure of étﬁte future t??f ;:}mt at this point,
and they didn’t have any recommendation ob tas _

ﬁmt}fer one, 1 mm'éima earlier today, PBGC, Pension Benefit
Guaranty—once again, the records are s0 poor, they said they real-
Jy could not give ug an estimate in which they would have full con-

AP
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Medicsre—there is ¢nough fraud in Medicare that the £ are
very doubtful in Medicare. And one of the subcommittees here that
Senator Nunn bheads, the Permanent Subcommittee on Investiga.
tions, has dene some stndies recently on the Blue Cross systern—
T'i sure you have seen some about that in the newspapers,
sbout those hearings—where the Blues in the Mid.Atlantic States
area are having some very, very serious and difficult problems, and
there may be a lot of fraud in areas like that,

That, along with the high-risk areas that are in the booklets
there that 1 sent down to you a little while ago, are things that we
are going lo be wanting to follow up on, and the potential liability
there—and I'm not trying to scare everybody—but the potential li-
ability of $6 trillion in those high.risk areas, :

‘Now, under contracting, GAQ talked about how much work
needs to be done yet in Defense Depariment on weapons sye-
tem agquisition, on contraet administration. {alked about con-
tract management over in DOD. And there was just one thing after
another on contract mansgement within DOE on some of the nu-
clenr wezﬁon systems and the cleanup that we are going to have
to do of all thoge different sites.

The current estimate of wihat it will take to clean up those sites
ia $160 billian gver a 20- to 30.year period, if we van figure cut how
to even do some of the cleanup. Some needs to be done
on even how to do some of the cleanup.

Ancther thing GAO mentioned was EPA--there hay been $5.7
billion ¢inasified as recoverable from different fines and so on with-
in EPA—anly 10 aﬁemmt of that is eollected. A ot of it is negotiated
down, which it shouldn't be, and it has become cheaper for some '
of the peapie being fined under EPA to pay their fines, continue
poliuting, and pay ancther fine when they arve again, be-
cause they can always negetiate it down,

Under accountability issues, then, we have defense inventory

ment. It was estimated 10 yvears agoe that we had excess in-
ventory of $10 bilion in defense inventory; now it is estimated that
we have $40 billion. It has gone up $30 billion in the past 10 years.

IRS receivables—] mentioned that one earlier twday—tbere is
$110 billion that is owed to IRS. They are making a little progress
here-—the oid fiyure of whut they thought we conld actually collect
i we had the people to do it used to be $37 billion; they now esti-
mate that at around $30 billien. - :

Myr. PANETTA. If your Hist is much longer, T am going to recon-
sider taking this job,

Chairman QLewn, T don’t want to discourage you. {Launghter.}

_ Well, as it happens, that's about the last one I had, becauss 1
don't want to scare you out of this job.

I am just indicating, to some back to where ] started this redita.
tion here, the “M” in OMB is a very, very fertile field, When you're
talking budget matters over st OMB, you'd better also be talking

sbout “M" and mansgement, nob just confidence in government, but
al} of these things put together are enough billions of dollars that

_ they are poing o be a big help in helping us sometime balance the

budget if we can get control of this, and at least not dig us any fur
ther in the hale. that's fas anwe
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Mr. PANETTA. Exactly.

Chairman Gresn, Well, 1 don't know whethamu have any
finsl, wrag-:zp comments you wish to make here today. Obvicusly,
everyone has wished you well. I haven't heard anyone at all say
that they are even remotely considering voting against you, [ would
imagine that your vote on the Committee is going %o be unanimous.
1 want to see that vote as early as possible so that you can hit the
aouné running, or working, or whatever you are going to do over

ere, on the day that the President-elect is sworn in, because 1
think it is that important. \

I know there are other pecple, the Secretnry of the Tressury,
Iloyd Bentsen, and Mr. Greengpan, and sther people, who set more
of the long-term policies that are going to impact our sconomy for
decades and generations to come. But in the day.dn, day-out oper-
ation of the operation of government, I think, as { said earlier, your
position is the most important tion in government, second only
to that of the President himself, And that is the resson why we
have gotten into a lof of details here today, bevuuse the Commitine
hag been very, very concerned that we get you in place over there,
and early on, so you can start really getting control of this whole
thing. It is going t¢ be a very difficult job.

I wish you well in getting the best people. 1 come back to that
a5 a closinmmment here, I am sure you will be talking to the
President-¢ before I will, You might even consider passing along

-that 1 cerfainly feel, and I think this Committee would probably
fully support, 2 requirement for how long his appeintees will stay
in office—mol what they can do after they get out; U'm not hail as
concerned about the S.year rule at the end of tenure in office as
I am about. keeping them in office long enough to do the job that
hus to be dene, ﬁmﬁ when you have 8 2i-month average tenure in
effice for top government positioning, it is no wonder we are in n
mess most of the time,

Se I'd just close with that and wish you very well, The Commit-
tee record will be kept open in crder for Members of the Committee
to have the opxgrtunity to submit additional written guestions if
there are any. And I would appreciate your prompt atiention in re-
sponding to any such requests, but I guess J should congratulate
you in advance simost here today. We look forwand to working with
you. I think you have & great challenge ahead, and you can do 2
good ioh there,

PREPARED STATRMENT OF SENATOR MNimw

1 3m plessed te weleome Congressmon Lenn Panetis, Presidentwlest Clinton's
nominee for Director of the Oifite of Managemernd and ﬁudgwt, whose bomination
is to be considered by the Sente Governmental Aflkirs Comanitiee today,

During his 15-vear tenure in the House of Representatives, Con 1 Pepetin
hays established & re]mtation B% 43 expest on and sconoinic issues and has
Conoressmnn Paneita will beiag an in-depth worbing bnovwietge of ttger poley oo

T3 man Paneiin fig iy in-dep * cy
his job a5 OMB Director, | bsehgew the Pregident-elect mnade an exceilent choice in
Canpressman Panetis -

Congressman Panetta would spree with me thal we must degin work on making
our Nation fscally, sovially, and governmentally scund sc that we can reiain Ameri-
ooy competitiveness for our children, Ay n panetts koows sl too well,
the Federnl budget deficis has become g fundamenial obstacie to both shert-term
seanomic recovery and jong-erm ecencmis growth, It Iy the sinple most importand

E) PSS A T L

" these challenges.

s o

rate, which in turn s the isngle most Saportent teassn that the United Stutes In
:;;xl;eglgnd it t:cim t&;s;;z the %?Itiif ?avizxgs mmmwhidn in turm is ;!aia single
portan =} Iy & o invest in wetive capasity, k.
ward to working with President-elect (lintors and Cop ng 28 &f’ey g
naeds,

tes with vegard to the overnll management of e Faderal £ and its relss
tionshing nﬁth the states and their lovsl guvernments Sirough the in .
msntal. grant aystam. These submavtial managemont functions of omm
ferred to as the “M”™ in OMB, have besn a matter of importanes to this
Committee. Under the leadership of Chairmen with substaniial
fram Senator Roth, mysel!, and other Mambery of tha
will cuntinue 1o (ry to move these goverement-wids
oi‘t;ﬁha i ﬁ;:h&m"
n this regard, ngress is not vierely providing respons
ensary slatutory tools to atisin the desired ab’jecﬁm On the conteary, this Commit.
iee has grovided the President and the Direcior a stron arrey of statutory authord-
twamhungwmemnﬁmnmmtﬁ‘theF&dwawmwt T would Eka to
mention but theee of the most patnet: the Pa rk Raduction Act of 1980, the OF
fice of FPederal Procurement Policy Act, and lgmmiy snacted Chief Finendial Of
g;n:n Att. Each provide waluable apthorities which can g0 B loug way o improving

overall ot of the Federal Goversmen moviog program dely to
the public and burdens plaoed u; t.h:: ;?:h?lw l!;gtbe menv:r’

I am he that Congressms nekta 2OnGeLY) Thene
matters, ngg;&iwk fmﬁmww:ﬁagwit&a him jr g{m&iwm ehout
?;it. ??&TTA. Thank you, Se:;z!wr. '
wan expresy my personzl thanks to you and to your staff
and to Sepator Roth and to his staff and to izz of the Mzmbezs of
the Committee. You have treated me very cordially, and you have
gmécﬁ obviously all of the questions you have had to get, and the
ackup you have had to get, which I think is & eredit o your Com-
mittee in terms of thoroughness, in terms of jooking at each can-
dl%a@ze. That l:g.agle tgt:-hl?:t donde, but it was gthzze in & very cordial way,
an apprecia and a ate the manner in
have dealt with me and my atg&mﬁ which you
1 also want to say to you that you have my commitment that I
will continue to work ¢losely with you and your Commitiee and
your staffs, becanse I think both of ug have the same goal in
mind-trying to improve the operation of government. This cannot
be done just by myself. Obyicusly, I cannet produce miracles alone:
I have got te work with all of you to try to see if we can take on

It is a big challenge, but the reagon I took it on is because I
think we can make a difference, and working together, I am hope-
ful that we can do that for the American people.

Thank you. .

Chairman GLENN, Thank you. .

The hearing will stand in recess subject to the call of the chair,

[Whereupon, at 4:37 p.ny., the Committes was adjourned,)
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