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NOMINATION OF LEON E. PANETl'A 

MOr.AlAY~ JAA"UARY lit lm 

U,S.SENA'l'E. 
COMMlTl"EE ON GoVERN'MEN'TAL AFFAIRS, 

WashinHf.... DC. 
The Committee met. punuant to Mtlce. at 9:36 a.m., in room 

SH-216, Hart Senate Office Building, Hon. John Glenn; Chairman 
of the Committee, presiding. 

Present: Senators Glenn, Levin, Sasser, Lieberman. Dorgan, 
~th.COhen.and~hran. . 

Also Present: Senator Domenie1. 
Staff Present; Doris' Clanton, Mark Goldstein, David Plocher, 

Jane McFarland, Lorraine Lewis Paul Ellis, Deborah Cohen (Sen
ator Glenn), Susanne Marshall, Jeff Steger, and John Merter (Sen
ator Roth), 

OPENING STATEMENT OF SENATOR GLENN 
Chainnan GLENN. The hearing will be in t)l"(ier.
Good morning. Today the Committee on Governmental Afi'ain 

meets- to consider the nomination of Leon Panetta to be Director of 
the Office of Management and Budget. As most of us here know. 
Mr. Panetta has distinguished himself in bis 16 year'$ 11.$ a Con .. 
gressman from California"a 16th District. He has served on the 
House Budget Committee since 1919 and has been lts: Chairman 
since 1988. His work on the Budget Committee in particular has 
earned him the respect of his colleagues: and provided him a depth 
of knowledge that will be t'rit.if'Jll to Preaidenwied Clinton in the 
years ahead. 

That Mr. P~tta. knowing so much about the details of the 
budget and the g<>vernment, still agreed to be nominated for OMB 
may be admirable, but may be just a little bit ~because Leon, 
in his yearn helping to negotiate a budget thro the Congress 
and in the give and take over budgets between gress and the 
White House. has seen fll'Sthand how Ulugh it is to be OMB Dire<. 
tor. 

I hove said frequenUy that I holl""" the job of OMB Director is. 
nft.er the President. the second most powerful job in the executive 
branch of' government, and Mr. Panetta will have a leading role in 
shaping national polity., As OMB Director, Mr. Panetta will recommend where every dol~,, 1ar of our $1,5 trillion budget is spent and will have a say i.Ji how 
each of the government's hundreds of progra.ttl8 a.re managed. His 

, recommendationa and decisions will have influence over such im~ 
portant issues as the size of the Federal budget deficit, the stability 
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and gI'9wth of the Nation's OO)nomy. and. through the quality of 
Federal management, the performance of our programs; and 5e't'Vw 
ices which in turn will innuence the view that Americans have of 
their government.· . 

Mr. Panetta will have control over the regulatory apparatus of 
the Federal Government and thus wm oversee vital rules for public 
health and safety. worker safety. and environmental protection.
And he wiU supervise not only what information the government 
collects from the public. but. also what information the government 
gives to the public. 

Mr. F-emetta will have one of the toughest job$. in government. be
cause hIs task is to solve the toughest problems of government. 
And that. job is tougher than ever. 

David Stockman. the last Member of Congress to become OMB 
Director, in 1981 faced a Federal debt of $735 billion, That has 
since quadrupled, gone way up to weU over $3 trillion. The cost of 
interest on that debt is now almost $200 billion a year, more 
money than is spent by the Federal Government for educatioo. 
science. Jaw enforcement. transportation, food stamps. and welfare 
combined. 

The deficit alone now stands at $300 billion. Unless we change 
course, we wiU st.ay there for years to come. i 

I saw Mr. Stockman interviewed on television this morning, giv
ing advice to our new OMB Djrector. He said he thought Congress I

I,had become inured to the problems of government.. 1 don't think 
that happens to be the eal«t. He was asked whether he thought. 
that Bush had cooked the books this time around. and he said, "'No, 
it was a very difficult problem." But he said that he thought that Ithe 1ast couple of P~dents had not wanted, to quote him. "to face 
the facts." So, for whatever that is worth, that is David Stockman's i 
commMt this morning on TV. 

Last Friday. Comptroller General Charles Bowsher testified be
fore this Committee and laid out a laundry list of the problems Mr. 
Panetta will face. First, the OMB Director will be cllarged with 
bri~~~ down the deflCit an~ ~lping to formulate plans to,restore 
a sun Jittery economy. That In ltselfprcsents 'a quandary smee $X
cessive or poorly planned deficit reduction not only could impact 
our economic recovery but impair the services Amerlea.ns have 
come to expect from their government.

Mr. Panetta must confront the country's historicaUy low invest
ment rnte. yet at the same time balance the need for higbwa~. 
bridges, and other capital improvementa: against lOur con~rns With 
the higb deficit. . 

Then there are the public policy choices and their budget impli
cations that shape the programs and setvii:eS affecting the lives of 
Americans in every oorner of the (:Ountry. How will we reform the 
health care system. cutting costs while ensuring that Americans. 
have access to quality carefWhat steps must be taken to maintain 
the integrity of the hanking system, provide a safety net for the 
truly needy, protect against crime and pollution, and reassess our 
military mission worldwide? These are im~nt issues, and they 
are accounting for hundreds and hundreds of billions of doUat'$, _ 

Finally, but most definitely not least. Mr. Panetta has the re
sponsibility for overseeing the management of·our vast Federal 
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~vernment. This has never been an easy job. but the task has be
come much mOl'e'oomplu as. the government and ita: ree:ponsibil. 
itiea have grown. This Committee spends a great deal of its time 
foeuaing on the management or government. ADd I must teU you, 
the reeord of government management is DDt a good one. 

'l"here remains far too little attention in agencies and at OMB to 
the fundamental prln~Jcs needed. to effectively and effiCiently 
steward the govemmen.. a obligations ruld the taxpayers' mGney. 

Today the Federal Government has ban>ly begun to lIWlagll ils 
operations in ways that the private sector has been doing for dee~ 
ades. When it comes to pen!Qunel. to information management, to 
fmancial management. to e:V'aluate prograDl performance. to do 
atrst.egic p1anning~ or to organize itself (or effildive customer serv .. 
ices. the Federal Goverument i& &till graa;ping at the basics. 

Part of Mr, Panetta', job. then. is to bnng the government's man~ 
agem.ent capabiHtiee out of the past and to push them into the row. 
ture. For Mr. Panetta to be suCCeaaful in cutting the deficit while 
still providing essential services requires nGt only cost savings that 
come from an ctl'ectively maDageg public sector, but a rethinking . 
of how and what government should provide to ita people.

With these challengea and problems before us. I believe we are 
very fortunate to have Leon Panetta a& the nomInee for OMS Di
:rector. He bas grappled from a legislative standpoint with many of 
the hard issut;$ he will' now face from the executive branch. 

I think trn. clioi<e of Mr, PIlllel;ta .. OMB Director ope. vol
umes about the serious-oess wlth which Preaident-eleet Clinton 
takes his responsibilities to improve our economy. our quality of 
life, and the state of our gavemment. So we are e~ to hear how 
you, Mr. Panetta, and the Clinton a<lm1n1stration plan to handle 
the problems we faee now and in the future. I certainly look for- . 
ward to werking with you as together we try to move our eountry 
forward again. 

For the reeord, Committee ruJes require that an inquiry be con· 
ducted into the nominee's uperience, qualifications, suitability, 
and integrity. I think Mr. Panetta would agree that the Commit
tee's investigation has been thorough and extensive. I want to ac
knowledge Mr. Panetta's eooperation in providing the nec::es:&.ary in. 
f(lnnation for the Committee to eomplete ita investigation. 

The Committee has received from the nominee financial state-· 
menta 88 well 8.& detailed information on his educational back· 
ground, employment record. and professional achievements.. In ad· 
dition, Mr. Panetta has responded in writing to a n.umber of pre
hearing questions submitted by the Committee eoneeming the du~ 
ties and responsibilities of the OMB Di.reetor's position. Copies of" 
the biographical infonnation and pre-hearing responses will be 
placed in the record 8.$ part of this hearing and are available upon 
request. The financial statements are available for inspection by 
the public in the Committee office. 

Committee Investigators ha"" also examined the f1llJlllclal discio
. sure reports submitted by the Offiee of Government Ethics to en· 
sure that no oonflict.$ of interest are prese,nt.. . 
. Finally. I want to noto that Senator Roth and I have reviewed 
the rIll background Investigation report and all pertinent matters 
on Mr. Panetta and have found them satisfactory. 
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Pn£l'ARED SrA1"£N£NT Of' SENATOR GL£NN' 

Good MOminc. Today the Ccmmiu. on Govenurnmtal Afra.irs mfft& to consider 
the l'IominaUon <If Leon E. Panett.a to hoe Diredor or the Omce of Managemtilt Mid 
Bud&*t. 
~ most of U!$ Mho! know. Mr, Panetta hu diltinguithed himself in his 16~ 

a$ • Q,n~B.n from CallfonUa'. 16th DUtriet. H. h.. "rved Oft. the ~ 
13witret Coll'URittee lime 1919 and has been ita eha!rman $ime 198B. Hi. ~ on 
the fjudgoet Commit.tee. in particular, ... much U 11,111 other. that hu ~ him 
the f't$pect of his «lll.a~ and prnvided him • depth of ~ tmt will be 
~1.mU to Pr=ident-eled Clinton in the yean ahead. 

That Mr, It.netta, knmng 50 mucll about the d.t.aih of the bumt and the £O"~ 
emment" still agreed to be nmniw.fAld tor OMa Director 1a ..d.u\irtllde-ond maybe 
just B bit cn%)'. Beea~ Leon, in ha yea.~ laJlping to DqOtiate II ~t. throwh 
the Congress and in the gille and takl\l: oyer btidget$ between CcmgteM and the 
While House. has seen first haM how lQuM it i$ toM OMS ~. 

I've smd frequently that r beli ..... the job of OMS D:irne1.or la, aller the President, 
the lWCond most ~rfu1 job mthe Eucutive 8randt. Mr. Panetta will haw. lead. 
ing rote in fihaping nati<maJ poUey. 

As OMB Dirt!ct.or. Mr, PaMtta 'IIIill recommend whtre every doUe:r of out' $1..1 tri). 
lien b\ldget is spent and will have 8. say in how each of the gowrrunent" hull'dnlds 
of p~In9 are nuu'ltl~. His reeommend,ticm and decisiMlJ! will have inftllenee 
oYer sUch important iaue:$ es the 8lu or the Feden.l ~ deficit, the stability
and growth of the nation's etOMmy, and-tbrouih the 't}' of Federal ma~ 
ment--the ~rl'I.:lJmance of OUr progTfltn8 AtUl sen>ice:I. w "ch m tum. will jnflUf:n~
the ~w thitt Americans have of their government-

Mr. Pafl(ltta will ha.ve control OVH' the regulatory apparatue (lr the Feder«l Oov
e1"1'IJTUl'nt, and thus will o~1'H# vital rules for publiC he.Hh and safety. worker we:.. 
t)' and environmentol protection. And he will atlponbe not ouI), what information 
the s<Wemmenl ccllec1.$ from the public. but tiho ""hat infonnation thtt pemment
cives ro the publie. . -

Mr. Panetta liI(jjj have one of the ~ jobs in gowrnment MuUM hia task 
i$ to so!'R the toughest p.l'Qblems (If ~ That job a too.ber than ever. 
David S~an. the last Member of to Mtolne OMS Direttor. in 19tH 
faced a Fedenl debt of $735 billion. 'l"be t has since quadmp'led to mont than 
$3 lrill'ion. The (lo:st of inte:tut on that debt is cow almO$\ $200 billion a year, tr:\O%V 
money than is !5P1i!1nt by the Federal Government fin'ttdueation, sclWlCe. law enfo~ 
ment,. lnMportation. food atamps and wel!art!, ccmbiJ1e,;t The deficit alene D()W ex~ 
(leeds 1300 billion and un.lcst we .change CO\lJ'M" will atay there for rear! to eome. 

Last Friday Comptroller Ge~ Charles Bowsher fatified bofom this Cot:ll.Jr\itwe 
and all but laid out a laundry list of the problema Mr. Panetta will t'lw, First. the 
OMB Director will he tha~ -with bringing d/J'lllm the dclicit find bellrinc to fonnu· 
late plans to ~ .. "till Jittery e&01lO!ny. Thet il'lo itse!fpftiofmUJ a qual'ldtuy. IIiDc::ct 
~Vf' tlr poorly planned defitit reduction not only tould impett our economie re
cover)'. but impair the se-rvi~ Amerit4M h<tVIit come to ~ from their ~. 
rnenL . . 

Mr. Panetta must conft,)ut the eounlry"& hist.otiulIylow jn~t ""te, ye1. at 
the tIallle time- balance the need Cor highwaya. brid'Ps Md other capital impl"OVew 
menU., .pinal our mru:ert\$ with a high deficit. 

Then thel'le are the public ~icy clloices And their budget implicatiON- that ahape
thl! prog:n:uns and oorVicea. aff«tin: the Iivu of ~IlS in ~~ eom&r or the 
muntry. How wiU we rerorm the health cat't' .,.~ttiJ)g cosb 1IIrb.ile: ~ng 
that Americans have access to quWty tan!? What steps must be ~n to maintain 
the integrity of the banking system. providl! a aarety net fOt' the truly ~. protect. 
against crime and pollution and ~ our military InlMion wcrldwide? 'these ~ 
im~nt ;$SUe:s. ettounting for hundr¢<l$ orbillions or do1lara. 

Fimdly. but most defini"kly not least, Mr. Panetta has the responsibility fQr 
~!la: the management of our wst Federal Oovenunent. Thi!: hu nltVt!t"he.m 
an "as), job, but the task has become much mtlte complex as the government and 
ItlJ; N.$pciosibllities haw grvwn. This committet' 4pends a great deal Of ita time r«'ll5w 
ins 'On the managt'ment of government. and t Jl'lU$t ul1 you that the N<:Ot'd or goYw 
emment m4NIgement ia Mt a good one. ~ rtmaios far too little at~tion in 
tlC"endes and nt OMS to ~ fundamentAl principles Deeded to IItrfCtiv¢ly and em
chmUy mward the government's obligntitms flnd the t.axpaY~H' tnorul)'.

Today tlte FedMill Government has ba.rely ~ to m4NIge its cpfflItic:lna iJ). 
wap thd the private sector has bc¢1t doing r01" Qear;de:!. When it ooma to person_ 
nel, to information management., to finandal m&n&fII!mtttt. t.o evaluflte prognun per_
formaM_, to do strnt.egie- planning. Of' to ~niu 1lHU' fQr eff'~ve customer ~ 

d, .-.. ~ 
1«1, the Federal Govemment it: nill puplca at tM basics. Part or Mr. Panetta'" 
Job, then. it to bring the ~nt"e manaB'f""ntnt c.apabillties out of the past. and 
to {l:u.&b them into the floWn. For Mr. Panetta to be ~ ttl. Ntting the deficit 
while lltill ~ esaenti61 ael"YieM requJ:re. not onl7 cost uvin&a that come from 
flO effectively' lI:Mba8ed publi.;~. tNt a rJ:ltbiUinr ofbow flnd What ~t 
ahoWd provfde ita peop~_

With th_ clWlengm and pt'Obl-. betOTe us, I belleq that wa are vtrY ronu~ 
nat. to have Leon PaoNt. as the nomiDee for OMS Dlreetor. He had I1'*Ppled from 
• lfllialative standpoint with many fir the bard iuuee that. he ril new face frcnl 
the ~tive Bl'Itnw. I thlnk that the c:hoite or Mr, Panetta as OMS ~ 
~ volurnee or the Hriawln_ with 'Whith Pretddent.-eieCt ClintoJ:\ takes his reo 
sponaibillties to imPf'OV'll the economy. ()W" QUlWlf ofUfe and the t:taUt or()W" ~. 
ment. So, ~ Art! eAger to bur bow you, Mr. Plinett.a, and tha Clll1ton Admirtiatnl· 
tion. plan to handle th~ p!"Dblenu that we (aee now and in the t\ttuNII. I look forward 
to working: with yo\! lUI together we try to move oar country !brwud again, 

For the nw.ord. CQrnmittM rules reQuire that. an ~ be eondueW into. nom:i~ 
nee'a ~pefknoe..t qualifteatiolUl, \Nita'flilit,. and integrity. 1 thi.r:Ik Mr. Panetta would 
fltree that. the vommitUoe'" inverrtip.Uon has been thorough and e:densive. 1 "'lUlt 
to acknowledge Mr. Panetta'il cooperation in p:vviding t.I:ut ~ inCormatih lOr 
the Comw.Ittee. tG -C6mpll!te ita investigation..

The Committee hAt ...~ fNim the nnminoe: l:'in.afIdallitflU'mem:. lUi wen ..d& 
tailed information on hifI edllUtionaJ ~ empIoymem ~ tuld protes.
IIdonal acbiNernenta.. to addition, Mr. Pacetta hu responded in writi.wt to a ti\mlber 
of pre-~ queadcu aubmittrd by the Committee c:oneeming the- ihltlee -and "'" 
sponsibUitift of the OMS Diredor"a pi:$t.ion.

Copiel!l of the biographical information ~md pr.buring rupo1'IlIet will be placed 
In t.ht: ~rd .. part or this haring and ani available upon ~ The t'iriAoeial 
ttatelMllla iU'e available for l~on by the DUb11e in the Com:D:ilUee office. 

Comnritu:e iJlYellligaton haw also I":OlmiMii the fi~ diaclosure reporta. $\Ib
lnitt.td by the 00_ of ~nt Ethics 10 tMW"e tlutt no c::onflkta of interest aft/: 
~nt. Fi.naUy, J WAnt to note that Senator Roth pd 1 have nmft'll'ed the FBI 
~ iomtigaUon ~port and an pertilw:!.t mattera on Mr. Panetta. 

BlOOIW'HV INFOBMATION or ~ J:.E(»f PAN£TTA 

~ Edward Panetta was bom In Montefty. California 0.0 Juoe 28. 1938 to a 
family of Italian irnmilP'l'ntb. l-U$ JW'C!nta instilled a pow«Irful wm ethic In hhn: be 
grew up wuhlng dishes in hifI tather'1I restaur'*nt and later. working on hu.1&tilly'. 
farm, Tn UiOO. he- gntduft~ mapa cum iau&!: t'Mm the- Umvendty orSantll Clara. 
and In 1963. ha N<:eived hi_law degree mun the t.om1! uni~ty,

Aft.er 2 yeaN in the U.s. Anny.t>anetta went 10 work for 11.8. SetlatOl'Tbomu 
Kuehel as a leg,illlative .uaistallt. Whell Kuclull waa beaten 2 yeanI later, Panetta 
landed a job .. spHiai .w..tant 10 the Sec:new, of the- U.s. ne~ent of Health 
Eduation and Wet!~ He wa5 ret»d!y pmmoted to the bOdtion of ~ of the 
0fI'k.e for Civil Rtghta.. From 1970-71. he aerved aa execut1w: UJdrItant to New Yon: 
May&: John Lindsay. before mum\ns home- to bit beloved c.lif'omia.. Panetta ortd 
bi& older brother then atart.ed the fi.rin. of Panetta. ThomplllOn .II: Panetta, where he: 
practired law ror 5 )'flat'S. ' ' 

Slnt!e 19'17. Panetta luu: been a Congreu:nan from bIa home distrlct of Moot«R'Y. 
California. In bill. 16 ,.ean in the- HOWIe, PaMtta hal! eome ,to be uniwl".Mlly re
.~ by hit tol!M.gU~ He ia kDIrfm to be .. t:i.me:llll worker, doaed1Y pwlhing
hie issues. MgUing IU:id bulldi~tlSua. In Urn!, Panetta joined the HCUM Budr
~t Committ6ll. and in 1989. he • lUI C:ha1t1nan. 

I 
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. Chain:oarudtip of th~ House Budgtrt Commiue. during a tI:me of rw:euicn and 
hugs budget de!lcitl: it «rta1raly • Catcl\.22 situation. Othtr ~le. tM 
PtHidt<nt, the Cabinet and in~~ eonUnually p~ the HoUse Bu4M 
Chairman ro eXlnnd the fede:ral bI.ldpt. .while at thei Ul'D!It time ~ the IliU\ 
of the federal defidt. PantUfl h.u handled the duhioua bleMng of the iha.limar!ship
wit.h. aplomb. warking tinlesely to f;'Ut ~nc, to reat'der prioriti~ and w botp 
the tenuous baJanCCII cf the C!!(:(tnotny. He fa a ~ .dVQaite of fiscal ~ty. 
and te oftell hurd u)'ing thai we are loa.inB: IiICal'Ce resoU%'t'eS by spending $200 hi}.; 
lion t.nlllally to finanOll ~ deficit. "Whether yw care about ho\W.J1g. ~tion, nu· 
trition, health cue. or .. myriad of prioriUU W baY't in t.hia mutlUy. Ute fact. is 
we are losing m.o:r. of ow ~ and u .. ooaaquenee. we are booo4uri", unable 

l' to deal with tM priority problems,
With hi& nommat.ion of Pa.nett.a to th.b lmportant of!'I,ce. Pruident.dect. Cli.DtoQ 

1nII!de- it deat' tba4 he fa Mrio.uS tibi:.lut redueticn Dt the teden1 deficit. He sa1d thai 

http:Catcl\.22
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t'anet. ..11 bring fn~gr!ty 1.0 tM Dir«:tcrahle cJ the OMB. and brings to the cffid 
~a «Imblnation q( &trong leadership and fill techniul .kill.." 

Penetta ill> .Jso a Member oftht! Ho~ cultl.!.re Committee, the ftOWloC! Admin
I.$traUQn Cqromitto. end the Select Committee en Hu.ncn. He is the eutho%' of mADJ 
ptll<~ of ItgjAlation. includlhi' the Hunger Pn:!Yent.lon Act oll988, Uu! Fail' Employ. 
ment PradjeH; ltestHuthm, nwru!:rous ~ meuures W pmteet ImY1t'OI'lo> 
mentall), sensl~ C41:ifornia ~ a.l"e.\lS from CIft'shore oU and 1M dril.liDg. and 
legislation whim established Medicb.rIIII a:nd Med!eaid ~ or bcqioe cme 
for the t.mNrWly ill. 

Panetta is married tG- tho former Sl1via Marie Vami. They have three.llOnb., Cluie
tophu, 29, Cannt:lo. 28. and Jamu,. 23. 

BIOOl'tAPHICAl.~() FINANCIAL INJ!()RJU.non R&QUES'fttl ()p NoMINEES 

A. DIOORlU'mCAt.INPOJU(A'lWN 

1. Name: Leon Edward Panetta 
2. Poaition to whicll nominaUd: ~r. OffiQe ofManageIlMflt and ~ 
:l. Date af nolnination: Januazy 20, 1993 (announced: Debtomber 10, 1992) 
4. Ad.dre:ss; Home: 15 Panetta RoAd, c.vmel Ve:lle:r. CA 93924 

Office: 339 CalUlOn House Offic:e Building. W~n, D.C. 20£16 
5, Oatlf and pl~ tlC birth: June 28. UI38, M011terey, Ctili!'om 
tt Marital st.at~ Married: Sylvia Marie Varni. Jul3 14, ~ 
7. Names. and ~ of children:: 

Christopher Edward Panetta. 29 (born: May 10, 1963) 
<:an:nelo Jama Panetta. 28 (hom.: July J9, 1964) 
Ja.mn Varni Panetta. 23 (bom: ~ 1. 196&) 

8. Edueation: 
(1) Monte"?: Union Hlgb SthQQl. 1952-66, Graduated Juno, 1956 
(2) Uniwnllly or &rn. Clara, B.S. Political Science. 196$-OO, Graduated June, 
- 1950 magna IC1J.In lau~ 
(3) UnilroTSily of Santa Clan Law &boo!., J.D.. 1960-63. GJ'fllduated JuU¢. 1963 

9. Emp~,rment ~rd; List aU jobs held iIince «illep including the: title or ~ 
tion ofjqb, J\A.I::M of emp1oyer,Ioealion ofwod;. and data of oImploymel\t. 

{UJanu!U'Y 1971·Pnisent _ _ • 
U.S. ~; U.s. Jk~tive, 16th and 17th ~0WIl 0imict8. 

Calirorrua 
ChainnAIl. House Bu-dgcl. Committee 1988--l'reaent 
Cluurman. Subcommitte«t on Domest:i<: MarUtins: And NutritiMl, Ho~ Com

tnittH on AgricuJtul'll', 1915-88 
Chairman, SuboommiUM on PersonMl and Police. HWlMI CommIttee on Adn:!,in. 

istration. 1980-88 
Chairman, Task Force (In Domeat.it: Hunger. Selact C4mrnittot on H~. 

1980-68 . 
Membe,. Steoerlhg and PtllicyCcmm.itl4!e. 1988-Pl1$ent 
Membe,. HOl1!Ie Majority Whip. 197s.~ 

(2} O1::tcber 1971...Januuy 191'1 
Law Partner. Pantt.ta. TMmpscn, and Panetta, 232 Maditlon Street. Mon~. 

Califoroia 
General pra~ 'l'lith emphasi.. on Jaw liUgetmn. 

f$:) September 1970-0ct.0bei 19'11 
Executive At.lJistant Ma~Ot', New York City, Cit,1 Hall, New York 
Exe-cutive Assistant for ultergovtn"tlMenta! .trlW"t Nllpoodble for legislative ac

tion in Wasrunt;ton, D.C. and Albany. New Yon.. 
H) Mon:h 197f).&pumber 1970 

Author; eo..uthO!'ed book Bri1l8 Us ~~ with ~ter Gal! J.D. UppUxctt
Company, N_ Ym . 

Worked on book describing the l!Md: or u.s. omm for Civil Ri8hta during the 

J.ean. 1969-10, 
{$} a!'JUary 1969-March 1970 

Din:ictCIr: U.s. Offi~ for Civil Rights Oepa.rl;r:nent of Health, Education and Wd~ 
fare, W.shIngton. D.C. 

}Wspcnsib1e far c;nfOl"ef;llWnt of civil ritilite fa", under the jutisdiction of thti De
part.ment of' Health, education and 'We1.fan.. prlmarl'-1 Working on discriminJl~ 
wn actian against ~ted school distrieta. 

, 
 ~, 

\: -:,::.: 
(6) April 196$.Jarnwy 19$9 

LtiMlativ. Assistant: S4hator Tbem.u lL Kuchel, Cali1'brnta. U.s. Senate. 
Wa!h1ngtoD., D,C.

for ~\1 ~tion In \be 8entI1tlr'a cmee wi'th empbuls on 
, ¥ri~re. and caVil riahta. 

(1) Aprif1964.Aprill966 - . 
Fift;t LiMltelUllt: U.s. Army. Int.e1lisenca Bram:h. :Fort Bcnl'llng. ~ PWt 

Holabird. Maryland. tltId Fort. Ord. c..lli'omia 
RapOB$ible for Intelligmc:t! GpC':MltiOM In a1fi«I of'$talt 02

(8) Septe:mbet 1960-April.19&4
L.ic:iIl Ani,WIlt.: ~Kh and Cali l.4. 0i'5cu,. Bani; of Ameri~ Building. Fim 

Stroot. San JOfWI, Calif'omia 
Reapon&ibl& fur legal N1MW'Ch and filing 01 eourt ¢NeL 

(9) June H157·AugtlSt 1900 
Clerk; Medit.erranMm Marbt, Ocean Avenue. Cannel, Celli'omia 

~ d.eric:al dutlea. 


10. Military ~ t.iJ,t an)' mllita.ry 1IIUYioe, iDcIud.ioc data, rank and ~ of en. 
~ LiwteMnt,. u.s. Anny Intelligence Sem\d Aprll 19IU-April 1966. Ara;.y 

Cou:uneDdll-tion Medal. Hotw:nbl& Jlisc:harp 
11. Qowmment Rspe.ri.ncez Lid any ~. eonsultative., ~ or oilier part.. 
UmCI MMi:* or positioAs 'l'lith FedenJ. Stat.. or 1Acal Gove:mmente ~ than ~ 
~abovCl, 
JW11~~ . 

Member. Botn:l orVa!wn, DcfeMII Laquap: IDltltute. !d~.~ 
~ptember 1972&pwnber 1915
Mem~, Democratic CentKl CommltWe. MOl\teTey CcI.mty, c.J.ifoml_ 

Aupt 191+l'fovember 1975 . 
Counsel, M~ Region.a.1 Park OiItrkt Monterey. CalitOt'ftia 

Abo _ llenrlW in legislati~ and ex«Utive bn\m:h rr.otecl in question A-S 
abov.. 


12, fuvioua Appoinb:nenW Prior to thiII appoinlJ:'nent, have yw t'Vt-r lIMn nom.i~ 

tulted for. porritian ~~tiDn' by tm Senate? If M. pleuo: tat eoCh 

INCh poeltica. including -the data of nominatlon. SeM.te: ~tion, and Ccmmi~ 

tee hearing if' any.


1'1., 
1:1. Buain".JIlI t1!lll.tiQNhipa: List. all pcwitiClllJ beld u an officer, diredtn:'iI ........ 
partner. proprietor, ~ I"C"pl'l!&ent.ative. or consultAnt or any corpom on. ~ 
pan" finn. plU'tnerlhip. Gl' other wmoea enterprlllt, edualtional or other inafitu. 
"""{1} Tenant. ill eommon. 6ft:y pel'Ce'nt in~ ~..-.ntal building. PaMtta 

Building,232 Madaon Street. Monterey. Ca!i!'tImia 
(2) Mem~l'J; Board of TrwrtecI, UniW:nlity or Santa Clara La. Scbool. SUta 

• 	 ClAre., C*1ifornia 
1", Membenhips: List &1J memhenhl.ps aDd ~ held in protl!ll!Wmal, busineu 
frat.en'1Al, IIthlJlarty eivic, ~lic, eharitable ADd ot.h.&r ~ 

m Mmnber, In&etive C8lifonm Bu~ 
(2} Aa e Member of CQnltf\U. 1 eerve in an bonm'ary eap$clty as a member ofvu-. 

lcU$ chtritabl. and non-profit ~tiona. e,g. ~p Monterey Pein· 
..... 

15. PoLitiw af!ili&tiona and ac:tIvitiea 
(a) llit. aU Qf!iet:IJ with a polimaI ~ wbkh yoU haft MId or any public: cfBta 

Cor which you ha"CI bMn • candidato.' 
, . Member, Mont.e~ County DeI:'nOCrlltk Central Ccmunittee. 1972-'15

U.s. &p:t'MBltatiVfl, 16th -.nd 17\b ~na1 Distric:tI. Calif~ Janu
ary 1911·PresMt..· • 

(b) List all rMmberships and oftiMII held ill IIUld IIel"IIioes ~ to all pclWcal' 
prties or dectiOD committees durin&: the lut 10 Je&l"L 

Mmlber, DemoeratIe Party , 
Patatta for Congress, MmpaigD mmmlttee JUPpo:rt!ng~~on effott&. 

{c) Jt.emh.e all politiUJ. c:ont:ributioM to any indMdUiJ. tmn orpl'Ii2;ation. p0
litical party, political ac::tion ~uee, or !:imilar entity of OJ" men fO;t tho 
put 1) yf:.RTS"

No pcl'llOn.l contribuwns. Campaip ~ttM baa rI'Wle & number or contrihu
tiQll5 (see FEC ffpofU).. . 

http:memhenhl.ps
http:mllita.ry
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15, Hondt'S and awards: I:..ist all scholarship!, feUcW&h\ps. honotar.Y ~. honor~ 
ely society memoorahips, militlU'y medals. and any other ~a1 ~tlon for out... 
.~ing lWrvice 01" achievements. 

Recipient NEA Lincoln AWlird. 1959: A. Philip Randolph Award. 1971; BtHd 
for the World Awani. 1978, 1980, 1982; National UO&pke Otpnimtioo
Awafli, 1984; Fann Bureau Federation Golden Plow Award. 198&' FOiId fte. 
$Carth sod Ac::tiUD Center Award, 1991; Coastal Zone PO\lndation coawu IIlnd 
Ocean Management Award, 1991; American Council on the Teaehlng of For
eien Languages President', Award, 1991. 

Honcrar)' Deg'l"ee$: UniYM'Sit)' or Santa; C!"!'!'1!> r..."" ,~h~l, Monterey Institute ct 
FOl'elgn Langu"'~I!I. University ofCalifomia at Santa en1%.. ,

Anny COmmendaw.m M(oUal. 
17, Published writings; List the titles, publishera. and dates or boob, articles, :re
ports or otMr publlshed materiaJ.5 whkh you have written. It wwld be helpful for 
tiw; Commltw to haw three ;:opies of' each publ.ttlhC!li writing. PleflN denote 1111)'
of those fur which yw an unable to provide copies. 

Bring Us T~r. J.n. LippineQU Company. 1971 {3 oopk!$ a&cMd), 
Al$l¢l attached aN srticle. I have written on a vtlriety Qf mb;j~ (3 eopieu W 

each a.rtkU attached); 
18. S~hes: Provide the Committee with thret coplM of any fWmaI .~ you
have dcljwrN during the last. .5 year& of whiclt you ha~ ~ie& ami lU't on topics
t'elev.nt Lo thtc position fOr which you naV1l been .DOJ:l1inated. , 

MMt or my spceebCls an given from twtft. but attllched IIl1If thoae ~iY!ered 
from text that at'e relevant to the posiUon for whlch 1 have been nominated. 

19, Congressional Testimony: Have you ever tMtiJled before a CommittH of the 
Congresa? If s(>, p1ealle provide detail", jfleludlng dates. 

J M'Wl te%tified nunaroua tiI;l'lell during my tJQ~onal ~. A aummary, 
prepared at my request by the CtmgNSSiohlll1teseareh Suvke, is attAched. 

20, SfJll'ction: 
(&) Do you know why you were cht;lSen for t.hib nominatiOh by the President? 

Bll'dluse of my record and experience on budget luues in CGngreM. 
(b) What d-o you believe in your baekground or employment experience airlrma

U-wly qualifies you fer this particular appoiJlt.men~ 
Since 1978, I have ~rked continuany on budget iuues, IlS Chairman of Task 

Forte on Reconciliation. tnerober of every Budg1!t Summit in. the 1970's, SO's 
and 90's, H(luse 'Whip on Sudget issues. and Cbtdnnan of the Hoose Budget 
Committee. Resp.:nw"'ble for sucooAAf\d Budget Resolution!! adopted by UM. 
House ufRepresentatiVft in 1989. 1m. 1991. and 1992. 

B. fVf'URF.: £M1'l..QYMEN't R&l.'.illl.Al'lONS 

1. Will YilU St':WU" all t»flneWo1llJl with 1OU1" pteatmt empioye-l'8, busi_ firms,. 
busiflHS assoeiations or business wt:aniutio1llJl ifyou ar. Qlnflrmed by tM Senate?, 

2. Do you have on, plan$, commitments or ~~ to pursue outside eropIoy~ 
ment with or without compensation, during your ~ with the government? If 
00, explain. . 

N" 
3. 00 y{)11 bave any plans, eommitmonts. or ~enbl after eompJeth!g ~w 

ment ervi~ to resume employment, amliatiotl Ol' p1'8.etiee with your previous em~ 
ployer, business finn, association or Qrganimtion? 

N" 
. 4. Has anybod'y made a commitment to employ your services in any Cllpacity alter 

you leave governmeflt 6erviee? 

9 
~, 

.- ...,,' 
2. tndlca~ atlllnvelltlnetiU. obu,atioM. Uabllitles. or tither t1lJaUonships which 

could involve poUtiI:al eol:'lfliet.a of intereat in the position to which 1lN haw MeD 
nominated. 

Manit. 
3. ~bo any bwrllU!el rtlatlonship. deaImg or tinaneW ~D whiM you 

have hod during the l..t 100 yean,. whether for ~. on behalf or • diem. or 
acting a& an apnt, that «1Ula in any "'.Y constitute II)!' I'IMiUlt lD 8; pouibU ~ 
of Intere.t in the position to whicll you have been nominated. 

None, 
-t. Destribe any atti'lity d1.lring t..'l<l past 10 y~a.-;; ill which y¢U have r::ng~ rot 

the purpose of di:rettly or indlreCtly hifluendng the PM$8g«1. defeat or modillelltion 
of any l4lgiSl.atiOD Ot a1rectJ:ng the administn;tion and eJ:"ec\lticm of law or pubUe pol.
icy, . 

None other than t.hose in my role as a U.s. Repreeentative. . 
6. Explain how you will re&Qtve any poten1ial ean1liet of mtentSt. i:ncl~ aDJ' 

that may be d!:&eki8ed by your reepoMe8 1;4 1M Ibovt jWma,. (Please preMU copla
lit ,any trust at' «her agreemel'l.ta.)

Not. applicable. - 
6. Do yw qtH to have written opiniona ~W to t:be,Cm:nmIttM b1 to det

ipated agency ethics officer of the apncy to whic:h YC\l tu1J po.tninat.t4 abd b.t the 
OHiee of ~ Ethics ~.potential eOcllictB Of inWut ot atl)' It!J*l 
impWimtDU W yOW' eeorviag in this poemm? 

y"" 
D. l.EGAL IIIA'TTER./l 

1. Have YC\l ever ~ disciplined OJ' cited for a 1nath of~ rot' WI~ 
«Induct by. or been the IlUbjed or a eompIaiat to any court adm.inistl::l. ~. 
pNfe#slonal association. di9ci~ (!Qmmltta or Qt!Ie.r pt'Of'eJWonal 1PVUP1 tr to. 
provide aetalJe. 

No. . 
2. Have you ever been investigated, Il2'nIIIted ~ or MId bt -11;; Fedttal. 

State, or other law enforcement authority for vioiation or.", totdersl. Stat., ~ 
or muhicipallaw, rrgu\ation or ot'C!inaru:e. other than a mitiOr tt1I.tJ'id o«t:ue? If_. 
pnlvido detWlll. , '.

N. ' 
a. Have you or an, busineN of which you ..,.. or were 8l!. otncer eYe!' been in

wlvoo. &II; a party in. mtereat in any admiDllttmtive agency ptUCee<ling or civil Utiga_ 
tion'llf 50 pnmde details. . 

As an ottGmey Ilnd member ofmy law finn, Panetta, Thompson. & Panetta,'" 
were t.M subjed: of a civil .. cti~ 'brwght by .. client that wu dhvnhwi by the ... 
anut. 6S ht!ing Without merit. The ca&e involved .. ~l4int by the dJei that 
the finn had tailed to rue A Ulnely ACtion in :&dmtl court baed W A rejeded. 
~ual Employment Opportunity Cmnmiaaion cmn~ 'I"he :matter wu dJ.,. 
miutd {cue number- 6U737-6 Alamed.a Superior COurt. dismi*3«i Augut 
1m}, 

t. Have you eYeJ' been eonvictI!d (incl:nding mua or 1Nilt.J or nolo amtenders) or 
any criminal violation other than II minor tn:ini'c omu:.? 


No. 

5. Please advise the Commitme ct aDl additional infimnation Cavwable or unra.. 

VGr&b1~. which you feel 8hould be considered, in ~tl with your ~tion. 

Not applkahle. 


OFFICE OF THE PREsW£NT·El.JX:T ANtI VJa PU.sm£NT..ELEcr 
N" 

SrA'l'EMENT OF PRt:sltl~El.ECl' BnLCuNroN5. If confinned. dQ you ~t to wrve out your full term. or until th" Ilffl PrHl,. 
dential elections, whichever is applieabJe? DE:C:EM89 10. 1992Ye!'t. 

As Director -or the Office or Man.lgWlmtat and Budget. CoI1gh!B8lllAn Leon Panetta. 
C. PO'l"EN"nAL OONl'WCT'S OP IN"n:R.EST . will bring integrity to this uitkal ~ and will rnswre the confidence of the Amet'<oI
; , lean people ana their el~ mpresentaUves that OMS is ahooti~ stnUght with the

1. Oeseribe all financial at'l'8~n", deiened compensation agre.emente, and ~, shooting straight with the Amtricat't ~e 6M doing da be6t to help us 
other eontinwng dealings with btainess associates. dlents or CU$~n;. net only to bfl.ve- .. ~porw1Ue budpt. but to 1:I.'UInage the massive A:rn~Q ~ No-ne.. meot in fI. diil'en.nt and better ....y thsn em' before. k& Chairman of the Houae 

http:diil'en.nt
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Bu~t.Committee, LN"n PuneUa brought a un.1ql1e eomhlnatioo of8tronaie:aderMip
and superb teehnic.al skills. With Leon P.netta as OMB ~r. 1 believe that 
agency can plAY the pivotal rolf, we have to have it pt.y 1n the twill and efl'ective 
Impl~mentation of' our economic plan. 

J ail'! tUSO delighted to annoul'tCf: that Alite RM1n. the rmner Director ott.be Con. 
gressional 3ud~ Offi<:e and one of our Nation.. moat repect.ed bulket ~ baa 
agreed to Sf;'~ as Deputy Di~ oftM Offite orlWtnagement and Sudp:t. 

TogeUler. Alire and lMn ptGmiae to he the DlOIft dynamic tum In the hWmy of 
OMB, and to restore the (Qnfidenee of the CongI'(IM that the e:a-eutive braneh is 
going to be II n;spoowble luu1..ner in lUling the budgets of thia muntry. . . 

PlU:;.HEAR1NG QUEST1()NS FOR LEON E. PANE'ITA TO BE DIRECTOR OF 
THE OFFICE OF MANAGEMENr AND BUDGE'l' 

L NOMlm'l'tON PnOCtss AND ~ CONFLICTS 

QloIesticn 1. Wen any tof'ldltiCb". P.:Xpt'~ed or implied. attached to J(!W" nomina
tion to be Direct.ol' ur th. O~ cf Ma~ment Jmd Bu.? 

.A.luutt'J': NO'. 
Question 2. rhove you made any Mll'ltniWtente with ft5PC!Ct lh th" P<lUclea and pro

grams you will attotmpt to implement"' Diteetor crOMB? If 15(\', what are they? . 
~r: J have made no Nth aum:nitmentl. . 

Qustion 3. Are there IIny iAues involving OMS (rom which you. may haw: to dis
qunlit, yorurselt? J( ab, please expl&in. 

An..wu: I btlllWe iliere are- no issue$; involvinc OMS from. wbkh J will be re
quired to disqualify myself: 

U. ROLE AND RF.Sf'ONSl8lttnES OJ> 0N9 mReCl'OR 

Question 1. What do you tonsidet' your primary H:$pcnaibilitics and priorltiell to
be 0lI OMS Director? 

An.$:.ver; My primary l'NpoMibiJities and priorities will involve ~ Ollt 
the prin¢lpal runct.ionsorOMB: ~ . 

-Managing tho p.repaTfltion orthe budget 01' the United St.at..u; 
-Mvii,ina the Pnsident on the budget am eoconomie policiea ror the Nation; 
-SUpervising the administratlon of the budget; 

----.SNking to Improve £OVflTI.OIHrt4J e!rtdeDCT and ..rr~ through lm
p!l)\'ed management of tM pe:rnment (i.e .. Jl:ftptOVin,g both genua! ~ 

ment and Federal flnanti4i mal'lagElnent .ystetM); 

~~ing Pap&"rwork JWductWn Act attIviU~; 


-Ovel"l'!eei~ the ngailltol)' nlvlew. 1~laU.. coordination, and £:u,euu...

Order eoordtnatM>n funttlons; and 

-Ccntribl.lUng to the implementation cf Improved ~fit-wl.~ JH"OCUl"'-' 

men! polities and pnttioes.. 


Question 2, Within OMS the two'Depvty Direclor positiona and (he. Administra
tors (lfthe Offices or Federal Proclmement Policy and Information and Regulat:oty 

. AfTail'll &re filled. by the Pre:s:itknt with the advise and consent of the Berate.. What 
role do you anticipate play!nli! if ~n:ned as Direoetot 01' OMS in the at1td:ion of 
individuals ror these POOitions~ . 

AnsW("r: As yoru know. Pre:sjdent-eJect Clinton announced ru. inwntion to 
nominate Dr. A1i~ JUviin as Deputy Direet.or ctOMB on the 1118me day that he 
announced hi! intention w nominat4 me ... Di.redm-. J beliNlO that she Wl 
serve the NJoticn ~lJ' welL 

t ~uld anticipate adYi.5ing th. ~nt on the &doction of the individuala 
for the remaining OMS posititml that aN!' P'residentially appointed with Senate 
eonfinnnt.ilm, I would striw to en.su~ that aU cf the piM"IIOns Appointed f-or such 

~."' ..,_..,. 
IJe01Ile, Final rspcnaibillty fot appoinbMnt tar theu ,.ttan.. or ¢IDW'SIII. reetI 
.nth tIM! President. . , 

Qnewtb:m &. What rWe do you antici~ plA)iDg ir1 the..tect1oa or individuall for 
appointive poeitiQn8 in QMB which ant DOt IlUbjed to Senate eortflnnaUou'l 

_ ........... .tOMB. [would bo """""",,Ie to. ••_ 0N<b OM!! 
offidtla. M indieated in the ~ IU!.HI'V'. 1 would .-1: to e:n.auJ'e that all 
of tM individual. appcIniltd to RDior pot:!tiIms at OMS meet the ume mn4
Iuds deKribed in my ~ to the- priMoua queetien.. The qu.el.i11tatilms of po-
Utica.! appointoea will, orCourse. 1>& !tUbjl$¢t to White House l'trYiew, . 

Qo.. estion 4. In the pqt. the Deputy Di.rector of OMS bas had broad ~ty 
tor OMB budget am! JMna~ment fuDttiona.. With the ezw:tn'Ient of thO Chief Fi
na.nc:W Office,. Act of 1990, however, tl:at m""'''f:....t tImrtiImI were eolUlOUdated 
under .. J:IhfI Deputy Director for ~ et. there remain& a aingle position
of Deputy DireetGr. Pleue describe your plana for the ~rutiu or, and tl:at 
relt.tliia.shlp bet.weell. the Deputy Dinic:t.or.and the Deputy Dinctcr!or ~ 

.Amwv: Under OMB'a ~III .tatute tea amended by h CFOe Aet}, the 
, Deputy Direttot' euriea eut the dati.. and ~ pretlCribtd by the DiHctcr ana .ada ... the Di.rectM when tl:at Di.rector ia .-ut or whel'! tbt' omc. of Direc

tor fa vacant. 'The DePUlJ nu.etor fbr MA~t,~ to Uta dm:dicm and 
apprtWal of tM Dinietor, perf'orl:M ~t;mlJ relatbd to 8.t:I.andaJ and ~ 
management. and any !JUJU t\tN:t1ona ~ by 1M Director. < 

While the foeua of th& Deput)' ~ Cor ~ ii, of COIll'MI, matlap
ment. that fu::r.etiM cannot· be isolated ftorb. thII! oihu fi.mcticu or OMB. 51ri:rl:. 
larly, the Owu,ty Diredor'a dutJea ant not atatu:torily eonfined to noMa.nap. 
ment anu. Wh.Qe 1 haw no apecifie pl.an.s for theee poaitiona beyond the atatn
to:y ~enta.l wtIUld upect my deputiea to work ~ tottether. 

Question s.. 111. the put.. OMS's careu .wff hu Mil. cha.raderi.Mod all ~ 
-neutral compet.rnoe" in ita advice to the ~t. Now, ~. OMll ia per: 
~ived mont u an Adminiatrat.i<m UYOt'Ate than .. a 8O!J.Na of o~ a.no1yai,a,. 
Whllt ani yoo.t view. on WI pereept.i<m1 Will JW undert.I.ke MY.aetions to h!iuild 
()MB'. repu'Wion for neutnll c:cm~1 

Anlwu: PrelIid.nwlM Clinton baa said it it imJIoriAat that the Amerlcan 
people .nd their ~ttotted ~ntatives be ablo: t/) hue coclideneo that OMB 
il'l *shooting maight with the Congreu .nd ahooting straight with the ~n 
people." I am committed to that objectiw., . 

I am. well aw.aftl thJ:t o;:onomlll haw bean ralsed .. bout n la4 of objeetiYity. 
tn my ~jHerienctl. the OMS alf'eel' tt.afr has proven to be highly etlpab1e, AM. 
[ expect thet. to continue. In addition, u a Member or~. 1 have alwa,:e. 
asUd 'tlYf ataff' to glv,o mo their honeat and cbj6etive .dm. and usiatonce. 1 
wiI1 ('.bntinue thia p~ wiUt tUpec:t to tM ..taft" at OMB. II! am ccnfinnecL 

QuettM>n 6, Do yml btl" An)' p'lallO to ~ OM'B or to l'lIIOI'der ita priO'rit.ira?
If110, what type « clangM woUl(! you IruiJIcA? 

~r. At tM. My date. I do not have any i.mmedi.ate plantll to ~n.i:te 
OMB, W& will bf ~S the orp.niuItion ofOMB and the current allOeatkin 
of intftnAt ~ to \!ins\U"e that thty are in aflem'd with tM Clinton ~ 
istration'a $><!'~ and prioritiu and thilt OM'B is able to l'MIIt ita fundamtntal 
responsibilltiea. Dependilll Ob th. mNlta of thi.a .min, IItOme I'.IfgIlllimtional 
tlwIgt$ and reorderinB ofpriorltis UIUld be appropria~ 

Question 'I. President-clect Clint.cH1 intends to C'fUUI • Nstioul EcoMmlc Coun
cll-aimibr in &Cepe to the Natioaai Security Cow:.clL What. do JOU view 1OIU' ro1a 
(and Uuat &lOMB} to be on the Council? What will be ita relatiONhip to the Council 
of Economic Advi.lwm and the Treuur:r DeplU"t:mQt?'W'hat would be w rca. &l this 
CO\Inei.l in FeduaJ budgtt clellbfratic:i$? 

AM_r: I am not prepared to M)' at thit ~~ how the National 
Economic Caundl will funetioll. OMB IJIft:IUl.d, or couiIe. w:orit: cooptrativel.Y_th 
th& Counci.I .an4 .wst in \!i~ tMt the Cow:idl tItOt'U flmoothl,. .rut rf!i,.
dWJy, 

jXlI6it.ionJ; arr.: highly tap8ble And pos.ses& the following attributes: " committrM.nt Uf. f',CONOMIC .AND 8UtlOET POUC'Y 
to public service, dMit;iltion t& the job; ff.$;pti!<:t fC1' and understandil'ig: of the role 

Question L What en your projeetions for ec:mwnie gn:rwth and. the U:lW:Dpto,m_of the President lind the Eurutive Office in whkh he or she will Nrve; tdu~ 
rate: (M!r the JlCXt. .. yean ifbuellDe budget po1iefe$ ~maintaiMd?aalio.n and ~nce in 4«&5 pertinent to the J'!SPOru;ibili~ he M aM will 

havt!; the ability and commitment 00 'WOrk; hard; the ability to ba1a~ 03mpoet AIuwen "Until I have bed an 6dequatlt Q'P1IOrtu.nity to work 'With sta.ifat OMB, 
ing interests; "nd an underswnding ofhow t.o manage ud won: IttTectiwy with I will ~ be in ~ pMition to lJUl.U apcc(fi"c ec:onomie projeetiolUl. Howeve-r. at 

http:committrM.nt
http:undert.I.ke
http:Direet.or
http:Direct.ol
http:repect.ed
http:teehnic.al


r,d"'!l.:.""-.. . 12 13 . . -.'--~., .. ... 
!.his titm. r t'4ll report that tru.\'Jit to~ op.flCt moderate growth. in the 2
3 pel'«!nt p« year nmge. a«:ompenied by • awdil, declirUng IlMnlploymenJ 
ratc. MQSt lWeeast.ers al~ ft{le« the;. expansion ta be more subdl.lt4 than put 
I'ea;lverio because of slow groWth in ClW' export markets and the linstring atrue
tura1 pf'Oblems inMrit.ed (mm th& 19OO'a-t:M It.1''e8 FedtrtJ deficit ftlld financial 
pressures on many state and loeat govwnmcta. exeee.«iw privat. acetor Indebt. 
Wn(l$8. the ovmmilding or ~ rea.! t$t.llte. ~ per'$Onnel 
shakeout$. In our Mrvlot industries lblJowtng similar downsizing at tMny ,"anu
tacturine: finns, weak financial iWltitu.tiarut. and slow ptoduttiYity and .inccma 
gmwtj>. 

Qumit}n 1- 'M-.at new bildg~t policies d.~ yoU p1"OpOR to afl'eet ~ groMt.h 
$lind tll'lemp~nt. and how will these polkiH mange the economic Ibrecast1 How 
will thHC pol~es Mtcd. the budget. $lind iww might ~ a1!'lIItt proapect$ tOt' re
newed inflation? 

Answer. ~nt~lea Clinton hu net yet. made;. final fidsioD!l on the «m1
ponent& ot hill *«I~ pian lind his bu.t submis$ion. Tbuefore. it ia not 
possible tor tn. to re14te what bcdgd policies the tI~ adminiBtntWtI willpt'O
pose til $lifTed "anomie ~ ond u~mploymfmL The goa1a afPre:ident. CUn· 
ton's budget will inc:1ude $purrinl,'l buth Mort· and long-term I!C()~ and job 
growth while b-eping inflation unde-,- eontral. In the short t.erm. $inu: the eeon· 
omy is operating sulwUntifllly below c8p«1clty and domeatie finne race utt'twr
dinar)' competition trom imports, clllin.. to spur eccrnomk and job growth Are 
likely to have a minimal lmpac1. on inflation. In !.he ton; term. it is ftJ.'! hope 
that tht!: new administnltion's Pn:lposals ta promou ~ will $lidd to t3padty
and. by expanding supply. hold down inIlation. 

Questinn 3. What are your views on redul;ina th~ uOt"mployment rate in the nUl; 
o4,;rear.>? 

Ankwt''': The unemployment rate has dr®ped from a high 01' 1.8 percent in 
June. 1992. to 7.2 percent in N!M!mber, TMt is still too high; ulMmpioyt1'ient 
in 1992 was higher than Any ~ &inat 1984. It has lamed btuuse the rate 
Qf reeo"ery hru! been l'datively slrw, It is important to note that dHpite the 
dn>p in the unemployment rate, significant growth in the nuttlber of job. has 
POt ocwrred. But the drop in lhb UMmployment ntte u a promiling dove:lQp> 
ment. and it ill my eJqI«tation that !.he growth policies to be lmp!emen~ in 
the Clinton Administration will eO~M wb5tan.tial gains in employment end fur.. 
ther reducUon$ in the rate orunttmploym.nt. 

Question 4. Fer the put two dttC8des U.s. productivity growth has ~n below hUI· 
torkal norm.3, resulting in slower growth of private iMOEM and public nt¥1mues. 
What policies do yotl ptcpolH to 8ccel~rate productivity growth? Ho-w will thew JWli~ 
ci¢J affect the budget? 

Atuw..-r: Strong J!l"Oductivity growth is eIIIIIelltial to restQring gruwth In the;. Na· 
tion's Jiving stltndahis ond g1lOt"mting tp rewtrut$ to l't!d~ the Fwral budg.. 
tlt deficit, But in r=ent 'years, productivity gmwth hu lagged.. trom 19C8 to 
1913,. labot- produdivity ~ an Ilvel'8ge a(2.5 ~nt anntWJ:y; . , , since 
then, it has averaged just 0.8 pen:ent. Had the earlier H.~ (I( :productivity 
growth oo.n maintained over thet past two deeadea. it wowd hey. had a dni. 
matic: impl:.ct. on nal disposable inc:mne and therefore: O!J th~ nation's sta.ndatd 
mlivine: and on th~ Fmral deficit. 

III the Inst '2 yura, procluc:tivity growth ~ bnp1'lWed in manufarturing. 'but 
it was ::1ehjevcd by shedding ~(kers, Out&ide of manu{ammng. we have not. 
had much productivity ~ 

For aU productivity, the ~t toUt"n! of growth ~ teehnologital p~. To 
tocilltate t.h.at and areelemw the nation's pnxNctiYity growth, PrHid$nt-el!d. 
Clinton M' proposed a nombE'r of pcliciM. 1'hese includ~ (1) shiru~ F.edera) 
vriarities t.owani public in~stment in the edueation and training Q! oW' etoPle 
and in rese!l.rm. «!:ulptncnt, and intrutrudure; {21 ptOlridiM t.arget.ed nU·.f'n~ 
lives tor busin.."SS inY($tment in new plant and equipment; .Jtd (3} reducing the 
}'cd~rat defidl t.'l rree up more resoufft.'S for private capit4l1 formation. 

Faster productivity growth would ru.ve a nofiteable effect on the deficit. For 
example. by $(1mb (l$timate5. nddinKoOt" pua!llt per YMl' to prOOudi'litl growth 
would lower the deficit by fif'aliy $.325 billion Q'iV 6 yee.ra, indudmr $112 biJ. I 
li(tfl III lhe sb:tb year. ' I -

Quation &. Pleaae _pWn how yOu see .=~CY inte~ with the United 
Stat.ea tnonetaxy and traM p:illcies under CHawI'!, PlCaM opIain wbat 
;rod (OI"e8ee)'OW' role to b6 ... ~ of OMS in suth itlteradlOfl& 

~ fiaca1, monetuy. and tra&! pol1cl.. &ra mt4rConneet&. A tltd10leed 
Federal deficit ia amduciVlll to 10Wfl' _.term ic.ttrM ntes, atr. i~ rate 
of eapjtN tonnet:icn. acd an im~t ill !ntern&tional etm'Ipe'titi~ 
MoneW')' policy am be employtd to cftMt the potentially contraetiona:ry effed4 
of deliclwutling actiorus. ~1' deficita wahle the Federal Reserve to hold 
down intm!l!t rata! with !eM coneel'ft that this will ignite II ~ mtc of int1a~ 
tion. 

By the &ame tlIken, beanae of tb& rear (Ji igniting iolIaUcn. higher ddid.t. 
make it difficult fOf'tho Federal ~ t.o bold down ntH with.M cuiv m(lQ

etnry policy. 'l'hwI, il'reaponsiblo flaW policy put. tM Federal ~ in the 
position of chco4dng slow gJ"OWth III' high in1laUQJl" whkh tM Fed ~ iDIwi· 
tabl)' rew.lta in IlON g1'Owih. 

TM ~tion betwen budget and Vade deficit. Is indifttt. and there are 
other {utCt':8 that .af{f!C!: the relationship ~ the two. The $Udden ~ in 
budcet defidta during the: early 198O'a ectrdded with high rut domestic lnta't
eat nita that led to a sharp ap~lI.tioll in the: dnllar, which helped et.'WMI • 
wid~ of tM U,So traM defiOl Otl.u!r IAc:t.cni have h4lped nattOW tM traw. 
defi1:it. but ~ dl!ficlta contl.nue: ta M'Q .. negative impaCt. Most eqena {aN> 
Me an illcmtaIi~ grvwth in the trt4t deficit Without. budget deficit ~ 
bind that ia what ia happe;.ning now. 

As DI~ of OMS, my 1'010 in ~ theM .latuef wotald J»'imari1Y be 
to adWJI! the President in ""eloping and lmpttmenting: responsible and ciedt· 
ble fiKal policies so that the F_ral ~ can CICWlt on. defidt ~OD u4 
theml:tre can UlICI 116 grip (In mOM)' -gn;rtVth. . 

QuHtion 6. What, are. your views on the impact of 1M F~ budget ddiQl 011 
tb. U.S. economy. beth in the short and kmg-t.nn? 

An,wu: In 1981, the nation embarked on II ~ experiment ill fitIc:al 
policy. That "riverboat gamble" haa failed. ODe cf tlie results hu beca oenl&t. 
ent, lalV bud~ lWicib. The natiolUll debt bu ~a::::; ~ «WSt 1'If1ntereat 
on the debt haS gt'OWJl from 10 pereent<>f annual "tur'eII ta neari115 per
cent,. and __ have beel'i Nbh~ the ~ _ need fer publie: .nd pri'law 
investment in OW' ~ and m OUT I'Ultiou's f'ut\U"e.. Unfot1.\tnately. utileu 'We 
aet, thvt long·tum outlook. ia for deficita to riM evm further. 

In the ahort term, ~ve budpt. deliclta. while sometim¢l $timula.tWt the 
economy, plau- upwud p~ on: tul iaterest ntft which ultimately ~ 
ec<Inotnic growth. 

In thll! long tum, tiefic:ita dMert critleal ~ t'Nm the prl~:=ita1 for.. 
mation needed tor ~ economic ~. Slower ec:onomic means 
smaU~ inet(\,ft8lllfl in tiie mndu'd or liv:inf, Dll!fidta a.lao hamper abe: nation'. 
ability to eddren IIHioUl nati9rW prablt>um. preventina the: ftIY lnvestmeAta 
n~ to- help tteate (uturw ecoaowe growth. In effect, Clefieita And the grmri~
debt ftmle WI: to fi~ ~nd p..~ption at the cpe%IM of fUw-....

It we dD not addreaa the deficit iswe. (lUI' children awl their ehlldrtn willliUf'. 
ru. 

Q\mtlo-h 7. Some ~ maintain that cutting the deficit will requ1rt • tax 
Inc~ase. In addition to deficit mductlon, President;.e;.Ud Clinton has proPOSed ne",
spending initiatives amounting to billions of ~ Some tax ~Mve been 
~es~ 1" a highu maf'iirlal tax rate on uPP'\!l'-lncome ~t crit.
ice chum theM rewnul:8 will net be suflident to pay for deficit ftidUrtion and any 
new program initiatives. What l'e'RnUC! ~ do you ~ ta pa, (O!' the CUri
tol'i pf'OSl'1Wl ewer the ~o4~ 

AIwcer: lr_ are.,.mou' about ~ deficit. in the kmf term, IIIbotlt mak· 
ing needed i.nwstmenb:, bind nbdut providjng ~ tax meentives,. ,.... will 
need a broad and ~ ddicit.reductictl package. Obly & ~ thet ash 
far .hatii!d ...:rifiee, that aa. all to do, tbeU part bqt doeS not ~ tDo great 
a amtribution from any ont: ~nt of cut tooeitty. can be ~ and p0
litically au~. 

'For that reason, while ~ of .pending must make up the p~ 
of deficit reduetio:n. additional ~ I'It'e &Iao~. . 
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As for what the new Administration will propose, the apedfics of the budget 
propos.a\s that President-eled Clinton will make to the country and to the Con
Itl"eSS have not yet been decided upon. If I am confirmed as Director of the or· 
fiee of Management and Budget, It will be my responsibility to present to the 
President a wide range of budget options for achieving the goal. that be aeeka 
for our nation. M your question notell, President-elect Clinton has already a.u-f. 
gested the pouibility of raising income tax ratell for the ... ealthy, and that 18 
likely to be among the options presented to bhn. 

t would like to repeat, however, that .pending aavinp. not revenue increaaes. 
should be the primary means of redudna the defidL 

Question 8. If it becomes necessary to seek additional revenue-beyond that 
which you foresee today-what kinds of revenue increases -wd you favor looking 
at? What an! your views on and -wd you recommend increued conaumption t.alU!8 
aa opposed to income ta'us? 

Answer: Since no decision has been made on how much in additional revenuea 
the new Administration will propose, it is premature to SUggefit what revenues 
might be needed. 

In general, it is my view that changes in the nation'. to atructure over the 
past decade or more have made the income tax IIOmewhat 1_ p~ve. M 
previously noted, President-eleet Clinton has suggested the pouibility of raising
income tu: rates for _a1thy taxpayera to produce needed revenues and to re
store greater equity to the tax code. 

As for consumption t..a.rM, there an! important questiona about the JIOSSI"ble 
. regressivity of such tu:es. It ia alao important to note that, in the r'J!lM of Il 

broad consumption tax. which some have propoeed, there are verr real coneems 
about administrative costs and complexity, aa well as encn;JaCh.ing on a tradi
tional revenue source of States and localities. 

Nevertheless, some economists believe that our CWTent tax Itructure relies 
too heavily on taxation of income-producin~ activities-vrork, aaving, and invest
ment-that promote long·term growth. This tends to discourage wch activities 
and therefore encourage present consumption. Those economists suggest that a 
gn.:ater reliance on consumption tu:es would turn our l!IOciety more to1lVBrda aav
ings and investment for the future and away from consumption for the present. 

In addition, 80me note that targeted consumption toes can be uSed to di&
courage activities we wish to curtail as well as to help pay for costs that lIOdety 
must bear as a result of those activities, and. that the regressive impact. of con
sumption taxes can be ameliorated through other t.u measures. 

i em studying these oompeting arguments regarding consumption taxes, 
Question 9. Under the 1990 Budget Agreement, a significant percentage of the 

savings in Federal lpending are due to be captured in fiSCal yean 1994 and 1995. 
What efforts will you make to ensure that these aavinga are achieved? 

Aluwer: The 1990 budget agreement achieved savings by capping discre
tionary spending in FY 1991 through 1995 and by increasing revenues and re
ducing mandatory spending. The ceficit reduction from the revenue increases 
and mandatory spending saving!! is protected by the pal--as-you-go provisiona of 
the Budget Enforcement Act. while discretio!Ul'1 spending caps are in efred for 
IT 1994 and 1995. Adhering to the 1990 buclget agreement will require the 
same kind of vigilance that has marked the successful implementation of the 
agreement thua far. As one who was active!,. involved in the development of 
that agreement, I consider this a very high pnority. 

Question 10. What budget and to policies are most effective in iOO'U5ing our na
tion's economic competitiveness? 

Answer: During the 1980's, the counby ignund the future to pay for the 
present. Public and private debt akyrocketed, as the Federal Government 
consumed far more th8.n taxpayers were willina to pay for; busin~ iDC\llnld· 
huse debt to ensase in behavior-primarily mergers and acquisitions--that had 
little or no positive impact on our competitive posture; and families adopted an 
ethic of consumption based on borrowing:, rather than saving for the future. In 
all sectors, the saving needed for capital formation was inadequate. 

These policies and attitudes were damapng to the nation'l economic competi
tiveness. Turning around from this obseSSlon with the short term to a long.term 
perspective will nol be easy, but the President and the Clngreaa must lead the 
way. We must realize that, just as previOWI generationa thought leas about 

16 

themselves than about their children'. tuture, It is time for WI to remember out 
obligation to our children and to future generationa, 

To change the focus from the short term to the lone term, there are three 
things we need to do. 

First, _ need to reduce lo~·term budget defidts, and thereby increase na
tional aaving, by fadng the mevitable dimcult dedsiona about mandatal)'
lpending programs, about defense, domestic, and international discretionary
spending programs, and about t..an:a. 

Second, we need to make targeted investments in our aoelety and our econ
omy that will promote long-term powth. On the SlIeIldinJr: side, these would in
clude inYfttments in human capital, such u education, jeD traini!lltl and health 
care, and in public phyaical capital, IUCh as highways and other inlrastructure.· 
On the tu: mde, we need targeted measures to e~ long-term mvee:tmenL 

Third, we need to implement major retonna In key IIOciaI polley areas. such 
as health care and ... elfare. Health care costa, in particular, are imposing an 
enormous burden on public and private reaourcee:, and theA! ia no ena in light 
to their gro1Vth. DesPite this overspending, more than 30 million Americana do 
not even have access to the health care I)'Item. We moat control costa to make 
health care arrordable for all, and to stop costa &am. sending deficita completely 
out of control, and we must ensure that f!Very American 1iaa acceu to health
'""'. . 

Question 11. How important do rou view the lack of private savinp in our c0un
try' relative to our mAJOr economiC oompetit.on and ,...-hat. pali.ci.e:s Go you believe 
aJiould be encouraged to Increase private aavinga? 

AMwer: The United States has by far the lowest hoWIehoid aavinl rate among
the G-7 countries. Combined with the large f1BC8l deficit, net national av1ng
aB a share of GDP il also the lo...est among our major competitors (table below-).
Thil lower saving is a key factor in the inadequate producUvity growth of the 
last two decades, ... hich has contributed to slOW' grvwth and inadequate in
creases in the ltandard of living. 

Raising the level of overall national saving fa absolutely critical, and reducing
Federal deficita is the single most effective way of doing thaL Increasing private 
saving is also an important element in improving national aayinJ. It is. how
evu, very difficult to fredid the impact of government actions designed to e:tim.. 
ulate private aaving. t is poaible that t.u. inc:entives can encourage acme sav- . 
inf:, but if thoee incentives end up int:n!lUling the deficit. the economic benefit 
IDlght be minimal, or even ~·ve. ThUl, if it is felt that IUCh incentives can 
be helpful, it il critical that be carefully targeted to minimize the impact 
on the deficit while maximizing e incentive provided. 

Comparison of ~1 SaYinl Rates in 1990 

... --... _.""_ _-......... -,.. ,3.6"~. ,..-. ".
f.~ 21.1 ,U
Ita" ....._.__. 19.5 1<, 
CiIWlI.__ 11.0 ... 
Lnted KiftcdoIII 15.6 
lltIile1l SUIeS ,<3 

Question 12. Revenues CWTently represent 18.6 percent of GDP. How much u a 
percentage of GDP should the government collect In revenuea? What percentage or 
GDP do you think should represent a ceiling for revenues? 

Ansutu: I am not certain that there i. a specific ideal percentage of GDP 
which the Federal Government should seek to collect in revenues. EXcept in ez. 
ueme cireumltance9, the ~ntage baa rarely eEeeded 20· pen:enL At this 

. time, the greater concem 11 the difference betvteen the percentage of GDP col
lected in revenues and the percentage of GDP represented by Federal spend.
ing-e good measure of the economic impact. of the deficiL & I have said, J be
lieve spendina savings mu.e:t be the primary aoune for reducing that differeDCe. 

5.1 
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However, t do not bellev. It makes sense to place a spedfte ceiling on revellUH 
as tI, percentage of GOP. For (loe thit:l~. eeanolnic &lowdownt an distort wth 
a r(lnnula. What 15 important, instead, IS to do what we can to maintain Btrong
economic growth in the short and long tum til) tlutt nIIvenues ~n at. • JU. 
sonable pen:enlage of GDP, 

Qu~tion 13. In your testimony befol"C the HoUM Rwes Comtnittee on R.R. 5676. 
)'<Iu $W~ 

"'The Raiity is that- no investments an be made until we establish a credible 
and i!nfon:oeable deficit. nducticn path. ~ that is aeoompJiah¢d. by this biU 
or e4rne other legislation, we can proeeed to • debat. on investzMnta with the 
ronfid(Ome that they will ~ paid for, that Uay will twlfimply balloon the deli· 
cit OYer the lonK run," . 

In light. of thU state~t, would you oonti.nue: to ~ any additional invest.-. 
ment s~ng prior to enru:tment of a deficit ~~? 

An_: The incoming Administration, .pm. hu m.ade no f'u:taJ dt:ciai_ on 
its ~~nomit ~~. 1boli~ that bdgnAdkite .... the s:iJtgJe most
irp:jlOnant long-term eecnomie issue fadng our COW'lUy. HO'WYM'. if the after
effects of the recession demand sbort-t.erm ecouomie .timu1u:. in anIu to get the 
economy moving at fun $t..e4m ,gain. mcl\ atlr.nulut M«<l nQt "' imonsi:atent 
with :II commitment to long-term deficit reduction. 

There are several criteria, hoW1:'IU, that :sIKh & StimulUILI plIc:kagl} thould 
meet! (1) the increase in the deficit should truly b« .,hort-kTm; (2) i.nveetmenta, 
whethl1'T on the ""nding or tax Wle or the Ifmgu'. sheuld be 1I:8.nI'Ully ~ted 
and wnsillten\ wi"lh the long-tenn eoonom.k: inW:SUnl'lnt ~ ot the Admimstra
tion; nnd (3) the package should be ti~ to • seriout!l long.term deficit l'WucUon 
package whicb would pay ror the stimulus in the lone run while IIlso reducing 
the: 1000g-wnn ddlcit. 

I would add that ir the eronomy is too weak ri2ht now (or tough deficit-redue_ 
lion mtla5~ whim take etreet irnmMlatel1. thou: m~ C1lIJ be ad<>pt.ed 
now with effective dates set BOmewhat later, 'When the &bert·term t:ltreDfUl of 
the economy has ))e.en restored. But when thoee rnea8llt"eS are enaett:d, there 
should be flO Qo\Ibt that they will in tad. bt' impt~nted. 

Question 14. What are your views on the uvitlJP pouible from' military 
downsinng? What impac:t will this down..<Jring have on OOo;.:Nlated prognunA, mKh 
a& Department of Enttrm' weapons preduction? 

Anlwer: Deve!opments in the Soviet Unicn and the t"eU of' &:!rope have mo~ 
It possible to make msjM chan&eS in our- natW:n's dt!tenae po.s~. 'I'be polltk8J
arid «:<mwnk retorms taking piaee in the ~Iy touuouni&t world, tmnbined 
with the oondusion of major conventional and nw:lftt' ron:. ttutia. have pWn
1, red:!.w:ed the amount of re!IOUl'Ce$ it tak9 to maintain a iIIt.rMg natiooal de
fetI.SC U..t. enabla U& to defend our nation and OW' iat.ettirta ~ the world.. 

e 1990 bu~ agreement haw already pnldueed MOlr 
In addition to the aavinp Ht.ah1it.htd by the dt'fenu 

~ ••.• . ,IIS alps set in that ~~t. further- 1IIl'fWga have 
abudy bMn uhiewd 119 additionsl changes have taken mace and madb tWue· 
tions prudent. The fisetl year 1993 appropriation is $14 bll.lkm below the bttd£et 
aulhorltyeel) arid 19.7 biUi(ln below the outlays eap Itt in the 1990 agl:"IMment. 
and it is 1iIu.r that ,",ater aavings than originaD,. envimlru:d can contitl1,le to 
he athieved. 

PrMident Clinton has not made a 4ecision. 01). what epeclfic levela ot derel'lSt'l 
spending he will fl"'JHI6I.' fOt' fiscal year 1994 and beyond. HoWltV:U. downsising 
must be at a p4te that enables the nation to maintain a level or derense that 
leaYml no Qu.est.ion 4.$14 ouJ' ability to protect our n.aililo amt our int.er0$t4. 

It is my undef'$tandinc that no nuclear weapOns ~ expected to be preduCC!d
in the nut 10 yeara.. Thils will alia..... the DepartJr\f!nt or ~Mrgy to oori$oUdat,e. 
facilities, maintain remaining weapons, and prepan tor f'ut:ure production. it 
nlWded. 

Qu~tion 15. What impad wiU the elimination of the -rlm wall'" in the 1990 BUdg~ 
et Enforootrumt Art have on your plans for domestic: ~ng proposab? 

An.srMr; Di!l<T'etionary spending he been limited under the 1990 budget 
agreement in fiscal years 1991, 1992, ,I"'ltd. 1993 by budget. authority and wtay 
caps tm t':teb or three separau. disemimwy spernling ~tegorle$; deienae. do. 
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tnestie, and lnt.emaUon.al Under the agreemerlt.,. aavinge: aehltvM in any of 
those categcrlee: have not been available to apel'id in atlOUier cateeorY. 

Undctt- the IIlB'fI!4!ment.. the caps on tJou.ee tepanttc ta..,ee: will be f'elI1a«!d 
In tt&eal yura 1994 aad 1995 liy 1IingIe, owral1 diacretionuy budmrt autMrll1 
and: outLiay aI~ Thua.. the "wa.ll.s.- betfte4 ~~ cateaOriM Will Q() lonfreZ'
"""< 

The estiJneUd 1994 budget authcri~ alp t. • Ut7 billion-or 3.:J~t ""'"' 
the 1994 baJJdina of' 1m apprcpriatimls ~1lS inflation. For OIl the flIU' 
lMted cap la $J6.2 blillol'l, or 2.9 pen:ent, lielow hoeliftt:, The eitd ca~ 
walls will t:ru1.ail'lly be a fft.etc!> in making ~CM on d.bm:til'l::'ll'lt'J .tpel1dl.ng 
in the f1.SiClll yur 1994 bud~ but. because no dedsiona have been _de u to 
what level of epomdil'lg to ~ in any of the ~ 8pe1lding cat
9rimt. it is difficult to be: aped!ic about the impaet on domeetie~, 

Queittion 16. Do you bel.ine that it is neeessa:ty to recluc8 enti~l'It "P.:!'ndinc 
bili6w theo tum'lht bueJioe to adUeve tho ~oa p1? WMt rpecific cut. 
in ehtitlcmenta do you pmpo&el 
~ In 1992, entitlement p~!!I comprisled 4'1poerceat. of the Feden.l 

budget.. By 1998, they ~ pl'()j~ to be 61 ~ of tho budget. trwo a.n; 
to have any hopo& cf n:4!;1(!lQl' bu~ ddlcita in the long run.. we 'Will haw. to 
dow dOtlim the ",pili ~ of :mandatory spendicg. All with ~, it would 
bo my rupota.lhility ... OMB ~ to present. to tM P:rc:s3del'lt the broadtlft 
po8ldble option. from which to make decisions on hew ttl eontl'Ol mandatory 
spending. C1~~llllnee bulth ~ entiUementfi .fiCt:Ount for 61 ~t of the 
anticipated BJ'OWU1 11'1 .t!lttiU4lJ1l1Ulte be~n 1992 lind 1998, mnt:roUl.ng beeJUl 
eare eooste must bt high on the agenda. HO'tII'eWr, Praident-el«t. Cllriton hu 
not yet Duule deeiaiona en tMM iMues, and 110 I have DO apecU1c p~ t(lf'
savings to preHnl at this time. 

QueatioD 17. Poverty hy been growing thruugbout Ul~ laat ~.1II.hd the ~nt 
tteessiQn hat. euQttbaUd the problemtl faceday many low-im;:ume .Aau!:riea:.t:l$. 10 
any deficit redu.ct.lon apprnam, W'OUld you propose ~ that pJ'OU.d: programa
that assist the least _Uoo(If!? . 

Alnwv; Throughout. ~ yun oI'worting in, the ~onalbu~ 
ami negotiating with Mmil:ristratiot'!$ on budget qn:emt'nt.&, I haw. hard 
to pt'OUlet program. aimed primarily at low-incrmJe recipient. from '1' euta. 
It has illwa;-. ~ my view that fbese. individuala and familia had suffeNd 
enough from earlier- bU~t cum and from diftkult eeonomk tonditiona. No p* 
gram should be: exempt from HlMination for wasteful ~ lJut 1 'Wiimld 
be e:.tt.remely Nluetant t:& .:lk ((11' ~ter utrilieea from tltoee who a.re al.l'eady 
the most wlnwable in our MoCiet.y. 
~ 18. The eo&1s of the: hea1th~ ~ and ~ 

growing rapidly; !.he ~ Bw!get 0fJiQe (CBO) ~ thebl to ri&e fmm 
3,4 ~t. of GDP in }§\)2 to 6.1 ~t in 2002 under l:Wftnt policies. Do you
be!iM that it 14 ~ to rutnrin tl:te jp"D'W'th ,of these eosta1 n ItO, how 'MiUld 
1W pt'GpOGe to do it? 
~ It is abeolutay I!!I:IIiItntisl that the Pre:sident. and the Congra:s estab

lish very durly at OM of their tl:rst priorities the ElDDtml or health CIln'l CNta 
in this country. It ill eritiW Ihr the nAtion', ~y critiW for the well-being 
of our people..\. and mtieal tor budgtts at WU'1 IMi or government, including: 
the Fed.erl!i1 t.iOVuMlent Health euv 0!.l6ta .a.n; the primary contributor t6 thl/! 
projected subatnntial inerefllM'l in Federal budpt de5citll in the Latw part of 
this decade. 'nIey must be brought under eontrol. . 

Presidenl-eled Clinton haa pledged that hulth ""' reform will in tact be a 
top priority or hill odminlstration, and he ha" PlIId. control or health earto coots 
one of the primal')' goals III such reform. WhIle h~ hu not yet allDOllDcOO. 1\ 
health eare reform )?ropoul, I tan .usu.re the Committee that. it will be one 01' 
the tnajot' policy iniwuWl of his administration. 

QuestiOll 19. Whim do you ~ wou!d be thlt me", CCIIIWft'ecti'Ylt way to stimu
late Caste" income- aM ~urlivi9' RJ'R'th: (1) gn!!4ter Fed:eralapending on pbysiaJ
and human capital (which miBht IMuc.e IP""W' pri...te it:nIest:ment); CZ' (2) tax prd
erew:es for pnvate investment .such ... lJl~t et1Klit. or ~~ 
tinn? P1~ explain. 

.A.lwHr. 'l'here iI no eithednr a!lS'imr to this question. Both greeter Federal 
apecding on phyaieal and humac eapiW ad ia;c PN'tu.oea for private ~ 

,'M ment u.n be c:osWfrediw WlIJ'1l of irW:nulatit:« futeT intoma and ~t}' 
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growth, However. it is the Job of the Administration and the Congress to tupt 
measures as r.arefully and Intelligently as possib.le to achieve the desired result. 
Even if a particular meaaure helps to achieve the goal that fa being sought, it 
may do so in an unnecessarily costly way if it is not carefully targeted. A weU. 
targeted intentive or inve5tment, however, can achieve the ~ rHU.lt with 
the hoped.tor dividend in both Ilhon- and long-term. jpV'Wth. 

Given our concern about budget deficits. we must Ilwaya lIL'dgb whether we 
ean afTord II particular investment or tax pretennce. We must ~et so as to 
minimize costs or revenue losses. and. generally, we must fit these measU1"ell 
into a framework which ensuru that the, are ~d tor. Those standards, in my 
vi!!w, ~T'I! more important t.."'.an whether the policy l.a .. tu. (It" $pendicg ap
proach. 

Question 20. 00 you agree that we need to increase research and development ac
tivities in this country? If 80, what specific role should OMB play in this regard? 

Answer: Increasing reaean:h and development activities is an important com
ponent ot our efforts to improve the nation'. economic c:ompetitivenesa. The vast 
majority of such activities takes place in the private ~l but ~ent can 
playa role in encouraging such activities through targeteQ tax Incentives, IUth 
as the research and ezperimentation t.u: uedit. In addition, we must aamine 
existing Federal research and development programs to determine whether they 
can be targeted more effectively to the kinds of efforta which can spur the na
tion's long·term competitiveness. For nam,ple, at least aome of our defense re
sean;:h efforts should emphasize ~dual-uae reaearth, with eppropriate resultIJ 
disseminated to the non-defense sector. The hlle of OMB in uu. process should 
be to recommend the most cost-effective ....,. of in<:rusing aod betta' targeting
the nagoo's public and private researc:h and developmeot effona. 

IV. BUDGET PROCESS 

Question 1. In what form will President Clinton submit his rust budget? Will itIJ 
structure parallel those of other budgetIJ submitted br Presidents in their tint year
in omce? Do you intend to follow any part1cular model? 

AnJiwer: President-elec:t Clinton is facing a unique circumstance for a new 
President. In the past, outgoing PresidentIJ have submitted complete budgets. 
However, because the 1990 budget a~ment moved bac:lr. the deadline for sub-
mitting budgets to February I, President Bush is under no legal obligation to 
submit a complete budget, and he has decided not to. That responsibility, 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. H09IeVer, no final 
decisions have been made about the euc:t form the new budget will take. Obvi
ously, this is one of the most urgent matters facing the new administration. 

Question 2. Based 00 your experience in Congress, how essential do you see the 
President's budget Phlposal sa the fu-st atep in ruiding us toward a balanc:ed budg
et? 	 . 

Answer: One of the worst developments for the budget R'rocess over the past 
decade has been the growing iJTelevance of the President s budget submiaaion. 
The President's budget should be the realistic starting point for the congres
sional budget process. It should be sn ecoDOmic:a1ly honen, politically realistic 
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 litUe mOre than po
litiC4l documents, orten providing less than honest economic and budget PhlJec
tions, and neither serving as nor even intended to be a serioua starting point
(or the congressional budget process. The harsh term ~dead on arrival- has been 
applied to these budget submissions, and PresidentIJ have done little to alter 
that perception. As Chairman of the Senate Committee on the Budget, Senator 
Sasser can readily confum what my experience has been sa Bud~et Chairman 
in the House and as a Committee Member and active participant 10 the budget 
process before that. In developing c:onCUlTt'nt resolutions on the budget each 
year, we have essentiall), had to atart from scratch. We have been able to use 
Presidents' budgets as little more than points of comparison. not as a founda. 
tion for our work. And what hill! emerged at the end of the budget and appro
priations process has borne little resemblance to the President'. original sub
mission. 

19 	 .
It ia my hope that those da,. ate over. Ilia my intention. and thal of th_ 

Preaident-elec:t. to submit budgete thal are honeat, that realistically engage the 
Congress in the bWlinesa of budgeting and guveming, and thal come out in rec
Ognizable fonn at the end of the PI'QCll!Bll. I believe that is abaolutely essentiaL 
'!'he budget proceaa baa suffered a great deal becauae of the laclt of political and 
economic c:redibUitJ of the Presidant'a budget. That. cncllbilitJ mu.t. and will be .....""'. 

Question 3. In terms of the apecific budget proeedures adopted to reduce the budg
et deficit, could you comment separately on the eff'eetiveness of the Ba1anoed Budget 
and Emergency Deficit Control Act of 1955.-the Bslsnred Budget and Emm'genc:J 
Deficit Control Reafrlrmation Act of 1987, and the Budget Enforcement Act of 1990. 
Given your views, how do you phl~ to mak..I! a cndible deficit-reduc:tlon plan and 
8IIIIUJ'e that It will actually be earned out? 

.An.u>tr: The deficit control measures of 1985, 1987, and 1990 were all effort. 
to deal with the enormous deficits created by the budpt policies enacted in the 
early 1980'.. Frankly, if PresidentIJ and Congreaaea had been wU1i.ng to IIlep up 
to their responsibilities and had taken adequate atepa to control defiCits earlier, 
these measures would never have been needed. It baa alwa1." been my view that 
changes. in the budget Pf'O(lf!M mean little without the political will to enforce 
them. What really c:ounts is not juat changing the prvceu but ac:tua.lly reducing 
the deficit, and to the extent that these pr0MB8 chances were accompanied by 
actual meaaurea to reduce the deficit. they have been far atronger for that. With 
regard to the proc:eaa changes ~vea, the manna embodied in ead!. or 
theee measures have had both .trona: and weak points, and I can .wnmarize 
them briefly. 

The Balanced Budget and Emergency Deficit Control Act of 1985 and the Bal
anced Budget and Emergency Deficit Control Reaff'umation Act of 1987-the 
original Gramm-Rudman·Hollings law and Gramm-Rl.tdm.an-Hollinp 11__ 
positive forces in that they established the principle of a touch enforcement 
mechanism that put pressure on both the Preiident and the Congress to reduce 
the deficit. 

They had two primary, and paradoldcal, faults. On one hand, the enforcement 
mechanism of sequestration was a brutal a.nd rather blunt instrument. Because 
it I!II!mpted a number of l'rogramA from automatic apendina' cuts. it fell even 
more harshly on the rem81ning non-eump~ programa. And Dec:aU8e the deficit 
targets established by the laws were not adjusted for fluctuations in the nation's 
economic performance, they sometimes c::reated targets that were politic:a1ly 1m. 
poa!Iible, and aometimes cconomiea1ly unwiae, to reach. lronic:ally, thowzh. these 
seemingly harsh laws provided ao many loophol---suc:h as their emp1:uisia on 
single-year rather than multi-year targe~t goab c:ould sometimes be 
reached by the uae'ofgimmicluy and rosy economic scenarios, and that is too 
often elL8ctly what oc:c:wTed. And when gimmir:kry was not enough, the GRH 

. 	targets were amended to make them achievable. 1n addition, the inc:onalstent 
treatment of programs under sequestration reduced pressure on advocates of ex
empt programs to cooperate in the deficit-reduction proceaa. All of these clevel· 
opments ultimately reduced the c:redibility of the budget proc:eaa. 

The Budget Enforcement Act of 1990 was an effort to address .ome of the pre
vious problema in the budget proc:esa, and, unJi.b, the previous measurea, has 
aoc:omplished its primary goals. First, il was geared to deficit reduction amounts 
rather than Ihed defidt targets. Thus, il allowed for acljustments baaed on nuc
tuations in the economy, which was partic:ulariy fortunate in light of the recent 
recession. Second, it establiahed enfOl'Cl8!lhle diaaetionary spending: C8pa and a 
pay-as-you-go process for mandatory spending programs and to measures. This 
established accountability in each area of the budget and, for the first time, es
tablished the principle that any new programs and tax euts had to be paid for
a critical advance in efforts to control deficits. Finally, and in lIIonle ways most 
importanUy, it foc:used not on I-year targets but on 5-year targets. No longer 
c:ould the costa of new 'programs or to. euts be artific:ially trimmed in the first 
year only to balloon in later ,..,... 

Thia proc:-B has worked remarbhly well The agreemenl called for nearly 
$500 billion in deficit reduction, and it is on its way toward reaching that tar
Pot. Recent increases in the deficit have resulted not from conpaslonal or ~res
Idential action but from the weak economy and the c:o&ta of the savings and loan. 
batl-out. The BEA'a primary weakness is that it does not prevent increases in 
mandatory spending resulting from inc:reaaed costa and other factors. Obviously, 
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. the tnO$t serious problem in tha l"ehnlls the «q)lodiug: cost oC health care enU· 
.Uement P~1bb and the continuaf dCYmward reesti.uat.es of' revtmue.. 

As tbr the IOCOnd part of the question, 1 go back to the point 1 made earlier, 
No matter how many process changes .... m.b. deficit ffiiW':tion doet not. 0CCIll' 
Without lb" politic.trll will t.ct make ditn(!llt decitUODS. The budgon .~meJlt 
worked becauu ~ and the f7esid4nt made diirteUlt decillions up front 
about entiUem"ntt and taus, and beeaU!4 the polltieal will was tliem to M!orce 
tlw dilltt'etiortliry spending eapil and the pay-u,..~ requirement. 1 ;Un Q01lw 

fident Utat President. Clinton will propose .~e ~ polities that will 
ilrodu~ tht 1timt of long.term dt!:!kit reduetion Wfi ot«L "but it will not hi! te
o;nmpll8Md unless both the admjru.lr#Uon and the Congresa: have the polit.1r.al 
will to make tough ~hOke!l. 

l(u<!StiQ.fl 4. You were III cosponsor of H.lt 216{ in the 102M ~. the ~ 
eile.t ('~..nstdenltion of PNprosH Resduiorut Act. Do you still :Il.IPPOtt tbit approach 
tv ;{Tal1ljnf the Prea\d4nt ~nded~ authority. Or would 1'JU ptd'et erw:t> 
.mel'll.,: ll>.)mlt a1~mat.hl' ~t.ion In. the 1O&d Ccngrua? 

,~'f'r: It has long *n my view that an effeetive J"9dseion proc:tm it. cit 
kl'l toot for both eM P're$ident tmd tM Congrus w<:ontn'll spending and ~ 
dc'l"II'its. Ttl bq eff«'Ctlv., the p~ auld ensure thaI !Ii President. un cbtaia 
s-,o,i''t «Insldet'nuon cl his p~ restUmions.. H~. the process should. POt 
gubstalltiaUy bttift coMtituti<mAt authority far apending decltiiona. that iB Mi· 
lh(:r n~ nor desirable.. I ~red and voted for H,R. 21$4 bealU:!Ie 1 
(Ill, 1..;.:1t it met both t» these criteria. Presid~uwl+et Clinton has wgated that 
!hr proposal might funn thtr basis for a resoiuU¢n,t4t,he iarue of hoW Prmdenta 
and ~~ caD. :te:$(I}ve dilt'ennees IIWfl' individual aperuling it.ema without 
~ c.f entire melJSUl'U. J ~ with that. and, whilo thia met!lW'e m., not 
be the final word. it is my hope that !.he Congre$I and thtr tiht Adm.in.l$tmtion 
cau come to.n agreement on strong. MnSible re(0r:m lqullation. 

Question 5. Do )IOU think the Presid.ent flhoWd. be required to tign tbifl bud~ ft&
oJution? > 

Answer; Whitt! we should enccurage ('()Operation between the Presuant and 
Congre~ in thi:: budget p~ J do not beUeve it is ~ 1:0 l"t>qUift! that 
the oongressional budget rt'SOlutign be signed by the President. The ~ 
p~ dePCtUi6 I;m CQ(lpI!In:t.ien. and if a Presidni and a Congreu *" .otking
togeth~r. the congressioruU pt"OCeQ tan wwk WitHmely well without a Prui~ 
dent'. $ignnture gn the budget resotutian, 

Question 6. The derlcit targel$ Qrukr !.he Budget EnfCll"UlMnt Act (or fmeal yeen 
1992-1995 were adjusted automatically when the President 5Ubmi~ hiu budgets 
for filiUll ye8.l'$ 1992 end 1993. NJ you know, thtt ~ficit. tuget& will only be ~ 
in the fiscal y~u 1994 and 1995 bu~ts if th~ P'raident chooses to do Ii) aM in
fOm\ll Congl'ess of his intention 01t January 21. DO«::II Ow President plan to ad,iust 
t.h~ deficit t.orgets for theM fiscal yeaTS? What is tM justUroation (ot' hi$ p<:I$ition? 

AMwu: This is obviO\lSly a aitk.al issue !'or tba yur'3 budget: ~ How· 
ever. the Pnlsident-elect has not ~t completed hia ~flW of the maUe'r and 60 
bas _ ~ decided whether to a(ijust the deficit targetIt. 

Question 7. The PAYGO proces:$ tinder the BF..A has been eriUdud .. ineffective 
in controlling s~l'Iding because it doe!! not apply to mandatory llpendiog Illnoady in 
law, What fU't' your views on stnngtheni~ the PAYGO pnxe$& by imposing an an
nual tap on mandatmy spc!tlding grow1.h OJ" by SQ.Il\fI other means? 

An.uut,.: As 1 noted earlier, the inability of the BRA to (';(lnwl the ¢(I$i. of man. 
daklry prognms is a serlOU$ ....eakne$s. Some have ~ an aMU&! etp on 
mandawry 5~ing. arguif!i that wth a up wwld foc:Us attention en the ~ 
growth ct l1UIndatory spemfl~ p~ under ~nt law and 'IImUld pmvide 
a cont..rol on budget tots1$, wmle allowing some ~entll fur dmogea in eco
nGmi~ oondiUons. However, a mandatot'y eap would not ~y t.arget: the pro
gram. that are most raponsible for thti rapid growth in mandatory $pending
the health~!lre programs-and could lead to atl1)!!;&.the-board rediuct.i:;II'l1 In enti· 
tlemeflU even though most of them ~ not upuienci:ng especially rapid 
gruwth. This ....ould be! Apartkularly serious problem in the absence of wiman
ual mt'atures to tontrnl the cost of health e:are pt'OIT\Uns. . 

While it may be appropri.te to lltudy a rnancJ.t4l'y tpotnding e:ap, it ahoWd be 
clear that the real answer to w:l'tttnllil'lg the ta&t or entiUement PrognuM is to 
enact legi$laticn malcing specirtt reforms in those prognms, 
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Que&tiOll 8. 'the Budget E:~nt Ad pnwidea that the.peDd!ng ¢#pi tlUI. " 
waived. :in the event of an e~tpMY dedared by the PrMident eel the Co~ 
What is your deiiJ\it.iOA of an "emergency" tor the ptlr'JlOCIet of 1M Budpt Ento"*" 
meat Art. . f . . , 
~: Teclm.iWly. of~ I,1ndt1' the REA, e!MrsmC)' jp.:tldiog Ja whA~ 

itWt the PrWlhtnt .nd the ~ngrea deeidJ\. it. b. HoweYft'. iirithout. .. tough, 
1'ml"kAble dermition of an emerre~t.tbe IIPifI'ndll'lf caps and PAYOO ~ 
mente are virtually ~ts6. J oeUeve the defiriiUon establlitbed by tbIt cuP 
",l'It AdministTaticn baa 'M)rkcd ftA!I01lIlbly wen.. hut I plan to,teYitrft tblA.WIle. 

Q-",Je$ticn 9, I'.'ltJ- you bclir:v4t the p~ of .a current lW!tVicg basi:li:ne budaet. in~ 
crea&ee the M'Wunt of Federal t;periding? . 

Aron.woT: The «:'UI't'Wt servim ba.(Ioeline $UVea a useful pu.t'JICee. Because it.;re., 
fleets tM impa« of Indation and other 008t., it tala WlbO"lir II.nUeh .~din&: iI 
required in the coming yeAr to maintala the ume policy in.aat..nct thlI yeat'. 
It is the beat method 'IlWI have of u~ the Impa,:..:J;!!;-~ we 
malut in the budpt ~. That doea ~ mean ·that fW.ata are a 
magit formula that we alwaya have to meet M ~ The f'IIIlity .. that 11' ". 
want to ftduce- projeeUd ddkiu. W6 need to reduce apending IIeloW UY: ~ 
in AO.U'Ie p~, TIle point or umDg baseline p1"Uj~ it tIot to enlUft that 
apending alwaYI ",acile& the tMHline, but only to et.mU'e that ""' l3~ 
the effect of budget decisiona when _ mfl.lte them. ' " 

Question 16. I. it POfI5ible under current budget law for the F~~i 
to raioe tues spedliea.lly fhr deficit reduction? Jr it fl DOt. ~ what dIatlaet 
In law would )'CU reoom.mend to make It. feql\de for new tazea to ttl lied.., ~ 
t.a t"1Ilducing the deficit? • , 

.A.tl.tw.e-i': There Js notb1ng undeT the etment budget law bf ~t~ 
b1l't\& epecifieally for the pu:rpo$e of redueing 1:he del'lclt. Ho:wWer ctU1.'fiIt law 
does not pmYldo a .peeme means to "earmark" tRyes to.r deJld\ niducUoD. With 
regard to ehangirtg the law, 1 be1i«Mt that any ponibk budgtl pf'CICIeQ NlorfnI 
in thie or oLhti areas would be eoltlridtnld lUI part ill' .It ovetill deficit ~ 
packalP!. ' 

QuMtion 11. Dwins ttmsideraUon or deficit reduetion pacrkaps. ~ lSIbu." i~ auch as use.r fees and Medie.are pmniwna are ~ Often clliK ... 
sveruiing "'reductiOt15~. Do 1«m balievelt is Iltlt!W'Abt to labellUch tac:r.ue. .. tedtio
UOns on thi:: "pending .d~ :ofthltl«lger? 
~ Medie;an:! ~ a prell'dUllitl .and o1hel- user fea hlite been tlamIW 

til off&et\l to iljltM1ng for the I'U4Ons at cut in thb 196'1 'NP»t of Ut. PnI:tl
dent>s Commiaion on Budget Cc~ That is, untike ~ror u:aDl~ thq
tend to be voluntary or busi~ iUpenditure9 of iruiividual.s,. tor ~ 
moot elderly e~ ttl buy into tho Medkaro Pm B pros;ratn by pAl'ine pre
miU1ll!ll becttUM it. is BIl much leu expensiw than buJiuJ eom;ara'ble private t. . 
r.urunce..The point m.dot by tM ColleC'pte. Comml:1Iaion IS that it tmclJ ft)ltmtuy 
or bw:tness-type expendit\lf'l$ o( individu.at. ~ eonsidere4 I"eWnuet rather 
thao ~ offMta. then the gross level of Federal a-pendlbg woWd tU:tu.Ally 
CY<mIt.A~ the me ar the gmnr:n:un.ent In n!l:.~ to the tou1 $)nomy, 

Question 12. Budg.et summit4. h<:t~ft th6 Praident .and ~na1 ladue 

luve been an hnport.&nt feature of Federal budgeting in ~ yu.nI. Do you feel 

1.h.t another budget r.wnmit will be neet!IW.tY in the nut YMJ' en' twN? Are you eon
~ that bud~t mmmits undereut the ~u legblative and politiet.1 Processe$? 

Answer: Budpt $lJ;:mJ:Iiit.l'! are not how ~ coPt to work. 'nIey ant 
needed when a Pnmident.and .. ~ eMMt ftJ'k. tocether t.hroosdt the t,ra. 
diUOMl-and far prefl!t'aba-budgn and Ieg:i.slAUve procesa to take dlflkult but 
~ actions. 10 other 'Mmh. they are needed 1iIIben politiaal ~ ill im· 
possible to O\ltn"-OD\e, The 1990 budgiflt summit wn M1idtd ~~mt 
Bush aM the CtirtgreSS bed apparently \lhI"eCOllcilable ¥f.... Ihou.t how to dol 
with thti ddicit problem. To take the dif5ru!t step!! of' reducl.ng ependinc ADd 
raising NvenU6fI, both sidll!8 (elt Ow ltC'IOd {or those act.ion& to bet JeeD U COIn-> 
plete1, joint act.ioM J\Ot the idea of one iDdividual or poIitiaal p;a.rty but· 6 coop
uative action lakm in the national inU-ltit. 
. While a budget wununit CIl:lnOt be .ruled out in the C!'\IUlit of qnlol't!Setn ~. 
opments, I do not expect a budget. summit to be ~. I expect the N!W' 
Pmridtnt and the COngR$$ to ~k together thnluah the normal ~ to 
rn.aU dt!dsio~ on economic aud budpt policy. 
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Questi® 13. The Federal budget. pf"OCC!8S Is tri~ tot it. itttteui.n.« !»J:llPtexity. 

What Il.'I'e 1001' vie"",,? Hae th4 bUdget proeess beeotuI' too eompJe:r:? What a¢tiont 

\WU1d 1UU t'YKCl':lmend to atJumlinl!t the p~ 


A.Im«r; 1'he budget proceu is undoubtld!" ectnp!ex. A QItem that eDC'J01n
po.ssn the lUnd of diVfl'Sit)' and IICOJHt entailed in • *1.5 trillion budget i8 bound 
to be c:omplex, 1 tuave no specific propoult for redudng that ecmplftl.t)' but 1 
would ron.ider ~QN that might WnpU!y the proce&t. HoweYer, it iA po$" 
lible that multi-yea!' bud~ting eou1d reduoe the nHd tOl' taking I'l"VUY 5tep in 
the budget proetl$$ every iMngle year. While it would not DeC:lP.M:arily ~. 
the prOeesS it:le1f. it muld n:du<o the frequlfoq with 'lWhicll oert.ain bl.ulg.t-~a'tt
ed actions are ~lI:t.,.(t 

Question 14. wt year you introduced H..R. 567&, the "!WAI':ICed Budget Ea!orc:ift.. 

ment Ad flfl992." 'to .clU~ a balanced budget by fi.seaJ yu.r 1m aDd to ~rOt1tl 

the budgfl. pf'OoCtA, What are ymu' eut"n!nt viewa on the legialation. it. m-Jcr goala.

and Ole pn>eeSl'l it would establish? 


~,.: 1 belie". H£ S675 pr'I;Ividu a &trona: fnunewoTk rOl'. budpt enrore.
ment mechani$m t./) ensure that the budlP~ dildpUne pnMded bj the 1990 
bu~t a~ment 14 e:u.ended and improved upon. ~. I would Uke to lAid 
II4me caveats, Fint.. 8.$ the Committ.ee taww. from 1PY aiatements in aaaoc:iation 
'I"'Ith the lung-term pn)po$als made by the Houae COmmittee on the Bu~ itt 
1991, 1 bett.Y* a deficit-reduction path of about a df!lC6& £t lnOn!! II.pprcprlaUi . 
than 1M 5 yon- whldl H.& 5676 nqulres. In addition. I -.m not necessarily 
wed~ ~ the $ip«ifie proust: t p~ 10. HA 5616. 1 de beJUwe we need 
to utltnd and improve upon the di$(tpline tltlntaloed. in the 1990 ~t. I 
intend to wen. with Pmident-eliKt Clinton and the Congrua 1;0 adriilml that 
Goal. and the idt'a$ contAi.N!d in H.R. 5676 will certainly figure in th.- diaoeu..
mans. 

Que$tim 15. Th~ !. widt!Spf"Md peruption that io the past OMB manipulated 

revenue and' sJ)I!nding proje<t.icns ror politieal ~ HQ'W de> you. view the III,) 


called "t'O$1 ~n.arios8 of yean past? WMt de> ~u believe:&hoWd be done to ~ 

credibility to thc ayst.¢m:? For elWmple, do you lIUll support the efiabUshment of ao 

independent &ard 01 Estiinates U)'<I1l p~ J .... t year in H.R. 5676. 

M$W<'r; Unfnrtunately, past budgea b~ toe ohc been baaed en overlyopti. 
mistic p~jectioM about the economy and program a:I5ta.. One of the p~ 
reasons fGr th~ "res, ~~ was Ille fixed deficit t.ugets conteioed in the 
Gl'amm-RudmarrHoUIRg$law. Becau.se tho5e t.at<ptt: had to be IMt. reonilea 
of tbe 4t.ate of the economy, it was In the Interests of both the PNsUfent and. 
the Congres.s to be overly optimillitiC about ~ performance. sinal! better 
Kt'IMmie ~rfcnnanre wmtId produce greakr ~ and thUII n!!duoe the ap. 
parent deficit. ThemMe, &inte tIll'g(lM had to: be met Mt in Relit)' but only on 
peper betOH tha fu.eal year began. ~ lII'U t'nr1 incentive to PNjeet stronger 
economic: growth. Si:tl.-.. the enactment of the Budget Enfon::eme.ot Act., OMB'II 
projections hA>n *4 far closer to the nWnstl'eam ct ~ projett.ion.a. 

Having tint-hand experience with the probll$m.$ astOciated Yiith ""n:mr 500!- • 
f\fIrio~ eeonamies, 1 am absa1Ill$~ oommiUl!d to l'I'liling certain that OM1:J pro. 
duces honest e«momil; projed.lOM. J am also ellCO\WlStd by 1'I!C~.ot aperience 
since th~ 1990 budget agreement:. I do not expe« the questWn of '"toey ~ 
nll(i05~ to be. serious issue in the Clil'lWn A.dnU.natmtion. 

r,
. Question 1$. Omnibus bud~tary legislation has been a rerurriq mtw1t for the 

8St decade or !U>. Past President:!! have appla\U!ed the use of omnibus budgetary 
egislation in the \':Onten of JffWlciUation but eotKIemned its use in 'the eua or cun

tinuing tt'SO!utions. What are the rnlativ¢ .d..nt;.a~es and disadvantafP!$ t4 the 
Pnmldont and Co~ in the use of omru"bus legislation? Do you think that reo
emiliation .hould be used in 19931 . 

AMwtr: The advan~ of omnibus legislation i, thtct it t<tm~times lrulkes it 
easier fot' a C<mgress and a President to: enact pollti.eally difficult but necessary
mea.<rul'ft;, By tombining unpopular measures ~th popUlar ona, or by unnbin
iog unpopular meBSU.J"e:S in one package that &thieves a f)OJ)U!ar goal. a COD
gress !lnd a Pnmldent (an scmettmes talu! needed steps they might net t!1.he-r_ 
wise have had the polltkal will to auompliAh. Obvlotuly, YOting!Or O't signing 
into law an tm'tnibUll bill dot>S Ml recwve political responsibility fO't unpopular 
or inappropriate measul'ft; that might be included. It is important that the pub
lic be fully infanned as tc what these bilb eontain. All tot' 1993. U ~ &:rill aerioua 
about deficit roductilm. n.t<OntiliatiQn wiU be an t'$$entlal pari of the prot1eSS. 

O!.testiOn 17. How would JOU bti.ng to an end 42' mlniml,. tht-~ lo. Fed
end <kmummmt operatiom., inc1udl!ts: IlPtlC1 ilhutdowna and MlpioyM furlouahll. 
eauaed by f'wu:Ung gapt1 Do.YOU think thm Ihould be a ~t cotlUnuin&' f'e:IO'> 
10"""1 

An.swer: The ~ iI that there abou:ld not be ~~ Conaress .nd 
the adminitl:utiotl 8hould do their jobs a.rul ~ap~ billtI Wbre tM 
~ fiaca.l yeat' be:g!na. 1"bent bas been no fUnding gap in the 2 yan ~ .a. 
atb:J1ent or the bu~c. agrwmco1 in 1990, IUld 1 fully t«pt!t't thcro to lit no ,.. 
C'UtTCnoo of a Ijmdiilg gap tlither this ,.ear or &bY otMt yur of the CJ.int.on Ad-
ml.nil!tration. 

~e6tion 18. y(!lll have previoutl'yJ1U~biennW bwfget1ng. int#'odudng IJIlch 
lcsiaJation in the> 95th Uuvugb looth What iii your ~nt. vifIIII' en in
atituting a 2-yur budget tyde? Wauld It be equally important to inatituw .~"...,. 
budl{f;t rnnlutione. appropriaticM, and aU1.horftatiw. or would it be poalbIe to 
txmaider a 2.yu:!' tyd4i for Wb 0( these three proc' II t e aepvatcl)'1 

A.luwt'r: I have lonJ' been an advocate of 2-yur ~ Some muJtl.JUl' 
~ haa alreadj been iMUtuted,. F« IJUmple, t.l:ui Department of DefenM 
annuttlly wbmilA; .. 2-yuI> budpt to Congrees. And the 1990 budget ~nt. 
..tabtlllhed .. 6-yur di:Kreticna.ry ~ caps and • ~t for 6-yut
budget l"t!tOIutJona. '. 

1 e(lnt'i:rme to be a WOng eu~ 0( fhit. multi-feU .ppt'Oa(b, ~ it 
fon:etl .0 AdminiJItration and COrigrtIU to UN.tong.tum ~'" in tQ!Wd.
ering Iegi&1aUon. r a.t.o belieTe that 2~year budpUng ought to be <OllSidcnd for 
an elementa ef the ~ procesa. I beliftte It euI make the buQet pt'OCeM 
Mtwe tational and efTeci.i'nl by providing mot"& t.ime to male budpt d~ 
and to eondud co~ ove.ruight ofahtin,g pt"QIro.m&. 

Question 19. Presiden~kc1; Clinton hu ~ t.hc Ned for i~ lnvwt
ment to apur economic pwtb, P1~ defi.fte. what,w mean by "'invutment." 

An.&wv. PN&ld4fltrelect CUnt.Qn 1I Q)mmii;ted to sti.m.u1aUnc both public: an4 
private inveatIMnt. 1 believe the quation, ~. rekn IpiiicifiWly to public 
uwestment. In urms of the budget. I define publk invatment pnttty muCh the 
wily I would dell.. llwHtment by a f.amiIy or • ~ It meanaPUtt.in« ,... 
ao\Il'CaI into 1Olnet.h.iM you ~ to pay out ~tun'Ia in the future that ~ 
the oriainal amount. OOvemment invests 10 pb)'#ica.l eapital, and it mYHtll in 
JIe(Ipl~humttn eapital-to mOe our ec:onomr mtmt produeti~ an4 ~ 
~ in th& futuJ"fl. For «ample, we make a public invutment in eclu~tiQn . 
and job training in the ~ that the additional ineorne produced by wwkere 
becaUM ot thbt education or tnining-u well u the ~ of other cost. 
theM indivi4uai. might have itl~ the rescureeec iriv8:ted. Coswf
fed.iVJII iniUativ.. in health tire and n.utriticn, lncluding clilldhood. immuni%6
Uons and enoounsmg ~te dieta fer dUld:ren, can abo be t!IIIn$idltm! m~ 
menta in future ~Vlty. ObviouU,Y. lib ta.rnlliM and busi~ IfOVeln
ment tIlu&t be cardid ~«m it mam'ln~nM to use ita limited ~ 
48 willCiy BI possible, ami it it' imponant. to: ~ t.b.t thoae :raources ani 
ind* limited. 

~tl.on 20. What ant the .dYMtAgd Md dilSldvan~ otpruenlinf a ~ta 
eeplt.al bwJget fer tM Federal Govwninent? Would auch a budget I"aeilitat. decisioDl 
to promote capital inveetrnent? How would you treat ezpcnditures for development 
of human capital'/' . 

.A1uwu: Capital budgeting can be a U$dW tool tor diW~ between 
B~ng for current riMda 4nd spendi~ 00. !Mg.t,erm capital ~ent.&. 
Many states use (lfIpttal budgtUng: aDd llW'Q' with baJanced budget :require
menta in rad balance cmy their opera~ budget. while hottowinSi: to nnaoea 
capital proj«lll. Sw:h an approach eouId ~~get prioritiei'baaed. tnOn!I 
on lQl'l8.wm needs rather than thort-ttml ctlnouns. 

Ha"AfeYU'." the ~raI Accounting Ol!icc has pointed cut. it would be ~ 
mabie if it eneournged the notion that • ~t mmpcn.w!llt of tM budget 
should not be lIUbjeet to flKtll diaciplir:lt!.. TO quote: a June 1992 GAO.~ 
"'The creation cf 1I!~!jclt caUgories wr ~Bt& tapital and ~ent.ti 
investment expcruiitut'1eJ; ahoWd not .,. vift'nd as A lia.oae to run ddiclta tc n. 
n.a:nee these categories." The mdit1 b that the t.ata.t Ftdeml deficit. not th¢ op*
e,..ting deficit, det.e:rminc$ FedOftJ borrowing anll ita Impaet on the fblAnclld...,.

.Anc.tMt tleritlUtl ~ about the possible impktnflntation nt capital budpto. 
ing iii ddinit.io=.I~ how do we attwdly distingniJlh between openting COIta and 
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long.term ~Otpjt.nl ~n.ses? Under capital budgetin.l!'. t.hu& would alwa,.. be • 
bempt.lltion to !a~l everything w.e ..nt, tepnUess 01' ita nature, U • loll("~ 
tIIpltal expelll!ile. PmctitllUy anrtmng UUl be labeled a capit4l ftpenM if you 
ch«m to think uti\- that way, fbe quntion ofhv.man "pita) b a ItOod example. 
lr 0fUI weff designinG a C$plta.! budgeting S)',lltul. one o:ruld c:ons!i!er ilducauGnlfor elUlmpl<l', to I)e a long-urm investment In hwnan capital But thmw WGula 
clearly be ptflaure t.o co far beyond a few liilUkd areu to label almost i:l'\tery
U1ing that way, 

Giftn th~ ~11Cerns. capital budgeting is dearl, an kle:a that still ~ 
-..ety ean-fuJ 6tUdy. 

Que$tion 21... Th/.l (koneral ~untiI'~ Ot!'tee hal i"«.Om.!neu&!d rwtru.eturing or 
the Federal BudGet not onl, to separate ~taJ And operating: <emponltnts but also 
to includo for tli:lch shle subtotals for geMral. tnt" and enterpriH actJviUes. What 
is 10'11' vSew of this pfOP(lsal? 

Ahllw..f': All 1 will distU$$ later, the \lnified budpt roru:e...pt is ~e moat U&I!fu1 
way (lr looklng at the F~bu~t in eoollOn'\k t.etms. J(.egan:Uess of Mw we 
label spending lind rwenues. it is Ua overall Mt amount of gcv~ .pand.
ing, re~nuea, and borrowing thot dett!tmines the overall ~riomie effect or the 
Federal budge!.. 

Trust funda have been establishOO In m1ain a.reu to ~tAt carefully ~ 
tain critical {unrtiont and the revenuetl. that we raise sPOdfleaU' tor thc:lR ptlI'< 
poses, And j( eopiW ~ting were ad!:Ip~: It cauld be uMI\tl to iUU8t:rate la 
some manner the &eparot<e trust funds. as w.m .u e-nterpriM activiu.., 

Ultimately. a spUt budget cmt:ld be confusin.bnd maJte. it bardet' (or dedatcn 
makers and tha public to see prugruna as II whole and In relatiol'!&hip ttl' the 
entire budc-t The- entiN budget and ita O'IIeraU impart; on the ~ ought 
to be the pnmluy tocus. . 

Question 22. Recent (henges in the budget tcrrnwotion pnlCOO$ and in filUlooal 
ocrounting have ~n to ~u, throuGh ~ 6tatement of unfunded liabilities,
the Mcd to address the potentiol cost of JOlIg-tenn p.roblems. Hew do,)'ou view the: 

'importalW.'e or this Pn.'la!;SS and would YO\I ~d any cit.angee? 
AMwl.'r: Painful thaugh it might be, the Federal Government simply must 

fu(e up toe the existenre or th .. Jong·tenn obllgatiOM it has undertak;m. {re
Q:uenUy without the N$OUJ"CH; ttl' b8A.':k them~. Tb.. unfunded liabilities QuI; 
wreak htlwe with OW' future budget ploM. TM: avinp and loan ~e is a 
perfect examp~ or what ean happen when we do not pay adli!'q'!.Ulte attention l«'I 
these issue&. 

&me beli~(I that tllher lU''eU haY(! the tlOtential for sim.ila.r jn'Oblems. While 
the budget now nneet.rs the up-front coat of eredit IXImmi\ment&, it stin dQe1J :lOt 
dO' $oOc ror insural'U.'e. ~tor Darman is 1:0 be ocmmended fur hi. etrOl"tl to high
light tnnccms about unfunded liabilities, oud J intend. ifeonfmned. to ~ue 
those efrON, At thilItime. J haY(! not ftBmined the issue sufficiently to decide 
wilat specifie (:hangn ( would recommend in Ule way we treat unhtJlMd liabil
ities in the budget... HOW"eV1l!r. thilI is a re$po.I!$11:!ility that OMB clearl1 must 
shoulder. and it would be a very irnpru-tant priority for me AS DirtctDr. 

Question 23. Another criticism (l£ C'UfTt!nt butiget ~\.UWIi is that dMI,. 81.. 
ments tit the bud~t otrecting the same t.Ype$ Qf economic aetivitiftl AN not eoordi. 
nated. A case in point ir. thtIt tax expenditures aM direct spending progtams aflect., 
Ing the same types or aetivities-business jn~nt 01' h~. fer il!TAmpl~ 
IlOt CDMidered in ronjllnction with each other. Do you favor &!ly re{cm:'lS to pt'Om~
more tOOt'dinated budget decision Making? . 

Am:W<lr: Too o1\en. programs and other initiatives. including tax l:ne.ftIIUl'es. 
that affect. .;imilAr areas of the t!<COontnny or aocidy aN op.ttat.ed by 8eparat& d .. 
partments cr agencies, with tittle eoordination am.ml them. A1I a Membet- of 
Cottgre$S. J have se-en this in a number or polky ~ It 1$ frustrating for Con
gress. ami (~lr ~ public. In some cascs it IIhould be ~bJt, to p1are different 
funt'tlOns Wlthlf) the s.ame agency. II~. where that lS not possible/ it dear
ly ill impcrtant for OMB to help rationatiu a:nd cocrdinate 1h# roles c the vat'-
WUS $gencics and prcgnuns, Imd to develop ltltoanil of reducing or HIding duplJ.. 
cation cf elTort and COlI", J run not in a poail.lon yet to allgges1. ~nc l"C.fuirna 
to help bring tbis about, but this is an important mle w OMS that [ would 
can')' OIJt ~ry seriously. 

Question 24. What W"e your views on maintaining the unified budget? What ib 
YOW' position on tbo m:atment {Jr mr-budget programs and Will funda? 

_.
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.Aruwe.r.. The unified bIJaget concept il the most illIII!fUJ Way ot look!~ at thf 

Fe<feral budget in W':rn8 of its ovenll impo.et on the MUon'. etOnOtny. TNst 
fund. and off·budget {tIrIlM ttt'W' a useful ~ hi de!intatW,c ~ Oitieal 
functi0J:t5 and the _rmu that we raise ~ fot.theM ~ It is 
important to bow when and to what extent '" are t$MBt1ally opemtlna p.. 
ernment O:ll the f\.!nda ntised Cot' those trIls' funda. (It r. a1.o impcttant 110 hal.. 
u.e when a trust tUm! reorivu an infusion Qf fImda f'i:'tIm the ~ f\md,) 
I lowever, ereating trust fund:$ or ptaeimt ~ofT-~ can at. raiN «I&> 
oorns.. It ma?, taUR 'US to miMtate totaftaxe. and total ~ it may ~ 
cut the ability Qt' the £l:ol\gress and the Pr8id~nt 10 Iil*ate~itll_FI!dera1 roo
sources thrwgh the budget process; it tnay illl:l'U$O the detna.nd. of advoeates 
()( other programs to Il10Ye their favorite p~ oft.budaet; .nd Ii may tmcieJ'.. ' 
rut our ability to adltraa the deficit problem. ~est; of thOM advantagu 
find disadvantages, tht' yeal'etG-~ ruUty .. thAt 1h# overall I'iwAI impaet or 
the Fedenl budget ean beu be JU4ed by iJx.luding.on the EDODeY that ~ 
ment ~ and all the mtmey it ~ 

Question 25. What do you NMider tM: Propel' budPtarY natmenl of \he Soda1 
Seauity 'l'nut Funds? Do you faVOl' Mut:tion of the Social Secmit;1 payndI taf _ 

A.Il8wcr. C\!~n1J.Y. tM SodAl SeNrit.1 trust Amd is olt~t ami prOtected 
byll'lellns of rue walla HtabWhed under the 1900 budget 'If'IIem-

Aa 1 bllvt' &heady nQkd, it it II1O$t IlMful eecl'WllIl!ea1l, too look at u.. ~ 
as .. u:nifi.t crntity. Howeover. 'lrudpt tables aboWd and &I mustratAt tM.-nt 
to whldt the eontinuing annu41 $Qdal Security wrp!ut 1$ ~ In tft'td. ~MJp 
finance the ~tIlll budget deficit. 'I1lat clearly Ifhowf, tfrt) thiap. Tba 8ru & 
that the ntIl\-Sodal Sereurlty portion or th. govemmeJ'li la runt!iDI IIUl .... 
WGrk defit!t than the numbers usually ahow. TM IIf!COnd .. that the Doa-Sod&l 
Security portion of the budget. is relJing to SOI1lCl depee: Nt1Mpayroll la.

The payroU tax, when corulidered on ita own, ill clearly., ~yt to.. Thi.t 
dou not appear to ~ the u.se 'When it ill co~ in eotIJtW:ttor:. with 'IhII 
atructure of Sodal ~ty benefita. although existing 1"Wes can ~ &b U
eYo~ ~ In any event, $lMe a portion of th.~n tall: rtVetI\MIf hi ~ 
tively being used l«'I finance I. portion of the mm-So!:ial s.ew;ty budatt 40 \hat 
~nt itJ regrasivlt, is a ~ry ~ CObOet'n. 

Also. fur meny low-- oad midd.le-income Americans, tb. ~ Sa: tM SM1" 
ron tax durillg the 19SO's more than wJped out the in«:ra'tll tax roduttIou au.
m.d in 1981. Clearly. an ugument can be made {l)r relW in thit- au. H0w
ever, at iI time when the overall bud~ deficlt ill -=h a aiticAl .ltllld~ 
tho MIld to protect the long.tnm ~ eoundttMa of tM Soc1~.,.... 
tem, any such proposal would have to be atudlild 'IIWJ carefully, eet 
Cllllwn baA not made .ny dedAi~ in thia reganl. but it ia an __ that .. 
will o:amine veTJ carefully_ 

Quution 2$, n. }'ederal Credit ReftInn Ad,of 1990 nform~ A~ tor Fed.
eral erodit programa W put their CIDtIta on a present-val\le balta. This method taku 
I\t'CO'W\t of the long-tenn coou. or mrdit p~ But tMN 11ft (Ithef' budget tie. 
1l'Ientb-ilueh U PN;lpoula tot' new tax ~~or ,.,.bkh ~tt::tm eosts may 
not be reOec:ted aa:urately by cost estimatee within the 5-year budget hOfbon. 
Would,you favor b~ use of present-value accounting to help centrol theM oosts? 

kuwer:. TU ~ar budpt (lUUook required WIide:r the 1990 b\1d,pt agtM- . 
ment has been an enormouaJ.y WJeful tool for prevetttiq the onaetment utco.tly 
mandatory lI~adin-g illC:1'l!A&l!S er tax ttducticn ~ The political difIkulty 

,(If finding wa~ of paying for MW initiatiV'l!S bas matH them WTy difficult to 
enact. ObvimWY, in deciding whether to enact. spendlng and UI% lqislatitll1, It. 
ia also useful to ~ the longer-term impact of such l~U~ Ii 
yurs. In eertain c.imunstaDU$, IIhcwing the prarent value of tax apenditwes 
and other meuun& over the long t.enn u a ruppll!mi!.ot to ash-basis measuru 
toUld b. vel')' helpfUl in thbI rngard. . 

Question 27, Are then any t!h&nps in at. Federal bltdget proeeM ~t IOU brelltwe 
ahoWd be pWSl.l#d that have not been mentfuned in ~ qustions? 
~ The< questions haw been vtry thorough. and 1 NW: ncthioe t'urt.hv 

to offer ~arding bud~p~ dlanges. As time goes on. of CIJ\ll"!Ie. the CUn
t.tm 6dmimstratiol'l 11'1.,. W'i$h 14 propose ~ 14 the Fedenl budget. p,..... 

http:t'urt.hv
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V. OMn ~j,G£MENT ROu.: 

Th~ 1970 ~Uon of'the Bunau or Uw Budget retitled the agentY the or· 
G~ of M~em.nt and )3:odru!'t.. A atated ~ of the ~u.tl.i:il'l ....... to ~. 
II'Ul'e that the '"managemtnt'" -tundioJUJ, whith had evolved sillClJ the b'faijon of'the;' 
BoB b.1 the: Budget And Accounting Ad. of 192J. were put 011 a par with budgetary
functions. 

Over the fM.l"$. CQn~rna ha~ ~ f';Ilsed about OMB'a commitment to manage
ment.. tn i'4et, 11\ III 1991 floor otal.emtmt, you Hid arOMS: 

"1'«JAy thete is a !leJUe tl'lAt nt) one is really m.~ng the bnk pvoernxrumt 
appllHt:wl in a cohennt manner OT In It diS<::OlmJhk diNII:Llun. in lIIdditiun, Ill. 
though eompl~ bn:lII.kdowmJ: It.R few in number. wMn they do om.a 1hey tend 
to ~ dramAtk ami expemdft.. S:urdy. the savinp md loan debacle .m the 
HUn 8CIIrtdal ant iMtances- where irWlt!quaw mau~t, orpniutlon. .nd 
OVflSi~~r:itribuUld to the rosUy ilrtpect upon OUT political fYI~," (Co~
monal • Hau... JUrle" 25, 1991, ~ H 503B) 

Your &01ution at tM time we to _piit OMS into two M!PIU"4~ Uffict'8. A3 you
know, Con~ bad a.l.ftady ch!:Ien inatud. through Ow: CIo'O Art of' 1990 (P,L. t01
576), to dtvat.. management within OMB by .ronsolidllting thOM functions under A 
new [)$put,. ~ for ~ent... Punuan.t to the.t Art, OMS has in the wt 
'2 ~ takJm .. numbeJ' of.tepe to improow ita ~nt capabilities. 

QuNUon t What do you ~ &$ the nw:at signll1c.ant 1'M0ligement pt'Oblemw r&cill8' 
~ent tOOayand what ahQuJd OMS do about them? 

'I 
AA.!Woi!r: During flu: campaigtll'residenwled. Clinton .. aid, ~h ie tllm to cadi~ 

ealIy change the way government :OJ'H!!:t'&te--to shift. from top-down bu~auaacy 
to mtr1tpreN)\lrlai ~cmt that empowen d~1l$ and communities to 
rune.- Q\ll' country from the botttIm up. 'I'hi:!l ia .. grut cludlenge whicb 'WiJ1 
taka tM QOlDbined efJ"ol't4 cr OMS. the $gencle&, and thf!. Congyas. But it is thei ~ that J would hope lIIIOUld guide all our ~rts in thiflarea. 

I am aware mthe hbtor)' cr efTort.e tc put the "'M" back into OMB. rue Com· 
mittee has bixin jultffiably fIOnctmed about the issue. It i!: 111 ~m I full? 

.'I!: share. I am alu aWIu'. that it ia not an ea~ ta$k to act()l'rtplish. and that, If 
confinned, it .;U rtqUire my pe.l'lll(>la] attlmtion on a Itl$WMd bois.. I would 
intoI!!bd to gi~ it that attention. . 

Wlth ~ to sp«it'tc m.~"t problems, it mlly ~ p;i onnature fer nul 
f.? Ill' wb.:t I view as thill' most ~5(a"t problmul. ~ rollowing, h~. 
~ need to ~ addreued: (1) lriHing gqvel't'11'Mot mOH: accounlnble to the 
Ammean people; (2) IItnamlining and Muting the ecet of gg~mment ~ 
at.lons IIIC that ~ tan reapond Iiltln'rapidly and elIicil'.nUy to (hanging
nreds aDd eondl.Uons: and (3) improving trut quality of M"rvice to the public. 

I ~ Mt. had .n adequate opportunity to wwk with OMS ....ff to pl'OVide 
a apecifH: ptdCription for ~ng theM and other managt'lMnt inues. How_ 
~. l MliImt the CommiltM is ....... qf 1he eon«:emlt J have up~ in tile 

, I 
··1 
I put about the 1ftatment {)( tM~nt within the t!':ecutiWl! branch. J intend 

to aet on those eon«mS and «1.... manllfl:!ment impt'OltetlU:ntl! th~ kind of prim-~ 
ity that l,. and tru. Cornmittet., have ft1l"U1arJy called Cor. 

i Question 2. What aft 1?Ul' views on the ero Act'a lXI~tion of OM'S Federal 
mAXlai'!ment respoMibitiU. under the Dtputy ~ rot" Management? What do[ you itrt&nd to do to futtluer $trengthen the maMgmnent. mission of OMS? 

AAawu:: The Cbj~f Financial om~,. (CFO) ~ a produtt ofthill Committee.I 	 was inWidtd to stnngtben OMS', m.n~lIU:nt functions hy coMOlidating 
them under the ~t.1 Dilwt4r (or Management (DDM), 'The Ad is mMnt to 
~ broth the Import.aate of putting that funttion in OMS and the vldue 
of'lmMncing the mafUllJement capabilities of the ~ent. . 

At. I understand it, much of the lut 3 yean was spent fil"l$t working with the 
Con,greas in securing en.actmmt of the ero Ad and U.n establishing the buic: 
.structures that the Ad. provides. Now that the ba$i(' .ttruct:ure i.s inp~. J in· 
tend, ir t'Onfirmed,. to 'MIn.: closely and dirmlr, 'With the Deputy D~ fer 
M.&nagemt!'nt to Rt priorities and" to heIr. imp ement the Aet. I would uped 
that these prioritiH' would Include the fol owing; tint. implt'mentation or a pft)-. 
gtal'Il to address. broad set or objKtiws like tho~ Mt forth in my retiponR 
to the previ(IWI: ql.lestion; lU!Ctlnd1 in\.egraUon of tm v.rious uni(.$: of tlu! tlUlnage
ment aldlt into a .:ohesi~ orpnl'l:aUon; and third, or the u~ impoTtanclt, the 
~t side werking do$tly with the bu~ sidlt IIf OMB so that the au·' 
thoriUes and abillLtes 0(elKh a.nt uwd III "nh,,~ and AlJ'lport ~ otMt-. . 

Q'ul!lltlon 3. tn the tad AdmJn.at.ration, OMS Diredcr Oannan 1lpoke ur Ute need 
tc- bet~r integrate OM» tuoagement and budgd opecatlons. Please ,-"-In to what 
.nent you a~ 1ro'ith this perspedi:vC'. what you _uJd do to esta' ".::O'n!' effec· 
trn budget and management r;taITNtaUonshipA, including betwOOI' ,"'~ :"'~t, Di· 
l'eetor- and U1l'I ~ty Director ror M.~ent.. and tb what ~,~")iou. belie .... 

i 
; ~ent OVU'IIight ean be embeddc-d in budget examiMtlon "view. 
i ~r: I ape \f/ith tM nood "to' integrate budget and management oper~ 

atUms.. While ma~ and budget imperatiws Mem sometimell to be in 
Mn!1iet, they ~ Mutually dependent. Bu«igetingmust be about m~ \hOI'! 005\· , 	 cutting in the I!!hort term; it: must be.about building capacity. suth as good poo
pie lind fiNltu:b.t ay&1.em$. for the long tAIrr'm. On the other hand, management 
must be fI10nr than mind.les1J annplianee \f/ith procedures; it must be aOO\lt ac· 
countability fOT n!SU.lta and giving managers diseretion to do the job' they oro 
paid to do. . 

Efltd.b1i:$hlng eJT«tive ftlationshi~ ~t""~1'! budgfland m!l!'l!lg'ement salt'dt
pend.$ flr1r;t on having quolity $tatTcommitted to malting government WOtk. lk-
y(\nd that, there will nM to be a close- werking NlatiotWiip among the Dtput,
DinM:tor, the Deputy Directm-'Cor Management, and thct rem. of the OM» OtgMl

• 	 &AUon. 
1 do believe that management ~1'lIight C3n, and indeed must, be embedded 

in thI!Ie budgflt ft8Mi~tion proeeMl. Pm- example, if we are wrious about making 
government more ~ntable, OMB nms 14 work with the lig!l!'ncies and the 
publk to dewlop meaningNJ ~onna~ measut'e!I. OMS's program expertise 
UI in ita budget ~mIaing divisions. in turn. program pe:rformance me.uu1"t'
ment. will onlY be taken $l'riOU$ly ifOMB bud~ :eumi~r1I, as -U at atlthori2'
ina and apptvpriaUOM commitiet1l, demand 81ld UR performance data in their 
-review-a cfFedffai progrttn$ aDd ~ts. 	 . 

Question 4. Over tm laflt MWeral yean. beth OMS and GAO haYe prepared lim! 	 of manap'ment "high htl"''' flreas. These efTcrts haYe led to SWAT teams and other 
a~ for co~ng management I'ililuru. What is )'mIT view (If thill p~
Q'MB'& role, .nd po!SfIib1e tmprovementl!? 

r 
~ It iii my UnMl'$tandi.ng that. OMS's high ri.k list was established In 

1989, .R*ltl:$t. the ~p of ac.ndaJ, at the Ot!partment of Housing and 
Urban Dev.lopment.. The high risk p-rq;ram wu intended to supplem.nt ~I$l;. 
itlJf lnUm.tl control P"'P"'1nS, and inject ucme critie.al elements: top-level agree. 

I 
ment hetween OMS and thtt ag.mciea (In the problema and the -11$ to fb: them: 
I»ntinui'?J OMS Monitoring of a~p~ WlIIIC:rete considemtion of high
risk funding breda during the bu formUlation and execution p-roceUH) arid 
agency aa:ounttlbil.i;y for results ( gh public:ation of high risk tables in theI President'a budgeta:). 

In AuJ;\1.$t 1992, the General Aceounting Office ~ that the hiP. risk 
program ..... , JI'I"OVidit« a mum :Meded emphasia oy top level officials on 
IItren~enlng the operations of FmraJ programs, r funy agreoe: that IUt'h I¥fn. 
ph_a I. needed. 

1 ha~ not had art opportunity to eva1uaUi tM $\Itee55 of OMB's eft'(lrts in 
"'hiRh risk'" aft8l:l. Thi. W(luld clearly be • priority area for Dll". thou.gb, ami I 
will uaminc t.hCMI p:rograma carefully Cor ~ole improvements. in the context 
of an in~ lI'14n.q:ement poliey. 

QueMIon 5. The put tw., ..dminiatnUcna made ex~nsi~ U\Slt of thto Pnsidl1nt's. 
Ccuoeil tin M..~nllmprovement (PCMll and the President's Council on J~. 
rit,. and Efficiency {!'CIE} to addmu management mUft acrollill the agendH, In" 
dudilll coordination among the J~ General. What wdIN do yGU $eot in these 
<WDcila? Will you «mUnue thetn? Jf $11. what areas wwld you Uke them LG ell'lpba.
..u. in the next 4 )'UnIt 

AMwer:: The PeW. atablisbed and expanded by n:eeuUw" ordu in 1984 and 
1992. U!: dmgned to imp~ managtment of Federal departmenta and agencies. 
It ill ~ or .p~-designalot'd "senior management o1ftcials:... Ell(.h Presi~ 
dent. $late President E~ in 1951 h» bad S(I1I\f! i~t rOT cotwen
ing t:tw.. afficiaJe;. It ia my understanding that the PCMI and i.ts pred~r 
Ofglliniatlons have &erved .. a forum (or gove-rnmIttllrwide IXImmunieatiQM on 
agency ma~t iuus 8l1d h .. WI! beeo used to ~p and impltmcnt man
apmeot. improvement#. 

It ill my undustanding that the PelE and the ExtaltJve. CoundJ On Integrity . 
and Efficien.t;)' (the £etE, eompo5oed ct the agency·appointed lrlllpeciors GenmJl 
(lOa» are intendc-d to eoordinate lC aCtion into ~mttWnt~wide eft'ortll against 

http:critie.al
http:supplem.nt
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II Important I. that the )'IeSuit Ia. ClM that enjoys the support or ~ thlI 
Admlailitration, and the public:. ~t tht- ftOl'lluili.ation will not be effect.iwl in 4
ther i~nln&: efficifllQ' or improving thAi pvnnmenr. ability to man pollq 
In II partiNl,,: fit'¢A. 

Que1ltion 11. UnUl 20 ~ ago OJ' so. OMS bbd ~tw1nUty for ~ng. fir 
approvine the design. of d.partmenu. ~ and corpcrationa. TodaY. Uilii: m
sp.:msibilit)' h.. been ahil\ed. for the QlI)$\ ~ \() Ute apMiM and ~ Ttms. 
situAtians arise wh~ mljor I"I!OfgarUu:tiImIi oft.he ~ tHe p~ and OMS 
is Mt a pla~r Of' at but.,. a mlOOl' :reactive playe .... 

M05t ~I\tly. the c:reati(m of tM RHblutl(loll 'I'rwIt Co~tion (RTC) and tnall.D.t
iog elmCernl about Government SJ?OnsoN!d EntM'pritlft (GSE',,) hllve re~t.ed 
debate about Lhe ~nt IlH (Iof hybrid entitles with uncertain authority, 8mbi1J~ 
UGUS line, of atcuuntAbility, and confusing (ivillMlnice status. 

•. What are your views on this debate? 
b. What knowledge .nd capacity does OMB have, end mould it have. to dHl,cn 

government corporation.1/;, GSE'I, and even buic agenda? 
. A!l.f:Witr,' The unique Nlationships of OSEe with the Fe&ttal Government, in 

eolljutltUcn with Ute lllu and mabstantial g:t'O"lth in GSE firumdal liabilitia. 
lulve raUed kgiumate cmu::et'lllJ about hldchin Uabilitia. 'These CO~ led 1<) 
the ~nt e~nt of legislation es~ Fed.6nd financial regulation or 
Federal GS&' 

It is ~e that addiUoMi proposals will be I':I\a1k by ttoOIDti for new GSe3 
or othu hybrid entities tG meet new needL It 1& tlumIf<r:N important that OMS 
$Ue~ Its eapabilitia. so that it may play an im~t rGlI!. as it has hi&
tGriWly. in th~ pt'O{)t!r design nt these entiti-. IN\let that a"" import.nt tD con
sider {ndud. t.Mo $truetuH of !.he -entity. its ~. whether it is a public: 
<:or :private entity. and the meaM by,.,.hkh ~nt wpervisitm oIthti new 
enttty is exercised, fh.\(*ially If a government £!,!*.nurtee i$ involved. In the ~ 
ant pa-sl the g6Wrnment may not have paid sUfficient attention t.o these issues 
in designing hybrid entities. 

It is ~rematu.re (or me: lQ $~ry what p~ rolo OMS will p1a,y in future 
roorgaruution in the Cl.inton Administration. It sc:t!l'rul to roe, however. that 
OMB can playa valuable role as an expert in ~tting iswes. and \U. an 
honest broket advising the PrKident on ways to U1ediaw bet~n the puticu1a:r 
int.eres15 of the difT~nt agf:ncies afTected.. 

I know that lhb Committe. has had extensive upc:rieDCl! in. rearp.nization 
n:att.e~ and t wwld look thrwlU'd to working closely with you Mould the ()CCIl

I5tOn vue. 

vt, nNANClAL MA1'lAOEMENT 

Qu~ 1. PltaM describe your ~W1l on the imporb.noe cf t'iwulrul JUlUlge
ment improvement in I:flU'nd and the financial ffIJl1Ulgemenl requirements of the 
CFO Act in pa.rtmlI6r. flnd the relative importal:tCe )'(Ill .coord these: etrortB in rela

. \ion tD )'OW' other prioritits. 
AIl.$uler: It is. very impol"tant.. Few people outside the ~rruneot know how 

inadequate the government's financial management cao be. Most agencies do 
not prepare audited financial .tat.ement.8, although it ifI &. c!)1'1lfI1<I1l business 
P""~tke for large COmpSNeII in tho private seetot'. Agenda tn.ay make impor
tant deds.ions based 00 incomplete or late 6nanci.al information. 

The eFOs Act provides an oppQrt\lnity to ccrrect this looi. standing prOOhm. 
The f«us. of authority on the government-wide ellie( fin.anaal oflker and c0n
troller and ~ pgency eros will enable the Congress and tM Poo$.Ident tQ hold 
sPNifte: people aCOOWltable (or tn8king the improvenc:n1s. The tUnphllWR QC im
proving the atOOUnting and financial management ~ mould i.ntTease the 
avl1ilability of timely, Wlil!fu1 information. 'l'he ~ audited i1Mneial state
ments win provide not only a confmnation of the rc:lipbillty of tM informAtion. 
They will be a whltla fot' p1't$e1ltlng infonnptjon abrYut the perl"1.ll'tlUl'!lCe of the 
PMCTams for whleh the 5tatmnentshave 00en prt'pared They will t"tpresent a 
framewoTk that dll!monstratd an agency hu the personnel EIln'i the state
mClnts. lht:! infornlPtion with which the alPt.ementJi can be pre , the aa:ount. 
inC" lilnndords thot .define Uu: manmr for preunling the i onnation. and the 
audit Rlpacity to evalUAte and aU.I):$t to the lnfonnatiOn.. < 

tn the end. the Act. will only work If OMB helps the IlgendC!$ acquire the ca
paCity to ~n.erat.e financil\J information that is ac:cu.ratA!! and mean.iJ:)gful to the 

1 ~ ... 
txWcy tJ\Il1aprt 10. uch tIg1ncy. Thia C4.ft not be limP?' Ill1 eurclat in eount.lna 
beans. Sueceurut lm~tlltioll of the ad may ~ g:rutu trainins. ade
quate acwunting ~ and the _put« eapabUtt)' to H«\tt. tha aystema.
and oonstant aWIlniMU of the importance or dMigning a tlYtWnt that )m)d11l:H
information that is: relevant. Th.: ultimate test tn_ be WMtheT tM mcrD'ot 
help improve the~. w'bat.a.nUve ~ • 

Question 2.. Plee8e dee!:rlbe,ow' ~ on tJte. role orOMS'. Ofl'le& of Feclll!r8l Fi~ 
D.aDcial ~ment (OFFM), it. nililtio:n::ahlp to the budpt e4 Md lb_ atalf M
~ r.;c:ede(i to Un')' cut tho em Act. 

.A.nswer. Tbe rule of OFFM... I undentand it, it to ~op policiea and guid.
aQQl!! mat.eriah for improving financial managemeDt.. pr1.I'WI.t'UJ .. contemplated 
by tho CFO. Act, but also In aoea~~ with othet .toI!Itutc:., e,g" Federal MAn
~ Financial Int.egrity Act, INlPt«ora General Ad. end momtoT and usist 
'fInth the imp!1!mentation of thIt C\lldanoe. It bas rour b~, e»usistent with 
the maJor upaea cf OOprovll\g financial ~ 

The Federal FinandAl $~ Branth providH dirediou .ru.t leade:rsbip fmo 
~ developttlut of the modem flnmcial ~~ that tu1II ~ 
to pror;eaa and rewrd!it:ua.ndAl inf'otmation efr~ly end da..ntly 

The Ymandal S~ and a,.~ Ih-anch dewlop$ tha po.Udes and rna
tmals and provides tha t.a.r'PUd tedmiial ~.~ neecl tG ptepate
and obtain audit. oft'ltui~ 5tatemente. 

Th& emit attd Callh ~t Bra.cclt dnelopa ~t:!tieaami: mndllt"da (or the mllNlCet.1lll!nt. of the government"........ II1IoII:ci 1 the 
. mmap.mmt of aedit. tM m!.kd;ion (I( tax and _to: debt. the manap

ment of eaah. < 

The Man.agemc!"nt lntqrity Brench ~ to improve tbifl ~nt and. in
tegrity of the gowmanent by 'W(Irking with the 1nspe:dG~ General ancl J:D.I.lI.!tB. 
ina pvemment-wide efTorUI ",laUns: to audit (oUo...-up, m.ana~nt (J)ntroliJ.
and high ri.5k ~rognIllUl. It it alao I"t\5porudble for .m:1I1¢!_ning financiAl !I!JlIl.. 
apment plaruung, organiutWna. and penonneJ. 

It ia ttIy undus.tandinJl' t.b.a.t OFFM ~ clottl,. with tha ~ ede to 
achieve theM goala. Budget. es.!I.lt\int\H look to OFFM to pf'OVido- i:O.I!.i$hl and 
ruhlaoot: for .reriewin.B" and deciding upon budget allocations ror ~t 
IIctivitie. OFFM obtaiN! .IP"&'IIW' u~ng of the agenciM ftoom u,. ~ 
I!!U.minen. and worb with Uwn tG ~n QtnCy ~Mivt1)eU to desiJ'ed flO' 
nanci.a1 ~metJt tmprtJverNlnts. 

I wat carefully ~ tha tu.r1'Htt ~ er the OFFM 10 dawmine tho 
adequacy of its C'\1n"ent atafii.nJ leftt.. 

~n 3. ~ CFOs are a mUt:a1 tick in acldning the <lbjectiw. of tho eM 
AlIt.. The,. we", tstailliahed '1Ii ilenior agency ~tions in order to han IUfiicim.au
thority .ml statua to rc;rfonn tha.il' functions.. [n the rust. round of appointtuntll. 
.IlowiIvel" CFO relIIpo1Wbilitie5 were often &i~n to (lffidab! with Gtlw!r dUti_ For u
ample, usistant ~tariea fbr management IlIJ'e exm::iaing cro dutie:t in addition 
W pe1'IlIOnncl, admini8tration, pr«urement. ~te. Wha.t are yoW' viewt .on qettitlg 
qwillfied agenty Clo'Os, and on whethar they ahauld have mwtlplfl cr 8U'lg\lJ.ar to
aponsiblliUes? " 
~ We need to make it clear that the CFO'. job. fint and fbrmIott. is 

improving agency operations through better fi~~t. That l%leA%I$ 
tWit we need to leok (or poeoplll? whC: 

-uoderatand how 5narn:ial m~nt 6ta into tM big ~ pic

-have a suMdent t«hnkaJ backgrmmd to identify and meet finam:W lNl'Qo -I'lfO:tn.e1ll cpe:retional and n!pOrtlng: need.s; and 
-hA'Vt! tha leAdership and interptr&clO&1 .kiln ~. to mcMI fllll'U'leiel 
manqe:m.eot i&suea to the twetrnnt of acenef ded.aion~ pnx:eue$. 

, J have not had .ac:leqtn.k opportunity to atudy ageru:y-b,.-lIpney t7t4tment of 
the CPO poaition. I dO undertt&ftd, M~. 'thtt the Committee la mncerned 
aoou_t JKlIl.~ble dMrnplaying of the CPO rol~. and 1 WQUld ~ this laaue 
eueruJJy, if oonfmmid, to elUlunt that !lPn.clet provide the CPO poaitioa with 
the prorrunenc. And authority intended. by tha ero Ad. 

Queetion 4. In April. 1992. OMS ouUiMd a fi.)Wlt plan (Dr lmpzoving l'io.ant:ial 
~ot in tM Federal Government. 00 yw COntlU' in thia- plan, «It' would 1W 
dUII}p it in tIOIM tftpee\4? 

http:8U'lg\lJ.ar
http:IUfiicim.au
http:atafii.nJ
http:nanci.a1
http:6nanci.al
http:rematu.re
http:import.nt


,-, 	 1"...,..... 
3ll 	 3ll , ' 

", .::.'~7 -....~ 
An_r: 11 is my understanding that OMB'. April 1992 )JlAn Is ronaiden!<d • 

J)ractleal document that meets the ~ or the CFO Ad and det.ail$ n~ 
nancial impronment effort& in re1atiGn to • _ria. of apedt'«: and ~ 
prohlerta in Fedenll finaf)(ial management. As 1 underate.nd it. the plan pl:'l'J
nde$: ' 

-4 l'1o,\$d mp fOF hq;w OMS inWnd& to""'" out the impl'U'l«llW'lt otthe Fed
eral ~t'a financial management; 

-a mMOS wi\h whi1:h OMB "nil others can rrumitDr thft plM'S aeeompum. 

mMt: 

-inr\ttmation with which others involved in Federal financial management 

t'.Iill l'lCICrdinAte their activities with OMB; and 

-material that enables indimuaa and groups interested in fina:ncW man· . 

azmmnt to $Upport OMS's effort!!.. 

A$ Dil'e(:tor of OMB" it wou!d be my iotelWon that thls Y!!'ua Nvialon of the 


';"ytflT plan dttnOll$l.r1lte a «m:r.mltment to continuing fm.ancial maDJl~nt 1m. 
provemants. 

In ad!!ition. my [«ling i$ tlut. one of'th., most important go:eh orOMB should 
be to ensure that the CFOs are fuU,.lnteg:rat.ed into each agenera top dtdaion· 
making proe<!Q, 

Question 5. What lltep. will )'1)u take to enSUf\'!! that both OMB and other Federal 
agendt:a half!! sufficient fundI to bnplement the CFO Act 5-year plan? Do you e.ntici
pale that it will be necesslll")' to provid4: .dditiOMl f\lnding (or thlspW"pOl'Ul! (morel 
than III nHdIXl to mmntain e\.llnnt $emu levels)? It tilnding were rNll.cH. tor .I'I~ 
t:y administnltion, how would you .ensure the mntinuotioD. of the eFO Act refonna? 

Am~r: J( confirmed, 1 'W<>Uld work to ensun!l that OMB and other agendIH 
have sufficient funds to implement the eFOs 5.year pl.a.M. It is p~ature to 
predict wheth!!r that wilt reqwre funding beyond cuneot servi.ce levels, Lik .. 
wi~, I eannot prildiet how muth (unding will be required for qetKY adm.inC!tnl~ 
lion. Howe'iel', 1 am aware of 1M Committee'" previou" dons in auppon or ad· 
dititll'lal J'e$l)urtl!lS, and t waitt to ASSUn!" the: Committee or my IItnmg commit
ment u"adequate funding in fhia. &I'M: Itl am mrdlrmed. 

~tion 6. 'The CPO Act"provides for the developmcn\ of pgency finAncial flt,at,.e. 
menu, Th& PN"ailing view is tha\ the proetl$5 of preparing reliable financial $ttl.te
menu is as wluable as the end product.. What are yOW' vi"!! about. the importance 
b( !'.inandti tUiteniel'lUl ahd how you will fl:IW!aVOf' to fulfill the At:t'& mandat£s in 
this te1:!!rrJ? 
~ In the early yean of imp~tlon of (.he CFOlI AI:t, it u my UIldeT· 

standing tha1. the nHd to <tev.rop fmandal stAuments will ~ agenciu to 
have petlWol'icl qualmed to preptlJ'fl iinancW stAteI1Ient&. (hla~llfyStems ca· 
pltbU! ct providing the information lOr the stateme:nta. accounting: stamlarda 
that define how financial infonnaUon &hw1d: be pre.enWfl. ~ an a~t capat
ity thAt can confirm the reliAhWt7 or the fi:namial inffmn.ation. Producing finan
cial statements ehould eompe)seniw MIl financial rnJInagfl'IJ tb \1~ the 
firanecs of their agencies and bow their deei.s.iota affect the AgeotY& fin.neill} 
position and ruWtA. Ewntulllly. 1'1~ atAtements are in~ to confirm 
tM :reliability o( the inlonnatiol'l Co~ \lift to evaJunt. optrat1on$ IIDd m$ke 
decl$iona. . 

It is my understanciing that. OMS hu taken M'¥mit atepa tb support their 
prepllratiOfl. . 

-A brandt wiUUb the Offi<. cf F~eral Fin.ucial MAnagement twa 8.$ its pri
nuty fun«ion to <iC'fine poUeiM and ~ usistaru:e for the Pn!lparation of 
audited financial statements.. 
-OMS bus defined ft form ftnd oonteat fOr agenc,yfinaDcial etatementa in
tended to enable the stutetntl1l.6 to ~ financiAl intonnaUon in • mun
in~ runnel', 
-OMB partkipftl.es as ft member of the FitlMcla! Aoo:runtinJ St..andarda Ad: 
visor, Board to Tetom.mend MW atxwnting standJm.ls {w ta4¢ptlon by OMB. 
GAO and Treasury. 
-OMB enlists the ftssistame {l( the AasodaUon of Govct'M'lent Accountants 
10 train agency finftndal mana:gement p&l'$()nnel o.nd independcmt audiw", on 
lhe fonn lind content of the prescribed fin.andal autemcntA. 

-<lMll hdpo IMlvidual cru.r FlMndal 'OII!_ omd __do
termine hQW they can best. meoet the tlna.t!dal ~ pep.u$.ti® end 
eudit HqI.I.iNmente or the CFQe Ad;. 

-oMB h... ~nm a dJedllat with 'IIfhkh ~~ ea:n III'Hhtata 

the fm&.ncial mt.ementa they prepare and make-~tion$ to itn,.pf"(Mt the 

~ and meaningfuJ_ m the stat..meato amI impraw: thUr ~ 

enty wjth the p1'flICribed form o.nd wntent. 

-OMS ftppUa the drecltlitt it&elf amI advUtt the agenc::iee Oft :tt.eps t.be1 can 

t.U.e to imprave th& finandal atatemrenta. 
It would 1>& m7 in~ to evaluate these ell'orta ud determina _hethet' 

the, AN adequS1e or Med impn:m!ment. 
Question 7, In what wS)'ll could the Fedenl budget.pfOCl!U be impl'O'W'ld. by lb. 

firuincu1 inf{lrm.tltion and mancpment NCOI'1lU ofthll CFO Act? For eumDle. ",hat 
steps .hwtd OMB tab to II!nsu~ \hilt qenq finandallnftll'mlltion i. WIf!d iri Agtll
C)' budget formulation and OMS wdget review? 

.M4wII!r. Budget (onnuta,Uon and eucution ahouJd be support.ed by Wru!ly and 
et'leU.ni\t.e information on budget. prosram. and financial Te5Ulta. Imo:n:natJon 
that" mn timely, aCle'Uf'ate, and int.ema.l.l, (lOnm.tent l.$ d llWe value to bud2tt 
fOJ'mulatioo. ElDilUng agency aystall for Mlec:ting thU lnfonu.at:lon and rNlkfne 
it available (or decllion-m.aking and (or budget control need improvement.. 

The ftn.anclal reporting re(orms t'oetered b, the eFO Act can be tlf benefit to 
thtI Federal bud,get proceu. Firat. changes 10 the form lind eoft\tDt bl the au
dHe<! finan.clal .tat.emeot4. nqu.iml by the Act should impnM!l both thll I:IlCft,D<o 

lngfuIneu or the di$cloeurea for attOUntability aOid the Ulefulneu- of the lnf'or-
million (or evaluation d the agenty'. activi~ Se<ond, there will be mtIft pro. 
~ perfOrmAnce lnl'orrnetion included in the Btatementa. It ~ my underWlnd
mg that other impfOVMHIDta hAve been iIIOlWdered. and 1 would Ret to ancour
age further adv81'1(ft, 

Finalb'. it 18 my urutlll'$t.anding tha-t OMB hu 'been workinsI: with the 'T'ru.. 
ury to automa~ the collection of JnIOrmation under ~ Wdget t.nd other 
W:U\OCW ~g~. project hat been at.a.rt.edenta. In the past JUr. &: 
to design a joint OM colled.ion IMehani!lm and proceaa to provi& 
time-Iy, at.mrate. and tol'W$tent monnAtion., 

QuatlO-rt 8. What is' your impt't8Sion of the eomlition of internal cwtro1t Ila'I:lea 
pernment today? How .mJ has 1ht Fedenl Managen F'inAnclAl fntegrity Ad. 
(FMFIAJ- been ImpJementt!d? What would)"(l\l do tb itn~ the FMFIA? 

~r: Obviously, IJtoriH .lxNt Federal ~ frmd. lind abuae continue. 
NOI'letheleu. ~ is a Pn.Il'ral rinr thet 1ht comUtloa of internal coctroa 
am:m: ~nt .... ~tntt.14" drawn ~ au.nt.ion due in ~ pert to 

• 	 gffAW' Im1tiny by the Cc:ngrea and 1ht media, ... -n as IU(:h f$l;tora e.a tho 
Chief Financial OiIicml: Mt. the lnaped.orol General. and tho high risk lW.s pub
lahed by the General ~ omoe and OMS. ' 
It.. generalmattu. however, the: «KInU'y:etU14oea DOt.haft adequat. assur

ana that ita ~nt. 1& operating e1J'M1vely. ~ff1cientl,y. and with integrity,
I IUbmii that this aituAtlon eums principally' &c:u1 our ecntin!J.!ng fallu.m to in
Iti1l incentives and ACoOGUtrtability Cot ~t integrity within the: Fed:en1 
ayatem. No :lyattli'l of ouUide chec:b t.nd ~ no metter how elaborate, can 
f:Cmpennte tor holding individual F~~ IUlCIINntabl. tor p~tin,. 
WMte, C\'fl\Id, and ~l 

FMF1A wu intended tb addrHe thiI i\lndamental ~t 1'IOI'Id. While 
I have not lw! an oppt»'tUhi\1 to evtiul.te'fu.iJy ita imPkttMntation, there are 

. ameeJ'M the:t it hu fallen abOrt of the rna.rk--t.Mt FMP'IA implementing guid· 
.nee has tended to become the purview or specialb:ed ~ (ll)lltrol *'f!l, 

. with the result {~nt1y being I. p~ Jlr-ote1J$ i.Mt hu: litile to do with 
rrubsta~tiYe improvemenlA in mana~rntnt cont.n'lla. 

As we empower .1k;Y man~ we need to make tun! ~ underat.Jnd 
that rrumagetrte-nt inUgnt..1 ill an euentlal and integral part ofth. way th". AN 
U1*ted to do business. Agency lMo-.gtre nMd to ~ that th.,.ahould 
invest in PnMrnUIlL eontt01 .....~aJr.~ ...ther than wai\ W'ttil tJ1e.y blow 'Up
and. require fixing. 'fl'IeJ must. rec:ogcize that tb«y cannot deliI!Pte the respon. 
aibility Cor ensuring trou.bl~ freo& mal'lagtment to tho InqecW~, 
. I believe that OMB's top IIUInagement should play .. rneJor role in corn.m.l,I~ 

nic.ating these meauges, and in suurl", that OMS's Impfementing ,.wdance
maItea sense and is followed. , 
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Que6tiOIl. 9. E:uludlng the 'lnnSUI7 ~nt. the t..otal delil'lllUeftt debl to the 
Fedetal Government., as ef JUAe 30, 1'991, 'hi about $42,5 billion.. This includeli 
$Ul9 billion Dr der.u1~ guarantH-d FedUal 1000nl'l, OMS hM tTellted B. -SWAT" 
tkam to attempt to «!lIed. the $6.5 billion which the agen<;iet: haw retened to th& 
Justice ~pjutment for ~Ilet:lion. Wilt you keep the SWAT Win Nt up in the ~ 
vi1)ll$ Adminiillr6tion? What other propoaaIa do )'OU haw to Mtt.er coUeoet the money
legiumaooly ~ Ute govemmmt? 

M&wu: It is my understanding that lb. Litiplion Information Action Te.Ilm. 
was ~tablished not W c:oUert the d4-bt., but to ~mmend 5t.epa to en5Ul'e" that 
data i4"i ;.M atnountli and statu,;. of debt6 at JwoU", wvuld be t:lmlphtl.q IWd rdi~ 
able. The Team's nr ntommendation. amtained in ita June 1992 final report. 
was that Justice begin dev.:topment of. centralized Dl!'putmental finand.alliti· 
gatiO!'! tradting system, It is my undentanding that the Fe&n.l Cnldit Polit'y
Worlting ~roup'a Utigatkin Subgroup is mtmil.oril'lg implementation of the rec· 
ommcndauQ.nL 

I think 'We aU ~ that tMSWAT~am app~ is ft qD\ptol'tl orrnan
agement proble~ DDt a way in i'tN1f to enmu"e good managemtut.. While 
SWAT teama may be necessary in the f'utu.re, our aoal ahouJd be to eetabliah 
better menagement p~ures which mru :it pcuible to di!Ieov« pn'lblemJI 
early !lnd to Jm)vide for eomp.rdle-nsive ~ With re:spect to debt Col1ectian 
in pli.I1.icWar. It is my \lOftl'lJt8nding that tMft an'; .. nUD1ber cf pooa,m"bJe I'll)
proncl\es iMluding otratta frum inoome tax refunds. litigation by private alto.... 
ocys under ~ntract, and n&rral to private uilleeUon eont.raetora. OMS's Cn:4it 
Man~lIt Program {ndud," elfQrU to impr!Mt eredit erlentn(ln in ordttr to 
plVVttni deUnquel1cies in the tlret m.ACe. Ifconfirmed, I would take It car:efuliook 
a\ these ait«!matiw appr'Oamelll, but I would not hesitate to UlUI'I SWAT toeluna 
in extreme caH$. 

QuHtion 10. Presid.n~)ect Clinton hq propoud new polky InitiAU'ft1a (or 
work(orte tl"aining that involve private &eCtor empw,y.n iilI wen as pub1ic and pri.
vate nonprofit agenci",. What stq3 might OMB tali., to en~ the fisad inteGrity 
otFedual pt'Ogr1UnS that are administered through sudt hybrid arrangement:8? 

An$~I'; The appropriate mps would depend Oil the nA~ of the hybrid .,.. 
rDnge!Mnu. tn similar lInN in tht put. it. is; my uni!enltanding that OMS hu 
e.nsurW tMt arpnizawnA whkh expend Federal moniH are subject to Q. mini
mum set fir requirements (or bwinea,.li.bt trulru:p!ment of FedfiraJ fllnds and 
are audited by an independent entity. 

1 would int«!nd tMt OMS work with athet' agencle. and the Congf'\'88 to en
BUM adequate $Ilof~ ltI a.n1 new progmm adopted that invoi'ft1a private 
a«tol" employers as mil as publU:: and priQite W)A·profit agencies. I appreciate
the f;u::t that failure to do. 110 oauld Iud to euesselII that imperil what otherwiM 
r.ould be a valuable progn.m. . 

Question 11. PTftidenwled Clinton hu also p~ new oornmur:dtv &eMce 
pt'OgJ'amli th$.t m*.Y invulve education debt rorgi_nm,. What. mpa might OMB take 
to ensure that pos$ibic Ilscal eonsequenol!1l of such ~ a.-e ~ and that· 
finontiall"isb tb the gove.rnment a.re minimi:ud1 

Aluwer: The Pm;ilft,nw"!flei laid shortly tU\4r h~ wu eleeted, "'tn the n.at:Wn.li 
Ioe:rrlu e<mwt ••• there are a lot of factual questions thot haW! to be aabd 
• • • how much money shmild pooplo be able tobomlw .. yur. • • how are ytW
;mug to keep the colleges and the un:Iw:nitie& of thi_ country from using it .. 
an \l1t:UH to explol:le wition even mot1J , •• lIIhouJd we add t;Q ••• or modifY 
icampllign re.eommernhwU\sj.-

Frum a budpt standpoint. t_ sped.6c questions that wuld' be partleuIarly 
important to ask are the cost of the debt fOrgiVeMU and how it Will *" paid
for, 

Decislol1$ on this issue have not yet been made so it is not posaible to ~r 
the question with any specificity. Federal and Sta1.o apcrience with lC11:n for-· 
givene$$ and community ~ PI"Og'fam-'l'. Q well .., ertdit ~ princlplea. 
can be drnwn upon in I.ha Admini5tntion'. decision.mAking proct::Sllft. 

VlI"f':APERWORK REDUCTtON ANI) INF'('mtMTIOn JIESOUr:tC&S 1Q.NAOEM£NT 

Question I. The P"J'l"!'rwork Reduction Art of 1980 created OMS.. Offiee of!tIfor.. 
trultion and Rq:u!4tory AfJ'ain. (OIRA) with a mandate 10 reduee gonrnm~nt paper-. 
wort: burdens on the: ;\cu!ncan public and to improve F~ infomatiQn ~ 
man.agement UHM}. 
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A. What are yout" views Oil fwoth4linr the p1a or the Act to reduca-~t 
redt.Ape? 	 . . 

b. What e.re the m.Jtjor lRM challenpf ~ the Federal ~t pnerally. 
1M OIRA in partlculAt1 

«. What priority do ytW Intend to plate 00 OMS'a role in thiA UN? 
A.uwe,. to Ie: .'Many aqeets or govemment "'red tape'" ani hued il'll "'tutory

requiremenu that cUt.aUi Information be enl]~ from til" maintained by tM 
public.. Other requirements are matters O(.MY diEtetion. The Act ii.ws.\h4t 
agencia ~bility tttr el':l.SUring that go"WVI:IlMnt information eoUectiOM 
haft p:racticalutility and mlulmin oom~ costa tb the pu~ OMS ttViews 
inConnation colJil.ctioQ ~RIn00t:8 l.mpOMd by ~ and ~ policies that 
enoourage a8('lru::ies to \1M inruwatiw m~ to ¥educe red tap06. 

\\'hilt! 1 haV1'.l .not bad • chance to become Camlliar with ~ 0( t.he dWlil& 
or how the Act "W'tIfb UJ ptatt.ic:e, then N'e ~ priDdplea 1hat 1 -would «It~ 
pect OMS to follow in .~ t.he Act. Ona 11 that it iI eMWtiA1 t1uI.t 
!he «tJ~mment have cet't4id W"orm&tioo to dI.l'tY om ita rapoDIQbilittu. ImIIi 
th6 Att !Should not be \lHd u a ..a" to prewnt tha ~t f'roln ClU'f'1ina 
out ita atatutory re!lponaibiliUu. Ott the Other hand. In. dtmomaey thm: 1!l"Wtt 
u1timat4ly be .. ~u. bel:w1lel'll th~ ~flnt ImIIi the public tilt to what 
inIorr:t1.Ation ie reaUy needed, aad in "bit dttail. I MIUld hop. that OMB cal) 
Mek (:()m.mmta from the publie. and take • dow look a.t infomullti<m ~ 
.heft the pub1ie wpport £or thtI mtormatioa illKkk!g. AddltionallY. \hi pY
emMeftt Dn.UIt M ml:iKlfui of the mat. of pApcrworit to the ~. I'I.lld ulU
mat;,,!y to U.s. OtI~t:I~, n... ao~mJ:l'tmt ilhould U$O the JIoOUintW of 
bld\noloczy to ~a$6 tfill bl1l'dan on the p\2b1ie wMl:'lIIVV poIitdbl~. MG finally, lb. 
.undattilia.tion or F~~ .,-.t.e_ and ~UJWI can ~ gave;rn
:n:teftt ~ncies while ~~ b\U'den on the' p@lie. 

Anm.otr ro Ib: We IU1!I Jiving in .. new information f.P wh1eb it. ~ 
bow bueincltl/l ia CDOduaed••Uld how thtI U.s. gGverumcnt. 4hould. fulfill ita inf'0f'0 
~nre~ management i'un¢tiou. J would hope that OMS I.'x)uld ~ 
leadmiliip in utlli:dof the new technoloey to ensure that the ~ col
lecta information in the most el'feetiV1'.l way ~. and tbat n providea &eI:\l
rIlte infonMtion to all aectImJ ofthe publici qiJ.ick1,y aDd at ft'a9Onab!e coet. 

In genual temm, it MelDS that the primary uw: ch.allenr the ~t 
" 	 r.ca it to make • 1N~fu1 transition from an information ~ that LIl 

baaed on paper to one that is hued on eteetroni¢ ftoCfIrd.s. Shil'l:lnit to ~nic 
retCl'de apt.emll, and quickly, ill HMnti4I to making th. hduaI Ocmmunent 
ln011l ~trt<cli"e and mJ»'lt nrI'IPQnstVlll to tM public. 

OUtA must wvrk with the Exeeutiw! bram;b pn!gr'&m ~.atid GSA to en
sun that infon:nation ~ m.an.ragemant alid ~t practic:et are 
~V6 anil1mpoae minimum blUden to the! public; that the arel:'ll:ie." io
twmation ~ I'Int t'eliable and ~ tMt hijb quality gtMm.mtm.t infor. 
matUm is made available to th«I' public 00 a timet,. and equitahl& buill: thf.t ~ 
fiMntially .ad privaey IU'fI pn>tected; and that ~ coordinate with each 
otMr to:lihue infOl'lNitiou wbM apprcpriate. 

AIuwoer to k: It is a lUponrdbility of the OMS DirKtor to tn&Ule that ~ 
~, 1uuM pneraUy ~ proper higb-le>wel a~nti® at the arelXY. M 
dilew!Nd a~ it confirmed 1 and the ctMr tcp oftkiall at OMB wvuld be 
dcdkAW to meoeting thla ftSpons1billty. It it paiUtularly I.moort.ant to devote 
.ttenticm to OMS', jufonnation ~ maMF"'ent ~ boKau.ae they 
can ~ be • tool to Unpt'lWe program DWlII~ and ~'ftl!IflSIL 
~ 2. What are yvrW' views on the l'Ole ~ by l.ntormatioD in the Ntftl 

Govmuncnt.. What are the ctets and bentlits of ~nt .intortnation? What it 
the ~ment'. obliga.t.ion to it. citiuna with ri;prd to ~t infonnationactiYitiei?-· 	 , 

AMwv. TM Paptt'"WOrir. Reduction Aet of 1980 striIr.a .. beJa.nce between the 
costa ami benefits of goverrunent infonnatiob.. Tht Ad dinlct& tl,lt!uc2a to (Oilect 
or create only infurmation that is ~ for the proper perfOrmtl.l'.lote of agen
t'! functioou And 1m praetlw utility. It !leeU to m.uim.i%e the \I.$dUln_ or ift.. 
formation UIed end diaeminated by the Fedeml ~nt. while min!mlpt18 
the C06te of managing tMt infonnatiolL It ~ that ~t informa_ 
tion Ib otten a public..ad. 

Tbuo ill no question that there N'e ter;tA to 1be publk and to tM govemw.ent 
.rolltAlniltjJ and ItorifIg WQ1'J:l')Ation. It is m.1 u~ that Fc:deul agen_ 
tift: apel:l.t $74 billion in 1992 OD. computer and telec:ommuiUca~ to manare 
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'_rallnt(II'mation. Federal &g1!1X:Y NlqUeJ\.8 /'or lrd'cnnatlotl and r«:ordket'ping 
impo5C wry substantial burdens on the publlc. ( u:u:luat.4tid thJ,t ~m 
$~nt IIOlM 0.5 billion hours <»mplying 'With in.1'<mnaUon requesta {rom the go.... 
en'U'tWnt in 1991. On the othe-r hand, the go:vemm:.n~11J infcmtJiticm fubttiOfl$ 
enable D&e'ndes to perform \hIlt f'unCti1»\4. The,.. 1I ~ 110m!!" Wonnatioc 
that the g'Ovemrnent mw.t have to carry out its obli,ptlcns. 

Through the Paperwork Roduclion Act OMB must help apnda mM their 
obligation t.o the public by striking the prope-r halara. The Act ahould lOOt be 
Ul'Ied as t:rounds for denying the ~mment ttt. ability to colI«t from the ~b
lie t,."'.z informatiGn ~t ~ On i.h6 othu hand, ooU6C'ti6l1...r ~ ID' duo 
plkative information impoaa unjUitilltld «lSUJ; on !.he businf6~ or individuals 
that m.ust n!'$poorul:. on the taxpayu. and on the ~ as a who~. It lIhould 
not occur. 

Finally. the Act should be- .. vehicle for ensuring that the gwct11tnent provides 
the information it ~ MY" in ita po&HS5ion to t.M pubHe en ... timet,. and 
lqUitable bois .as pouible. ' 

Question 3. Siru"~ the P.perwot"k lWduction Act becamo effoctive in April 1981, 
congnmional hearings lind studies by the Genva1 Accounting Offiee have eonsiJt. 
cntly found that while OlRA hu focused on the Act'. papetWorlt ~tl.on goals, 
it ~$ failed to comply with atAtut.cJy ~nt&~ IIriher IRM --. 
namely. information polic:y. et.austica. ~ manapme:nl. pnvae)'. secu.rit¥ and 
l':onfidentlAlity. and infarmatinn technology. One lftIIiI)l\ given for- thia _ been 
OIRA's ronCfttl"atian ar~. an tile ~at.ory review proceu auted by ~ 
uUve Or~I"ll )22&1 aM 1249a . 

a. What Are your view. on OIRA'$ MI»td of implement.iq: the PRA? What .~ tha 
~ probleou iMl()wro in implem<mtinz such gove:mr.nenf..wfde policies? What will 
)'$\1 do to help OIRA mure efTect.iveJy mut its statutory mandate? 

b. What are ;ywI' vieW1J on the ability of OIRA to fulrill its: statutMy mtItIdat.el'l 

urunr the! Paperwor-k. Reduction Act given its tu:W..". or regulatory "'~ power 

under prHidential t!XN"Uti.... el'der? Does OIRA. have the ~ tQ dll both? 

Should it do both? 

AIt.swn' t.>.'fa: It is my undeJ'St.nding that OMB hu taken a numberotimUa
tlves ovu the past. aeveral yean in suclt l'lt'ItU u W'i:>n:ttaticm policy. ataliatic.al 
poliey, l'I!CGrdi num8gt':tMllt, s«urity. privtH:)'. and informatien technology. 1 .p; 
preciattJ the fact.. howe .... r. that !.heN hM *11 eon.afderabJe (cOncem over tM 
~a.rs about the atumUon OIM baa given tQ 110m(! of these varied ia.futtnathm 
te$Oun:e managemJ!nt funm.ons unde!" the Pa:pl!t'WWk ~clion Act. Ginn the 
siz.e and complexity oftM Euculive branch. diR'erin;I st.ntutot:Y JMlldates, and 
c:n:npotting demlU'lds on agem)' ~1!tI. ensuring prtJgreSa it) these a.reu will 
alwlty8 ~uire svsttined flfTOl'l. While 1 am not ~tJy f&m:Iliar with tM 
situation to provide. mote detailed 8f)$WItf', I agree)'(Nr question rai8ell an im· , 
portant 1':OMeJ"n. It is ~th.ing that 1 intend to WmlM fu.rIhu it~, 
ind to ~ thnt OlRA carries cut fully all il$ et4tutor)' mandates. 

AMWV' It) 3b: I will be too!ting en.nrlhlly at t1ut abili~ flf OIKA tQ Q!lT'1 cut 
j(.$ furu:til'lM under the Pnperworit Rbductien Act while iWw ~ ltll ~ 
Iatory review funeUom. delegsUd to It by past aecutift omere. While it may 
be thAt suc:h a review indicates thnt OIM nteda addiUon.a.l ~ 1 see 
nothing lnherently in«>nsiswnt in OIRA aercialng both typc$ of functiuu. The 
tW(J ~ to me int.eJTelat.ed, 8JI much ofiM papei'wwk burden the govem.ment 
impose$; u related to the govemtnellt'a regulatory Ol' complia:oca (u.nctions. 

Question 4. What are your vi--. on tlle speci1ie profMSicnal crualifitatiQn41 and 
nt'dllntlals Ulu &hould be ~ by nn OIRA Admjni$tttJ;tor? What do: you con
sider Uw InO$t important .tvibutes fodhe Administrator position and .by? 

Answer: ~ primary qualifkati~n' for the Administrator ;)fOIRA are sImilu 
to thO$e I would expect ror any senior manager in OMS. which 1 dase:n"bed in 
my rt!Spons.e w Qlu!stion U-2. In partil:lllu. the: OIRA Adminisu.tor 8hould 
have .. good under:standlng of the: regulawry prooc.n• .as well ... t8.mi!iuitr with 
the issues posed by the vatima inrormalu.m and tecllnoJogy luue& taised by the 
Paperwork ~u~n Ad, 

I am aware that in a number of past Instances tM OIRA Aclmi.niI>trewr has 
stayed in the office only a relativt!ly ,hort ~ I will work to rn.aH sure thllt 
!.his is not \.he Collse in the future. 
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QueaUon 5. Me.n;y ~6 hAve criUdud the auaUty of' Pam ttaililti-. u welt 
b the ~o.t iud1_~nation orFeaerel ....tl&tka.l ~ What are 
)'!lUI' vi..... on thi. iam.le1 
~ Federal etatisUee are _~ to "pentA F~~ effilc.. 

timy and emciemly. Aa. goverN%l4nt, Wft aimpl)' m\l8t hAvw aecttn.te and titnf,. 
1., intOl'm4tJon. To taU ~t one ftUlnpk. t.btN statistict. U'& CNt!faJ to any it). 
(onned decision rnaklng about the cnmpoeUUWt1a5 of 'f),$. ~ the Jnel 
ot U.s. impottG and ~. and the eandWon of the eeooomr .. a .hole. It 
ib my \tndel"flt..fu)ding that 70 Fedora! entities now .pend CM\I' n.a billion ea<h 
~ (uclumng the dwmi:WU ~nsua) 1i;J wUect atat.Wkal inion:nation, 

It is OMB's tole to provide c:ocrrdination, I[Ulciarl(ll, and Jeadenhip to all theM 
Fedt'ralentlties in their I':lil.lectIon cf atatilitka.l lctori:netion. If e»1lflXmed. I WAnt 
OMS to ~ way. that Uut lIt.tistiw collection proeas can be imp1'VYfd.
I 11m .want, ror QIU:!'IpM. that tht'ftI fa <ooce.rn about, the timelillft8l of 80me .,c 
the .i.nf'rmrat.lo.n the gowt1ltnent nlleues. In other ~~ data 
about the bOOuomy u: ~.e.ased b)' atAU5tieal agencies baed 00. ~ nrtums.. 
This result« in crttidsmll about the number ind me (If' wbIeqwmt reviIions 
that are made when mont oomplate data becQme.t available, Public ~ to re-
la~ datA developed by sewral different ageaclea mny not bt easy. 'ThMe are 
the typea of ami. in ~ t would ha~OMB c:mlld pl.,- aD eve 11I0N dfectiYtl 
role hi the future. 

VIII. R£OIJlATOltY AFP'AJRS 

During the la.t two AdntinistraUota. OIRA haa reviewed Pedmd ageney regu.
latoty aCUvitiH und.u EucuUw Orden 12291 and 12498. ThG l'lINinr procestI ex.
tends fmm prel'l,llemaking utivitiea to CI.1rt1mt ~tJcD!. It inwlvea the ap~
Uon of l.'.IOfItIbell4tfit. analySia and ~ 8UOO .. E,O. l260e (The F~>. E.O, 
12612 <Fed.,..Usm). and E.O. 12630 <Gt:w.mmental J\.ctJont and ID~tII:e with 
Ccmstitutioully Pm.ect.i!'d PrnMrt:y Right.sl. Most recently thi, N'\'i1llW proceas has 
been wpeorvikd by the Coundl on Competiti:ftneu. tmd w indl,1ded .. regulatory . 
rntIratorium. 

'J'hroughout tOO development of uu. regulato:ry review pn!eesa. qu.eAtiora have 
ll1'i.M.n over ita propriety and 6IlCge. IIIBUM have included tM utent to 'IIVhkh OlRA 

, may properly eontrul agency ~kiNf decia.ions. the ~ of p.reaideutial 
aupervilJlmtl of uecutive hzoitneh ageneill$, the ac:cpe of rUlelnaki~ auUtorit)' dt'.J&,. 
pted w&&!,nciea by Congreu. and public ~ and accountab '~. 
~n 1. What Ilft your vi..... on. th4 proper ro1a ofOMB in the Federal ftgU

latory procat? Do you believe that OMS hkll the authari:tY to ~ an qt:ru:y to 
~,~J. (It' po&tpoN!" propoHd or final ~tion Uiat it hU ~ UJidel' 
authority dc1ehted to the Mad of tile ap~ t1Y~? To the e:ctent you t.h.ink 
OMS Mould naw a r.gulatory revi .... m.e. ple4M aescribe the: guiding prinei:pM 
that ~d govern that revi\CW, 

AMwer: OMB baa a eentnl role to play in ~ rqulatwy ACtivity in 
the ~tive brandt. At the ~nt. time. OMB rtgUlatmy ~ is earried out 
by the Ofnc.e of Information tmd Regulat.oq ~ aD aptI<1 tstab.ii.Ihed Jnll'
suant 1:4 the 1980 Federal Paperwork Act. IWaltiw branCh n!culatary ag:t:ode!J
ofbm make declaiom: that ¢ftll ha.... alligniti.t$nt df'ect on the nationaf ~> 
.tld it i.t impcrlant: to ensure that aueh deciaions IU'& <On$iatent with th& &Ve:"
riding goal. and Pfllklet or tha Adtnin.iattatioc.. It is alia impl»'bmt to mele 
IIUl"& that doci8ioM made by _ agency do uot o:m.fli<:t 'With pOlia. or actiON 
t.a.ken by afX11.her .I'IIQ' in th" fteNtiw tmmeh; regulatory nvinr by OM1:1 is 
tM beet Wf.y tQ pc'evt!l\t!S1Uh conniela fnms oma.rriDg. 

However.OMB has PO authority to tab- AU1.ection that is incollJli$te,nt ~th 
• atatutory manda.... Jf Cong:reu cl\00IJIeI; to ~ .tegulatory authority in IU\ 
a~nl':,Y. that decision should be ~ted. but OMS an ens"", that ap.ntiH 
fully ¢tIMider the impct of their actiDN on the national ~ and on af· 
fkted group. and i:mresta herON taking act.i:on.. OMll a.I.o am help to etI$\U'6 
that aganeid identify a.od ccnlidel'.~ that will muimite t.Iie net; ~ 

••U benefit to aodety. 
. The guiding prinaPM that I would BU~ to pvern regulatoty ~~ 

{I) that. ~ ",vi"" p.nxe!!$ be carried out in a WAy that ~ faimeu to 
~ piJtent.lally a.l'kcted by *Cency Ilction; (2) that both the .pirit tmd the letter 
or ~Wry statutes be adMred to; (3) that eucuti~ hnu1eb ~atory ae-
tiona, to the 8lrtent poulble. ~ and be c:oruWt.ent with the adm1nimatloria 

- ~U goals and polic:iet. while enruring that the expertl.ae of agenc:i.. llDIl 
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their primary responsibility for making fina) decisioDB is I\ill.y respected; and (4) 
that the process be carried out as openl)' and upediUoua1y as poMible. 

Question 2. Should OMB continue to be the central review agenq (or Federal reg
ulations, how should that review be carried out? And what Iteps would you take 
to avoid the following charges that have been levelled apins\ OMB review: 

-Unduly delays rulemaking; 
_Displaces the decision-making discretion delegated to agencies by Congress; 
_Applies statutorily impermissible criteria or fadora in the review deciaion; 
-Encourages ell: parte contacts between OMS and the ageDCi~ and conduit 
contaet.s from nOD-g<1Yemment.al intereata to the ageoc:ies \hI'OUgb OMB; 
-Substitutes policy judgments for the acientific and tec:hnkal upert.Lee of 
agency decisionmakers; and 
-Undennines meaningful public participation and effec:tivejudicial review of 
in(onnal rulemaking because of "secret" (e.,.• u-parte or conduit) inputa and 
the extraneous pressures that OMS may bring to bear on agencies. 
Aruwt'r: Under the two previous adJninistrations, regulatory review wU car

ried out under Executive Orders 12291 and 12498. In implemenljng these or
ders, a number of RriOUS problems have been encounteied, aw:h as lengthy 
delays (along with a number of aW:sed statutory deadlines), the closed nature 
of the proees5, the displacement of agency expertise and authority, aDd. the a~ 
Rnce of public participation. The Senate Governmental AtTairs Committee, 
under Senator Glenn's and Levin's leadership, has identified these problernJI 
through a series of hearings it has beld over the past 5 years. 

Each of the issues the Committee has identified needa to be addreased. I plan 
to r'evi.ew the record compiled by the Committee very t.arefully and, during the 
nert several months, to implement whatever changes are needed.. I would wel
come whatever input and assistance the Committee is able to provide. 

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

&. Would you support similar legislation ia 1993? If so, ... hat specific provisions 
would you like to see in such legislation? 

b. Whether by legislation or administrative direction, to ...hat alent Bhould OMS 
be required to maintain public rerords of its oral and written contacts with private 
parties and agency otr1cials in the cou:se orits regulatory revi.eYl? 

Answer: President-elect Clinton, in a letter to Congressman David Skaggs last 
summer, stated that be wants to have "a review proceu consistent with public 
disclosure laws and administrative procedures.· It is too early to 841 whether 
the Administration will support S. 1942 specifically, but, as indicated lR my pre
vious answer, I wuuld work closely with you to develop a ...orkable approach to 
this problem. . 

Question 4. What are your views on the continuation of Eueutive Orden 12291, 
12498, 12606, 12612, and 12630, and the Coond! on Competitiveness, and the regu
latory moratorium begun in January 19921 

AnsUl'tr: The subject of each of the above referenced Exeeutive Orders follOVlB: 

1. E.O. 12291-Regulatory reviev, 
2. E.O. 1249S-Regolatory planning; 
3. E.O. 12606--The Family; 
4. E.O. 1261~Federalism; 
5. E.O. 12630--~akings· of private property by the govemmenL 

These Ex~tive Orders, like all executive orden, continue in effect unless re
sdnded by another executive order. The Clinton Administration will review all 
of the executive orders listed. HOVIeVer, I am not yet in a position to state ...hat 
the Administration's views on their continuation will be. 

The Council on Competitiveness and the regulatory moratorium cease to exist 
on January 20th since they were not established by Exeeutive Order or other 
pennanent Presidential directive. 

Question 5. Some have criticized the manner in which cost benefit analyaia has 
been used when developing and reviewing Federal regulations. They argue that 
under criteria established by OMS the costa of regulations often receive more atLen· 
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. tion because eoata are euer to measure than are benefits. Do yoU asree and it BO, 
...hat may be done to remedy the problem? .:;• 

, i AnAue-r: Coat-benefit analysia is a useful analytical tool, but it must be used :., 
with IIOme care. For example, it is 1OtneWne:s easier to quantify the potential i;j 
COIita of a rttulatol)' action than to quantif'J the benefits, particularly where ;~
proposed hearth, safety, or envinlnrnental reiula.tions are conCerned. The analy r\' 
ais can help to aSsure a clear definition of the basic goala of a policy initiative, :;;;
and to identify ita major effecla (both positive and negative), includfnc unin. i:';'
tended effecla that may work counter to the poliey's goals. .:. 

On balance, east-benefit analJBis can be helpful, but not necesaarily deter ::i.minative, in enabling regulatory decision-mahrB to UDdentaDd the potential ef· 
fects ofvarious policY alternativea. i,'· Question 6. What are yuur vie_ On &tepa OMS could take to imprvve the effec: ':i.,r.. 

tiveness of the Regulatory Flexibility AI:t.? 
An.I~r: The Regulatory Flexibility Act la important because it focuaes atten· 

tion on reguiatGtyburdena on IlID&IJ. buaineaa. amalI government, and non'r,"'fit .':I~· organttations. In a recent report for thie Committee (GAOOIRD 91-16, the ,'".General Accounting OffICe ealIed for improvements in the Act to ensure that : Iburdens ofregulatol')' actions on small governments are mlnlmi~ .. 
The GAO coocluded that the Act -was aeveraJ. inherent ......knenea that help

explain why Federal rule-maung agendea are not preparing .. many analyses !i .. they mighL· It rerommended that the Administrator of the SmaIl. Buafnesa 
Adminiatration, ~enhanee SBA'a ability to monitor proposed regulations affect
ing small governments by developing im.aJ.\ government expertise within the Of
fice of the Chief Counsel for Advocacy. It abo hOted that ~it YIOUId be appro
priate for OMB to aasist. SBA in developing criteria for oo.nductin&: ~ FIez 
analyses, and to belp SBA ensure agency compliant:e thJoough methOds IIimilar 
to those used for other regulatory activitiefl, web u the Paperwgrt Reduction 
Act and E.O. 12291.· I will be reviewing carefully ... hat OMB's role ahouId be 
regardina: the Act. • ,.ct. PROCUREMENT POLICY 

Question 1. Congress gave OMB's Office of Federal Proeurement Polley (OFPP) I,.,
the leading role in the management of the govemment'a $200 billion a year procure- Tment program. There is a perception, however, that OFPP has not bad the IlUpport !'., 
and commitment of the OMB Director neceslUll)' to fulfill ita role. 

a. What are your vie_ on the major challengea facing Federal Government pro r 
.,!curement and ...hat are your priorities for OFPP? 

b. How will you reinvigorate OFPP aDd what role wi.1l the Administrator play

within OMS? _ 


AMwu to 10: The major challenge facing Federal Government procurement ;~

is to provide a better management BJ&tem. for the future Ylith fe...er people and ,
fe...er tax dollara. At the 84me time, the financial and ethka1 integrity of the 
aystem must be maintained, Some $200 bUllon is spent annually thn:rugh the 
procurement prDCe$$. Thererore, the policies and procedurea uaed in ~nding 
these funds are critical, and must provide ror the conduet of open, honest pro
curements in an efficient, effective manneT. We need to move to a better B)'5lem 
that is simpler and more business-like, charaeterized br. greater use of auto
mated proceaaes, and more dependent on commertial llem!; and services_ It 
must also continue to be based upon competitive procedures. Regulations that • 
do not contribute to the efficiency aDd. integrity of the ayatem., or are unneces
sarily burdensome, must be discarded. :.:" 

" AMwer to 1b: In light of the impact Federal procurement has on the Ilize of 
the overall Federal budget, and Junq essential it is to find Yl8ys to reduce inef· "'! 

fective government spending, I would consider the Admini5trator of OFPP an 
important part of my management team. I would encourage and support a con .~I
tinued active role for OFPP. While I am hOt IRlf1iciently familiar with how the ,. 

OFPP is organized to 84y pn:ci8ely what steps 1 ...ould enviaion talting to rein· 

vigorate the office, I and the new Administrator of OFPP ...ould work. closely

with this Committee and others in pursuing that question. !', 


j~1
Question 2. A JuJr 1992 Merit S,YlIteDll Prot.eetion Board aurvey of the acquiaition ',.1 

workforee found tntlJDr diuatiafaction among both government and private sector in
dividuals involved in the procurement p'rooe:u. ~ to the survey, the mer-
in procurement regulations have contributed to dI!lays m a...arding contracts and a il 
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beUer that the federal C9venunent ~ not =mirm the- best OJ' most t'OSt
effective Sltrvi.... What enn 1M done to tnIlke lmprove:.n.enu in the p~ 
ment Pf(l(:l1!ss? 

An.swer: In this. .u in a number of ether-~ it- U<MN to na .. bave to 
take a hard look at how the goQ:I"J'llmM iI' operating. and. wbethu tHre aM 
Mt mere cost effitiel'lt waya of' oonducting the- govtM'JUlU!!nt'fI bUfrinMII. In thi.. 
area, cf COUJ"Se, the concena of exttiaiw regwatiQn must. be bab:m»d against 
the- da~ ollu: p~res whkh (o~ ttW govenu:nent to pay m"re for the 
I:OOds it pUJ'(:IUiSl&a than neeessary. 1 suspect. b~r. that u the survey flUg.
sests thefi' is consitkrable room in this a.rH to e,impliiy and ra~ the pro
I:Ure~nt ~lI:tion&. 1 hope- OMD can addre$$ ~eo~ It i.J. tnt undef" 
standing that in OFPP there e1r_dy it- a P'n:Ia.tn!IM'At ReogulatM'y Rni_ Pr0
gram which is looking At this ismtI!. I ..uuld hope- 1& ~e thb and t.ttlw:r 
.routes to a~ the problem. includina: im~ t.nlining of prGt:Ul"&ment om· 
cers. 1t rnay also be that there tll"& wci'thwhile 1egisla~ ~ this Com
mittft Ol' othen may haw to give pt'«'W"Cment offieent e:rt:*~Y' flexibility in 
.specified instances. 

Questian 3. Critics have charaderized the FtdMaJ Oovet'Xl1'Mnt" ~Wln p1'l»' 
ess as "are:ha5c and un~ly paper intenaivo" whkh blnden etrKtJve and time
ly procurement p;rattiees. Smal1 btWnessea are partieu!arl1 concerned, Will OFPP 
take lID active role i!'l developing ~ ftIr the elec:tnI:NIi di!&tm.lnaUon ofint'ol'o 
mation fer purduts.e trfIMatt1oriS1" 

Aluwtr. While J am hOt {atniltar with the detaila of~ fur mdt eui~ 
lines. Ol' the problem$ the,Y may ~. the eleI:ttonie dis:simiMtion of i~~ 
lien fer purehase tnuuawort& is the kind or itmoYaUn utm:NIlCh taking ad>nln:
ta~ of advances in information teehnolo£y. whim J ~ bMB ~ prom•. 
It lS my undent.a~ that OF?? and othv agencies tu'1e f.Ul't'ently ~"" 
ins: an electronic: data lnut"thbnge (EDI) projeet, If fully implemented, it would 
provide several million I5IIlItll buSi~ the opportunity to e1ect.ntnItAlly q\lOk! 
en men than 50,000 at the ~'. &man pu.t'eha.w Requesta fur 
Quot.atin.ru {RFQ). daily. If ronfirme<l. 1 would took f'GJ"Wam to supporting ~ 
and similar lniUauves at OMS. 

'f!estion 4. 1989 amendments to the OFPP Art ettablished new and ~ rules 
on revolving door," post-emptcyment adivities of roMy prncurement, offkialo in tM 
Fflieral ~rnment. These "Proew'ement. tntegrity";mwisions set off aloud ~ 
(rom both industry and ~nt e:nPloyeeS as bdng OYffly bwde~ and 8; 

d&JFCllt ta hiring qualified peJ'SO!llle'I 10 the ~nt. The ~tion of these 
«Inflict cf intere$t restrictions was suspended by law {the Ethies Rtlf4rm Act of 
198$} fn;ml November 30, 1989 to December 1. 1990. and then auspendf.d apin (p.L. 
101-510) through May 31, 1991. 

.. N(fW that. the 'PNVisiom! have been in faree for a year and a half, 46 )'Ou think 
that the'y are ~ and n~ssaTY in p1'eftnting con!licta of inteIe5t and ~~ 
tial undue influences 0Vet" g~nt procurement personnel? , 

b. One o( the provisiOfU of law rnay WQ1"k to bar a procurement official from work· 
ing (or many government cont.nu::trm> in his or her field of expertise (or 2 yurs afl..er 
ll$aving ~nun.nt. It there any indkation that iSI1cll ~M hllve proven to 
be a dAtl.eml'nt to hiring highly qu8.lifled procurement ~? 

c. Whnt prioritl. will tonni0:t8 or in~t pn:ftntion and ethics in JIl"OCIl.A'ment be 
given by the OF] P? 

d. t)p 'yOU ~ the need for legislation in thia area. and, if so, for whAt pIll'p<IMl1 
AmIMI' 10 4<1.' ~dent..elect Clinton has ~ taken steps to ratrit:t ag

n.lfacanlly the "'-revolving door'" pookmpl~nt activities for at least 5 yean ot 
aD top officials in h$ Administration, Thftoe .hould be DO questiou about the 
impMt$nee he sttacrhes to eliminating undue influenct: which can ditltort the 
reileraJ ~mm.nt decision. making proo;;esa in any area, including pl"OCtll'e
ment. Prev~nUn,g 'I'.Onn~ of interest is critical to maintaining the iutegrity or 
the Federal procurement prooess. . 

Bl$fore naeninC' a partirulnr judgment as to the effectiveness of these PJ"O.\1
siollS. I would want to review the taw and the lKOmmendations of' the DOD 
Pand. on streamlining the acquisition ~ which I underwmd criticized the 
law. There may be .areas where the ccnO.ict. of interest Nle5 may be 6implified 
and darified. but the bask intent f;)( the law it a worthy one wbich should be 
preserved, 

A.n.uvt>1' to ';6: A5 indicated in the previous answer, thia is II matter which I 
wUl want to study further before Tea(;hing any specifie judgment. 

~~ 
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A.na:w.t,. w ok: ~dent-e!ed. Clinton hu already dpaled by hiI. ediora CD 

the revolving doer JIlUblem that he wanta ell his top C1!idala to b& ~ leO

stUve tc Qlnfiid ofJ~ MIi .umal.problems th.im en,- previ0u8.Ad.mlnUtn. 

tion. J woWd ~ whoever bew OFPP to dian thi8 ccmcern., Sinee maintain

ing the intqrity of the procurement proceaa ill- a fundamental objeetive. J would 

want OFPP to dedieate prioritl attention te thls issue. Including cweneeing And 

(uatering agt'~ ilnp1etnItnUitioo of All ~!evant policiea. This country'a ~ 

~ with tht!' "m Wind" investigation ill-~ enough that we e.an tIOt afford 

to be eomplatent about the integrity of the ~t~ 
 I.An..t_ tlJ 4« Beyond whal I haw indicated in the pndous parts ct my- an- , 
~r to Qtm:tion 4, th.i:t ia a ~~ whkb J would want. to study further Won .1'"thin$: any final judgment. • 

Question 5. Recent .n"nrts at ~ l'eform aetm to l'*iae the specter of 
el.iminating or limiting QSA'a ~ of ~ com;rutu buys under the 
BtwU A4. Yet the Committee ~e. GSA it- needed to 0V'e:lMe hoW ~~ 
ment buye computen. What:. the level of YOU!' toInWitment tc this ovuaigbt tool. 
and what ant ~ thO\1ihia on imp:~ it? • 

AnAw.r: This fame ralaea the kind ct ~etiog concerns that are <Iften fl) 

ceu~ when the merita of en.trl.ulting ~ deciBitms t.o • eentral 
~Pt apncy ant weighed .nat the adwnt.flge$ of giving individual ligen
cie. ~tiOn to eel on their own. It i. my ~ that the: proponents 
of * Mt u:gue thet iu appl'04Ch ~ eeooomie:a of ecaIe:. the neeessaJ'y
<JXVUilSf: in purduW~~ computeT equipment and ftla.~ ~ and 
the p.romotion of t«hnw.! standards that inc:reaae ~ ability o( apn:ci.es to do 
huslneu deetmniWly 'fIith ~eh other and the: public. ~ apparently a.rgue
that the Inoob kt model of emtnd amtrol and ~Uon te!lede the 
bulky and epensive natun of mm~teJ'a in 1966, ftlthcr than today. ~ 
8ptHd UN or iruhvidWll compute. And software appll¢aUeM ~t are «'ten -on: . 
tfoe.theU·· conunercial t:omJnrI:iditiu. It is my ~nding that. a OOD advacry 
C6n1mitule mt!ently questioned the neoed for * Act and GSA'. oversight role. 

Whatever the tH$OO, )t flOW ..p~tly t.a.lce8 the: F.ederaJ Govenunent .. 

much III ~ )'Rta to purt:h/lM twp computer ayneme. too lc,ng a t.iroe in 

1ight of the rapid ~Itrsiw advances in the inQlJ8try. 


While 1 am not yfl. wffic'*nUy familiar with * 'V1lrioua ~nts (l\'1U the 

Bl'\'lOka Ad: to ~ II: _WIn at. t.hia til'wt,. it is a .,ad sample f;)r the kind 

cfpmcunment istIu. that 1 W<Iuld h®c that orpp ~ look into l\n1.her, and 

httIpdevise ....u.r&CtOty aohJt:Ion. If cont:i.rmed, 1 would w.PP!»'t * eJrcrta of 

OFPP to do .to. 

x.. CCNnV.CT 1tMJrfJ\C:£MJ!:N'T 

Question 1. OMS rectmtly nlta.ued a report whlch {:IOnduded that. in.adecua~ 
1NInagtlmt1\t o( ~nt oontftrun bu led ti> :b1likm. (If' doUan in waste,. Mud 
ADd abwle. What plana do you haY(!: fer Lrt:proving -eontmet m.an.a.gement? 

AnlWrf'r: 1 believe yw an referring to OMD'. "'port ~ntit1ed "Su.mma:rt Re
port c! the SWAT Tiam on, Civilian Agency c.mtnlctirut.· It i.t In)" und~~ 
mg that the report outl.ir.iefl 115 gov:e~de and1.ss a&t'ncy~ n'IC
ommendathms fot !tnproving: the adJ:ninistntion and management of ~ 
meet ~trada, It ill: my understanding that, AS • result or that report, a pvw 
eJ1IllW)t--widt:I panel is to be ('J'C&tcd bv OFPP 'Nitb.ia the next few ....us to con~ 
Jider .:JtunaUve appt'04tdm 10 p-rovidIng oontnw:t. .~tiOI), Among the l&. 
fUll the ~nd. will Oouidel'iA tru> allocation or agency ntIIOuteea to c:Gutrael; ad. 
tniniat.rIIuou, and lhe desirnbillty of ~ther ereating. clviliu agency support or

. pniuuon aUnllar to the Doe(.OM Contract :Man.aiement CoJnr:iia.nd, or expand~
lnI tlvilliln we of the Mtll\N Contrad M~t.~m.m..and. 

'These kinda of initJaUve:s tll"& • ~ important 'part of the effort ~t must 
be made to MUtt govenunent waste, fraud and abuM. and to lQue pern
ment work better (or leu. I look fOf'Wal'd to ~ OMB's report. and the 
pme!'. work when it is ccmpleted. nu. it clearl,. an aru whore liignUicant No 

~l~.. 

roruu may be~. 
;.... 0tI "2. .M0Gt ob$e.no.". of guvem.rnent contracting- believe that roMy or the,. in thi.. field haW! ¢CI¢le tium FI'E r.eillnp ..bUshed by OMB. whieb haw~ r..M .,.ncies 1& tOtitrad for .erviees own when it wu not COIIf..etrective to do til),
·~.t:. Would )'OU tavor providing .geodes more ~ floxibilit1 to detenn.ine wben 

" ... approprillte to c:onlntct 0\It.1.~< • 

I 
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Answt-r: I know that the overall issue of contrading out of government 1eJ"Y. 
lees is B matter that some Members of this Committee have atudied In consider
able detail. I look forward to talking further about this issue with Inten:sted 
Members of this Committee. I do nol feel ready yet to lIB)' ....hether F1'E coillinp 
established by OMB have caused agencies to contract out when they ahould not. 
At this time, all I can say is that generally an Bgeney lihould contract out 1e1'Y
ices only when it is cost effective, only when the agency can adequately oversee 
contractor performance. Bnd only when the agency is held aceountabJe for meas
urable results. EJti5ting proc:edures should be changed if they (arie an agency 
to contract out services when these criteria ean 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
enunent furnished equipment (GFE). Frequently, the remt ia that the government
and its contractors cannot account for billions or dollan worth of GFE. Would you 
recommend changing these proeedures to better account for GFE? 

AmWt'r: It is my understanding that DOD alone has property in the hands 
of private cont.nl.ctors valued in excess of .77 billion. This is certainly II situa
tion that could lead to Significant abuse and to waate of government assets, al
though I appreciate that relianoe on contractor property conU'oi ayatems helpa 
reduce contractor paperwork and avoids the need for the contractor to maintain 
two separate control systems. 

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

)(1. INTERGOVERNMENTAL REIAT10NS AND GRANTS MANAOEMENr 

Question 1. There is much debate about Federal regulatory burdens placed on 
State and local jovernments, especially unfunded mandatee. What are your view. 
on this issue an what would you seek to do aa OMB Director? 

Aruiwer: There is no doubt that the concern or state and loeal governments 
over unfunded mandates imposed by the Federal Government is an issue that 
requires considerably more attention. It is particularly important because many 
of the poliey decisions that will confront the Clinton Administration will involve 
state and local governments. and will have joint funding implications. In a num
ber or arens, the time may have come to consider whether the kind of top-down
centrolized approaches inherent in Federal initiatives will continue to work as 
well as activities that are left to the diSl:retion oC stste and loeal governments. 

Since 1982 the Congressional Budget Office has been required to estimate the 
costs of proposed congressional bills with an anticipated rJ5eal impaet on state 
and local governments above II certain amount. Various ueeutive orders also 
require a(:(encies to assess the proposed impact of Federal policies on state and 
local governments. 

This is an issue, however, which is going to require more careful conside.-
ation by both Con(:(l"eSS and the Executive Branch than made poaaible by the 
procedures described above. As new policiea and programs are rormulated, and 
old ones reviewed. it would be my intent that OMB play an active role in ensur
in(:( that some of the hard questions are considered. Among the questions that 
need to be asked and resolved are whether the Federal Government ia imposing 
excessive financial burdens on local governments without IJUffieient Federal as
sistance, and whether any burdc!ns 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 berore 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 federalimn 
policies. In recent years, the ageney hu appeared to give litUe attention to this role. 
How would you define OMB's position, and how would you organize the agency to 
perform this runction? 

Arui~r: As the Administration reexamines the appropriate role of Federal, 
State and local (:(ovemments in the delivery or Federal programs, I expect that 
OMB will playa key role in such ~X8mination. Federaliam and the impact 
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of Federal policies aD State and local governments will also be an important 
part or the budget review process. 

It is too ..arIy to kno_ what ~ to OMB's organixation ~ be neer"8%)' 
to achieve the Administration's objectives. Howner, as the AdminiSb"atiOD reez
&mines the role oCthe Federal GOvernment in program delivery, I suspect that 
varioua parte of OMB will be affected and that I would drallll" on apertiae from 
atn)8IJ OMB to support theM initiatives. 

Question 3. There appears to be an i~ number of requeaU ror, and grants
of, waivers to Federal program rules and regulationa that allmo- State and Io=l ~_ 
ernmenta to experiment with new waya to adJniniater the programs. What are your 
viewa with regard to waivers? What principles would you. use to gvvem approval 
or denial of waiver requesta? 

Amwer: Preaident-eleet Clinton and his nominee for Secretary or Health and 
Human Servioea both e%presaed support 1aat month for encouraging States to 
act all "laboratories of dem~.· The Federal Government must be careful 
that it ill not ao infleEible that It stiOea local initiatives that can lead to leas 
c:ost1y or more effective programs. Waiver!! ean avoid ~tionJ ~d give 
atate and local governmenta healthy latitude in eru:nplyiDc With Feae:ra1 man
da.... 

At the l18me time, President-elect. Clinton baa indicated. that _hen a State re
ceives a waiver ror a demonatration ~f'Ojeet rigoroua evaluationa must be built 
into the project. and aecountability must be mAintained. ao .that States are en
couraged to duplicate suocesaful demonatratioDli and UIlIJUtCieaful ones are en. 
continued. . 

The program agendes such as HHS and Agriculture must play a key role in 
granting waivers, but OMB should play an important role in encoura~ng waiv
en where juatified, and coordinating efforts when a local entity reqwre:a waiv
en from BllVeral different agencies. .' 

Question 4. What do you believe are the IJl!Ijor ehaIlengea facing the Federal Gov
ernment. and OMB in partir:u1ar; with regard.to grant and asaiatance management? 

Aruiurer. It is important to consider carefully whether there are waya to give 
granteea grester nexibilitl in administering grant!! and aasiIItance provided ~ 
the Federal Government. Many restrictions are lIII"ell-conaiderecl and fully justi
fied in order to achieve certain policy sroala. But th~ rnay well be instanca 
where greater nexibility for lltate ancf1oea1 governments would be desirable. 
Further thought abould be given to whether tlie proliferation or narrow categor
ical grant program. ill desirable, and whether reatric:tiona on e:dating grant pro
grama lIhould be modified. 

I undenstand that OMB baa been working to minimize additional require
menta that arenaell pilice on granta in addition to thOllC! required by statute. 
Through the common rule mechanl..aIn, it has establiahed in certain areas or 
crcJS&.<Utting requirement!! a standard llet of rules that all grant-making agen

. aell follow. A. in many arus, another challenge is to Uy to get better program 
resulta with fewer ttollan through the use of performance meuurement II)'!'" 
tema or the like. There may also be room to ti.irtber Irt.andardhe and aimpli.!y
certain pballes oCthe grants administrative pf'OCl!:lllL 

I would hope OMS c:ouId playa leadership role in considering all theae iasuea. 
Question 6. The Federal Grant and Cooperative Agreement Act. of 1977 (P.L. 95

224, 115 amended) was an attempt to define certain instruments U8ed by the Federal 
Government (grants, contracts, and eooperative agreements) and to cfariCy the dr
c:umstanoea under which one or the other Instrument should be uaed. How would 
you evaluate OMB's implementation of this Act.? 

, -Amwer; It is my understanding that the judgment or the OMB staff and state 
and loea1 government. ill that the common rule adopted under OMB', leader
ship provides clear guidance as to when grants and contracts or eooperative
agreements should be UIIed. 1 have no redOn at this time to QUestion that judg
ment. M I understand it. the rule is based on the degree of tederal agency in
volvement with the recipient. I undenJtand that a companion effort. is U:nderway 
to overhaul OMB policy guidanc::e ror _grants and cooperative agreements with 
universities, hospitala, and othe.- not-ror-profit organi:tations. I hope this effort 
can be completed aa rapidly as possible in order to further implemcint the intent 
of the Federal Grant end Cooperative Agreement Act. 

Question 6. The Federal Grant and Cooperative Agreement Act. also requInd 
. OMB to conduet a study "to develop a better understanding of alternative mC!II.D.I 

I," 

! 
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or implementing Federal assistance P~. and to determine the feasibility or de
veloping a comprehensive system ofgwdance for Federal aMistanee programs," The 
result was a report enUUed "Managing Fedenl Aulstance in the 1980's," It you. 
were aaked to develop "alternative means" (or delivering and man.a£i.na: Federal as
sistance in the 1990's, would it difTer from the syatem used toda,? How? 

An.swer: My response to question'" in thia aection Bppllea to this question .. 
well. 

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

Answer: See answer to Question V111-6 above. 

Xli. PROPER'N MANA.O£N£NT 

Question 1. What do you believe are the major challenges facing the management
of Federal Government property, and how do you propose to addres8 them? 

AlUlwl!r; The major mallenge ia finding a way to ensure that Federal .gendel
maximize the use of Federal property. Thill: meana aCQ,Uiring property only when 
it is cost effective to do so and other Federal property 18 not available, managing 
property to the highest and best use, and disposing of property in ways that 
ensure the greatest return to the public. 

This may take considerable effort to aecomplish. I appreciate the fad that not 
only the General Services Administration but also a number of other a~nciea 
have been given. authority in this area under various laws. OMB Ihould help 
develop clearer ~licies on the acquisition. use and disPOSal of Federal property,
and help establish In effective mCdtanism to oversee how agencies are manag
ing property. To be sueeessful this will require working closely with the other 
Government agencies and with Congress. 

Question 2. In numerous reports. the General Accounting Office baa raised ques
tion!! about current Federal property management practices and the property man
agement practices of the General Services Administration. How do you view the er
rectiveness of current coordination between OMB and GSA with ~ard to property
manaGement? What changes or improvements would you make in this area? 

AIlSWff: I understand thlt OMB and GSA have been workinl ror lOme time 
on developing government-wide policies on, and over$ildtt or, ageney ~tion•. 
use, and disposition of Federal property. OMB and GSA al.9o have a continmnl' 
dialogue on the proper role GSA Itselr should playas the provider or eertain 
cenU"ally managed services in this area. Nevertheless, it is my understanding
that as recently III September 1991 GAO issued a report criticizing the Federal 
Government's rragmented approach to mana~nl and disposina: or Federal prop
erty. As suggested in my prior ans....er. this IS an area which requires the con
tinued active involvement or OMB in coordination wi.th GSA to deVelop the most 
effective policies possible. I would hope that these efforts could be ezpedit.ed. 

Question 3. Legisilltion to eliminate GSA's Federal BuildiIlJ Fund (FBF) wu in
troduced in the 102nd Congress. Would you support weh ItglSlation? What mecha- . 
nism, ir any. would you propose to replace the FBF? 

Answer: This is a si~cant issue with ~tentially important impacts on the 
amount Federal agencies spend on "renL It is my understanding that many 
reel the Federal Building Fund has not succeeded in e~ng agencies to 
manaGe as economically as possible either the amount or space they need or 
their location. There are also disputes about whether the Fund provides enough 
capital to meet the needs or the government for repairs and new constroction. 
Some emphasize that the level or income paid into the Fund is not linked to· 
the level or spending necessary to provide ror the government's future space 
n...... 

Without suggestinG what the Clinton Administration's view will be or any
particula.r bill to eliminate the Fund. the legislative proposal 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. Ir an alternative approach can be devel
oped that would reduce the amount the Federal Government apends on space 
requirements, it should be pursued. While only one instance. this issue illul
trates the kind of debate we ought to be encouraging. if we are going to be suc
cessful in reducing unnecessary government spending. 

Question 4. How.would you coordinate the disposition of property seized and ror
fcited, or otherwise obtained by various aGencies or the govertUlJent? 
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~: The acquisition of property by the Federal Govemment baa Increased 
dramatically in recent yean due to a number of factors, includitm enbaDced en. 
rcmement effort. by the Departmenta of Juatiee and ~ die sa~ and 
loan criaia aDd the related takeover or railed institutions; ana. increasea m the 
number of defaulta on Federal direct or gua.z:anteed loans. ~ of which were 
collateralized by real property. This has lead to a proliferation of agencies en... 
posing or property under diJ!"erent policies. . 

. The ait;uation could be i~proved by the ~d~::,.,':.Lc;entra.l policies a~d guide
lines. It 1I my undehJtanding tluIt the Chier Officers Council hU e. .'';Labllshed an Aa8et ~ment Subcom.mittee to study government-1ride asset 
management iuues. The13ubcorrunittee and OMB are ClUTen.tJy focusing on de
veloping perfonnance measures end inventory controls and systema to ensure 
that agencies receive muimum value ror propertiea being aold. GSA has re
cently created a major organizational component to assume some responsibil
ities for letting policies ror disposing or forfeited property. but it is not dear 
whether it will have any impact beyond GSA-held property. 

It is premature ror me to conclude whether tbeae ltepa are su1fident,. OJ' 
whether more far-rqcltina: ehange:a in the ....y the &uvmument ~ of ror
reited rroperty Ihould be adopted. I know th.i.t the Chainnan and other Mem. 
ben 0 this Committee have eIpreaaed l.qt.erest in creating OJ" dea:i2nating aD 
agen~ to aet policy and coordinate disposal activities. J look forward" to contino 
ued discuaaions with this Committee aDd other Members of Ccmp-eu about t.bi.a
approach and other alternatives. 

Question 5. Over the past 5 years, FedenJ. Government agendea have been re

quired by law to report any fJUlpltll properties l.q their inventories to HUn for 

~ning (or use by homeleaa providers.. This progn.m. the McKinney Act Title V 

Surpltll Property program, ...... alllO meant to apply to hue closure properties, al. 
though Congress gave authorit,Y for disposal or ilieae ~llll properties to OOD 
(away from GSA where it traditionally and by law reaidea othennsel. As director 
or OMB1 will you ....ork to aggreaaively execute the IrI.lrpltll property ~~? Will 
~ won. to ensure that 000 and the aervice branches adhue to the c1iaposaJ prior_
Ities in the Title V progn.m sa they relate to ba.ae closure PZDpel t»? 

.Answtr: The a~ndea..Primarily a.l'fected by this law are HUn and noDI AI 

well .. HHS and GSA. DOD and the ~ branches have been the prinapal 

aou~ to date or properties identified 88 suitable ror use to aasist the homeless 

under the Title V program. It is my understandi~ that many of the properties

made available under Title V have been located In remote areaa tluit are not 

conveniently cloae to homeleaa persons therebylim.iting demand fOJ" these prop

erties. As Director or OMB, however, j would eertainI.y want to {lW1JUe aggres

lively whatever ateps OMB can t.ah to eneouraga all apnciea to unplement the 

CIln"ent law u effectively as possible. 

XUI. SPECIAL INtnATlVES AND CONCERNS 

Question 1. In the put there has been considerable c:on~ about OMB's leg_
ialative clearance function. What are yotU" views on this subject? 

AIawer. OMB's legislative cl~ function grew out of the control over the 

budget ~ven to the President by the Budget and Aecounting Act or 192L The

wit gwdelinea and prooedures goventiDg the clearance proc:eaa, which have re

mained substantially the aame ror more than 50 Yean. are set forth in OMS

Ci.rcu1a:r No. A-19. 

It is my understanding that during the 10200 Congreaa. 742 agency legisla

tive proposals and over 4,500 rropoaed agency communications to Coniress 

(generally wtimony and reporta were coordinated by OMS. 

The lestislative clearance function servea a number of impo~t purpoaes. It 

enables the Executive Office or the President to coordinate the deve.lopment,. re

view, 'and approval or agency legi.5lativepropoaals that are needed to carry out 

the President'l leP.slative program... It helps acenciee to draft billa that will 

cany out the President's policy objectives. And it usuree: that bUh and position 

statements submitted to Congrea.s by one apncy properly take into aa:ount the 

interests and ccncems o( all affected ageDCIes, while providing a means for ft!C.. 


. onci.ling divergent agency views. 

J tI.III aware that there has been concern over OMS's legislative clearance 
. process.. In my judgment,. Congress is entitJed to ractual materials that an agen-' 

cy may gather ancfpre~ in the course of r:anying out its responsibilities. and 

that must be respected. Where an agency ezpeets to submit policy judgmenta 
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you as the ru>w OMB Director beam.. I think you bring a wealth 
of knowledge and experien<:e with the budget proeeaa about tbe 
kind of dimwIt choices we have to make if we are to reduce and 
then eliminate the deficit.. 

I am also pleased that you 'have shown a rea! interest in the Of~ 
ganization and management of the executive braneh. I think this 
is vita] because how the government is structuMd and operates wiH 
detenninc whether it spends money efficiently and wisely. These 
is:su~s comprise the type of fundarnental reform that have come te 
be known as reinventing: government. 

Unfortunately, while management iA named first in OMB'. title, 
it is often thQught of last, and this is because in the Federal Gw· 
emment it is generally seen aIJ largely unrelated to the budget. But 
well-run governments elsewhere more properly view management 
and budget as two sides of the saine coin. Management's program 
performance goals are incorporated into the budget.. showing what 
results each budgeted amount is to achieve. 

I cannot stress too much the importance of marntgement because 
I ·think it is the lack of results that has brought about public cJ.is.. 
satisfaction. I was shocked the other day wben we bad the Comp
troller General before us, Mr. Panetta. and when I asked him what. 
prograffi$. what agencies, or departments were well run, he could 
not name a single one. That should M a matter of COl'lcom (or ev~ 
eryone here. 

Good manllgement. is- (undamental to deficit reduction because it 
will help us to do more with less. Also. program perfonnance goals 
will help us better shape our budget debates. When we uk how 
much we should $pend on a program~ we should also uk what that 
money will achieve. 

That is why I introduced S. 20. t.he Government Perfonnanoo and 
Results Act, 2 years ago. It would require agencies to specify goals: 
and report results. When enacted and fully implemented it will enw 

able us to develop a penormance--based budget. This legislation 
passed the Senate in Oct..ober. and I will be introducing it soon. 

From what I know or your interest in improving management 
and of President-.elecl. CUnton'B interest in reinventing government, 
I believe you might· find this proposal very appealing. I 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' 
budgeting.

With re&pect to govemment reorganization, I notice that each o( 
us has introduced Jegislation creating commissions to accomplish 
just that. We seem to share the eonviction that Federal agencies 
should be streamlined, downsized. and refocused. We also seem to 
agree that this needs to be done wholesale and not with just a litUe 
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 to achieving a consensus in addressing 
these kinds of issues. . 

I hope you will also consider broadening the scope of a commis
sion's manda~ to include operational issues like civil service re
form. greater managerial flexibility. My own 'COmmission bill, which 
I wili soon be reintroducing, includes such a mandate. 
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TheSe iSIJUeI are central to reinventing government and muixni1:. 

mg penonnance (or the taxpayers' dollar. It is fair to say that we 

seem to share B similar conviction On the need to move quicldy and 

boldly to reshape fundamentally the structure and operations or 

the executive branch. . ' 


As a future Director of OMB. you ought to be aware of OMS's 

central role in making the- executive branch wort rationalJy. effec

tively, and efficiently th:rO:ugh its review (l{ regulation.. OMf:l is the 

hub of the wheel of government. It alone can underta.ke the <!:ngo

ing function of unifying varioua government direetive8 into a ooherw 


. ent whole. It alone c:tm enaure that the President"s team is eacut. 

ing his PQlicy. It alon~ can ensure that well-intended regulations in 

nne area do not have unintended consequences In otheia. l:a a gov.. 

ernment $oS large as ours, this function is indis~llSBble. . . 


The problem is that it is not authorized by law. Special interesu 

who believe that they e.an control their relevant agency do not want 

it authorized. I hope you will join me in BUpporting suclllegislation 

to give you that clear statute!")" authority. 


Now, turning to the budget, it seems to me that the most signifi

cant Jesson of the original Cramm-Rudman-Hollings act or the 

1987 Gramm~Rudman amendment is that in the final years of the 

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

laws were rewed. In 1990 when the deflCit target was too tight

and the demand for spen,ding too great, the Congres.s: and the 

President passed the Budget Enforcement Act. 


Three yesl'$ into that agreement. the deficit ha.$ t'e1\clled an all. 

time high",' and the outlook is even worse. As, we enter the final 

stage of the 1990 agreement, will the eavings promised to th~ 

Anlerican peopte be realized? Or will this law also be relaxed? . 


Next Thursday. the new President' will face bis fU'8t true teat on 

deficit reduction. A decision on whether to adjust the maximum 

deficit amounts for 1994 and 1995 provides President-elect Clinton 

with his fil'$t opportunity to demonstrate his commitment to deficit 

:reduction. On January 21, he will have to decide between higher 

targets and lower targets; that is. between higher deficits and 

lower deficits. 


On January 21, the Ameriean people and "the rmanclal markets 

will see how serious this new administration will be about the defl~ 

cit 


Now, during the campaign. the Ammcan people were presented

with "Putting People Fl",t: Presiden~ Clinton'. plan for the 

economy and budget. And M we consider our economic future. we 

must consider whether the current recovery can afford $155 hUlion 

in new tayes. C!early the $155 billion in new ta:J:~ adopted M pan 

of the 1990 budget agreement, exacerbated. the recession. How does 

the new administration exped; to promote ~wth in the economy 

at the same time that it plans to raise an additional $155- billion 


',' in·new t.a:r:es? And how does the new administration plan to asSUre 
'\ that any new WeB go towards the deficit instead of' higher spend~ 

1nJ<'! 
We must ahIo ask: Can our Nation afford $220 bUlion in new ) 

spending at a time wben we have these tremendoua deficits as (ar 
- as the eye can see?" I, 
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ln August, the Congressional Budget om....Umated th.t the 
deficit would reach $330 billion thia year, dedine slightly, then 
progress upwards to $400 billion at the end of the deeade. Can our 
Nation afford to consider sueh Jarge amounts of new $'pending at 
a time when we are routinely experleneln, such large deficlts:? 

I am interested in the spendIng reductIons put forth in "Putting 
People First," but the real question remains; Are these aavinp 
real? How can we expect to capture the savings from proposals 
such as the $15 billion assumed by reducing the Federal work force 
by 100,000 employees or the $22 billion assumed by reducing agen~ 
<:y administrabve expenses? 

President-e1ect. Clinton voiced his strong support for the line-item 
veto. which, of course. he used as Governor of AtkanSM, In his 
twdget plan. the President-elect estimated this would $ave billions 
of doilars each year. I am encouraged by his call for a line-item 
veto. But if he cannot capture these savings. how can he expect to 
increase spending and reduce the deficit? 

Any student of the budget knows that the inueaa:ed truies simply 
go towards fulfiUing Congress' appetite for inereased spending. , 

Now. some have suggested the budget numbers released by the 
OMB last week present a bu~t situation unforeseen. But one has 
to: only look at the CBO h.asehne numbers presented last August. 
I empha$ize. bst August. during the height of the campaign-to re.
nUze that the latest OMB projections are really no surprise. It wB$ 
perfectly clear. as this chart t shows. last August what was going 
to happen. _ 

Now, President-elect Clinton promised that his plan would re
duce the deficit in half by 1996. And that is a prom1se worth keep
ing. I hope and urge the new President and OMB Director to follow 
through. , 

The budget represent3 the priorities of the incumbent adminis~ 
tration. The tremendous defidt confronting our Nation presents an 
enormous challenge, oomewhat limiting where we can go. None of 
us enjoys limits. but we must eonsider the InOUlltElin of debt we 
leave behind, the impact on th~ way we live and the investments 
we can make for the future. It is iu our o.wn economic interest to 
confn)nt that deficit now. not only for us but rot" future generatio.ns. 

I am confident that you personally. Mr. PiUletta. are well aware 
of the tough choices ahead. I am not 10 confident that any single 
adviser! no matter how wU;e, can control the spending appetite$ 
whettea by the last eleetion. But I hope YQU can. 

Thank you, Mr. Chairman. 
Chairman GLENN. Thank you, Senator Roth. 
Are there additional opening statements? 

OPENING STATEMENT OF SENATOR lJlVIN 
Senator LEVIN. Mr. Cbainnan. thank you. Let me first add my' 

congratulations, my warm congrntulations to Congressman P8~ 
netta, o.n his nominatio.n. It is a tremendous o&mination. He will 
bring great courage and competence to the job, and the job needs 
b&th. it is a bold nominatio.n for President Clinton: bold because he 
is asking somebody to serve as his budget Director who has not al~ 

'U)t enut t.r~tft4 1.0 Ilppean ~~ 15.$, 
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....ys agreed with blm and it I, bold tor Congressman Panetta to 
_pt beca_ the budgetary picture that h. ia presented with has 
moved frotn "A Bad Day at Black Rock"" to "Apocalypse Now.

I al$O see this nomination as' an opportunity to bring new hon
etty to the Office or Management and Budget. The OMB bas 
_ked the books for Y<lU"II, and the budgetary stew whlch has re
sulted has left the public with a In\d taste in i4 mouth. 

We have had our nu of "e.mo:ke and mirrors" budgeting. Rosy ~ 
nomic assumptions and aleight.-of~hand budgetary ¢mmicks make 
seriGUS deficit reduction impossible. They undermme the kind of 
pubU. eonliden", that i. goin8 to be """"!"""r If the shared sac
rifice which ia essential fGT real deficit reduction can be instilled. 
And our Nation's ~nom1c: fU~ depends on retd defie1t reduction. 
& honesty in budgeting ia not a luxury. Honest numbers and serl~ 
ous defidt reduction are inherently linked together. 

I also aee Congressman Panetta's nomination a.s offering the 
American public: the pouibility of a new openness in the way in 
which the President oversees the regulatory process. Over the put 
12 years. the White HO\1lJe has exerted unprecedented control over 
the iaauance of regulatlous. And it haa done so in a secretive and 
~lit1st manner, a way which ia fundamentally ineonl!lfstent with the 
principles oropenness and {aimeu in a demoentcy. 

. Agency remation&, in my opinion, should be reviewed by elected 
officials. both the President and the Col:'lg'ft$S. But they must be re.. 
viewed in a way that everyone knows who is doing the reviewing
and when the reviewing 18 beln.e' done and the reasons for any 
changes made to 8. regulation by the White House after the ~cy 
has made it.& proposal. Only in that way can the public have mput 
and impact in writing the regulations that $0 affect their lives. .. 

.Thank you, Mr. Chairman. 

Chairman GLENN. Thank you.

Senator Cohtllt1. 


OPENING STATEMENT OF SENATOR COHEN 

Senator CoHEN. Mr. Chairman. I have a very brief' statement 
that I would like to haVe entere<l into the record. 

Chainnan GLENN. Without objection, it wiU be entered in· the 
""",rd. 


Senator CoHEN. I would like to follow up o.n ill point that Senator 

Roth made. He indicated that the Comptroller General testified 

last week that he could not find one Bingle agency within the exec

utive branch that was well run. Fortunately~ the question was not 

asked what be thought about Congress. 


Pete Domenici is nere, as you pointed. out~ and he and I have the 

privilege of serving on a bipartisan committee that is going to 

make an examination of the waya that this institution can become 

more effective and efficient. One of the first recommendations that 

.J would like to make is that we reduce the amount ottime that we: 
talk and increase the amount of time that we act. So I would re
lease any further time that 1 have. 

Looking out into the audience, I seEI there are at "leut three 
spokespel'&Ons from California who would like to introduce the 
nominee. 
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PREPARED Sfl.~ Oil' S£.KA1'Oa CoHItN 
Qnod niol'nl:ng. Let me 11nt oll'u m,. ~tut.tiCM to m,. tot:mtt' euUeague i:1 

the House. . 
J certainly &hare )'1lut deep concern about the dd'idt. It is a paramount ptob}em 


for our economy and (rut' government. The mounting dc€tdt. trOWds cut private 1& 

vestment. r:&iS«!5 inwtmSt taUS and leads 1.6 higher tmlhl deficits. 


M a ft!Cf!nt GAO report ",DelU.ded, "The by question €acing ~ is 
whether to I.lndertake m~Cl" de1"lCtt reduction, 'Gut when ami how. 


I know the Administ.ra.tion ill oon&iderlng a ahorl-Wm aUnu.llus package that 

Wi.\uld mise \hi!: deficit hy Ilfl(lUJe't $20-;.00 bill~ I WC'.Jld urge. ~tUm in that re

gnn!. and suggest that _times the ~ oiTefIH is to have a 2cod l$efenso. I think 

the beFt 'Way to bl!!p the t!CVnom'l is the IlhiJt't.wm 15 to address OW' Jong.term

needs-partil;\l!arl)'. the ddiatan ~Lh Q\H monn. 


We all know any uncus deficit plan must addrus enl.iUementa. J applaud you. 

pl:m, M.r. Panetta, ill5Ofiu' as It &d:nowl~ thib ~ality. 


1 ~ that the new Adtninistratkm wilf act qukkly and ~vely on hUlth i'.ar& 

an;I dtficit reduction. 


Chairman GLENN. Senator Lieberman. 

OPENING STATEMENT OF SENATOR LIEBERMAN 
Senator LiEBERMAN. Mr, Chairman~ thank you. Moved as 1 al~ 

ways am by my colleague from Maine. I will abbreviate. though not 
quite eUminate. the words of welcome I want to wish to Leon Pa~ 
netta and to congratulate President-elect Clinton on ehooain~ him 
to head OMB. Obviously Mr. Panetta is taking on' a very tough job. 

In the mysterious way that the Ame:rie:an peop1e have of speak~ 
jng to us during election campaigns, I think we were all given J,Jome 
pretty clear messages last year. Almost two--thirds of the American 

. people voted for change at the Presidentia11evel ifyou put together 
the votes that President~lect Clinton and Ro$$ Perot got.. And in 
voting for change, they were voting for renewal. 

But I think they were also expressing-to state the ()bvioua to 
you

l 
Leon. because you were out there-that a lot of them have lost 

faith in our government. They think that the Federal Government 
is out of date, that it is out of touch. that in &orne ways it is out 
to lunch. And they are giving us. with thia choice of a new adminis~ 
tration, an opportunity to try to restore that faith. although it 1& 
not going to be easy. . 

As Senator Glenn has said, perhaps it is the narrow vision of thili 
Committee. but we do consider the Direetor of OMB to be the see- . 
ond most important position in our government. And in that ~i. 
tion, you will have an extraordinary opportunity and re.sponsibllity. 
not just to do your job. but in the broader sense to riuute the Fed~ 
eraJ Government work again to restore the public's faith in this 
government. because it is the jurisdiction of your office. manB~ 
ment and budgeting. on which the American people have. 1 would 
SB)', least faith in our abilities. 

On the management side. you are/Oing to have to really lead the 
way in what we have aU grown fon- of calling reinventing govem-
ment, making/.overnment more efficient, more aocountable. more 
service-oriente . And on the budget side. you must be the pel'$On 
to really be the point person In reducing the Federal deficit. 

These are big assignments. This is a big job. But I have no doubt 
that you are exactly the right person to do this job beeause of your 
extraordinary strong record on deficit reduction and )lOut proven 
record of concern about governmental management. 

/ .......
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We speak so much about the donat that It ia hard bl apeak about d 

it again without seeming to be going over old ground. just to say 

"
i 


that you are not only taCkling a big problem, but there is going to 
 :fbe a real need for your seasoned leadersbip in doveloping a strat- .~ 


egy bl go at delicit reduetlon. ." " 

You have wd in your statements and writings in the past on ,"".

this subject that we are not going to do better at the budget with· 
out PresidentiaJ leadership. In President-elect Clinton~ I think We :--! 
have Ii person who is prep8.red to lead. and I am confident that you 

" ,will give him the backup to help him lead. 

There i.s nO' way that deficlt reduction is going to be painless. Too 
 ",

often in the past we have been promised literally something for "",
.;',nothinf;t-Sbrinking deficits- without cutting aetvices or paying more , , 

taxes. That obviou~ has not worked yet, and it will not work now. --l• 
The only way to rem in the defidt is through what Ross Perot I ~;;

think quite correctly called "fair..ahare sacrifice .... And it is 2Qing to 
 -;:be your tough job to define what that means end to lead COngress -: ~ 
into taking those steps. 

;-~As Senator Roth's comments today and other:s over the last cou , "' ' 
ple of days. have indicated, tM proteM of reinventing government 
is not a partisan-it is not just a title of a book" for one. but it is 
not a partisan issue either. In response to the vokes of the people :1
that we did hear last year, I think we have a moment of bipattl$an 

opportunity to take some tough action to make government work 

better for the Amerie:an peopie. And. again, we count on you to lead 

" 


Ithe way in doing that. · ,, Finally. I wUl just very briefly echo what Senator Levin said in 
general terms. I think you also have the opportunity to restore the 
credibility of OMB. not just in budgetary numbering, but in re .j
specting the intent of Congress. And I have some confidence. know- . ,
ittg whence you come-which is to saY. from WI, from Con~ 

, 
t.hSt you understand what it means when a Jaw is: adopted. Too :;~ 
Qften in the put, 1 think at\.er certain ~upa have been (rnstrated 
by an act.ion of Congresst they have not aci:epted that as the flnal 
-act and have gone around us through the back doors of the Admin~ 
istration and attempted through the regulatory process to impede 
the enforcement of duly enac:ted law&. partieularly in the ~viron.. 
mental and consumer areas. I am hopeful and O')l)j'ident tha~ based 
on your years of work io Con~ and your undertltanding of the 
roles of the various branches of our government, that will not hap- , 
pen during your watch at OMB. 

'iI look forward W the questioning today. More. I look forward ,• 
with tremendous confidence and expectation to your term as the r.,
Di....wr of OMS. 

Chairman GLENN: Thank you. - , 
Senator Cochran, we welcome you back on to the Committee and · 

look fOI"Ward to working with you t.hj$ year, Do you have any re.

marks? 


OPENING STATEMENT OF SENATOR COCHIlAN : I 
~ 

Senator CocHRAN. Thank you, Mr. Chairman. I just have a very 

brief statement., a word of welcome to my friend, Leon Panetta. to 


i
I'tongratufate him on his nomination to head the Office of Manage.. U; 

ment and Budget. and to challenge him to try to help this admirus.. 
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trotton live up to one Df the ehallenges that it laid out before the 
American people during the umpaign, that is~ to have the courage 
to change.

An area in which 1 would like to see this administration display 
the courage to change is. to bring ttuth in budgeting to the Fetrow 
budget prt'.>Cess. 1 ~m not suggesting that this is a fault of the ezee
utive branch only. because Congress and the executive hraneh. in 
my experience in :almost 20 years' service in the House and the 
Senate, have both been guilty of playing games with the budget 
process. The Executive br:aneh would intentionally request fewer 
funds than are t.ruly needed by some programs. knowing that Con~ 
gress would add the funds because it had to. in order to $atisfy the 
political realities. Then CongreS1J would underfund in the appro
priations process and the budget proeeBS, knowing that the pro
grams would be added to by the appropriations process through 
supplemental budgeting or supplemental appropriations.. This was 
aU for the purpose of showing that one was more rest>';lnsible than 
the other with respect to holding the line on spending. being tough. 
showing restraint, being responsible. ' 

I think the Ameri~n people hn'Ve begun to see through this en~ 
tire process. They realize it is (ull of games and gimmicks. It hns 
turned·into a charade, and nobody has any respect. for the proc:ess 
anymore. ,

Now. that is the reality. I hope the new administration and this 
Congress, too, win both l'e(Qgnize that we have a responsibility to 
change this process from one of games and gimmicks- to one of 
truth in budgeting. We need to say what we really believe, what 
we really know the facta to be rnther than misrepresenting them. 
and then having to figure out who told the truth about wha.t the 
deficit was going to be and when it was going to be 3QO.and·some-
odd billion and when it wasn"t. 

1 hope we can figure out a way to do a better job of playing 
straight with this pro<:ess. I think the pvernment will benefit from 
it. Then, those of us who serve in government can take more pride 
in the work we do in this process. Right now 1 think it is a diJI... 
grace, and it really needs somebody with «mrage; 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 ~est is, and 
we know that it is a legitimate request. 

Well. I didn't intend to make that long a statement, but I really 
feel very strongly about it. 1 challenge you to try to help work. with 
the new administration and be an inl1uence in that direction. . 

Thank you, Mr. Chairman. 

Chairman GLENN. Thank. you, Senator Cochran. ' 

Senator Dorgan, we welcome you to the Committee, a new Mem~ 


ber of the Committee, a new Senator. Do you have any statement? 

OPENING STATEMENT OF SENATOR DORGAN 
~nator DoRGAN. Mr. Chairman, thank you very much. 
I have a Jot to say. but if brevity is merciful, let me simply say 

1 support the nomination. I think this is almost a perfect fit, and 
1 will be happy to question him later. 

Mr. Chairman, I yield back the balance of my time. 
Chairma.n GLENN. Thank you very much. 
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Mr. Panetta~ it you would take your plaee at the table, and 1 be
lieve We have some Members from California here, Senator Fein
ateto, Senator Boxer. and Congresaman Edwards~ who wanted to 
make comments about your nomination. We welcome their coming 
to the table at this: time also. 

It is my understaruUng that Senator Boxer has a commitment 
this morning, and the rest of you rut'" agreed that she could lead 
off this morning. Barbara. 

TESTIMONY OF liON. BARBARA BOXER, A U.s. SENATOR FROM 

THE STATE OF CALIFORNIA 


Senator BoXER. Thank you very, very much, Mr. ChAirm.en and 
Senators, and a special thank·you to my colleagues for bearing 
with me. I a.m due at another confirmation hearing. The CommU:tee 
on Environment ia hearing Carol Browner this mottling. So thank 
you very much. 

Let me just say that it is very exciting for me that this is my 
first official. testimony. Mr. Panetta. as a United State. Senator. It 
is "l/ery moving fol'" me to have this chance to be here for my friend 
and colleague.

Leon Panetta has been one of my closest oolleagues in the House 
of Representatives. He has .served as a model to me since ] got 
there in 1983. For 2 yenrs--actually for 4 years. I had the honor 
of serving under Leon's chairmanship on the House Budget Com· 
mittee, and 50 r can really testifY to you firsthand to his leadership 
abilities as well as to his pel"SOnal attributes. . 

As Chairman of the House Budget Committee. Leon dem
onstrated an extraordinary ability to bring people together, to bring
rival factions together. and this is a very big plus for us. There is
no one. in my mind. who could have brought together Members of 
the Appropriations Committee and the Ways and Means Commit-
tee. the boU weevils and the liber$ls. urban representatives and 
rural representatives and sub\l.rban representatives Uke Leon Pa
netta did. And to me it was the Panetta miracle. and we know we 
need another Panetta miracle right now. 

Leon's success in bringing together rival factions doesn"t come by 
8C1:ident. I can state to you without fear of contradiction that the 
House of Representatives does not have a harder worker than Leon 
Panetta. He 1.$ the fellow who turns on the lights in the morning
and he turns them out· in the evening. His effectiveness as Chair. 
man of the Budget Committee stems. in large part. from his mas.
tery 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 Panetta. 

But his (ocus on the need tor ftsea.l responsibility has not pre.
vented. him (rom designating priorities tor our $tarCe re50urces. On 
the Budget Comm.ittee. I worked with Leon to design eos.t.effective 
programs that would enabJe US to improve the lives of our rami... 
lies-yes. put people lint. our children in partic:u.bu--while a.aving 
government funds in the long run. . 

I believe that Congressman Panetta understands what invest
ments are, if you will, and what wasteful spending is. And we need 
that kind of leadership, and 1 believe that President-elect Clinton 
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made that a, focal point of his campaign, the difference between' 
real investments thatlay dividends and wasteful spending. 

For the retard. an very briefly. 1 want to state some of Con .. 
gressman Panetta's experience. He waa bom in MQnterey. a beau
tiful town on California's tentral coast. He graduated from the Uni· 
versity of Santa Clara in 1960, earned bis J.D. from Santa Clara 
Law School in 1963. He then served 3 :ycarG in the United States 
Army t reachiug the rank Qf first H(!;uten:mt. 

After leaving the army. Leon held a serlet of public service jobs. 
'He was legislative assisunt to U.S. Senator minority whip 'I'lwmas 
Kuchel; speeial assistant. to Secretary of U.S. Department or 
Health. Education. and Welfare in 196&; Director or u.s. Office of 
Civil Rights, 1969-70; and executive assistant to New York Mayor 
John Lindsay from 1970-71, I

Leon then turned to the private practice of law in California for 

5 years, and in 1976-1 remember it well, Leon-he wa.e. elected to 

the House of Representatives. In 1992, be was elected to a 9th 

t,enn. His people love him. One of the jokes that I always share 

with Leon Is to kind of go up to bim and ny. "'Leon. you only got 

78 percent in your election. What hap~edr " 


He has served with such great distinction, not only on the Budg
et Committee but on the Ag Committee. House Administration, and 
the Select Committee on Hunger. He has been a champion of a spe
cial supplemental nutrition program {or Women~ Infants. and Chil~ 
dren, WIC, one of the most important and cost-effective programs 
operated by the Federal Government. An active and effective legis
lator. Leon authored the Hunger Prevention Act of 19S8~ the Fair 
Employment Fractices Resolution which extended civil rights pro
tection to House employees for the first time. and a number of sue· 
cessful measures to protect the beautiful and fragile California 
coastline.

Leon is the father of 3 terrific sons--Christopher, Carmela, and 
James-and the husband of Sylvia Panetta who serves as hili un
paid chief of staff in Monterey. 

My colleagues. the loa of Leon Panetta from the House will 
clearly be felt in that institution. but there is a tremendous gain 
to America to have him as our Director of OMB. And I am very 
honored that I had the chance to lead off this testimony today. 

Thank you very muclt. Mr. ChairmJ.lll. 
~ STATEMENT OF SENATOR BoXER 

Thank you Mr. Chainnnn and Mtlmben of the Commit~. . 
It is II. great honor tor ~ to intr'odUC(t l..eon Panetta, Preaident-eltcl Clinton'. 

ncminee for the positicn of Direetor of the Offi«, or Management and Budget.
On a personal note, it is filling thal this js my first affidai testimony" a U.S. 

Senator. L«m Panet.t.a has bot1en (l.n~ of my d05e5t eollesgut!e in th~ House of Rep
t"t!SCntalives and. has ~ lUI III model to JrI0 zince my urivallU a Co~ 
in 1983.For 2 ye6f$. f had the hotu:Ir of &erving under Leon's ~p on the House 
Budse Committee:. Tbenncrt', 1 am ab14 to attest fint hand to his ).t,edet"abip .I;ri:ij.t 
ties 1).S _11 1).$ to his ~I attributes. 

As ChainntJn of th~ House Budget Committee. Leon has dtrnoMtn1ri &n extra0r
dinary :ability 14 bring 1Ogethe:r rival faetlon$. There is no one who (Wld have 
brtw&ht .ther Mernbi:!rs or the Appt'Opmtians Committee, the Wa,. and Means 
Com:mit~, the Boll Weevils and the Libi:!rals,. Urban rep-res.entatives and R!,U"&l rep
l'C$tntAtiVts like Leon did. To me, It wu !.he Panetta miracle. 

,. ..- ...-.,-..... 
Leon'. Wet::eM in bringing ~ether rival Caetlona doe$ not came by aecldenl. ! un 

atate without tear of wntradiet.ion that the" MOUN af Repraefltatives dOM not have 
a hardei' worker than Leon Panetta. Leon is the fellow who. 1W'1:Is the lifhbl on in 
the OfflCe every morn.lng and turn. them offat wahl His effectiveness u ~ 
of the Budget Committee iltt'IlUI. in Me Pan.. from ht. mut..er:1 cf the det&ih of 
Wdget la....e. the l'\IJ($ of ~ aM ttl!&' tradl.~ of th. ~tive brmeh of " 
CO;:o":::-u pnwided IflUter leadership on tho laue ofdeficit reduc:tioD thatt Leon 
Panetta. ffowevv. Leon.. fceotn on the need !or fitcal fttI~ hu net. ..PN" 
vented him Iiom dMlgnatirue 'Priorities for cur eeamt rMOU~ On the Budget: Com· 
roittH. ! 'mri.ed with Leon to d5.ign cost-effective ~ that wvuld ertAble lJ:a; 

to im~ the live of OW' ~ clilldnm m~ saving cw. 
el"nlIlent funds in tlwt lone run.. 

For the ~. l would like tQ briefly te'IIiew Letm'. ~IHICO. He .... bam ill {
Monte"o/, a botautitul Wwn on c.tifomi.-' CiI!Intftl eout. He graduated tram the 
UniVUS!ty or Santa Clua Jo 1960, and eamed h.iJ!I J.D, from Santa Clara Lt." 
School tn 1963. Lean then MNed 3 yeaH ill. the U.S. Army, n-.cb.i.ns the rank at 
fiNt lieutenant.. . ,. 

Af\.er leaving the A.rJny. Leon held a IIeries of publk: IHiMtlIllObs. He WIUJ tmaI ... .' 
tive assi,tant to U.s. Senator Minorit~'PThc:ItnM H. KOthil from 1966 to 1969: 
Special Assistant to ~ of O.s. ent cfHwth, Edu~*",n. and Welt&n ~ ,in 1969; Director or Ua U,8. 0I'fie. for Ml Rimte. ~'10; Pd Euartive AmI£at.. 
ant to New Yon Ma~r JlIhn t.indAay from l§7o-71. Leon then twned to the pri h 
vate ~ otlaw 10. caUramin for 5)UtS. p

In 1976, tal'! wu d~ to the Reuse of ~tativc:t. and in 1992 W wu 
.J~ to a 9th term. Hitl peop~ lfM! him. HiIJ ~ ru.unben al.a,.. deJn.. 

~ 
[

on.st.n:Ud that. He hu aerRd with dIDio.cticn. not o:nly an the Budget Committee, ,. 
but al30 the Agrieultw'o Cotnmittee. House Administntion Cmnmit.tee and tho s.. C 
led. Cnmmitt.e& on Hu~. }:

I . 
Throu,b his &tr¥i« on the Agricu1tute end. Selede! Committees. Leon bas 

diningw.!hed himstlf u a chomp""n or Wle, the Supp1e:mental Nutrition ~ 

~ (or Wamen. Inr.nt.s. and Children, -one (lr most importAnt and CXlSt-er· 

r.ect!ve program5 ~tM by t.h~ Federal Government. , 


An active and efl"utl;re legi$!llwr, Leon authored tho Hutlgfl' ~t.lon Art et .~ " 1988, !.he Fair Employment Pmetictrl RescinDoD, 'Whieb extended civil ri,ght4 pru~ 
tion to Ho\lSl!" emp'loYI\<eI fer the> fi.rst lime; and a number of wl'.lCefltlful mea.au.rt3 to 
proted lhe beautiful and fttagile California coasL f· 

Leon is the father or 3 terrifie ~ Christopw. ~o. and J~ and the t 
husband or Sylvia Panetta. who Ber'mi u hla unpaid ChiefofStaff in M~. !:Finally, I would like to ffiustrnte Leon'. deep commitment to deficit nduetion ,.
with a pmsonal anectlottt. Leon and 1 have been among a select group t,lC hardy Cali· 
forniara in the House who 0_ back to Califomia ~ 'lltt!t't-nd. I e>ln ~1 I 
attest \hat Leon" tmnntitment to thrift extends ao Cae that he ~ • bag filled i'with hi$ laundry {In the llinht so \hat he: an wash it at home and save ~ cost 
Qf a trip to the faundromat.~ ue plenty of peopl<il around MN wm, pm!ieh fis. jl 
W re:spcns1lill.ity, but Mone wllb Pl'tlctl¢et it with as much Mwtion .. LeIm. :1' 

My «JI~". the 1_ ot Leon PaMtta from the HOUR 9(iU cl,earl.y be felt 10 that. , 
InstitutWl"I. but ~ is • ~nd()"* pin to America to have him .as QUI' J>il'ector 
(lfOMB. " 

Chairman GLENN. Thank you, Senator. 
:\ 

,:"Senator BoXER. And good luck to you. 
~ Chairman GLENN. Senator Feinstein. 

;~TESTIMONY OF HON. DIANNE FElNSTEIN, A U.s. SENATOR 

,,}FROM THE Sl'ATE OF CALIFORNIA 


Senator FEINSI"ElN. Thank you very mucli. Mr. Chairman and 

~Senators. 

I W<JU!d like tD just begin by saying this, indeed, is '"- very proud 
day for California because one of California's native sons has been I 
nominated to a position which 1 believe in essence will condition J
the future of this country. 

Leon, I would like to extend my very, very seriO\1.$. congratula

tions to you and to Sylvia and to your family. J look at that hair, 
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and ] know that in 4 years there ia goil1( to be much more gray

in that dark head of hair. 


I won't repeat the C9mments made by my eoUefigue, Senator Bar.. 

bara Boxer, but I wo~ld like to: just ~. for whatever it is wortht


. Leon. that 1 think Senator Liebennan hit the nail on the head 
when he mentioned that any solution to the eris~ that faces this 
country with respect to the deficit has t(J be on a fair.-share basis. 
~d I thlnk in essence ~e sort~ of gave you a key to how to do it. 
because from my eampw!:.yOing for more than 3¥:2 years now up and 
down the largest State in the Union, people are W:illing 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 1 had the pleasure to read wa.s your report
that you produced as head of the Budget Committee. which put fol'
ward a number of ways to put forth a fair-share plan ~. in effect. 
reduce the budget deficit over time. And I, for one hope that you 
will follow some of those recommendations and that 

t 

you will recog
nize that if everyone does their share. if everyone,earries a little . 
bit o( tho burden. then I beHeve this country will see the budget . 
deficit decline and do so with extraordinary pride. 

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

Thank you_ 

Pl\£PAftEJ.) STATEMENT OF SENATOR FEmsr&lN 

Thank YOU. Mr. Chairman lind Members of the!!' QammjUH fof' the opport\fnity to 

speak before )'Gu. 


Today IS II proud day (or CallJotnia and 1 am hooored to provide this brief intzo. 

duetian of ~lIn !..eon Panetta during this cnnfinnat10n hearing fof' his ap

pointment as the OirectM of the Whiw H-ouse OflIee of M:a~.nt and Budget.


A nauve Cabf<>rnian. Mr, hrortta graduated magnA ~ laude fl'tln'l1he Univer

sity of Santa Clara wheN he eamedhla law degree u weD. He then served as II 

1st Lieutenant in the United States Army where he It$l'lUKI eM Army Commenda

tion MedaL 


Mr, Panetta's &U1l~Sil in Washlrn:ton. D.C. as .. Co~n i.e due in lBrie part 

to llis detailed knowledge of thll inner worki~ of Co~. Early in hi_ eare-er he 

served as a Legislativ," Assistant UI Senater Thoma. Kuehel of CalifQl'llia, before 

moving on to work in U,S. Iklpartment of Health education and Welf'a.re, and as
t
Dir~tor of the U.S. Offiet! of Civil Rights. Law, he also workm:! 1\8 an Executive 

Assistant to the Mayor of New York City, whim makes him partleuluJ,y ~tw9o'l.edge

ablt' of is.sues. facing the cities of out' Nat.iQn, 


But. what makets rum plll'ticularly welJ suited for this nomination is his distin

guished service in the U.s. Ho"U$lt of ~present.at.ives.- E1ect.ed to ~t the Car

mel Valley iJ1 19'J6, Mr. Panetta has earMd the ~peet of hi$ co11MgUeS with his 

stmit:,ht-forward manner and fair hearing of £acts.. KnGwn as IJIOfHOM who won. 

wdt with Republicans and 1)runot:n\t& auke, Mr. Panetta. is utAmely k~ 

.hl;: about the budgd: fJ~ in Congrm;. 


M a Member of tlle UQWJ18 Budg¢t Committee for the put 10 ~ and espe

cially as clWnnan in the past -4 ye&.l'\\, Mr. Panetta bas shown his abihi,. to t.ero 

in 0» reasonable and creative ways to trim the budget. As a mernbet' of the 1990 

Budll"et Summit. he played a fritkal :role in the negotiation al'ld enactment of the 

1990 measure to redu~ the budget defidt by nearly $500 billio:n over a period of 

5 year), 


In addition to his leadel1lhi~ on budgetary matters. Mr. Panetta has been the au· 

thor of important legislation. Including Hu?ser Prevention Act. of 1988 and the Fair . 
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Employment Plaeticea lteIKllution. ~ dvU dabta prot.eetion to HOWMt ~ 
~ fer the first tim.. . 

For hla a:perlente in both the budi'l'taq and lesdslattve ~ or the ~ 

Leon Panetta is ~1 QU8lif1ed to ~ 1M ~ ol1llan.apment aM 

........ "'" "" ....... ~ tho _ "' ... eon...-. I ".,.".. will

ena1:ile him to a mOlt e1l'ectiw dnetof' of the Otnb& ofMa~t aad ~ 

. ' Leea Panetta baa the akil1B. ~ence and ViSion to b6 Ute leading aBft&maJ1 

who turns a 2.()Q(4Is,ge budget doC:ument. into a blueprint tor tb4 ~er,- and the 

rebuilding of Juneriea. 


It ~ my sineru'tl plea.su;re to introduoe Congre$8lnan Leon PAMtta. 

Chainnan GtJi;NN. Thank you, Senator Feinstein. 
Congressman Don Edwards. . 

TE!mMONY OF BON. DON EDWARDS, A REPIlESE)'<TATIVE IN 

CONGRESS FROM THE !nATE OF CALtroRNlA 


Mr, EDWARDS. Thank.ytl\l, Mr. Chairman. I am honored to be 

here with my two new California Senators.. It is a great thrill for 

me to be here. . . 


Mr. Chairman and Members of the Committee, without reserva

tUm I can say as dean of the 52-member California delegation in 

the House of Representatives that there is unanimity in their sup- . 

port. in our support for Leon Panetta. As Barbara Bour pointed 

out. we at'e talking about members from the left. from the right, 

&om the middle, from the Sauth, the Nortb, and everywhere. He 

is without doubt the most resp~ and trusted and adrirlred Mem

ber of the House of Representatives. and he has been that Cor a 

long time. . 


I was very interested in the opening statements made by the 
Senators, by Senator Levin and by nll of you, and I think it pointe 
out very clearly the tremendoua task that Leon has in workitm 
with Pre$ident..:eleet Clinton in doing two things. which is not only ,:t. 

to reduce and get a handle on this terrible deficit, but also to have 
a h$althy economy and put the economy baclt on lUll feet eo that 
t:axe.a can. be paid.

Your budget Chainnan. Jim Sasser, just lest week pointed out 

the shoclting raet that this xear we are ~ing to collect in TeVenue 

$214 billion less than we did the year before. and this is in a year 

that our npenses are only going to go up $90 billion. So it is a tre

mendous ehallenge and 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~ 

d.rews Air Forte Base that put together the package· that did save 

over a period of 5 yeara-I believe it was in excess of $500 billion 

tha. we I... as a result or the 1981 tax bill. And Leon Is' tough. 

I think that has been pointed out also today. He is a negotiator

but a skilled. hardened, tough one-and that is what ~ nMd. 


Last, Mr. Chairman and .Members of the Committee; I come (rom 

the Ame part of the country_ 1 come from San Jose. and Monterey 

arid Cannel are 65, 01' 70 mil.. .."th. I have known Leon Panetta 

ror 8. long time. He is respected and loved in the San FranciscOf 

Monterey Bay area. He atunded law school where two of my BOnt 

attended. one (If whom iB a judge today. And that law &cl1oo1 was 

in my congressional district for a while. 


So 1 believe that Presidenwleet Clintoo baa made a wise eboi~. 

- I join all of the others in ~dmiring, loving:~ and trusting Leon Pa~ 
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nett.P. and I am really pleased to he 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 enthuaiasm of, I believe. every per.. 
60n, man or woman, in the House of Re:presentatiYd.

Thank you, Mr. Chairman, 
Chairman GLENN. Thank you. very much, Don. Thank you for 

coming over with us this morning. 
Conf{l"'eSSman Sasser has joined us-what did 1 say? NO' demo

tion. Or maybe it is 3, pro-mQUe!), I don't know, My slip. [Laughter.] 
Senator Sasser has joined us here and wanted to make an open~ 

iog statement, and we will aceord him that privilege. 

OPENING STATEMENT OF SENATOR SASSER 
&nator SAssER. Well. thank you very much. Mr. Chainnan. I 

apoJogize for being hlte this morning. I was coming back up from 
my State, and we were delayed somewhat. But I want to .1oin with 
my colleagues in welcoming myoid friend of many years, Congress-
man Leon Pnnetta. before the Committee this morning. . 

I might say that from the perspeeUl'C or having served as Chaff'-< 
man of the Senate Budget Committee now fot over 4 years and 
having had the pleasure to work with Congressman Panetta when 
he was Chainnan of the House Budget Committee:, I do beUeve 
that Presidenklect CHnton has made an inspired choice in sel~ 
ing Leon Panetta to head the Office of Management al1d Budget. 
I think it is Il clear signal to the Con~ .and to the financial com
munity that this new administration lSI HnoU8 about putting a harw 

ness at long last on the Federal deficit. 
I have worked with Congressman Panetta. as have many others. 

on budgetary matters, nnd we have been most impressed by his for~ 
midable talents and the qualifications tha.t he will bring to this 
new assignment. Leon is a master of tax and budgetary matters, 
and I think thls position, Mr. Chairman. as Director of the Office 
of Management and Budget is a perfect lt1atcll for the credentials 
and the expertise that Leon Panetta h$.s developed over the years 
on budget matters. 

My friend Leon is frequently described as a deficit hawk, but I 
"think he is also a pragmatist, a man who understands Capitol Hm. 
and he understands how to get things done. And I am wnfident 
that under his: tenure at OMB we are gl)ing to avoid some of the 
unproductive ideological posturing thathu characterized some of 
Congressman Panetta's predecessors, and instead we nrc going W 
get down to the business of getting thinp done. 

I think that Congressman Panetta will restore integrity to the 
Offi<:e of Management and Budget. I think the Federal budget will 
onoo again be looked to as a document that contains reliable jnror· 
mation, realistic predictions. and one that we can put OUt' faith in. 

I know that Leon Panetta will tell us the truth. and that is what 
Congress n~ and that is what the country needs to make in.. 
formed decisions. to reduce the defl.e1t, and get the economy back 
on track. ' 

So, Mr. Chairman, 1 couldn't be more plea$td to welcome Con
gressman Pandta, and I look forward to his comments this morn
ing. and r look forward to his swift confirmation as OMB Director. 

Thank you. 
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Chairman GLENN. Thank you very'much, Senator Sao..r. Thank 

~ Senator Feinstein. Congressman EdwardAl, tor being with us 
 ; i 

, 

J,this morning. Thank you.
Mr. Panetta, befon) we proceed, I wanted to acknowledge the ~ presence of your wife Sylvia here this morning. Glad to have her , 


join us at the hearings this moming and be present for all of this. ~i 

Just a eoupJe of bousekeepil'lg notes here. It would be the inttn.. 


lion of the Chair to run the maming $eSSion from 9:30, which we 

started at, to 12:30, and then break and go from 2 to 4 o'clock this: 

afternoon. If we need additional tim~ we have set aside time to

morrow beginning at 9:30 also. If that is neeessary~ the hearing 
 " 
would be in Dirksen 342, our ~ar hearing room. WMther we Ii 

,;
. need that or not. we won't know at this 'POint. 

Also. the hearing this mornirul will fl)llow the 6--minute rule since ~ 
we have a number of people ~ere. and the ear1y~bird rule. ~t ! 

. come. first called upon tor questIOns. ._ n 
Mr. Panetta, the rules require that confJ.rtrultion hearings be 

sworn testimony, $0 ifyou will rise and raise your right hand. IAl 
you swear the testimony you are about to give will De the truth, Ii 

,
the whole truth, and nothing but the truth, SO help you God? 

Mr. PANETTA. I do. . 

Chainnan GLENN. Thank you.

Mr. Panetta, we also have several :required questiona that we ask 


f-every Mtninee. not just for this position but any that we have for l'
confirmation. I would go through those right at the moment. h 

First, is there anything you are aware olin your backsaound that 
migbt present a conflict of interest with the duties of the office to i~',
which you have been nominated? 

Mr. PANE'l'TA. No, there is not. . . t
f: cChairman GLENN. Thank you. Second question: Do you know or 


any reason, personal or otherwise, that would in any way prevent 
 t 
you fl:<>m fully and honorably discbargIng the responsibllitl.. of the " 
office to whlch you haV$ been nominated1 :;,

"Mr. PANETTA. No, there is not. 1Chairman Gr.EN'N. Third question! If confinned. do you agree twithout reservation to appear and to testily before any duly con~ 

stltuted Committee of the Congress? 
 ~!Mr. PANETTA. Yes, I do. , 

1 
.'Cbairman GLENN. Thank you. ' 


1 be1iev~ you have a statement you would llr:efer to make? 

Mr. PANETTA. Yes. I do. 

Chairman GLENN. We' would like to have that. Thank you. 
 !,TE!o"l'lMONY OF RON. LEON Eo PANETrA. NOMINATED TO BE 


DIRECTOR, OFFICE OF MANAGI!MENT AND BllDGET 


Mr. PAN'ET'I'A. Thank ~:ery much, Mr. Chairtn.an and .Mem" 
bers of the Comtnittee. k you for your very kind remarks. I 

bHitat& to say a damn thIng, tmnkIy, with ulJ those nJ<e remarks. 

{Laughter.] 


But I would like to make 11 brief open'iJtg statement if I co1,t]d.
J want to. begin by thanking my t.hree friends for their very kind 


introduction. Don Edwards, the dean or the California delegation, 

~ really is one ~f the finest and.moat outstanding people that I have 
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had the privilege to work with III the yeal'II that I have ........t in 
public office. ' 

As for the two new Senators from Califomia. there will be a lot 
of "firsts," 1 assume. in the Congress this year. But 1 think r can 

. lay claim to being the first Presidential appointee introduced at a 
confirmation hearing by two female Senators from his State. t am 
extremely proud of both of them. I know them very well. and I 
kn~w they will do a great job for the State of California end the 
NUliu.n. 

I also want to introduce another \fcry special woman from CaJi~ 
fornia. and the Chainnan hru; already introduced her. my wife and 
partner. Sylvia, who has come out from Cali(ornia to join me. She 
really has been more than my chief of staff out there. She has .real
ly Lc-en a partner in the service we have provided to our diatrlet, 
so I did want to introduce her to you. 

ML Chairman and Members of the Committee. it is a privilege 
til OA'I'Ie before you as the nominee by Presidenf...elect Clinton for 
Dire-dar' of the Office of Management and Budget. _ 

AU tlf us have a rare opportunity of serving our country at a piv~ 
ats.! moment in history. 1 believe our ability to work. together. the 
executive and legislative branch, Republi.eans and Democrats. to 
work together to lay the foundation ror st.rong economic growth and 
to make that growth bappen in the fut.u~ will largely determine 
our Nation's fate in this next century. 

The commitment to public service is something aU of us take 
very seriously. It was instilled in me by my parente, who came to 
this country from Italy 62 years ago, with little education and little 
money in their pocket, like a lot of immigrants to this country. but 
who came here because of the promise that this land held for 
countless people, that. this was a land of opportunity. Hard work 
and sacrifice are what. their lives were aboUt. They and millions 
like them made this Nation great. 

After army duty,l began a ~reer in public semce~ working here 
in the Senate as a legislative assistant to then minority whip Tom 
Kuebel. And then I served in the Department of Health. Education. 
and Welfare as Director of the Office for Civil Rights. I later prac~ 
Heed. law in my home town of Monterey before being eleeted to the 
CongTeS:!l in 1976. 

Wheth-er the job here was to enforce civil rights laws. 88 I did 
in the Office for Civil Rights, or whether it was working over the 
past deeade-and·a~half to represent the good constituents of mr. dis
trict on the central coast of California. to try to restoN sanIty to 
the }t"'ederal budget. working with peopJe like Pete Domenici and 
Jim Sasser, whether it was trying to help feed hungry children in 
our eQuntry and t.o try to protect our enVlronment, particularly the 
coastal environment off CaJifornia. I have sought to meet the ideala 
my parents passed on to me when 1 grew up on California·s cent!'$l 
coast: Honesty. love of Ctluntry. hard work, concern and compassion 
for others. and respect fot the law. 

I am proud of the ethical standards that Presidentweleet Clinton 
has set for his adminJstration. and I intend to bring that same kind 
of integrity to OMB and to the budget process. It is sometimes 
painful. but the American people need to be told the truth about 
the Federal budget. 11tey need to know where we are with this def. 
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lelt. They n~ to know the tough choice. that .,. he.. to <ont"",t. 
We have hidden that tact (rom them for too long. And I think if' 
there is any massage that came out of this laSt election» it is; 
Please WI us the truth. And thet is eza<lly what t intend to do. 

One other thing my parents taught me, and somethi.ng I have ap. 
p~ted .as 1 have raised .a family of our OWn, our 3 SOlUl, it is the 
obligation that we pass on to our children a betb):r life. a better 
wuntry, a better future. That really has been tho great hope of the 

. American dream, that we could always give our children a better 
li~. _ 

In recent years, I think our Nation has forgotten that important
Jesson. Instead of" saving and investing to give our eh.iJdren a better 
life.. government haa been spending and consuming fat- more than 
we nave been willing to pay for. 

That has created a legacy of tremendous budget deficits and debt 
that now we are posing on to those future generationa, because 
they are the ones that are going to have to pay fOT it, and an in~ 
vestment deficit that has reSlly left too many young people in this 
country with inadequate education for the 21st Century and the 
kind or challenges that faee our clilldren in this coming -oentury; too 
many worker-$ m trained, too many Americans with inadequate
health care and nutrition. and too much of our infrastmctun) in 
disrepair. 

We need to confront all of these deficits. to make the tough
choices, be prepared to make some sacrifice-that 18 a word Wit 
haven't beard very much over the last 12 years. but that is where 
it is at; all of us,are going to have to make some sa.crmce-if our 
economy is ,oinff to M more productive and if we are to: provide 
greater opportumty for OUT children tomorrow. " 

As his clwice for OMB Director. 1 want to help fusident-dect 
CUnton carry out his commitment to confront these defidta, tha 
budget deficit and the investment defidt in our society. 

I also want to help him cany out his related and. I believe, 
equally felt eommitment to make government work again. 1 am. 
very aware or this Committee's strong interest :in improving man". 
agement of the Federal Government. in mnking government more 
responsive, in seeking to prevent wa.ste and fraud before they 
occur, and moving quickly to resolve them if they do. I have made 
it clear in the ~ast and I repeat it again toda,)!' that 1 share your 
strong interest m improving management. and I intend to make it 
a top priority of mine as Director of OMB. 

One of the Senators made the statement" and 1 think it is true. 
1 think it was Senator Lieberman. People don't WISt government 
anymore." We have lost our credibility with the American people. 
And in order to tty to deal with the dellcit Illld in order to tty to 
say to them we want to make the invutmenta that need to be 

_ made, the first thing we have to do is establish our c:red1bility with 
the American people that we want to make this process work. I 

,,. think thAt is what this Committee baa been concerned about, and 
:'. I want to work with you in that effort. 
:> In short. we need to make government more efi1cient. more ere

-ative, make it an instrument of iong4enn eronomic growth, not an 
impediment, and make it a source of investment in our futu.n:. nnt 
·8 robber of our, children's birthright. 
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The new administration is ready to work shoulder to shoulder
with the Congress. s.:nd let me just say very personally to all of you, 
I have worked with many of you, whether it. was on budgets or in 
eonferences of one kind or anot.her. There is no substitute for our 
ability to work together. We have a real opportunity, it seems, this 
time around to be able to have the esecutive and legislative branch 
try to work together to solve the problems that faoo this country. 

We and the A..'"nerican people faea a v~ry dL.'li.cult challenge, and 

we face some very difficult. choices_ But I believe the Ameritan pe0
ple are ready to fnee those chokes. They want us to work ~er 

to solve the Nation's problems. It is by that standard that we 

should ~nd we will be judged.


Thank you, Mr. Chairman. 
PRErNtEo STATEMeNT or Mn. PMJWlTA 


Mr. Chairman and MC:l:I\ben; of the Committee. it i.I a pri'li~ to come hefON! you 

jl-S Pres:ident-elec:t Clinton nominee (or Di.reetor of the 01Uee of Managermrnt and 

Budg~~ ,


All of us have the- rare opportunily of seniflg our country at. a pivotal mom"'!t 
. in history. I ~ cur ability to worlt together now to lay th~ (oundAtion (or strong 
~c growth i.n the future will largely dt!t.e:rJnine OUT Nation's fat. in the 2l1t 
Century.'l'he cmmnilme-nt to publie servil:e is something all of WI' take wry seriotal)'. It 
WNJI instilltd in me by my pliHnts. who came to thb (OUntry &om IWy 62 )'tII.l"Il 
ago, with little eduutlon 01" money. HCldy to won. in a land of "J,'!'POt'tunity. Hard 
wwk and perirtee are whot their lives were about., They and m'lflions lUte them 
made our Nation great.~r Army duty. I boegan a Weer in public service, worlting in the &nate and 
then ajl. dinetor of the ~nt of Hulth, Education, IflM W/':lflll'll's OffIce for 
Civil Right&. t lAter pt'.fIctiecd law in my home: town of Monterey berate being el«Ud 
to the CO~ in 1976. ' 

Whether fighting to enfbtc:e civil ri&hts laws., ot' 'M)'t'king the 'PoUt ~nd·lfl~ 
hAlr to ~pte:mlt my ecMtituents. to te!Itm'e sanity to the redtttl budget, to Iwlp
rt'«l hU!lgt')' children in our CQuntty. and to prot.ect t.tt. envirorunent. I ba-n MUib\ 
to meet thfl: Ideab my ~t.s p~ Qn to ~ as 1 grew up <In CaliforniA'. central 
eoast--bortes1:y. love or (:(II.Intty. hard 'IIrork,. t'OflMm for othm, and respeoct. for the 
law.Jam pl'tFUd of the ethical stam:ianb President.-elen. Clinton ha5 aet (or lU admin
istration. 1 intend to bring that same kind of integrity ta OMB and to ~ bu.dget 
PtQtesa. It ill lI1C'.U'netimes painful. but the American people n* to be told the truth 
about the Federal budget. 

One atMr thlng my parents tilught me. 80lMthintT I've appreciated: as I've ",filled 
a family Qf cur own, is th. obligation we ha~ to pasa on to our thUdren a betkr 
life, a betw cauntry. a better fut:u:rtf.

In recent yean. 01.11' Nation bas fcrgolten that leucn. InstMd of saving and in
wsilng to give cur children a ootWl" life. govtrrtment hU bHn .ependlng. ~ng. 
far mO~ than we have been willing to p.ey fOr. 

Tha" has created a lqrM:)' of budget deCidu and dl!lbt that 1ri1l be paid by futunt 
Senerutions. sntl. an invdtment deficit that h.. 1eft too many :you.na people witb i-.. 
a~uate education." for 'alit ~ntury jobe. too many worken iU_tiirlrll!ld. too many
A:nerlean~ with inadecnl8w m.alth CftJ'e and nutrition. and too muth of CUI' infra
st:ructu~ in d1snplflir. We need to eo!\frcnt these ddicits, to mAke the touch t'hoiees 
and be prepared for SIOlH satrifioo, in Qrder to tno\:e OUT eeomm)' produetive and 
pnvide c:rea1.er opportunity fur OW' ehUdren tomot'I"OW. 

M his cboioe for OMS Directot\ J want to help Pruideowlt>tt Clinton tAITY out 
his eommitJnent to confront theM deficits. 

1 AJ$O want t6 help him tarry wt his m.U!d and" I believe, equally felt eommit· 
ment to. make P'tmmeni work again. t am wen .W1ll'* cr this Contm.it1ee'a stronc 
interest in il'l'lprovi:ng mau~ent of ~ Federal Government. In making govern
ment more re'SpQl'l$ive, in ~king tb pteV1l!tlt waste and fraud bef\'mI they oot'Ul'".rut 
maving quickly to resolve lh~ if they do. t ha.~ made it dMr ill. the pa$l" and 
J A'peat today, that I share your stt1lng intuftt in impl"OVina ~nt. and 1 
,_, ...~ _"'I......." .. nrinritv Ilfmine as ~ crOMB. 

''-'" 
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til -.hort, " ~ to: make government mare efficient and: more ~. D\Ue tt 
aD: instrument cr long.term iI!C(Inomie growth, not an impeQimet, and make it a 
tot.It"CCt of illvutrnenf. ill out I\tture. not II. W>bber of cut' ehilnnell." birthright. 

The new adnrlniaU'atlon is ready to work $hoWw to &boulder with the Corun:-es. 
We and the Amuiclfln people fate diffitul1 dutllengu. a.nd " race veq diliieult 
ehoiee!l. But t believe the American people ant' rea<!y to face up to thoSe ¢hokes. 
They want WI to WMk tegflther to so1~ the Nation', p.rob1ems.lt is b1 Uuit.1ItII.ndanl 
that ~~hl. 4fid ornll. be judged. . 

Chail'lllnn GLh:NN. Thank you. We will follow the f)..m.inute tim· 
ing on the questioning. . 

The Federal budget deficlt for fiscal year 1993 is no~ projected 
to be some $327 billion. I hear talk of deficit projections for 1997 
of more than $380: biUion. maybe -approaebing $400 billion, and 
that is just if current serviees are matntained. Pl"esident-eleet Clin. 
ton originaUy promised to cut. the deil.clt in half by rlSC8l year 1996. 
Is it still your goal to cut the deficit in half' by fiscal year 19961 

Mr. PANET'l'A. Mr. Chairman. we are in the process ofpnwmting 
8 number or options to the President, and he has made no final 
choices at this time. 

I think the key right now is to restate the commitment that he 
has made, which is that we have to aeh1eve multl..year deficit re
duction that is real and that we can stick with. He bas also made 
:II commitment to try to make important investments. targeted in~ 
vestments in tWa country, in areas like education and health cam 
and infrastructure. as well as. growth in terms of business inc:en~ 
yves.. 

Let me give you a personal view on thi$ \$sue because I think 
that is important to do. 

As Jim Sasser and Pete Domenici know very well, the numbers 
in this game change a great deal. Almost as. we speak today. the 
numbers mange, particularly when you have a deteriorating econ ... 
omy on your hands. Revenues rall shortj programs increase, like 
Medicare and Medicaid and AFDC. and it is always tough to tie 
yourself to a specific number. 

I think the test of credibUlty. when it comes to the deficit reduc:~ 
tion process. is that you set a deficit reduction goal-a deficit re
duction go.a1 that is credible and that you are willing to enforce. I 
think that was one of the strengths of' the bu~t agreement, that 
it didn't necessarily say we are going to reach a certain deficit tar.. 
get. It said we are going to aelifeve a deficit rtKiuctlon goal. And 
then back it up with choices and with enfol'Qement. and that fa: ex· 
actly what has happened. '. 

So I think tbat is the real test. of credibility, and that i. what 
we ought to focus on. But at this point. I have to teU you that while 
we are presenting a number of options to the President, he has not 
made a final choice o.n that issue, . 

Chainnan GLENN. You stress a credible goalt and·l agree with . 
that. You wouldn't want to say thiJJ morning whether cutting the 
deficit in half by 1996 is a credible goal at thiS point?

Mr. PANETTA. I think that is one of the goals and one of the op
tions we are: presentinJ to the President. 
< Chairman GLENN< O. you have estimates of the deficit in each 
of the next 4 years? 

Mr. PANlm'A. W. are basically working oIl'OMB'. estlm."" of the 
deficit. and now we are looking. as you know. as a !'MUlt of what 
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was presented by OMS last week. at deficits that are almost going 
to ext:eed $300 bilJion into the future and approaching $400 billion 
by roughly 1998, 1999, and $500 bmion after the turn of t.he cen" 
tury. What you are looking at right now a deficit line that is shoot. 
ing straight up. " 

Just to get back to your first question, I think the key right now 
of any deficit reduction plan is to try to stabilite this debt~tQ..GNP 
ratio, Right now we have lost control of thaL, and we have got to 
stabiJiz.e it and tum that curve back down. $0 that we are beJrln
nlng to move downward with regard to the deficit target. So tnal. 
I think, is another legitimate goa!: stabnize that debtwto-GDP ratio 
and try to get the curve moving downward. 

Chainnan GLENN. If the deficit is cut too quickly, though. It 
could hurt the economy in the short tenn. What are your views on 
the balance between deficit reduction and economic giowth? 

Mr. PANETTA. 1 have always felt that this is not an either/or 
game. I know there are some that would say. wen. you can't do def
iett reduction at the same time you ate trying to deal with eeo.. " 
nomie problems, and some who would say that you have got to b'a~ 
sicaliy focus on deficit reduction and you can't. invest anything
withjn the economy. I don't think this lS an either/or proposition, 

I think you have got to do it sensitively. You have got to be able 
to plan this correctly so that you do make some targeted invest~ 
ments in areas that need to have those investments. We have. 
frankly, not done enough with regards to education and with * 
gard$ to infrastructure and with renrds certainly to providing in~ 
centives that need to be provided to business in our society. , 

But at the same time. it has got to be tied to a credible, long· 
term deficit reduction plan. You have got to have both working in 
conjunction. Obviously you may want to move some of those inves~ 
ments up front. but you have got to show the American publi< that 
it is tied to a long.tenn. credible deficit reduction plan. Because if' 
you just simply throw money out tMTe, I think it eould do incred~ 
ibJe harm in terms of the markets and people's trust in our ability 
to again get that defidt down. So the two have to be tied together. 

Chainnan GLENN, All this is a balance between in(.()me and 
outgo, obviously. There has been a Jot of talk since the campaign 
about the likelibood of a middJe.eJass tax cut. Do you fa'Yo," a mid~ 
dIe-class tax cut? 

Mr. PA.~ETrA. I have to uU you that I don't know that there is' 
anybody who doesn't want to cut t.nxes for people, and I am in~ 
eluded. But obviouslY our first priority-our first priOrity-:""ls 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. layout the investment path that we want to follow 
and the targeted investments we want to make. and then I think 
dependent on that lies the question of' whether or not we can go 
any further with regards to any kind of further rcductiona on _... 

ObviousJy, I think aU of us are interested in trying to improve 
the progressivity of the tax system, in trying to impl"O'V'e1 its fair
nesS. But I think our first priority right now is to do defleit'reduc· 

Uon and to d. the In_onto that need to be m"de. Thai !~ the 
first priority now. ., 

Chainnan GLENN. In the past, you have opposed a balanced 
budget constitutional amendment. at the same ,time advocating III 
ba1an~ budget.. obviously. What are your viewa on a balanCed 
budget now? Should that be a goal or a requireme-ut? You haw pro
posed some other approaches to tha~ Do ynu faYoT S".lcb thtnp u 
l!ne·item VElte. and ~$Bions7 There are several difrennt w:aya of 
appronclllng this thing: a balanced budgel ot, a qualll-balliilced 
budget legislation here as opposed to amendment; lin..ltem 'Veto re.. 
aclssiona. Give us: your views on those ~ woUld )lOut . 

Mr. PANETTA, All right. First of all, I am a baUeVer that ,what
ever phm you put into place. you have got to bacllt up 'With atron, 
enf~ment. Otherwise. fra.nkly~ it doeSn't have eredib1llty. So you
have got W be able to have and l're.sent to the Alheriean peopl. the 
fact that whatever plan you eatablish is baeked up by .tron, en· 
forc:ement. which means that you do set some lQela itt tenna of 
spending, that yeu back. it up with .some teeth to enforce those tel''' 
e1a~ secp.nd, that you ha~e a pay...aa-.you~gD .req\thement with ,.. 
gartl$ to program., thai you are showing if "'" "IUlI to ""Pond 
benefits that you are willing: to pay tor thO$e. ThOle are aU, I think. 
very important enforcement goal •. ' 

With regards specifically to a balanced' budget constitutioual 
amendment. I have had some wry strong oon~rns about d.oiI'lg
that, mainly because I have always said that it really i.s dQpendent 
on strong leadership in this country. a President and a Congresa 
w(lrking together to make the choices. and that It isn't n~ 
to change our most sacred dowment in this councty in order to try 
to achieve that. because that fa dependent on leAderahlp. It is de- . 
pendent on making tough choices. not on whether or not we change 
the Constitution. 

My goodness, in our history we have had Presidents that haft 
been willing to -confront that issue. and they have confronted that 
issue succes.sfully without having to change the Conatitution. So I 
hesitate to change the Consutution. At the same time. as I said. 
I think you need that stro~ enforcement mechanism. 

On just balancing the budget. let me just state that obviously we 
need to grind this deficit down, and we need. to try to get it below 
1 percent of GOP. Whether we actually reacll a balance or not. aU 
of u&-I think economieally I don't knaw that it is an absolute es-
..ntlal. But we certainly ought to try Ie gel that deficil below 1 
percent ofGDP in the future. 

.As to a rescission plM or what is eal1ed the line-item veto, the 
House of Representattves adopted a provision whieh I would $UP-
port which would require that the President's recommendations 
with. regards to rescissions be voted on. The President currently 
has the ~r. obviously. to rescind. The problem right now is that 
the PreSident's proposals on resCissions don't neeesa8rily have to be 
voted on, by either the House or the Senate. I 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 t.he House \VOuld 

L~ provide for that. and 1 would support that approiich. 
. Chairman GLENN. But not just a etraight line-item veto as sucl1 

with no protection? 
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Mr. PANETTA, That is correct. 
Chainnan GLENN. Thank you. 
Senator Roth. 
Senator ROTH. Mr. Panetta, there baa been a great deal or spetU"

!ation that the new administration will use the new OMB dld'iclt 
estimates as the reason why it can't cut its: deftcit in half. Yet as 
is pointed out both in the Washington Post and the New Yon 
Times, the new OMB figures are not really new. As a matter or 
fact. it is a fact that the ·CGngresslunal Budget Office 14$t August, 
before the campaign was .over, spelled out very dearly that it wu 
their estimate the deficit would be $66 biIlion higher. Is that not 
correct? 

Mr. PANE'ITA. I think CBO basically indicated that we were look
ing at a higher deficit line. OMS obviously made its adjustments
more recently. But I think you and I would als¢ agree that we have 
seen probably a lot more deterioration in terms of that deficit than 
anyone anticipated. I think you are looking at almost $100 billion 
at few months ago. and now we are looking at about $50 to $60 bil
lion more in deterioration for the 1997 deficit; a lot of'it due to-rev
enue re-estimates. a lot of it due to Medicare and Medicaid expan
sions. 

But the answer to your question is we anticipated, I think, at 
that Ume--at least on the Budget Committ.ee-tb.at there would be 
further deterioration. 

Senator RoTH. So that. in and of itself. is not a reason not to 
meet the deficit reduction proWsed? 

Mr. PANETTA. No; the problem is that it ereates greater chal
lenges, obviously. AJ; that number deterioratesl it means that you
ha.ve to make tougher choices with regards to where you are going 
to try to find the spending savings and where you are going to try 
to find the revenu~s to try to meet those targets. 

Senator RonL Now. last July 19, the Washington post quotes 
you as saying with respect to the Clinton pJan that, ..It doesn't, 
frankly, confNnt the issues of how we reduce the deficit. I don't see 
how he can take the level of' revenues he is talking about or the 
spending cuts he targeted and simply pump aU that into added 
spending." 

Now, my reading of "Putting People First" is that it fails to ad
dress the cllallenge of the deficit. The chart lover here illustrates 
the OMS baseline and the ?rovam as described in "Putting People 
First." It includes $150 billion 10 new tues for 4 years, $220 billIon 
in new spending, and $145 biUion in spending redl.1etions. 

Now. it seems to me if you look at thoselines-they are pretty 
parallel. The Clinton plan is a little closer, but basically the lines 
run paralleL It seems to me that what this represents is more 
taxes, more spending. 

How is the new administration going to reduce the deficit by half 
by 1996? 

Mr, PANETTA. Well. obviously, any approach to reducing the defi~ 
cit I have always believed, and ] continue to believe. and I think 
the President·elect understands. is that you buiea11y have to look 
at all key areas in the budget. You have got to look at defense 

1T:b.t- dlatt ntt'm1!<d to ApptaNI on ~ 156. 
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, 
spending and whether or not additio-nal savings ~ be achieved 
there. I think non-def~nse spending, which is an area that obvi.. ': 
oUBly has taken its tbare of hib during the 1980's. nevertheless I ,." think you ean stm get some 8S.vings there even thoum there ~ 
should be some lnve&tmenta. Third, 18 the whole area 01 entitle ~I'

I,'ments, which I think is a X"rlme area. Iryou are looking at an area 

that he expanded drnmatu:nlly that i.a causing a ~ part of this ' ";; 

problem. it 18 the entitlement area, particularly on health care. We 

are looking at a tripling of costs with regards to Medicare and Med· 

ieald. 
 ,,You cannot do anything about these lines unless ytl-u confront the 
issue of health care and the eosta that are expanding in that ~a. " 
So that is a meJor challenge. That is 50 percent of the entiUementa. .,,>. ,In addition to that. I think 'you have got to look at other areas ,:of entiUements as well And, lastly, you haV$ got to look at reve-. ",! 
nues. " ! iEverything has to be looked at in order to dovelop tho pacltage ; t 
of deficit reduetion that you are serious about using in Order to 

::" 
-~ " 

Senator Born. Let me ask you a questioa there, Mr. Panetta. 

Mr. PANET'TA. Sure. _ 

Senator RoTH. The economy is beginnlng to recover, but I think 


everybody is in agreement it 1a not too vigorous. Does it mab 
sense, can we really'afford to put $150 billion in new taxes sa pro-. 
posed in "Putting People Fint"'? What effect will that have on the 
economy? :.~ 

I would just point out that $155 billion in taxes was imposed in ,
the 1990 budget agreement. Did it help the economy? Did it help " 
reduce the defiejt? Or did it only make the problem worse? '~ 

'.{JMr. PANETTA. Senator, the budget agreement of 1M $500 billion. 
"two-thirds of that came out of'spending and one-third ea.me out of ''fl 

revenues. And I have to tell you trult that is about the right for -'::i 
mula. If you want to put together a deficit reduction plan. you have :'tgot to Jook to revenues. , i 
, The answer to your question is: What 18 the moat regressive w , 
that people are paying right now? It is the tax on the deficit. I t 
mean. let's not forget that that deficit represents a tax on families fand on our kids in the future. And we ea.n't pretend that somehow, 
you know, we are not goi~ to confront that tax that is out there. 1 

i 
" And tn do that, everybody 18 going to have to share a litUe bit in 


this challense. 1 don't think you-you cannot faehion a pack.asre. a 

eredible paekage on detldt reduction. and take revenues off the ,

table. You just ea.n't. . 

" Sen&t()r RoTH. And yet what I am saying is that this was the i 

)

theory of'the budget agreement of' 1990, that there would be 8. eer- ,

tain amount of revenue raising. there would be a certain amount 

of deficit cutting, But what did it do? It belped bring about !hit re ~ 

cession that. of murse, next ·had the imp8(t of inereasing the deft.. 

cit. 


Isn"t it true that somehow we have ~ to get a program together

that win ueate growth and jobs? Isn t that the way to reduce the 

deficit? ' 


Mr. PANE'M'A. Litten, first of' all, I have heard the argument.on
'the hndPf'tt It~,.nt ~,..,rt 1 fI...~",_",,,,....l1 •• .:t~___~ ...'L.A~ ~', A l. .• J'_ 
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et agreement or the revenues that were pm of the budget agr:ee
ment were the eauae of the recession. There are a lot of other rae.. 
tors that were involved: the Persian Gulf, what was happening 
with regards to inflation at that poin~ the jam~up--

Senator ROTH. Wasn't the Persian Gult paid for by other coun.. 
tries? 

Mr. PANETTA. Well, when there was the fear or what the Persian 
Gulf situation would do with regards to our oil supplies, that was 
a dramatic shock in t.erms·of our economy and I think did not hell! 
us in terms of .our abiUty 1.0 try to pull out of the :recession. I d.on t 
think 1t was the budget agreement. I really don't. I think. frnnkly. 
if we hadn't put the budget·agreement in place, we would be in . 
worse trouble today in tenus of our llIbility to oonfront this problem.

But having said that" yes. you do. have to invest in jobs. and yes, 
you do have to provide incentives, But in doing that, you c.a.n't lose 
sight of what YQU have to do on deficit reduction, And, Senator~ if 
you have to achieve-and I think you do have to achieve some
whf"t'C between $300 and $400 billion in deficit. reduction over these 
next few years in order to achieve any target. that you are a:ft.er. 
you cannot just do that on thll spending side. You bAve got to look 
t,"l r'l'venue\J as well, 

Senator ROTH. My time is up. but just let me make two oom~ 
ffients. I think history shows that tax increases rtSult in govun
m~nt spending, tax .and $pend. That is my concern there. Second, 
yeu talked earlier about reasonable goals and deficlt ·reduction. but, 
unfnt'tunately. that is what people came out and said after the 
1990 agreement, that that was establishing reasonable goals. ' Yet, 
the result, I regret to say. was miserable. 

Mr. PANETTA. A~ain. I disagree with tha4 because t think the 
budget agreement IS probably one of the best things we have done 
in the history of the budget process, and reinforced it. 

S'!'nator ROTH. Our deficit has t'xpanded mightily. hasn't it? 
Mr. PANE'M'A. The deficit problem is essentially due to the reef!&

sion we have boon in. and if you look at what is causing the ml'ljor 
part of the deficit, it is loss of revenues and it's also the impact 
that. we have seen with regards to growinff entitlement programs.
& those are the main etlUOOS we are looking at, and if we didn't 
have the budget agreement in place, my fear is that we would be 
in even worse trouble today in terms of eocnfronting this problem. 

Senator ROTI-l. But many economista will say it is a consequence 
of the budget agreement that extended and deepened the recession. 

Mr. PANE'ITA. I have heard the arguments.
Senator RoTH. My time is up. 
Chairman GLENN. Senator Levin. 
Senator LEVIN. Thank you, Mr, Chainnan. . 
Congressman Panetta, I ,am glad to hear you give great emphasis 

to the first priority, which is to get our economy moving again. but 
to do that through public confidence that we are trying to get our 
budget house in order. It is not in order. The buduet numbers have 
not been arrived at honestly. The books have Qeell eotlSistently 
cooked. 

I happen to agree with Senator Cochran that the administration 
is not solely responsible for that. I thlnk there is some rongres
sional participation in that process. so there is plenty of respon. 
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sibllity to be .hared In that. Non<l.b.I.... what we neod Is an bon
~t assessment of where we are at. r think that IIJ essential, if we 
am going to have real deficit reduction. 

I hope: you stick to yoUr guns on deficit ~uctlon. There a:N 
going to be those who tty to persuade you that we an do it without 
doing anything about entitlements. You have made it clear here 
this morning that we are going to have to do something about enti
tiementb. and that is not limited to Medicare and Medicaid. either. 

. There are going to be some who ate going to tty to persuade you 
that we can do it. without reducing defense. You have made it dear 
bere this morning We are looking at deten&e and other dommic 
dieactionary ~ding. 

There ate gomg to be some who are going to try to perauade you
that we can have significant deficit reduction without looking at 
revenut's. You have made it clear here thia morning that we are 
going to have to look at revenues. The fU'1Jt plaCE! to look is revenue 
increases from the wealthjest among us who did awfully well in the 
1980's, but it is not Hmited to that. You made that clear this room
ing. Stick to your guns on all th.ree. 

The reason I think President-e!ect Clinton selected you is be~ 
cause you have been courageous in speaking out in this .area. and 
that ls what we look forward to your continuing to do, which is to 
keep YQur focus on ail sources of deficit reduction because without 
a11 of them. we are not going to get any of them. T:h.;t it the lesson 
ofth.e past. 

We took a survey some few years ago as to whether or not the 
public wanted to use any revenue from an upper income tax in.. 
crease for things like educatic>n, or whether they wanted .a middle. 
income tax cut. or whether they -wanted defleit reduction. The mid
dle income tax: cut came in last.. 

The public knows what we need to do. and deficit reduetion is 
significantly higher than a middle income tax. cut in their mind, 
not just in your mind, as it has f>ee.n. I believe, but also in thE! 
public's mind. And that is an important ground to build on, becaue.e 
the public must support whatever pacltage to be put together. It is 
going to take a "we. 

The Prealdent must lead. but the Con.sreu has got tb be a part
ner with the President in putting together a comprehensive pack.. 
age, and your haekground is critical in thnt. becauae you know the 
COngress as weU as anybody-aa to what is essential (or us to paz;. 
ticipate. and that is a program of fair or shared hCrlfice. where ev
erybody participates. Because if you let one special interest group 
or special tp'Oup off'the hook, everybody then fmmedi~te11 seeks to 

, be treated 1ft the same way and allowed to be off the hook. as well 
. So I think your answers here are very reassurin, this morning,
I commend you on them, What you a.re buically saymg, u I under. 

'. stand it, 1$ we are not taking anything off the table. You are look~ 
lng at all options. I believe you will have congressional support in 
that. again, if it is comprehensive and across the board and i( you
don't let a Jot of groups off the hook. as appealing as those cases 
may be. There is a lot of appeal to those eases that will be made, 
but all of us have to resist that temptation. 

We are lOOking forward to your leadership and the President's 
leadership. and I belieVE! ;vou will h8Vp. ~nnnn..t lur .,H...I.r....... t .......... ,. 
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guns on deficit. reducUon, even thoulh there is ACme ahort-tenn 
sacrifice involved in order to achieve what you hav~ so eloquently 
pointed out.. which is the future opportunity for our kids, the way 
our parents and grandparents guaranteed it and assured it for us, 
by sacrificing and saving and investing, instead of spending our 
money.

I would like to talk to you about OIRA. the Office of Information 
and ReSUiatory Mairs. It has been controversial s1hce February of 
1981, when President Reagan established it by Exeeutive Order. 

There have bren a couple of issues that have been in dispute: 
One is whether an office 10 the Office of Management and Budget 
should be given the power to review agency ru1~s in the first place;
and ~nd is how that power should be exercised, if it is going to 
be exercised. 

I have been supportive of having a central review meehanism for 
regulations. I saw as a Jocal official what happens when you don't 
have accountability in elected officials for ll»t\1lations. I have got 
serious problems with the way the office bas been operated. It has. 
kept the public: in the dark.. Their deliberations have been off the 
record, out of the public eye. We have seen this most recently in 
the Competitiveness Counci) in the Vice: President's Office. 

My question of yeu is do you know where the admini&iration is 
going on the regulatory review pto«ss? And, second. to the extent 
that you aN Being to have regulatory review, will you commit that 
any such review process will be subject to clear and full public dia-. 
closure procedures? 

Mr. PANETTA. First of an. with ~gardt to- the basie issue of 
whether or not there ought to be a central OMB re'View of regula~ 
tions, 1 believe the President-elect and the new administration feel 
very strongly that there has to continue to be a review mechanism 
within the Executive Office of the President of regulations that are 
going through, for several reasons. 

First. obviously, there are going to be divisions within an admin
istration ef\entimes between departments and agencies with re
gards to certain regulatioDs. It is the responsibility. it seems to me, 
of the Office of Management and Budget and of the White House 
to try to resolve those differences, $() that we don't have agencies 
and departments speaking with separate tongues when it comes to 
regu1ation. So a key role in the White House is to try to join that 
together. 

Second. regulations have to be in keeJri:ng. it seems to me. with 
the overall policies and goals of an admmistration, You do want to 
review them to ~nsure that you are not stepping backwards, but~ 
rather. going forwards. 

Third-and this is an area I know is of great concern-you have 
to adhere to statutory law. I have a great respect for the Congress 
having come from the CongTCss and having worked on laws. and 
] think you do have to respect. the law that hu been passed by the 
Congress and signed by the PM!'sident. 

Last. 1 think you have to do it In an open pro<:e$$. You are abso
lutely right. Senator. if you are going to review these things and 
you are going to have communications at the very leaat, the public 
should be able to know who.is making that communication and 
...\.._. ~I.._~ .. "'" ........,..;" ....1-. ...... 
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So tho ...... the """"' that I am _tied to with n>gards to 
n!gUlatory re.iew. 

Senator LEvlN. Thank you. Congre&iman, 
Thank you, Mr. Chairman. 
Chairman GLENN. Senator Cohen. 
Senator CoHEN. Thank you~ Mr. Chairman. 
David Stockman's appea."1Uloo on one of the televiai1)D ptogtafM 

W8.$ mentioned eadier today. He said that President--eleet Clinton 
may be the n1'8t President in a decade or more who may not be 
hearing impaired. 

The question I have for you is did you, .u Chairman of the Budg~ 
et Committee. pass along to candidate Clinton the COO projections 
of the deficit wMch. as Senator Roth has pointed out., were not 
wildly disproportionate to what came out of OMB just recently? Did 
-you pan those projections along to candidate Clinton lut. August? 

Mr. PANETTA. I did not make any specific communication on that. 
We did indicate our general c.oncerna about where the defidt line 
WM going. because the problem was that they were looking at and 
obviously relying on what a Jot of people were relying on, which 
weN baseline changes, almost $140 blUion of baseline changes that 
everybody was hoping for. i1'leluding myself. . 

If you look at where the bUdget a.,greement was, all of us lelt .:;, 
that, with that in place, we would be able to see the baseline do 
much better, and. unfortunately. that is not bappening right now. 

, Senator COHEN. But as of last August, CBO had its own analysis 
which is not too far offfrom what OMB has come out with recently. 

Mr. PANEITA. Whether they were aware of that or not., I can't tell 
y01.l. . . 

Senator CoHEN. The question is whether or not the President
elect is hearing impaired. He didn't apparently heat' what CBO waa 
saying last August, . 

Mr. PANETl'A. Again, I don't know whether they were aware of 
the CBO forecast or not. I do know this, that I think the ~dent 
right now IS very aware of whet that baseline problem is all about. 

Senator COHEN. Senator Roth also mention~ that you appar~ 
ently spoke with Pre$ident,..elect Clinton and you pointed out to 
him that his budget proposala dldn't odd up, and h. said h. w.. 
going to give you a chance to teach him some new math. The ques
tion I have is have you taught him your new math? 

Mr. PANE'M"A. What we preMnted in options to the President ba~ 
sieally reflects where we think the baseline )8 headed. I should say 
that'the OMB baseline for the first time in a long time. by relying 
OJ) the blue chip projections about where the economy is going, that 
that is a credible basis on which to look aheed for a baseline. That 
is probably one of the first tJme:a I think we really have a tredibJe 
base here to look at a baseline. and I think everyone is seeing that 
growth is not going to do that much better in these nert few years. 

Sena.tor CoHEN. In looking at the Panetta new ll'lath, your budg~ 
et included some pretty tougb ehoitt$. as you have lndieated. You 
have recommended freezing middle-class entitlement programs like 

. Social Se<urity and Modi""". Is that something you reeommend to 
fhl> ~.lAM'lt? . 
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Mr. PANETTA. I 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 try 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 policy 
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 Chainnan of the Budget Committee, did you 
ever recommend that we put caps on entitlements? 

Mr. PANE1'TA. I have recommended a lot of things, as Chainnan 
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, obviously, I am 'ooking at the 
new Director of OMB and hoping that he does a better job in look. 
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, SSI, Family Support, Veterans Benefits, and Farm 
Price Supports. Are there any in this list that you would exempt 
in tenns 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 the 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 meim 
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 I 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 layout long·tenn investments with regards 
to areas where you want to target investments, I think a deficit re· 
duction plan has to acknowledge what those investments are and 
you have to incorporate paying for those investments in the long 
term as part of that deficit reduction. 

r--_ 
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. Senator COHEN. What kind of criteria would >,ou use for distin.. 
. guishing investment, as opposed to consumptIOn? For example, 
- would the WlC program be investment in the future or consump-
. tion for the present? Would Head Start be an investment for the 

future or consumption for the present? Education, forestry, the 
Supercollider? How would you classify NIH, as Senator Domenici 
just suggested? How would 'you draw the criteria {or disting'.llshing 
investments from consumptlon? 

Mr. PANETI'A. 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 very important 
program in tenns of improving the education of our children and,

:i:. therefore, it is an investment in our future. 
Senator COHEN. The WlC program? . 
Mr. PANETI'A. And I think the WIe program is the same thing, 

because you are improving the nutrition of cltildren and women. 
Senator CoHEN. Supercollider? 
Mr. PANE'I'TA. 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
tenn return. 

Senator COHEN. Forestry? 
Mr. PANETI'A. It is another area I would say that ought to be 

evaluated on that basis. 
Senator COHEN. Educational programs? 
Mr. PANETI'A. Educational programs, again, I think when you are 

investing in improving education of our kids, you are in fact invest. 
ing in the future. 

Senator COHEN. Thank you, Mr. Chairman. My time is up. 
Chairman .GLENN. Senator Lieberman. 
Senator LIEBERMAN. Thank you, Mr. Chairman. 
Congressman Panetta, I want to continue with the discussion 

about deficit reduction and what we can do and what kind of lead· 
erahip 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 Presidenwlect Clinton said he hoped 
he could do during the campaign, such as enacting a middle.class 
tax cut of some kind, would not be possible. 

This leads me to this general question, which is have we reached 
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 I watch the news, it seems to me that unless there is 
something big 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 
trumoet will be uncertain. so who will follow u~ intn h:'lt.tl@. 
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t'~m worried that ~e forees that. impad on the p:t'Q()eS!. both Ex- ,i, 
ecutive and congressIonal. will lead us to sound an \lneert.s.in truro· . 
pet which will not really eonfront our big problems.. So my question ""~ 
IS. is this a time for a hig bold step? I hesitate to give you an earn· 
pIe, because I don't want the discussion to be off on that. but I am 
thinking of the kind of tax reform proposed by Senator Nunn and 
Senator Domenici in their report for CSIS last year, which wou~d 
¥o to l\ consumption-based taxing system and allow paydown of def
u;it and tax reform and other areas, as well. 

Mr. PANETTA, Senator Lieberman, it is my view and my belief 
tha.t the Presidenkle<:t is committed to presenting' the eountry 
with a bold ecQnomie plan. That plan will obviously target a credi· 
ble deficit reduetJonplan. and it will include some toUgh Goic:es, 
and it will also include a set or investments. long~term invt'$tmenta 
that need to be made. . 

1 think when. he presents that plan to the country. it wUl be rec
ognb:ed as a bold plan and, very frankly. it will represent a chal· 
Jenge not only to the Congress, but to the country. and we·have a ....i 
very small window of oppGrtunity to get that plan ena.¢ed. and I 
hope we do-. 

Senator LIEBERMAN. I appreciate your answer and, based on your 

record of leadership in this area, I am confident that you will do 

everything you can to make sure that 1$ the way it comes out, be-

cause we don't want b) be here 2, 3,4.5, o.r 6 years from now play. 

ing around the edges and seeing the problem get worse. 


Let me ask you about some .of the apecifi-c proposal'\ that are on 
the table and beneath the big bold idea thtlt we have talked about. 
During the campaign, the Presidenwlect t&1ked about a 3 pereent 

reduction in all administrative budgets of Federal agencies a& a 
way to mandate increases in produetivity. Haw do you feel about 
that? Are we going to SOO: that in the first Clinton budget'? 

Mr. PANETTA. Again, sa I indicated, with everything being on the 
table, I think you have to- look at potentifll management savings 
the President has indicated. He targeted that area: during the cam
paign, and that certainly will be on the table. as we present option. 
to the President. 

Senator LIEBERMAN. Do you have a position on it yourae11?
Mr. PANE'ITA, I have always felt that you could find additional 

savings. m.nagement savings within both the Executive Branch 
and, I might add. the Legislative Bran<::h, and I think we ought to 
look at that very closel)' as part of emy pacitage.

I think that you have got to say to the American people, if we 
are going to have sacrifIces on the part of the American people in 
a number of these areas that we tallred about, 1 think we also ha:ve 
to set the example that we are part of that process.

Senator LJEB£RMAN. Absolutely. In my opening statement, I bor· 
rowed from Ross Perot and that concept. of fair share saerlfiee. I 
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and tax expenditure to have a sunset pnmsion requiring reauthor. 

" lzation every 7 years as another way to get at bringing us back into 
balance, making aUl'e that every government program that is cre
ated doesn't, therefore, earn its way inw p$l"))Ctuity and immortal
ity-I almost aaid immorality. 1 will leave it there. What do you 
think about the proposal? 	 ,. 

..Mr. PANETTA. Again, I think it is a standard that we ought to 
.~ 

L . 
~ to look at in terms. or pro~ Whether, in faet. we actually 
have to sunset them or not I think is something we ought to closely "-r 
look at. Nevertheless, it is no ex.cu.&e for us not looking tit these 
program•• 

)We have gone through an era. really, where we kind o.fbuilt p* 
grams into an entitlement mode, because we were c:oncerned about 
the year..t.o-yfaE" appropriations prooeu. because we were concerned 
that pro~ms could be targeted on a year..to-year basis then fOT re

ductions. There wall then a move to try to move more and more 

programs to the entitlement aide of the ledger. and now I think we ,; 

are paying a price for that and I think we have got to try to return ;;
,some of the disclpUne to that area. , 

So 1 g'\JeM my answer to you is that. whether or nGt you have i,
to actwilJy sunset. we can look at. but I think: we clearly- have to ihave a process of carefully reviewing and not being afnud to look 

at all entitlements to determine whether there can't be savings 

achieved. 


Senator LIEBERMAN. Another bite at the apple in a different way 

is :represented by the general aubject of' government reorganization. 


, which Members of this Committee have been interested in. I know 
 i::,.that you introduad legislation whi1e in Congress to create the com.. j
mission to examine Executive Branch reocrganization. Can we u .. lpe¢t that you and the administration will make a aimi1a1' proposal 
this year? IMr. PANE'rl'A. The President-e1ect. I think shares the same C01l

.: 	(WD that I do-. which is that 1 think we have got to take a look f 
at government, we have got to decide how we am improve the or
ganization of government and, by d()j,ng that. improve the delivery
Of servlooll. I think all of us understand that the fundamental objec:~ 
tive we are trying to achieve here is trying to make government 
work for people.

The problem we have right now, very frankly, is that a lot of the 

organizations that are out there are organizations aorne of which 

developed during the 1930's, some of which developed during the 

194Q>a. ACme that have lost their relevance to the kind Df challenges 

we faoe in the 1990's and this next centwy. And it seems to me 

we have got to approach it,wlth a fresh mind,look at """'" _. 

niJations that can take place in order. again. to improve the dellv.. 

etJ of serviees to people, and I ¢I'm auure you that. that will be one 

or the are.a that we will look at, as we approach the budget. 


Senator LIEBERMAN. I appreciate that answer. All. you know, 
think the American people are ready to saerificc. if they think it"· there seems to be nothing mON diffitult in Washin~ or even in 
is done on a fair base, fair share. and you just made an excellent the State capitals, which from I eame, than to terminate a govern
point, that part of the sharing of the sacrifice has to be done by tntnt program ·once it is created, booau.se it develops a constituency, 
the Federal Government itself. It is notjWlt all the segments of the it develops people who are working in it and it is just hard to end. 
population.' ' As the Comptroller General said to us the other day, a lot of' our 

In the Democratic Leadership CouncU's book "Mandate fori' Federal Government is <lId and the Federal Government is no mora 
f"l" ......"'"". t+, ...... m~<:: 11> nrn~~l th$1t. would ~uire evety spendin.r ; 
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lmmune than any other institution that people have ever treated 
fmm getting crusty as it ages. and part of what we have got to do 
is shake it up and try to eliminate some of that crustiness. . 

So I appreciate your answer and wish you well in that undertak. 
lng. 

Chairman GLENN. Thank you. Sehtttor. 
Senator Dorgan. 
Senator DORGAN. Mr. Chairman t thank you very much. 
Let me again say how much 1 have appreciated working with the 

gentleman from California. for 12 years in the U.S. House. In base
ball terms. ! think this really is a case where we are selecting a 
hitter to come up in a key situation. We are sending the right per
son to the plate on these issues. I enthU$iutiwly support this 
nomination. I think Leon Panet.ta is the right person for right now 
for this job. and 80 I am delighted that you are here. 

I would like to ask you about three are8:$: The ftnt. which I 
know you expect. is the computation of Social Seeu.rity in the deficlt 
figures that are used around this table and in the pre&$ and to the 
American people. The second is the reduction in spending and spe.
cifically focusing on overhead. And the third is the computation of 
taxes most people estimate are owed. by foreign corporations, but 
not paid to the Federal Gt,vemment. 

Let me start with the last point. There 1s a difference, Congres8~ 
man Panetta, in what you have said and what Presldent-elect Clin
ton has said on the issue of taxes owed by foreign corporations. , 
President Clinton talked about the potenthil of $40 to $45 billion 
in taxes that are owed by foreign corporations but not now paid to 
our government. . 

The press $OTt Df poolF(>ooh$ 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 J'et $3 billion a year. 
if we're lucky." I would like to ask you to think through with me. 
just for a minute, a different approach. 

I understand the figtlre of $3 billion a year comes from the Inter
nal Revenue Servic:e. That is nDt something YDU pull out of the air, 
The Intern;t! J'tevenue Service has an interest in low-balling this 
issue. For them to say that we've got $10 or $15 billion a year in 
revenue that we arc not getting from foreign corporations is to 
admit massive failure. if not incompetenee. SO I would like you to 
look at just another djmension. 

We are trying to tax integrated emnomie units in this world with 
a system that doesn't fit at all. It i$ am old archaic system in which 
all the theorists al\d the practitioners downtown and at the IRS 
talk about the arms-length method of transaction. It doesn't work. 
it can>t work. it won't work any more. We need .. formula approach 
for getting what we should get with respeet to the economic activity 
of foreign corporations in this country and requiring them to pay 
taxes on it. 

I will ask you a question, but I would like to read you something 
that was prepared by an organizaUon that I used to chair ealled 
the Multistate Tax Commission.. They indicated in a study they did" 
that, with $180 billion in transfer prioos claimed by foreign finn$, 
a moderaU!: 20 percent misstatement of tr:an.sfer prices would cause ~ 
a $12 billion loss to the Federal Government in revenues. . 

,'-" 

'9 _.' .. 
Similarlv-and this is an important point-if the reported cost of' 

JrOOd.s to final sales were the same for foreign corporations doing 
iiusineu in this country as it is for U.s. corporation~ the Federal 
Government would collect an additional $11 billion a year. There 
is ma$$ive-I repeat-massive tax avoidance going on. It is not a 
billion or two or three a yeru.

President Clinton. In my judgment, Is dud rlgh~ Now. 10 get ot 
it, we have to change the formula.. we have to go to a formulary 
approach that supplements what is now being done in an enforce-
ment that doesn't work. We have to reeognize new integrated ec0
nomic: institut.ions that are now able to get around our tax laws, 
d~pite doing a substantial amount ofbusinese in this country. 

Would ym1 sup)'?" taking _ther look at tlUs? I would liM to 
work. with you, WIth organizations like the Multistate T8.1 Commis
sion and others who I think have done a lot of good work and 
whose work I support. because I think there is substantial revenue 
available to the Federnl Government here? . 

Mr, PANEl'TA... Absolutely. Let me make clear that I don' oppose
the objective here. Certainly. as I have said I am going to look at 
ever:y!hing on the table, this is one of the areas that ought to be 
coruudered. Everybody ought to be providing their fair share. and 
that certainly includes foreign corporations that are doing business 
in this country. So I am more than happy to work with you in that 
effort. 

1 gtless the real question is to make sure (a) ~t we can. in fact. 
acl1ieve the kind of revenues that we are trying to get out of that 
area; and (b) obviously. we have got to be eareful about its impact
.In terms of the business climate and make sure that we aren't ere-
aUng any undermining of the effort to tzy to keep our economy 
growing m the future. . 
Sen~tor DoRGAN. Mr. Panetta. there will be an army of lawyers 

and lobbyists marching on this Capitol, if we even try to change 
the way we establish formulas fo.!" achieving what we should 
tu:hieve in revenue from foreign corporations doing business in this 
country. It will be a blizzard of lobbying, but we must overeome it. 

This is not green eyeshade stufT. This is $10 to $15 billion a year 
in lost revenue and it is also competitive issues. If corporations
doing business here in this country .comply with the tax Jaws that 
are <:enain, and others who live outside but do business in this 
country comply with the tax laws they can get around. they have 
a tremendous competitive advantage. 

So I want to work with you and I have got a lot of information 
to impart to you.

Mr. PANETI'A. A1s you know. as having been a Member of the 
Ways and Means Committee~ if you do a tough pJan and it is the 
kind of pJan that I think the Pn:$ident-elect wanta to do, there is. 
going to be a hen of a lot of lobbyists descending on the Congress 
for a number of areas, and I think we are going to have to show 
some wiU and strength to confront all of those special interests and 
try to do what is rignt.

Senator DORGAN. J would just any the President..elect is right on 
thjs issue. We have an obligation I think in Congress, on behalf of 
the American people and on behalf flf companies that stay here and 
do business here. to make sure that everybody who does business 
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In our country subScribes to the same taxlaw8. We have an ohUgs... 
tion to develop a system that they C$.n't get around and avoid pay.. 
iug $10 or $15 billiona year in taxes that they really should pay
to the Federal Government. 

You are familiar with a study that I did with the task force in 
the Houl>Q calJed "The Challenge of Sound Management." It is a 
Task Foree on Government Waste. In it, one of the recQmmend.a~ 
tions was a 10 percent reduction in overhead across th2 Fedcml 
level--Congress, the Ex«utive Branch. the whole thing. 

When a business has problema, the fil'$t thing it does is cut ove%l
head-expcnses like travel and printing. It is the first ~ you do. 
At the Federal level. attOSS the government we have alway• .appro
priated money by telling agencies tbat they will get what theY got
last year plus a little additional. We have never said before we 
start, we will cut overhead 5 percent or 10 pereent. because that's 
where you oUght to start cutting. It is where'any rational manage.
m~nt would ~n cutting spending. 

The Presiden~ has proposed a 3 percent cut in overhead. I Pf'lr 
pose to you that we can save ~ther $15 billion a year or $30 billion 
a year. U' all of us said. in a tough way that we will exaet a 10 per_ 
eent cut in overhead costs across th~ board in this government.
Overhead costs are about $280 to $300 billion in indirect fXHfUi. so 
a 10 percent cut would exact about $30 billion in savings. If we 
achieved only half of that. we are talking al»ut $15 billion a year. 

Mr. PANETr..... We are obviously very familiar with your report 
and with your recommendations and we are looking at it vety 
closely t& see how far we can try to achiev(! those savings in man~ 
agement. 

Again, when you do it across the board, you bave to be careful 
of certain agencies and de~rtment.e where you don't want to un~ 
dereut their b8Sic missions, But at the same time, I think there fa 
plenty of room for SOtn~ overhead savings. 

Senator DoRGAN. Mr. Chairman. if we have a second round, 1 
very much want t& ask about the use of Social Security revenues 
in the computation or the budget deficit. wt I wiU defer on that. 

Chairman GLENN. You want to do that Mw. you mean? , 
Senator DoRGAN. I will defer on that. Will we have a .eeeond 

round? 
Chairman GLENN. Yes. we will have a number of'munda: here. 
Senator Cochran. 
Senator CocHRAN. Thank you, Mr. Chairman. 
In my opening comments. I complained .bout the games and 

gimmicks that we sometimes tome to expect from the budget proc~ 
ess. and I think -one or the worrisome problems we continue to 
confront is the difference between the Executive Branch and the 
Con{,7ess over cost estimating on a number of different things. I am 
told that one reason why we nlfi into some differences in estimates' 
is that OMB may use one e<::onomit: model. CEO m2iY use .nother . 
economi¢ mode-I. and it is nO't always: just an ideological difference 
or a partisan politically driven motivation that causes these clif~ 
Cerences to crop up. 

Let me ask you if you are going to try to brlntr some change. to 
the system so that there win be less disparity m the estimating, 
process as between CBO and OMB? What is your view about that? 

,~, 
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I. that • problem? Ia that IIOmetlrlng that you think should be ad. 
dre8Jled or changed under your administration? ' 

'j., Mr. PANETTA. Senator. we have actually m8de aome bnprov.. 
:'i . men~ with teRards to the differeneea between OMB and eno. and' 
.'. 1 think., frankly. a lot of it was due to the budget agreement. When 

we developed the numbers in the budget agreement, we &180. re
quired thS.t OMI! and CBO work closer together in terms or their 
projections, and they have done thaL 

There has been a significant improvement with rentds to. fof' 
example, the a~ of'defense. where there used to be ttramatic dif.. 
feren~ between what CBO would project. on defense spending and 
what OMB would -project. and now those have drawn a tot closer 
together, and we are seeing that in other areas. as well. 

We did have &ome ditrerenees with regards to some social areas, 
:for example, looking at what Food Stamp projection ('Oats would be 
in the future, and &0 there still remain some of those. And those: 
are tough to get a handle on, as you know, because you are trying 
to figure out just exactly what the impact of it C4t't.ain poliey change 

,will be in terms of the society and those that would make use of 
those benefits.. But overall, it has gotten closer together in terms 
ofOMB and C80.1 want to continue thateff'ort. 

I think it is very important for us to tty to work u much 3B pot... 
sible off" of an agreed upon baseline. so we don't have this kind of 
game playing as to the projection&. and let's talk about policies. We 
may have legitimate policy differenees. That ought to be the focus 
of the debate.. It ought not to be on whose baseline are you using 
or what your ):>rojected cost is, because, frankly. members have a' 
tough enough time understanding the policy disputes, much less 
get into the bueIine issues. So my hope would he to try to see if 
we can try to get as: much or a common baseline as possible. 

Senat&r CocHRAN. One traditional rote that OMS has had Is to 
review Federal Govemment regulations and try to determine what 
their -cost impact will be in terms of cost of compliance. and the ef
fect of a regulation on inflation in the economy. It has been a dear· 
inghouse, in effect.. for all Federal :reguJations. That is my under· 
.tanding, 

Is it your expectation that OMB will continue to serve as a place 
where regulatiO'ns are reviewed to make determinatiou about the 
efficacy of the regulations? 

Mr. PANETTA. There are, Senator, Executive Orders in place that 
basically require that we oontlnue to do that. Obviously, we are 
going to probably be reviewing all Executive Orders. 

Sut I can tell you this.. that the Presidenwlect is very committed 
to that continuing review process, because he wants to make very 
certain, as we revi~w these regulations, that obvioU$1y we take into 
eo.nsideration the cost impact. the impact on the economy. and try 
to dO' as much as possible to try to minimize that kind of impact 
in the process ofevaluating the :regulations, obviously in line with 
adhering to the laws. And I,don't want to play the game 0( trying 
to change the law through regulations. I think that is dangerous.
But when you are looking to trying to implement those regulatiom. 
there are judgments that I think can be made that can minimiu 
the impact on th$ eeonomy. 
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Senator CocHltAN. There hat been a Competitiveness Council in " the Bush administration that had a similar :responsibility to review , 
regulations. Do you expect that there win be a Competitiveness ". 
Council in the Clinton administration, or will yau end up having 
the responsibility. As Director of OMS, to underta.ke that Qbligs.
tion? . 

Mr. PANETTA. The Competitiveness Council, as I understand it, 
will come to an end with the new administration. It was nct estab
lished by Executive Order. I think it was established essential1y by 
policy of the old administration. So the Competitiveness CouncU • .as 
such, will not exist. . 

However. I 'have talked to the Vice President and he indicates an 
interest in tryin~ to establish at least a group that will CQntinue 
to work with me m reviewing regulation$. 

Senator CocHRAN~ I think Senator Levin asked a question about 
the office that actually has that responaibiHty.

Mr. PANETTA. OlRA. 
Senator CocHRAN. De you Qpect to make a recommendation to. 

fill that office. which fa subject to confirmation, I understand, and 
would come before this committee? 

Mr. PANE"ITA. There is someone that is in that job now, and I ~Il 
be obviously reviewing aU of those who are in the present positions.
But we do intend, obviously. to have someone in that post., because ' 
we are going to be taking on a much larger role, it seem& to me, 
as a result of not having the Competitiveness Councll around. It ilJ 
going to he going through the process as it was established under 
the Jaw, and that is going to take some real time and expertise cn 
the part of the person who heads OIRA. : 

. senator COCHRAN. In response to the first question that Chair.. 
man Glenn asked you, you made a eomment that any long-range 
deficit plan should include goals and also should be backed up with 
chokes and enforcement. I am curious to know. given your support 
for the 1990 budget a~ment ~d saying that is one of the best 
thinf$s that has been done by the Congress. in tenns of budget re
dUctton efforts, whether you feel that we still need to have the·stat 
utGry caps cr limits on spending to truly enforce. by law, limlta·on 
spending in any defidt reduction pJan. 

,Mr. PANE'M'A, I believe you haw to have some enron:cment mech
anisms in plate. Now. obviously, you want to look at what your def'
icit reduction targets are. There are probably some a<ljustments 
that can be made with regards to some oftbese areas. 

For example> on the pay-as-you-go requirement. just to give you 
a small example. we now do pay"'ilS-you-go on a 5~year basis. The 
problem with that is you can probabJy show that you pay for some
thing in the first 5 years and then it explodes in cos:t after you get 
beyond the 5 yeal'S. 1 would like to extend the period Qut for a pay_ 
a.wyou-ga requirement. 

The answer to yeur question Is I like the elements that we have' 
in enrorc¢ment in the budget agreement and I weuld llke to eon
tinue most cf those. 

Senator CocHRAN. Thank you, Mr. Chairman. 
Chairman GLENN. SenatoT Sasser. 
Senator SASSEfL Thank you very much, Mr. Chairman. 

Mt. Panelta, you are I Ihlnk embarking on the toughest job III 

government. bar hone. You come in or you will come in as Director 

of the Office of Management and Budget, after what in my judg
ment bas been perhaps a decade of the most irresponsible ftSCal 

management at the Federal lewl in modern history. I think cer.. 

tainly in this century, and I want to C(tmmend you for undertaking

this- very. ~ry difficult and tough job. 


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 rooaU the 
tax cut of 1981. which deprived this government of 20 percent of 
its ruenue base. Ao:1>rding to numbers issued by President Rea~ 
gan's Office of Management and Budget just before he left offic&, 
that tax cut deprived the Federal Ttea8\1l'y of almat $2 trillion in 
revenues between 1981 and 1989. And during that period of time, 
we were increasing diacretionary spending, principally military 
spending, by about 30 pereent in real tel"l'rul. 

So it Is no mystery 88 to how we arrived at this: station of depar
ture where we tmd ourselves now. Indeed, the only discipline and 
8~mat1c attempt to des! with the deficit was the budget summit· 
agreement of 1990. in which you played an inatrumental role, as 
did Senator Domenicl and as did myaelf and a let of-Dick Darman 
gets a lot of grief around here. but he also had the courage to step 
up en that particular isaue-and we Jlut in place enforc:etnent 
mechanltm15 to try to stop the hemoJ'Thage of the deficit here in 
Congress and with the administrntion, ana it worked in the sense 
that the deficit was not increased by poUey decl8lons enacted into 
law by the Congress and the administration during the tenure of 
this budget agreement. , 

I thinIt any objective observer who knowa the 800re would say
that. . 

Now, one of the things that has disturbed m., though, is the f'an~ 
off in revenues and our inability to make an accurate projection of 
revenues. In July or 1991, just after the budget summit a~ent 
was passed. Mr. Darman appeared berore the Senate Budget Com
mittee, and I suspect before the House Budget Committee. also. 
and announced that we were going to lose $130 bUllon in revenues 
over the 5-year period. IndeeQ, all of the revenues that we had la
bored so hard to t@rner under the budget summit agreement were 
going to be lost, because of faulty piedictions coming ftom the 
Treasury Department. 

Now we find that OMB is tellio$' us that. over the next 5 years. 
we are going to lose $214 billion m revenues hetwoon January of 
1993 and 1997. So we have got a real problem here with this econ~ 
omy producing tbe revenues with which to deal with the deficlt or 
to finance the government. and that is a very integral part of our 
deficit pn>blem. and I think you would agr<!O with thet. 

. So I am pleased to hear you $ay today that it is not an either! 
or propositicu with regard to reducing the deficit or making some 
investment in the ooonomy in an effort to try to induce growth and 
to incrense revenues. 

Now. let me -come to this question: Have you. formulated in your 
own mind the degree to which the economy needs to be growing be-
{ore we tan take on a serious substantial fiscally contractionary 
step? By that, I mean we have to ha~ an eeonomv· erowiml at 
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about 2.5 percent or maybe a bit more before we really start get
ting in here and trying to chop down the spending or increase the 
revenues to deal with the deficit. It is III tough question, but'l am 
just interested in how you would respond to it. 

Mr. PA.l'iltITA. Well, it is a tough. question, because ~ obviously 
want to do this in a sensitive way that considers what is happening 
in the economy, are we beginning to move in the economy. are we 
beglnlling to see same growth.

The other aspect of this is that. while we can talk about deficit 

reduction and investments, I have to remind all of' you--e.nd I 

think you are aU aware of this-that. in terms of the eeon9tny, 

there are also other fawlrs that impact on whether or not the: econ

omy is going to do welt One is do you get the cooperation of the 

Federal Reserve with regards to mo:netary poliey. 


Senator SASSER.. Precisely.
Mr. PANm7A. If. in fact, you put in a credible dellcit redu(:tion 


plan. then we ou~ht to have cooperation. it seems to ~ from the

Federal Reserve lit tenns of monetary policy, but it has got to be

a credible plan. . . 


Second, it depends on trade polkies. Obviously. if we continue 
not to be as competitive as we arc at the present time. If we don't 
berome mo~ competitive, if we aren't improving our trade position,
that h.l going to impad in tenns of our future. as well. 80 that is 
another factor that 1.S at play here in terms ofour economy':.

So the point )s that there are some other faetof'l;1 here. But if we 
can design a credible deficit reduction plan that makes the choices. 
and we combine that with an investment package,! guess my hope
would be that we would try to up..front some or that investment 
into the areas that I talked about, whether it j$ education or 
whether it is R&D or whether it is infr.astruct;u.re, and then, 
through deci$ions made this year 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 to balance those t.wo. 

Obviously. you can't do 85 much deficit reduction up front. be
cause .of the impact on the economy. but I think ·you can make the 
deeisions this year ~tMy this is where we are headed in the next 
4 years. . 

Senator SASSER. Well. I couldn't agree with you more. . 
One final question. Leon, betause I see the yellow light has come 

on here: When we talk abou.t capping entitlements, and we are aU 
very mum concerned abQut entitlement growth, but I think you 
win recognize. and I am sure Y011' do recognize. that 95 pe«.ent of 
the entitlement growth comes out Qf programs. Social Security, 
Medicare and Medicaid. When you back out Social Security. you 
find that 85 percent of the entitlement growth is coming from Med~ 
leare and Meditaid. 

1 was pleased to hear you say that we need to deal with this with 
policy decisions. rather than just simply capping it, because it ap
pears to m~nd say if you disa~. but it apJ?e&rS that if we aim
ply put a cap in, then we are simply transfernng the burden back 
to the private sector and, oC.course. with regard to Medicare. it 
meanS the poor get less health eate. With regard to Medicare. it 
simply means that our older citizens are going to have to pay more 
for their health care.' 

,'-'~ 
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How do you think the adminlsb-aUon is going to tnove to deal 
with this problem? Are we going to get 8 comprehensive poUey plan
here? Is: that be-ing diaeussed or is it too early to tell? 

Mr. PANETr.... That, i~y, is the prineipai focus of the Pres!. 
denkleet with regards to the health ~ area. He ie very aware, ~, 
as we all are. of the tremendous escalation in health care costs and 
the faci that if we don't get a h8J'lt:1le on this, no matter what. else 
we may try to do, we are going to see the ground just continue to 
move away from US with regaids to those CC»1ts. They are just in.. :: 
ueasing dramatically. We are going to be approaching $500 billion 
annual deflCits largely because of this dramatic increase :in entitle

" ments and also the inC%"e8Be in the interest payments. 
On the health care area, I think the view i&-and I think most 


Senators would agree with thia-that if you are going to dO' the 

kind of <:OS! ..ntn>l that ru.. to be done through policies, tJying to 

control those costs on providers and on the im>titutioD.$ of the 

health care delivery systems, you have gt)t to integrate that with 

a health eare reConn proposal that basical)y trio to deal with the 
 :,l:U"JCeSsibUity issue and tries to deal with tho huge problems that 

tu.rrentiy exist in the health care system. 80 or 40 million Ameri~ 

cans tlutt have no health care, the abiUty to try to deal with the 

tremendous problem on insurance poUcies. and the fact that they

don't provide adequate CQverage at a tremendous coat on premiums. 

You have got to address all of the8l!!l issuo In a eomprehensive

health care proposal, and I think that is the President', hope, that 

it is in that context that we can deal With the issue of cost controls 

in health care. 


Senator &.ssER. Thank you very much. 

Chairman GLE."'l'N. Senator Domenici. 

Senator DOMENlCl. Thank you very much. Mr. Chairman. 

Chairman Panetta, I came for two reasons: First, I eame to put 


on the record and state publicly how pleased I am that the Presi

dent-elect selected you. In my opinion, when you look at the gamut

of American p;roblems. he picked the right person for th$ one that

is the most difficult of American problemA. the budget deficit. Much 

is said about it and the rhetoric abounda, but when you get right


, down to it. you can't fix it with business as usual. You ean't leave 
everything like it is. give everything to everybody that they now 
get and say we're going ro fm this dencit. 

Neither can you say we are going to tax the American people the 
difference between uro and the current deficit and make the tax
payer pay fur it. That is fraught with absolute folly, In fact, I am 
not so sure W$ should raise taxes to' pay for any new program, be ,
cause I think any inereased taxes, if ever under a great plan that " :2Can be carried out, ought. to ~ to deficit reduction. 

, 'J.I want to congratulate you, because I think your hard work.c your 
dedication, your absolute steadfotness in some very unpopular 
areas you knew were right, 1 have got a lot of confidenee that 'yoor J 
perseverance finally worked to your benefit, and I congratulate the ,~ 

President in that ~. 
Now having said that, let me make sure that you understand 


that I only want to establish a few benchmarks here. 1 am not 

golng to go read ;rour bUl 80 I can question you on page 43 about 
 itsomething inconSIstent with the PreSident.-e1eci. However. T win fU"_ 
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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 1s thought in this 4-year 
plan. Everybody knows it is 4 years and stop. It did not talk about 
1997, 1998 and 1999. ]t was 4 years and it pledges to cut the defi. 
cit in half. 

Now ha".ring 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 exoected. 
I believe it is $12 billion in its totality. Does that sound right" . 

Mr. PANETI'A. Generally.
Senator DOMENlCI. So if George Stephanopoulos the other day 


was suggesting that the President can't cut the deficit in half, be

cause we now have 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. PANE"ITA. Again, they were operating on the basis that this 
baseline would improve, even under CBO. AB 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. PANETI'A. Absolutely not. 
Senator DOMENlCI. Now, when I say you must address them, and 

you say absolutely not, I assume you are not saying that we have. 
to cut the entitlement programs of the poor peopl~ of this country, 
are you'?

Mr. PANE'ITA. 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 entitlement.&--
Mr. PANETI'A. Incidentally, that is not where the problem is, as 

you know. . 

( - . 
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.• ! Senator DOMENICI. That's correct. . _ 
j ••Mr. PANE'M'A. I mean the problem is not the gro;;,th in that area, 

.although a recession doesn't help you much with regards to some 
of these programs. But the biggest culprit is health care. :l: 

Senator DoMENlCI. Chairman Panetta, when you speak of re it,' 
fanning or changing the entitlements, some have Ilssumed already 

I': 
r 1 

in this hearing that on Medicare a.."ld Medicaid, of necealJity, 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 ,. 

'. those programs? ' . 
Mr. PANETI'A. AB you know, it is not necessarily the ease. 1 mean, 


obviously, there are some areas that you can tighten up on Borne 

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 United States have 

to live forever with its health care programs, gov8I'nment and pri,
vate, growing at 13.5 to 14 percent a year? . . 


Mr. PANE1TA. It can't sustain that. 

Senator DoMENlCI. 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. Might 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 
assessment of things? . 

Mr. PANETTA. Let rile indicate that, obviously, my preference 
here is to try to deal with these issues on a policy base that is in
corporated, as I said, in a health care refonn plan, because then 
you are basically saying to the country this is what we want the 
health care system to look like, this is what we want to try to pro
vide in tenns 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. 

Senator DOMENICI. Three quick ones that don't require much ex
planation: Have you yourself reviewed the CSIS proposal that Sen

. ators Nuon and myself chaired? 

. Mr. PANE'ITA. 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. PANE1TA. We have analyzed it and incorporated some of its 
elements with some of the ootions we or@!;enW to thp. PrP.!;ident. 
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Senator DoMENICI. When do you intend to submit Q1e President's; 
budget to the Congress and the Amerian people?

Mr. PANE'ITA. Senator Domenic:i. obviously, the first order of 
business will be for the President to present his eronomie plan to 
the country and my hope is that we can present enough within the 
context of the economic plan to try to at least get the budget proc
ess moving forward in te:rms of a budget completion.

Then I would hope to present a full budget to the CongreQ. Our 
hope is to try to see if we <:an com.plete a budget presentation by 
,hopefully sometime in mid~Man::h. 

Senator DOMENICL My last question ls. I am going to- just tick 
olT and you caU me whether--

Mr. PANE'rTA. Incidentally, just to clarify. the presentation of the 
economic plan would obviously be much earlier. Our hope there Is 
to try to do that ~etirne in February.

Senator DOMEmCf. So you might do that befOte the budget,. not 
~Ia . 


Mr. P~A. Correct. 

< Senator DoM£NtCI. I want to ask you if the~ are gimmicks,

henceforth. as you run the OMB or not: Capital investment b\1dg~ 

eta. is that a gimmick or not? 


Mr. PANETTA. I have always felt that we ought to analyze a cal>" 

ital "budget presentation, but we ought to be very careful that mJ 

don't use it as an excuse to expand borrowing in the Federal budg· 

eL 


Senator DOMENICI. Pay date shifts? 

Mr. PANE'T'l'A. 1 am ()pposed to pay date shifts. 

Senator DOMENICl. Enhanced IRS enforcement as a means of fill~ 


ing in revenue gaps?
Mr. PANETTA. That has been a wonderful tool we have used in 

the past over and over and over again. but I think we have got to 
be careful about including it with any kind of big number in the 
future. 

Senator DOMF.NICL Revenue shins? 

Mr. PANETJ'A. I am opposed to using the revenue shifts. 

Senator DOMENICi. Economic fl!W.1rnptions from OMB more opti~ 


mistic than CaO? 
Mr. PANETI'A. I think we ought to try. as I said, to try to stiek 

as closely to CBO as possible, so that we are both working off the 
same guidelines.

Senator DOMENICI. Thank you very much. Mr. Chairman. 

Chairman GLENN. Thank you.

Mr. Panetta, with regard to the IRS that Senator Domenici men~ 

tiQned a moment ago, we had testimony a year ago that the govern~ 
ment is owed some $110 billion in aCcounts that should be eol~ 
tec:ted. Now·, a lot of that money is by people who have filed bank~ 
ruptey or businesses have moo bankrUptcy, and so on. But tes.t1~ 
mony last }<~riday indicated there is actUally $30 billion out there. 
by non~b:ankt'Upt people and companies and individual! that we
just should go afier and get. So it is not a small item. 

A diITerent area: The President~leet has proposed to reduce Fed
eral employment by about 100,000. Now~ whether you say the ave.... 
age government employee makes an average of $30,000 or $40,000. 
st'lmewhere- in there. that would come out to $3 or $4. billion. And 
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. I underatand, the Adminis."tra:tion plans to cut .tidmlnlatrative u· 
pel1Se$ by 3 percent a year. " 

I have been concerned for smne time that one orOur biggat'~ 
lema in government, and one of the most difficult Ones to-deal with, 
IS our capacity to manage ])l'Ognmla. our capaclty to ma.nage the 
mission of govemml!lnt. and the General AccoUnting Office haa 
studied this thing. And I am not sure that just by cutting people, 
attractive though that sounds. we are going to bll!f a leaner meaner 
government that is going to operate more efficlenU,. I am not sure 
that that would necessarily follow. . . 

1 am concerned tha~with the increasing comldWty of Federal 
programs, we may be uat hollowing out g()Vemment to where _ 
win be Jess able to do ings. . , 

And OM (If the things that bas disturbed me ts tba rad that 
high.level management in gowmment-I don't know whether ~u 
ere aware of this figure or not-is in office for 91 mcmth.t. High.. 
level department managers are in office for Ali a~ of 21 
months across government. You cannot :run anythln.g of any COIn.. 
,lex nature, if people a.re going to stay in for 21 months.. 

I personally would be far more concerned that. lnatead of empbii.. 
sl.zing and making suell publicity out or the fad that people cannot 
deal with government for Gyean after they are o.ut of fJO'Y"Imm-elit, 
I would Uke to put some term minimums in on what they will 
serve. It seem!l to me that is more important for government than 
all this worry about whether they are going to do- 8Om~ bad 
in 5 years after leaving government. I am concerned that tbej stay
in government long enougb to get some managin, done to im:pfOl'e 
government while they are here. not. just come in to get their ticket, 
punched and get something on their biography 80 they can go out 
and get a big job some p1aee. 

I don't know what your thoughts are on that~ but CWu1es 
Bowsher over at GAO is concemed. about this., You hark back to 
some government programs, like the one Ritkaver ran. He wu 
given authority and used i~ he ran a tough pt'()8Tam. a most em.. 
cient program. We need more people like that. 
~~ PANETTA. Senator----
Chainnan GLENN: I don't knOW' how you do that and how y¢'U in

flUence that from OMB .. 
Mr. PANETTA. Obviously. again. tbete are a lot of agendes that 

have to work together on this issue. But I couldn't agree with your 
baSIC point more. Obviously. there are ways to try to improve the 
objective and goals that we lay out for various agencies. I think the 
approach that Senator Roth has suggested in terms or performance 
based budgeting is obviously something we need to look at closely. 

But, you know, the bottom line is you need good people in gov.. 
ernment to do the job. I dont know that thet"e is a paper check I 
can produce that can replaee getting a good peitson in a job and 
doing it. being committed to it.. being committed to public servl~, 
being committed to making that agency work better. We need good 
people in governm.ent. 

And when you tell me that people are moving out on a 21..mol1th 
~ basis. that says a lot.. 
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Chairman GLENN. W • .,.. improving. About 2 ye.... ogo. it w.. 
19, so we aN improving dramatiea11y here. We are up to 2L It's 
not enough. Mr. PANJi:('T'A. That tell.. us a lot about the problem we are hav .. 
ing. But we have got to get people that .are committed. to working 
in these areas and. frankly. we have got to obviowdy provide the 
inCentives to ensure that if they dO' a jood job. we are ~g to re
ward the people that Gu a ~ job, and 1 think. that. is the area 
we ou~ht to look at a Jot m()Te thtm we have.

ChalTlnan GLENN, Do you think job satisf'aetion iB it. or is it pay~ 

or do you have any thoughts on it? You have been around govem~ 

ment a long time and you have watched. this thing just as I have. 

We nave been dealtng with this (or the last couple of yean.. We put 

the CFO Act. through, that this committee put through} my legisla~ 

Uon. It is just eorning into play right now. You are going to be re

quired to administ,t,r that over there.

We expanded the IG's. They had 6,177 8uo;;essful prosecutions 

last year through the IG's alone and ,ot us back almost $1 billion. 

That doesn't balance tM budget, but It is a step in the right dire<:.
tion, over $800 million is the figure. But do you bne any thoughts:
on how we get better pe<>pte? How an you going to inspire good 
pooole to come into your OMS operation?

Mr. PANE't"rA. It BOunds naive. but I think it has a trementioua 
impact. when a President..eled basically send& a message to the 
countr:i. as John Kennedy did when he became P«sident. that he 
wants good. people in government, tlu:it there it a need for 9E:OpJe 
to give something back to this country. ,When you send that kind 
of message out, people are going to &e much more excited about 
and interested in government service. Right now, you know. gov
ernment service is not viewed as the best way for good ~ple to 
~rve their CQuntry and they go elf in other areas. I think the mes
sage has to g(); out-	 . 
. Chairman GLENN, Almost .ny government program will work. if 
you have good peopJe.

Mr. p,..,..,-rA. Exactly.
Chalrman G:LEl'lN. U' you don't have good people. the most eom~ 

ple::t. most thought..QUt lnws that we can pass up here on the Hill 
aren't going to mean a hUl of beans, in my view. 

Mr. PANittTA. That's the probJem.
Chairman CLEtlN. I just think that has to be a priority. I don't 

have any answer myself, but I know you ate going to be right in 
the middle of it over there and can have an impact (In this and I 
hope you try and deal with that,

Mr. PANm'A. As. I said~ I think, obviously, working with the 
Presidentc-elect and the kind of message he sends to the country.
1 think we can design some incentives that l'eally say if you are 
lXJ;mmitteO. t<> serving the publiC, if you .are committed to doing yoW'
~ob. if you can achieve not only a savings, but deliver those services 
m an effe¢tive way> we are going to reWard you. 

Chainnan GLENN. We have a whole bunch of things. We have 

tf' 

:I~. 	 sion with respect to w~ is called the mUimum deficit amou:nts. 
Under euttent law, the old Gramm-Rudman SeqU6ter system Will 
become enforUable again in 1994. If it 18 fully enforeed and the 
current maximum deficit amounts are in etTeet. the deficit will de.. 
cline as shown on this chartl 

:~,' If, however, on the 21st. the thel1 Prooident decides to rem the'.; 
mUimum deficit constrain~ the basie deficit wiU remain near' cur-

"\,' rent levels, as you can see, $214 billion here as compared with 
$294 billion in 1995. Whereas, if' he doesn't relax them. you will 
have that drop to $230 bllll .... 

. ,., This is a very ke;V signal as to the intent of the new adtninistra
i/· tio-n. as to wh.$t it Intends to do about the deficit. Do you think he 

.: will allow the current maximum deficit targets to remahr in effect. 
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me we ha"" come to depend' on a lot of' gimnllcks and automatic 
this or that. 

The P:rea1dent is really the budgeter for thia country. ud over 
tM last 12 yean we have had the most tmbaleneed b\1.dgets in all 
American wstory submitted to us, and then within 60 d.8.y1J Con" 
gress gets criticized for not cuttin, mote out of what was just sub
mitted. 

Now, somehow we have to reverse this. We have to have, AS you 
pointed out earlier. honesty in government. But all these f.hjngs 
that are sort of oImmieka. Do yen plan to ,"",p 011 those things In 
as they are, or do YOll have some new proposal here that is going 
to take us out of this tnorass that we have gotten ourselves 1010" 

Ml". PANEM'A. Senatorf there fs not a mechanisin you can put in 
place. there is not a pl"OOOdure you can put in place. there is not 
a constitutional amendment you could put in place that repJaces 
the leadership that the President has to provide On this issue. 
There just isn't. I can come up with aU kinds or solUtions, too. All 
of us can. The bottom line is you need &trong 1eadership fi'otrl the 
fno..8ident and strong leadership in the Conjp'e8s to get this job 
done, and I am conf.ldent that this PNside.nt ~ that and 
fsprepared to provJde thttt leadership. " 

Now. obviOusly, in tenns of enforcement prt:teeduns. as 1 said. it 
you are going to put a plan into place, you have got to be abJe to . 
have 801M teeth there to make sure it is going to happen, because 
1 think it does depend on its credibility. But 1 think w~t we did 
in the budget agreement" frankly, provides the tooJs that we ought 
to look at. 

;~ Some revislons. as I said. could be ineotporated. But I don"t want 
to put a whole host of other m~Sl'IlB into place here. I think 
tM President Mil got to tell it straight to the country. I think ha

."r, 'is prepared to do that. and I tan uau.1:'e YOU. if he dMS. I thln.k that
", is going tq be the biggest push for any deficit reduction phm tha.t' 

we put in place. 
Chairman GLENN. Thank you. 
Se1.Uttor Roth. 
Sent.tor RoTH. Mr. Panetta. the President-e1ect. as 1 indicated in 

my opening statement, is going to have to make a very critical deci· 

.,Gramm.Rudman~Hollings.. We have the Budget Enforeement A£t. ,; or do you think he will allow &hem to float upward? 

We have used all sorts of prooeesses. We call for sequestration and :. 

spending eaps and pay.go proc.esses. and so on. Do you plan to :r"e-. 
 'nwdwt rdemd t.ojl~O'Ill*ge 151.
tain aU of these. or is there some new proposal'! It just seeins to 
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Chainnnn GLENN. We are Improving. About 2 years ago, tt was 
19, so we' are improving dramatically here. We are up to 21. It'. 
not enough. 

Mr. PANETTA. That tells us a lot about the probittn we are hav
ing. But we have got to get people that are committed to working 
in thC'Se areas and. frankly. we have got to obviously provide the 
incentives to ensure that if they do a gO()(( job. we a~ f101ng to re
ward the people that do a good job. and I think that IS t..'Iw area 
we ou,ht to look at a lot more than we have. 

Chalrman GLENN. Do ynu think iob satisfaction is it, or is it pay, 
or do you have any thoughts on it~ You have been a.round govem~ 
ment a long time' and you have watched this thing just as I have. 
We have been dealing with this for the la$t couple of years. We put 
the CFO Act through. that this committee put through. my legisla .. 
tion. It is just coming into p!ay right now. You are going to De,l"e'
quired to administer that over there. 

We expanded the IG·s. ~y 'had 6,177 sueeessful prosecutions 
last year through the IG's alone and got us baclt almost $1 billion. 
That doesn't balance the budget. but it is a step in the right dire<:~ 
lion. over $800 million is the figll%'e. But do you have any thoughts 
on how we get better people? How are you going to inspire good 
people to (orne into your OM13 operation? 

Mr. PANETJ'A. It sounds naive, but I think it has a tremendous 
impact, when 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 message out, ~ple are going to be much more excited about 
and interested in 'governtnent 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 mea
sage has to go out-

Chairman GLENN. Almost any government program will work, if' 
you have good pe:ople.

Mr. PANE'I'TA. Exactly. 
Chairman GLENN. If you don't have good people. the most eom~ 

plex, most thought-out laws that we ean pass up here on the Hill 
aren't going tl) mean a hill of beans, in my view. 

Mr. PANIi:'T'TA. That's the problem. 
Chairman GLENN. I just think that has to be a priority. 1 don't 

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. 

Mr. PANli."M'A. As 1 said. I think, obviously. working with the 
President-elect and the kind of message he sends to the country, 
I think we can design some incentives that really say if you are 
committed to serving the publie, if you are eommitted ro doing your 
job, if you can achieve not only a savings, but deliver those services 
in an effective way, we are g()ing to reward you. 

Chairman GLENN. We have a whole bunch of things. We have 
Gramm~Rudman·HoUings. We have the Budget Enforcement Act. 
We have used a11 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 

m. we have come to depend on • !J>t of s1mm1<ka and automatic
this or that. 

The Preside.t ls really the budgeter ror thlo rountry, and over u.. last 12 years we have had the most unbalanced budRets In all 
Ame:rlcan history submitted to us. and then within 60 Clays Con. 
gress gets criticized for not cutting more out of what was just sub
mitted. 

'" Now, stlm.ehow we have to l"everae this. We have to have, as you 
pointed out earlier, honesty in government. But all these thinp 
that are sort of gimmicks. Do you plan to keep all those things In 
as they are, or do you have some new proposal here- that is going 
to take WI out of this morass that we have gotten ourselves into? 

Mr. PANETTA. Senator, there is not a meeha:nism you can put in 
place~ there is not a procedure you tan put in place, there is trot 
a constitutional amendment you eou!d put in plaee that replaces 
the leadership that the President has to provide on this ibSUa 
There just isn't. I can come up with all kinds of solUtions, 'too. All 
of us can. The botuIm line is you need strong leadership from the 
President and strung leadership in the Co_ to get thlo job 
done, and 1 am confident that this Pruident recognizes that and 
is prepared to provide that leadership. . . 

Now, obviously, in terms of enforee:ment ~ures. as I said, it 
you are going to put a plan into place. you have got to be able to 
have some teeth there to make aure it is going to happen, because 
I think it doea depend on its c:redibllity. But I t.hink what we did 
in the budge' agreement. frankly, provides ,m, tools thet we .ught
to look at. 

Some revision$~ as I said. could be incorporated. But I don't want 
to put a whole host of other meclumisms .into place here. 1 think 
the Presid<lnt has get to tell it _gilt 10 the country. I think he ' 

·is prepared to do tbat. and I can assure you, ifhe does, I think that 
is going to be the biggest puah f'or any deficit reduction- plan that 
we put in place. 


Chainnan GLENN. 'Thank you. 

. Senalor Roth. 

Senator RoTH. Mr. Panetta, the Presldent..el~ as I indicated in 
my opening stat(!ment. i8 going to have to make a very critical deej.. 
sion with respect to what is called the maxbnum deficit amounts. 
Under current law, the old Gramm..Rudman SJ.I!'quester system will 
become: enforee:abJe again in 1994. If it is fully enforced and the 
CWTent maximum deficit amounts are in effect. the deficit will de
cline as shown on this chart.l 

If, howe.."., on the 21st, the then !'resident decides to relax the 
maximum dertclt constraints, the bOle deficit will remain near wr~ .rent levels, as you ean see, $274 billion hern 8.$ compared With .. 

I 
;..$294 billion in 1995. Whereas, if he doesn't relax them, you will 

have that drop to $230 billion. ;) 
This is a very ke;v signal as to the intent of the new adminigtt'8~

tion, as to what it mtends to do about the deficit. Do you think he 
win allow the CUrTe.Dt maximum deficit targets to remain in effect, 
or do you think he will allow them to float upward? 

• -J"M da.rt reftrMd t4 fIll~ oem ,.e IS1. 
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Mr, PAN£'1"TA. As part of the options we are presenting to the 
President, we are abo presenting options to be oonsidered with re-
gards to t,he decieion on the 21st. I think the key is always here . 
~t ii, in fact, you are going to put a plan in place that is going 
to achieve that kind of savings. I would prefer to do it again on the 
basis of a deficit reduction targetl as opPosed to oome kind of flXed 
deficit target out there. 

1 think part of the problem with Gratnm·Rudman-and it. did do 
some good around here in tenns of its discipline, but when it set 
an unrealistic target about where the deficit was going to wind up, 
then. obviously, the Congress and the administration wound up
changing the law. 1 don't want. to get into that box. I would prefer 
to set a deficit reduction ~t and stick to that. and it is in the 
context of that that I t.hink the President is going to make his deci~ 
sion as to what should be done on the 21st. But I can assure you
of this. that regardless or what decision is made, our goal is to try 
to seek that kind ofsavings.

Senator RoTH. There is, of course, talk about a short-term pack

age and a Jongwt.erm package. In fact. 1 think J'O'u were quoted as 

$a:ying in the recent EconomiC Summit in IJttle Rock that we can

not grow the economy without a very serious and credible long~ 

tenn de1lcit reduction program. 

You further said-and I think there is a lot of truth in what you 

say-that if' you do have a stimulus package, a sho:rt~term package. 

let me assure yOU, CongTeSS loves to pass the .sugar but hates to 

deal with the vinegar-never $. truer word spokcn-which fa the 

deficit reduction part of' it. So it does have to be looked into a single 

package, if you are gojng to be able to get it through. Is that what 

is going to happen? Are we going to have a single package? . 


Mr. PANET1'A. There are three parts 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 targ4!t for long-term investments . 

and how much and over what period 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 stimulus pa.ek~

age, does the economy need a stimulus package. Frankly. again, all 

of these options are being considered and no decisions have been 

made. 
. I think the stimulus package depends. obviously. On what is the 
state of the economy. are we beginning to come out of the recession, 
at what rate are we coming out of the recession. is the~ a need 
f'or some targeted ineentives here. <:an you in faet--a stimulus 
package. just by virtue of the definition, indicatH that you are 
going to get money out there in a quick fashion, that it is not going 
to Uike you 8. months or 12 months in order to be able to provide 
those ineentives, and so that has to be evaluated. as well. 'I',

My concern is that if, in fact, you have a stimulus package up 

front, that you can't take aU of your longAenn investments and 
 ::' ,move- them up front. because if you do, then you fall into this con~ i; 
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 to -J' 

be part of the deficit reduction plan. 

. 
So 1 would ho_and }. think the Presldent-eleet agree. with 

this--that you h8ve got to package this as much as possible, and 
that if you can package it and limit the votes on that kind of pack
ag<>. that that is the best way to do it with the Congress. 

On the 8timulWi issue. 1 just have to ten you that ie something 
that again is being looked at on a different track as to what should 
be part of that stimulus pacltage, and whether or not the ecot1Omy,
in fact, needs that.. Those are still being evaluated. 

Senator RoTH. As you well know. Congress is notorious: tor 
ad.optlng stimulus packages too late. 

Mr. PANE't'TA.. I know that. That is the }Ust()fY fUld we have got 
to be caref'ul of that. 

Senator RO'rn. I hope that the new administration will avoid
that. . 

On he.lth "'.... the Presiden .... leet., I think rightly. said that ""e 
can't deal with the budget- deficit without dealing with the health 
care problem. Now, many are urging, tmderstandably~ that the aav. 
inp in Medicare and Medieaid Should be used to provide coverage 
for the 35 million Americana who are uninaured. In your written 
lmSwera. you stated that the need to reform bealth care, to reduce 
the deficit and provide coverage for ao.plua million individuals, you
encrorsed that. 

Now. if health ce.re is to provide coven:ge for 35 million individ· 
ua1a, it obviously can't be'used fur deficit reduction. How do you see 
that being played? 

Mr. PANl:..":M'A. You pinpointed a major issue that needs to be 
looked at. because, obViously. as you try to aehieve savings in the 
bealth' care area and at the same time provide the kind of health 
care reforms that we a:re- talking about, to try to improve access 
and to try to improve the quality of care that is provided. that is 
going to cost money. " 

The challenge right now is to determine whether or not, in a 
health care refonn proposal that involves cost constraints, ean 
some of that still be used for deficit rt\duetion, because it is obvious 
that a good chunk of it will be used in the reform package itself. 

I guess my goal is to try to see- if. indeed, there; are some Avings 

that can flow to deficit reduction. At the very least, I would want 

a health care; program to be deficit neutral, 80 that it does not in~ 

valve any additional costs b~ond our wilLingtl,ess to pay for it. 


Senator Rom. One quick 'question. On "'Meet the Preu," the 
Speakef', Tom Foley. spoke in favor of increased gasoline taxes. 
Would you support Increasing the gasoline tax? 

Mr. PANETl'A. Again, as I said. I operate (In the basis that every. 
thing is on the tahle and 1 think you have to look at all of 'these 
options. Obviously, the gas tax is oontn:wel'$iaI. We have been" 
through that battle before;. EVeryone is very sensitive ab<lut that 
issue. So I guess my hope would be that we could fashion a defIcit 
teduction package and on investment packap. without having to 
resort to tha~ But I think you ..,. only make that declilion at the 

"end of'the line in terms of' what that package looks: like, because 
the bottom line is that you clearly want to hit your defleit reduction 
. target at the end of the road. ," 'i,.senator RoTH. My time is UP, Mr. Chairman. , ! 
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Senator UvtN. Thank),ou Mr. ChaJrman. 
I agree with you that policy declaions are what we ahould be 

tnakJng, and not.having arguments over b8.$elinelJ and projections. 
but I do want to cJarify some of the numbertl on those baselines, 
because they have b~n brought up already this morning. . 

The admInistration IS now saying that the 1994 deficit is going 
to. be $18 billion more than what it said it was going to be in July. 
The administration is now saying that the 1995 deficit is going to 
be $54 billioro- more than what it said it would be last July. The 
administration is now saying that the 1996 deficit is going to be 
$49 billion more than what it said last July. and that the 1991 def
icit is going to be $69 billion more tha.n what it said it would be 
last July. And those last 2 years, by the way, both assume that 
there would be some real spending eut$ in domestic discretionary
spending, so they may be rosy projections. at that. 

Nonetheless, by my calculation, the OMB'& oombined deficit pro--'
jeetion changfli ftom last July to now by almost $200 billion. That 
does not mean the deficit would be $200 billion; that means that 
they have increased their projections {or the deficit for the 1994 
thro\lg~ 199'1 time frame by almost $200 billion just since last 
July. That is about :a 20 ~rcent increase in the deficit projection, 
and that again doesn't even take into aetOunt that the OMS prob
ably low~baned the 1996 and 1997 estimates. . 

Now, what that means I think is that, even though there were 
changes in the deficit situation that were apparent by last August.
that we should not be blinded to the fact that, at least according 
to the OMB, there has been a further substantial deterioration in 
the deficit situation since last August: and President..elect Clinton's 
plan must accommodate that deterioration. Do you agree with 
that? 

Mr. PANF:'tTA. I think that is eo~t. If you look at the report
that was issued last week, even though it had something lib 8 dif~ 
ferent baselines and you bad to kind of wander through a Jot of the 
numerical camouflage that was included in the report, the bottom 
Hne Is that you had a further' serious deterioration of the deficit 
and a serious problem has gotten even worse. and obviously it is 
a much more credible document,. ~use they are using blue chip
assumptions in tenns of the economy. so that their numbers: are 
perhaps much more credible than they have ever presented before, 
and it is based on that, that we now have a very real problem in 

. terms of dealing with this huge deficit projection for the future. It 
is reaL It is there. 

Senator LEVIN. Let me ask you about that wandering through
these budget documents. You and 1 have spoken before about tfte 
way in whieh budget numbers have been obfuscated in the last few 
years in the budget. It h~ been very diffirult to pull out those 
numbers quickly. 

One section of the Budget Act clearly states that the Soda! Secu~ 
rity surplus should not be included in the cakulation of the budget
deficit in the budget submitted by the President. In last year's 
budget, which was submitted by President Bush in January, Mr. 
Dannan carne up with a number of creative ways to present the 
deficit on page 25. but none of which complied with that require
"M"'nt nrth", Rl1FiOlH<>t Art 
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Will you Include. calculation of the deficlt without the Socl.t Se

curity surplulJ included. and will you present it ma manner that 

is readily actessiblr in any of Pre8.ident-eleet Clinton's budget 8Ul)..

miSSions? 


.Mr. PANETTA. Yes, we will. . 

Senator LEvIN. Similarly, dUring the Bush administration, the 


format of the budget presentation seemed to change each year and 

that made it Ye!)' difficult to analyze it quieldy. It took a lot of time 

to find out what was where in the budget. Sometimes, if you are 

really cynical, you might think that Mr. Da.nnan. did that on pUfl. 

pose. ' 

Will you stitt to a reasonabJy constant (onn.at, or at least is it 

your intent to. sticlc. to a reasonably constant fannat in ~ presen.

tation of budget documents? 

. Mr. PANETTA. It is my intent to return to a presentation that tie" 


in with the functional breakdowns that we have at t.he congres.

sional level and that reOecta uaetly what we are dOing 'function

by-function, rather than using the kind of presentatiim that I think 

has been very difficult for people to analyze. I think we ought to 

be straight and I think we ought to be honest about 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 LEvrN. Senator Dorpn has raised the question of the 

tax nvoldanee by foreign corporations, and I want you to know 

there is a lot or feeling that he right about that. I know th~e is 

in the Senate, and I presume there is a lot in the House. as well 


You know. it is bad enough that our domestic corporations, when 

they try to ~port. run into diaaiminatory barriers abroad. It·really' 

rubs salt in the wound, when fOrE:ign corporations working here 

avoid taxes by phony statements as to what their costs are. par~ 

ticuJarJy when a lot of those costs have to do with items that they 

purehase from back home wbith they incorporate mto products

which are made here In the United States.. . 


When you talk about t.h.e trade deficit, by the way, I think it 

would be itnport:int for you to not just talk about competitiveness, 

which is obvroualy significant, but also part at that deficit is: caused 

by those dlscriminatoty barriers in foreign countries. So we can be 

totally competitive and still have huge deficits if.we run into di.,s.. 

crimJnatory barriers in other countrie&t and I think it would be
_fill. when you talk about thet denclt. to inelude both aspects in 

your conversation. ' 

There are some water quality standards for the Great Lakes 
which have been tied up at OMS beyond the length of time allowed .:: ,.by law. If confirmed.. as I hope and expect you will be promptly. We 
would appreciate yOtlt lOOking into that holdup of those water qual I;' 
ity regulations for the Great Lakes. ,i . .Mr. PANETTA. Yes, Senator. You have mentioned that issue to be .:.personally and I have advised my staff of that issue. so that it is 
something we hope to focus o.n soon after we go in offlce. 

S<mator L>MN. Finally. ju", to paraphrase an article in ,...w. if 
dais New York nlne8. history has shown that economic: powers de-. 

. cline because theylaek the political capacity and the political will 
to negotiate policies of .shanNi ~nmt"iM> 
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You have embarked on a course of e:r:ercilring honesty ~d will~ 
power to reduce the deficit. and it is going to require policies or 
shared sacrifice or fair DeriOtt. 

In order to accomplish that, you have indicated that if you are 
going to have It short-term boost in spending to try to get an econ
omy moving. if that is your choice. that you at the same time must 
have a deficit reduction plan that 15 in place. And I would only 
urge that there not only 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 $ay. do 
the sugar part now and say.we are going to do the vinegar part 
later, but, in fact, do both-legislate both at the same time $0 that 
the hard part is implemented automatically without the require
ment of further legislative aetion. 

Do you generally agree with that in your B}!PrOA<.ih? 
Mr. PANE"M'A. Absolutely. Senator, 1 didn t mention this before, 

but I think that we have a vehicle to do that. If we adopt a budget 
resolution on a fast time track. I think we ean follow that with a 
reconciliation bill that will basically lnoorporate the decisions with 
regards to not only long-term investment. but also the deficit re.
duction steps that need to be taken. And it ought to be done in that 
kind of comprehensive fashion. 

Senator LEVIN. Thanks. 1'hank you. Mr. Chainnsn. 

Chairman GLENN. Senator Cohen. 

Senator COHEN. Thank you, Mr. Chairman. 

Mr. Panetta, once agein we come to the dilemma of talking about 


short-term. investment. meaning Abort-tenn spending incrt:ases. 

and long-term deficit reduction. You must have a "credible reduc

tion plan in plaoo." Would you agree that a lowering of the interest 

rates would perhaps provide the greatest economic stimulus in the 

short term? 


Mr. PANETrA. It certainly would help a lot~ that is for surt:. 
Senator COHEN. I went back and read the article you wrote in 

the lAs Angeles '1'irn£s on June 24. 1983. At that time you were 
quite concerned about the $190.2 billion deficit and what the im
pact was going to be upon interest rates, and that increMing the 
deficit to any significant degree would undennine the budding re
covery. I think that is a question that aU of us have to ask and you 
to answer, if not today then at some point, in tenns of what you 
believe would be the top amount of increase in the deficit in the 
short term that could be tolerated without setting off higher inter
est rates whic:h will undermine any recovery rather than providing' 
a stimulus (or it. 

Mr. PANETTA. I think it has to be- very limited. Senator. I dontt 
think you can have a huge package up front because that just 
makes the long·tenn problem that much more difficult. . 

Senator COHEN. The numbers that ha.ve been talked about have 
ranged anywhere from $20 billion to $60 billion. I auume that Y<lu 
are talkinJt down doser to the $20 billhm figure rather than the 
$60 billion'! 

Mr'. PANETTA. Corret:t. . 
Senator COHEN. When you talk about credible enforcement mech~ 

anisms, I assume you mean sequesters? -
Mr, PANETTA. Correct, 
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Senator COHEN. Do you also mean automatic surtaxes? 
Mr. PANETTA... WeH, 1 have often felt on the enforcement side. Just 


to let you know my concerns, that ItrSt of all the sequester base is 

too Jimited. It- should be much broader. 'The p,roblem with the sew 

quester threat is that the only entitlements It includes right now 

are Medicare and agriculture. And very frankly. if you are going to 

have a meaningful sequester, you probably c1.lght to broaden that 

base to include other programs. 


I have also indicated that if you fail to meet some of your reve

nue targets. maybe we ought to look at a mechanism to try to deal 

with that aspect as welL 


Senator CoHEN. As a matter of fact, that was included in your 

own budget pro~a1. was it not? 


Mr. PANh-rTA. That is correct. 

Senator CoHEN. And you would also have similar reeommenda~ 


tions fcr the in(()ltting President? " 

Mr. PANETl'A. Well. I obviously would present a tet of options.


but j think that would be included as one of the options.

Senator COHEN. All right. Senator Lieberman said that you


should 8~ boldly both on the cutting side And the revenue-inc:reas~ 

ing side. Should we be anticipating an increase in the top marginal 

rate from 31 percent to 36 pereent? b that a bold stroke by the 

Clinton admlnj$traUon? 

Mr. PANE1TA. Well. obviously, Any kind of :revenue increMe8 are 

a bold stroke because of the (act that most members te$ist doing 

anything on that front. But obviously you are going to look at a set 

of options on the reVMue side. and clearly the Praident-elect has 

indicated that first priority is to ensure that the wealthy pay their 

fair share. so. some kind of increase in the upper rate will clearly

be part of that package. . 


Senator COHEN. As well as a surtax on millionaires? Should we 

expect that as wen? _ 


Mr. PANETT4. I believe that would be part mit. .' 

Senator COllEN. As Chairman of the Budget Committee, did you 


support a repeal of the tax on luxury items? 

Mr. PANE'ITA, I supported the repeal only in the context that it 


would be revenue neutral. that they replace those revenues in 

other ways. 

Senator COHEN. But that was one tax that was pa$$ed and had 

a counterproductive element to it. Instead of taxing the nch, you 

ended up putting people out orwork. 


Mr. PANEn'A. The proce:ss that occurred in the budget summit, 

just for the record, was that there were many of us that at that 

time were advocating go ahead and just raise the upper rate at 

that point. But the administration t(!;slSted raising the up~r rate 

and, in fact, then offered a set of luxury taxes. on the argument

that that was the way to raise ta:Hs on the wealthy. 


I raised questions at that time -oout whether or not, in fact. that 

-would be an effective way to do it. Nevertheless. that W8$ adopted,

and I think it did prove to be in effective. 
 i : 

Senator COHF.N. You correctly focused on the refonnation of the .' 
health care system s-s being key to getting control of the entitle- 1:, 

.. ment spending. Pruident-elect Clinton in the spring ~pressed. I 
think preliminarily at least. his support for a ~1l~ ~lav or ~l 
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llay" type of program, and then moved a.way from tha.t toward the 
end or the campaign toward glohal budgettn~. 1 assume that you 
are familiar with the managed enre proJ?OS8l that also bas been 
talked about by the Clinton administratu)D. Mr. Alain Enthoven 
has indicated that global budgeting is completely inconsi&tent with 
a managed care system. 

What is your view on that? 
Mr. PANETTA. Well, again, a lot of these options, particulady in 

the heaJth care arett, arc being looked at because there is a myriad
of elements to consider as you try to package it. . 

I guess my concern would be if you are going to develop a com .. 
pctitive care approach. yOU have got to be assured that at the bot~ 
tom line you are goin$' to get the savings. It. doesn't do you a lot 
of good to do competittve care jf you are not going to achieve O)o9t 
controls in terms of where health ca.re is headed, 

& I guess I am wnlin~ to look at a number of different options 
on that front. but as I saul. I don't think: you can simply have com
petitive care without being assured that you are going to get a eer~ 
tain level of savings in tenns of the overall health eare delivery 
·system. - -

Senator COHEN. I have read some repom that the President
elect is supporting the notion of increasing investment of public
and private pension funds into infrastructure: end other types of 
public endeavors. What is your view on that? 

Mr. P ANE'M'A. Again, it is an area that has been discussed. I 
would be somewhat concerned about using those kinds of funds for 
that purpose. I think we have got enough pn;IbJems, 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 criSIS with' regards to pension funds.. We have got to be very 
careful about that.. 

So I would look at it with a great d~e of caution. I think if 
you want l<l do infrastructure, and I think we ought to do infra
strueture investment, we ought to do that on the basis. of a budget 
that is willing to commit funds for that purpose.

Senator CoHEN. A final point on' fire w8lls. The fire wan has 
come down; it no longer exists. Your State hl\$ been hit relatively 
hard by defense cuts and perhaps will continue to suffer into the 
future as rar as people being laid off from the;: jobs. 

In the past, the notion has always been, if we just take it out 
of' defense. we ean apply it to the domestic agenda and start deal. 
inletlNlth some of the social ills that eo.nfront this country.

What is your view with respect. to future defen$c cuts? Since we 
no longer have a fire wall, there will obviously be some attempts
made to take more out of defense. Do you recommend that we 
spend those "savings" in the defense area on social programs? 
Should it be for retraining of the workers who have lost their jobs? 
Should it be for defense converaion? Could you give me $Ome idea 
of what you are going to recommend in the way of future cuts in" 
the Defense Department? 

Mr. PANElTA. As I indicated at the beginning, r think you clearly 
hllve to look at defense savings as part of a C()mprehensive deficit 
reduction proposal, and I think there is room there for additional 
savin2S. assumin~ that the world situation aln at least :remain relw 
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&Uvely stable. I get more concerned~tWery time I get up and read 
the newspapers as to whether or not that is going to be the ease.. 
But obviously if it can remain relatively stable and if we can d&
velop some multinational fon::es to try to asaist us in these efforts. 
tbfli I think we can achieve some additional defense savings be.. 
yond what the Bush proposals would provide tor. 

Senator CoJ{EN. How would you apply them? Would YOU appJy it 
to deficit reductJon, or would you apply it to other pr0gr"8ms? 

Mr. PANETrA. Well~ you would want to do it, obviously. in the 
context of an overnll plan, and. part of that obvioWily~ then. would 
have to go for deficit savings. This isn't just going to be simply a 
question of transfer. I think you are going to try to look at a paek:~ 
;age based on its defense piece. ita: nonwdefense pl~, its entitlement 
and revenue piece. that gives you a certain amount of savings. Ob.
viously, a portion of that hopefully could be used for some of the 
investments. 

But I am not just for an automatic transfer. you know. take it 
out of defense. put it into non-defense. I think it ought to be part 
of the overall paekage of savings that you are looking at. 

I have a post in tny area. Fort Ord, that is being cl~ as a re-. 
suit of defense reductions, so I know what kind of trauma commu
nltiH have to go through as they try to deal with it. 

On the other hand, r think it also ofier:s an opportunity to make 
some important transitions here. We are lOOking, for example, at 
the possibility of establishing a university there. and it will be a 
4·year university focusing on marine sciences. It Is a gt"(!a.t oppor
tunity for that area to establish something that I think tan be very 
helpful in the ]ong tenn. . 

It is not easy. It is not easy. when you are dependent on defense 
dollars. to make the transition to domestie 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 money in conversion. and you have got to show these commu
nities that you are willing to assist them in making that transition. 

So the answer to your question is. yes, you can do more in de
fense in terms of savings. Part of that ought to go tor deficit retiue. 
tion; part or it also has to go into Cl)nversion. . 

Senator COHEN. I would just like to say that I would be willing 
to swap the problems that you have in converting Fort Ord with 
those that we have in dealing with Loring Air Fom.l Base. 

Mr. PANETTA. I know. I know. I am famiUar with that. 

Chairman GLEi'm. Senator Dorgan. 

Senator DoRGAN. Mr. Chainnan. thank you very much. 

Congressman Panetta. what is the estimated deficit for this flse.al 


year that you are currently operating with? 
Mr, PANETTA. I believe we are looking at about 327 for the 1993 

)'tar. 
Senator DoRGAN. Attd how much or that deficit includes row-

DueS:. including interest revenues, from the Social Security trust 
funds? 

The reason I ask the question is to" follow up on a question asked 
by a previou~ member of the panel. You know that I offered in ~e 

- House-and It was passed' and eventually became law--a ~ 
ment that we not use moneys from the Social Security system to 
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show a reduced operating budget deficit, but the fact is it is sun 
being done. Everything you read in any }Jublieation in this town, 
especially and most importantly in the official pubUc;ationa. ta.1.ks 
about a deficit that uses money from the Social SecurIty system to 
show a reduced operating budget deficit. 

"1 will bet that back in 1983. when the Social Security reform bill 
passed Congress. it v.."Ouldn't have gotten 10 '-c"",es eombined in the 
House and the Senate if you would have offered this proposition: 
we would like you to vote to iru:reaae the payroll tues so that 
those inereased regressive payroll taxes an be used as a massive 
source of revenue with which we can show tl reduced Federal dl!!f1.. 
cit. 

So the question 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 revenues in the Social Security trust fund this year 
to use to show a reduced deficit? 

Mr. PANETrA. Well. obviously. you would have to add probably 
another $50 to $60 biUion on top of that, or perhaps even slightlY 
more than that. 

Senator DoRCAN. So the deficit. the real deficit. is probabJy $400 
biUlon. 

Mr. PANETI'A. Closer tQ $400 billion when )'Ou do that. 
Senator DORGAN, Ifyou didn't take---
Mr. PANETTA. That is coneet. 
Senator DoRGAN (continuing). The tru.at lund 0.1' the payroll taxes· 

that are collected from every paycheck. Tho person who receives 
the paycheck is told on that little fonn that we are collecting this 
money for one reason: It is to go. into a dedicated trust fund to be 
used for only one purpose, and that is for Social Security.

But isn't it, in fact. used for another purpose when everybody, in
cluding you, shows me a deficit figure for this year that uses the 
Social security trust fund numbers to reduce that number for the 
current operating deficit? 

Mr, PANETTA. Obviously, the discussion has always taken place 
on the basis of what has been called the unified budget approaeh, 
and that Includes looking at those funds as part of the overall pres~ 
entation. 

1 did indicate to Senator Levin-and I would assert that same 
proposition to you-that I intend in the budget to move that up
front in tenns of its pmentatio.n because I think the public ought 
to see what the full deficit is not using Social Security_ _ 

Senator DoRGAN. But I wonder, even in tenns of its presentatfun, 
if it shOUld not. be part (tf yOUT' answer jn tenn~ of what is the defl~ 
cit this year. The defidt honestly is about $400 billion, give or 
take? Because if you $ubtract .. first the Social Security revenues 
Over expenditures this year, you are really misusing that Social Se~ 
curity money that is coming in from the American people's pay
checks, When I $:ilY "you," I am talklng about everybody in this 
town, and historicany since 1983. 

Mr, PANETTA.. You have made this point. before. and 1 think it 
is-
. Senator DORGAN. Repeatedly. [Laughter,] 

Mr. PA.NImA. I know that. It is important, I think, for the public 
,- •• ~.J~~_~ ... _..1 ...l.."", " .., t ... ll~ ...'h,",,,~ fh".,,,. nnmhers. in fact. that we 
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are uslng Social Security and to' hidieate to the publie what it 
would be if, in fnet, we did not use Social $«urity. 

Just to stress it, I am also in favor of the unified budget ap

proach only ~ause t think when you present a t\ill bUHet, you 

bave got to present what is there in termb of full apending. lull rev. 

enues, as well as. b6rtowlng. The public needs to see a ftiU picture

of it, and Social Security still remains part of that bigger picture. 

But I agree with you. 1 think that you have got to make the state

ment so that people understand that you are in taet. using the 

payroll tax and you are, in fact. using that fund to help reduce the

deficit. 

Senator DORGAN. Economists make the point aOOut the unified 

budget. I used to teach a little e<::onomies in college. but I have been 

able to overeome that experience. The only reason we are ru.nning 

a-surplus in Social SecUrity-we are doing it by design-is that 

money needs to be saved and available for use after the turn of the 

c:entury. If. by deSign, we are creating a trurplua to be used later, 

but then use the surplus now to say our deficit ie really lower. it 

seems to me we are not goinJ to have it a'Vailable in the future. 


That 1S the onl;y reason I thmk this is an impottent element, and 

1 hope- that We Wlil have a continuing dialogue o~ that. And I hone 

the budget you submit will not be the type of bucbret that was sub.. 


. mUted last >-ear because it doesn't comply with- the law. In my
judmnent. 


Mr. PAN1W'rA. I understand that. 

Senator DoRGAN. Let me ask you one other qustion, and, again,


I think )'<IU Qt'e til perfect choice for OMB Director. I am an enthu~ 

siastie suppOrter or you fot' this position, and 1 wish you and the 

Presldent,.,el4let wen. I think we have enormous I'fQblems and chal~. 

lenges. in front of us, and I think finally we will end the gridlock.

And ever)'"one wants to see this country sU~. 


But in tenns of economic stimulus pndtagea and those kinds of 

things, how do you view the situation now. and hbw does the Presi~ 

dent-eleet view it now? Do you think. given what you have now 

seen in the new. more difficult deficit: projections; do we need to try 

to provide: a jump start? Do we need a flseal stbnuJua ~ckap in 

the shomr tenn? Or should we try to $et in motion soluuon& to 

the longer-term problems? Are you going to come to the Hill with 

investment tax credit recommendations and. you know, a aeries of 

those kinds of tWngs because you think there needs to be imme-

diate stimulus? 

Mr. PANETTA. Well. again. all of those optiO!l$ are currently being
analyzed. I think the first focus: ought to be on the longer-tenn in. 
vestments, frankly, I think that is key. When you talk about in
vestment tax credit. when you talk about some tax incentives, 
when you talk about what you want to commit to edutation and 

.inrrastructure and R&D" those are long~term investments. And I 
think we ought to set that strategy out. 

Now, whether you e&n take some of those fang-term investment4 
and perhaps move some of that up front into a stimulus packege 
is essentially what js being debated right now. That is th.e wa, 1 
would like to lie it. I think the package ne<ds to be tied _ 
so you are not trying to jump start the economy with something 
that doesn't fit into our long term investmente for the c:ountry. . I 
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Now, 8S> to what size that package ought to be, whether or not 

we ought to do it. those a"", the things that are aUTently being dis

cussed. But. 1 think, first and foremost, set that long·term Invest

ment package. show where you want to go in the long term tie it 

to the defidt reduction package. and then you am debate whether 

you want to move some of that money up front. 


Senator DORGAN. But where do you think this will come down if 

you were guessing today'! 00 you think that we might likely see 

some stimulus proposal$ from the administration in the new 3 to 


'5 months? 
Mr, PANETTA. To be frank,' right now the options have betm fo.


cusing largely on the long~tenn inve&tment package and on the def~ 

kit. reduction package. Stimulus is an issue that will be discus!JE!d 

in these next few weeks SO that we can evaluate the CUrn>.nt state 

of the econom.y.

Senator DORGAN. Thank yw, Mr. Panetta. Thank you. Mr. 
Chairman. 

Chairrnan GLENN. Senator Sasser. 
Senator SASSER. Congres.sman Panetta, in the last budget sulr 

mission of the Bush administration. there were projections of dis,.. 
cretionary spending in the out-yeal'S. and 1 wanted·to get your 
views on those projections in the out-years.

As you know, the last budget submission simply o.ssum~s a nomi
nal freeze, a hani outlay freeze Qn discretionary spending in 1996 
and 1997. In your view, is that even remotely realistic? And if that 
were to occur, what impat:t would that have on discretionary pro
grams, including defense spending or military spending t.hat some 
people are very interested in in the ou~years1

Mr. PANETI'A. Well. I think that it probably fila Mr. Darm~'8 
Sesame Street descriptions. It is not Credible to assume you are 
going to, in fad., cap aU ncn·defense spending into the future, so 
that. you are not even going tQ provide any inflation increases. pllr~ 
ticularly in education or :R&D or health eare. research or some of 
the other areas that are so important to our society. 'l'hat is just 
not going to happen, and you and 1 know that. and 1 think to as
sume that. in a budget document obviously tests the credibility of 
that kind of poUcy presentation.

Again. you and 1 both kn()W that we have read these documents 
before and we know what is real and not real. If you push aU .of 
that aside. the bottom Hne 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 I think this is important 
to focus on, and you referred to it earlier in ~ponse to one of my 
questions, and then 1 think Senator Cohen may have asked you 
about it. 

You recall back in the 1990 budget a~ernent. there was an im~ 
pHett understanding, really, between the fiscal and monetary policy 
arnt$ of the government, the Congress. the fiscal arm, and the Fed
eral Reserve Board. the monetary arID. And the idea was that Con~ 
gress and the·administration would reduce the budget deficit and 
we were going to- tighten fiscal policy, and we were leaving the 
management of the economy or keeping the economy afloat to the 
F'l'4'lpM'lI R~~rve. 
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Well. what we saw emanating from the Fed was a constant prob
lem of too little too late, an~ we have gone through 3 ~ now 
of r-etession and stagnation, and it is ooviOWl that the Fed. policy 
wu not successful and it was not effective. 

Now we find. as we are beginning to aputterout of this recessjon~
wIth a recovery that is much less robUAt than. all post-World War 
II recoveries. those brave old inflation fighters over at the Fed are 
once again talking about lowering the monetaJy targets~ (lnee again 
overly concerned. in my view.t about inflation and we bear talk 
that we are headed down apatn now to zero inilaUon. 

Now, I think it would be helpful to have on the re<:ord your views 
with regard to what. is going to happen. if we get into a tJituation 
where the new administration follows a. ~th of tight fI-SCal pcllicy
in an effort to try to reduce the deficit., and then we have the Fed
eral Reserve getting into a very ti~ht monetary polley simulta. 
neGUsly to try to get us down to zero mflation. 

Mr. PANETTA. It is not going to work. Senator. The problem is.. 
if we are willing to make the tough cl10ices with regards to that 
long4erm deficit reduction plan. it 1S absolutely essential that the 
Federal Reserve cooperate then with regards to monetary policy. 
beeause you. are talking, in fact, then about taking some money out 
of the economy. you :are going to have some impact and you really 
need the oombination of monetary poliey plus that investment 
package to tr:.v to keep us in the groove so that we are moving for~ 
ward in terms of growth. If for any reason the Federal Reserve 
baUs out on WI, it is going to be very tough then to try to meet the 
targets that we have established. . 

Senator SASSE1t Well. they are giving signals already, Mr. Cbair~ 
man. of bailing (lU~ and some of us are very. very toncerned about. 
that, and Senator ~arbanes and I are going to reintroduce our leg
islation to remove some of the regional Fed presidenta who are 
unelected and unappointed by elected officials from the Open Mar
ket Committee, because they are the most belligerent or the inflaw 
tion fighters on that Open Market Committee, and inflation i$ not 
a problem in this ec:onomy. ~ you well know, our problem is creat.
ing jobs and growing revenue out of those jobs: to help us meet the 
deficit problems. 

I just want to aay again how pJeased I am with your nomination. 
I look forward to working with you very, vel"l closely when you are 
confirmed and take your new post. I think lt is .an ad. of extraor.. 
dinary bravery for you to step forward and accept this nomination. 

Mr. PANE'ITA.. Thank you, Senator. 1 really do look forward to 
eontinuing to work with you and getting your 'guidance, as we try 
to develop this package. . 

Senator SASSER. Mr. Chairman, I would like to include in the 
record, if I may, some statements about the Police Col"pS. 
. Chairman GLENN. The statement4 will be included in the record. 
Senator SAssER. Tlulnk you. 
(The information referred to follows:] 

PoLICE CORPS MA1'DImT SUBMrTTW BY SENATOR SAssl:Jt 

Chabman Panetta, during the eNl'Ipalgn, ~Hlfd CllntmJ apoka"ortm or 
. hb intention to crute a ~ Cotpt to put mot'fI ~ (In tM fl.n:ct and reo 
~ ~ the ffiMe t'a«w! by our citizens. As you ma, knOw, I haw bMn a priUM ~ 

of this proposal in tM &natt!. 
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One of the ~atest detemnts to cnlM I, simpl, poU('tl ~ee-on tim fItrMt,s 
and in o\.tt nelghborhoods, Sin'lply put, it i~ the ri,li: factor (Of' ~ It 
mnkn it ~ li)tely that <rimes win be pnrven~ and erltninal.s will be UTeSted. 

1\5 ~\l and I ktI(Jw better Uuan most, spending decisions IlI"e going to he ~mel)'
dimeUlt in the next (I!W yean. But I woMU it you. are p~ 10 giw the Senate 
50me Il5SUrance that (unding will be (ound in Ptuident Cllilt.on'e bUdget fot the Po< 
lke Cotp~? 

Que:;;U(m F'o!low,Up::
I just want to }:,. dear hert that we are talldng abtmt numbers wbkh would he 

signifieant CllOUlth to have a reti impact on the strfff.$. I .".ant to he sure that the 
Clinton Administration l'flfIaillll tommitted to the Pullee Corpl!l PMgnIm. 

Question Final CoDUllent: . . 
Weil. J look fcl"Wftrd to -uing with the new Administration in introducing And 

etu'lcting this Ic£imoon. 
Chairman GLF.NN. Thank you very much. It has been a lonlf 

mQrning here. We said we WQuld be back in at 2 o'clock. I think 
we can make that aU right. Everybody can get a bite of lunch and 
be back here by 2 o'clock, 50 we can have an afternoon session and. 
hopefully, avoid g~ing ~ver until tomorrow. if' that is OK with you. 

Mr. PANB'TTA. Fme, sir. .' 
Chainnan GLENN. Good. We will t'e(eSB until 2 o'cll)Ck. 
[Whereupon, at 12:50 p.m., the eommittee was in .re<:e$!!3'. to re.

convene at 2 p.m., the same day.] 

I""""~.( :., 
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AFTERNOON SESSION 

(2:lG P.M.) 

Chairman GLENN. The hearing wiH be in order. 
Mr. Panetta, we have h$d $Orne critics (If the budget ,recess say 

that just the proceu itself is partly to blame tor some () our deficit 
mess. because it leaves us with a rather cumbersome $)'atem. 

In your answers to :pre-hearing questiOlUJ. you discu.ssed aome or 
your ideas :for s-treamhning the process. I woUld Uke to all apecin~ 
cally. do you see reform or the bud~t proeess itself to b4 a bee-
essary in~ient. for IODg~term defiCit reduction, Of' am the defldt 
be reduced just by mnking just better choices wltbln the eurt"'ei1t. 
process? 

Mr. PANETTA. As always, Senator, when you ere laylnE out an 
economic plan in which you are committing yourself' to deficit 1"&
duetiOD and you are going to try to back that up with strong en.. 
forcement measures, I do think you then have to look at the budget 
p:roeess. becauu- when you talk about budget enforcement. you are 
essentially talking about what. is the budget proeeD. 

Every time we have looked at enforcement~ using the budget 
agreement again -as an f!Xample, we basically revise the budDt. 
process at the same time. So f would aQume that in terms. or Cleo
veloping this plan. particularly th~ enforcement aIde of it, we wUl. 
again review the budget process to see if theN is a way to expedite
that. . 

Chainnan GLENN. Within the Congreu itselt-and this is not 
going to be your prime responsibility, where you are going. but I 
would be interested in your Views on it,..-..wehave an autliorlzlng 
process and an appropriating process. A subcommittee takes up 
something, the full committee takes it up again if it passes the sub
eommittee, then it goes over to the floor and is debated on !he floor 
and the same thing comes up again. You run through the appro
priations process in the same route, and then we impose the bUdget 
process on top ofall of that. And wbil~ it was meant to give general 
directioIl&. we wind up with the same-we sometimes have gone 
through legislative WPA around he:re enough that it Just seems to 
mil: the process i& so cumbersome. we ought to streamline: it in 
some way. Do you have any comments on that. as to what direction 
we should go with it? 

Mr. PANE'I"l'A. Again. I share some .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 mntems 
-us about whether or not we are going to be able to get policies put
in place. . 

As I said. I think there is a need to review it to see if there are 
ways to try to expedite it ond make it run more smoothly. I want 
to say at the same time. any t1m~ you put teeth into a process, any 
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time you deve~op an enforcement process, there are obviously those 
that don't like it because it detracts from their ability to kind or 
walk off the path, So for that reason. there will always be B(lme
constrictions that will be unpopular. but I think there are ways to 
try to smooth the process a little hit. to perhaps at least improve 
the time frame in which we deal with issues. 

Chainnan GLENN. A different subject, working with the GAO. 
We were concerned several years ago in this :ommittee about the 
unfunded liabilities the Fede-ral Govunment has. GAO did SOMe 
studies and OMS did some studies. They came out with approxi~ 
mately the same figure, that unfunded potential liabilities of the 
Federal Govemment-these are all the guarantee.p~ms, insur· 
ance programs. ete.---.eomes out to $()mething like $6 tnllion. 

Now, I am very concerned about this and I think we have to have 
some way of reany watching this-I don't know whether we need 
a. separate watchdog group to particularly watch those unfunded 1i~ 

" abilities. or whether this should just be part of your job at OMB, 
or how we do this, but do you share our concern with these? 

What brought this up was the s&L situation, where nQ one had 
any concept at aU that we were going to get as far indebted 
through that process as we did, Yet. we have aU these other pro
grams sitting out there that total some $6 trillion. They are not all 
going to come a cropper at one time, we know that. But it is an 
enormous-it just seems to me there is a big yeUow waming light 
there, that we could get in deep trouble~ unless we really watch 
these things, just as happened during the S&L and which could 
bappen in 'banking to game extent. even now. So what are your
oommMts on t.hat? 

Mr. PANETTA. I think both GAO, as well as OMB in this in
stance. have done us a &ervice by identifying the (!()ncem abo-ut un
funded liabiJjUes. You are right. the problem on the savings and 
Joan was the fact that nobody quite saw it coming and nobody was 
able to get ahead of that ball. rather than behind it as we did, and 
the end result of that is that it is going to cost us a lot more, as 
a ~onsequence of that crisis happening. as opposed to if we had got
ten ahead of it. 

So what I would like to do and what OMB has .set in motion is 
the mechanism for monitoring these situations, for milking sure 
that we are 10'lking at each of these areas. the GSE'S) the credit 
programs.. to determine just how sound they are. and if there is a 
problem, recommending both administrative and legislative action 
to try to correct it. So I want to assure you and assure the public 
that this is an Brea that we are going to monitor very closely. This 
is one of those high~risk areas that we think we need to be con
stantly on top of, so we don't find ourselves having: to deal with the 
S&lrtype crisis. 

Chairman GLENN. As. you 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 
let you do yoUr job better and to make the government more effi
cient? Do you have any suggestions in that area yet? 

Mr, PANETTA. Not reany. I would like to get my teeth into the 
job, and then 1 will have a better sense of what kind of additional 
help we need. Obviously, I am very famiHar with S. 20 and I am 
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familiar with some 01' the legislation that you and Senator Roth 
have been working on, and I think some of those proposals are es~ 
c::el1ent and we need to follow up on those. But. 1 thfnk I can give 
you a better sense, once I get into the job and see the terrain. 

Chairman GLENN. Bnclt to the $6 trillion liability for jWlit. a 
minute. One very specifie one that afTects~ I don't. know whether 
most Americans, but certa.in~y many. many tens of million Ameri. 
cans, is the Pension Benefit Guanmty Corporation. They have been 
in trouble, and we have more companiQ m this recessionary time 
period that have not been able to meet their contributions and l
therefore their employees are not as protected as they might other.. 
wise have been. 

Do you have some ideas on how we can guarantee better p~ru!:ion
portability and reliabUity? It isn't the whole picture since PBGe 
was p...ed bas changed and changed rather clramatieaUy? 'l'hat of. 

- recta so many individual Americms. and I think we have to-U we 
. are to keep faith with them. we have to do 80mething to make 

PBGe or some sitnila:r organization better able to take 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 top of the list,. 
frankly. in tenns of con~rn. because it does affect &0 many people 
that expect to get their pensions down the road. So many workers 
have really dedic;:ated themselves to a joh with the hope that they
would be a.ble to receive these benefits. and I am very coneerned
that this area. in particular, has aome real problema in terms of. 
again, that unfunded liability. 

The answers nre not that easy because they obviously involve 
whether or not you are going to ask employers for greater contrlbu- . 
tiona, whether there are others that have to make greater contn"bu. 
tioDs, are you going to do something about benefi.ts. And 80 on that 
area, frankly,l would like the opportunity to review a whole series 
of steps as to how we deal with it, before telling you any rec~ 
ommendatlona. at this time. 

Chairman GLENN. I have been reading a little bit in that area· 
and one of the thinga. is that you would require companies to pay 
people an amount they\ in turn, could invest theDlSe:ives in a mu. 
tUM fund or something ike that. that is run maybe by the eompanr 
or by a consortium of companies, and then that ie ,portable~ obVl
ously. If a P'f:rson leavu:and goes some place eLse he WQulu have 

this or her mterest in that partic:ula.r fund to go along with them, 
and over a perlOO of lime. that (';Quid be quite a large chunk of 
money for an individual who started contributing at a young age. 

Mr. PANETTA. We bad, interea.tinglyenough, in my district.:. there 
were some agricultural areas that were looking at the possibility of 
trying to make these benefits portable so that they could actually 
provide a full payment to an employee on the basis that that would 
then be invested in some kind of long.term program to .assiet them 
in the future. We have looked at that. 

It requires all kinds of waivers, as you Know. in the process, but 
I think that is the kind of a~proach. We nHd to be very imagina
tive here, beeaU&e we are gomg to have to develop $Orne other ap.

··proaches, The system cannot go on the way it is now, because I 
don~t think its funding elements are .sufficient to cmtect it. 
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Chairman GLENN. 1 agree with that. 
Senator Roth. . 
Senator ROTH. Leon. I find it very trouhlesomef 8.8 I mentioned 

this morning, to have the Comptrolier General tell us that there 
are prn.ctleaHy no programs, no: agencie~ no departments that he 
can say are wen run. and it seems to me that makes the "M" in 
OMB very. very important. And I was delighted to hear you say 
this morning that you do ~ the -W is of eritieal importance. 

In the last two Congresses. I have been pushing as one reform 
the idea of bringing about program perfonnancc. goal setting. 
messurement and reporting, and ultimately performance-based 
budgeting, Do you agree with that approach?

-Mr. PANE'l'TA. I do believe that. you have got to establis.b some 
performance-based objective&- You haw got to be able to layout 
some goals, you have got U) be able to layout some objeetives. you 
have got to have a system of being able to detennine whether or 
not. that. agenQ is doing the job.

Now, it is easier said than done, because you want to do it in a 
way that then doesn't overburden that agency as it tries to a-eeom
pUsh its goals, .and we have had some problems along those lines. 

What I would like to do, And 1 think your legisialjon helps Pf'O" 
vide for thal, is to try to establish some pilot effbrts on perfonn~ 
anCE:-based budgeting, and then. if it does work. to broaden that so 
that we can hopefully encompass it in the budget propoula we sub-
mit, I think as part of the President"s budget, we ought to include 
some of those performance-based objectives. 

Senator Rant. Wen, as you say, my legislation goes provide for 
demonstration projects, and I think that is an imp?rt.ant first. 

During the hearings on the HUD scandal. whtch was, of course, 
held before another committee. Richard Wegman testified on behalf 
of the NAtional Academy of Public: Administration, where be said 
preventing more HUD's ultimately is a continuous process of im
proving program. goals and testing agency performance against 
them. 

Two yeaTS agO', th,~ House Ways and Means Committee, James 
McIntyre, who, ot" course, was your predecessor for the Carter ad~ 
ministrator, testified that, to faeilitate the oversight pn:x:ess, stand* 
ards to measure each program should be included in its authoriza
t.ion or reauthoriution. The standards should be part of the legisla
tion itself, not conference report language. The eonference report on 
all reauthorization should explain how the program's performanCE: 
compares to the goals set. 

My question is do you agree, that Congress. itself should be re.
quired to establish program performance goals when it (reates or 
spends money on a program? . 

Mr. PANE'T'TA. I would find that very helpful, aduaUy, if Congress 
itself could assert more specific objectives and goals as it e9;tab~ 
lishes programs, because then you would have better guidance in 
tenns 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 took at the perfonnance gauge they want 
to assert in a program. In other word!, if you want to develop a 
pr~m to provide. for examnle. for education benefits, then what 
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kind or gOals do you want t<> .chleVe over wbat perio.for time. and 
lay some or those out. 1 think that would be very helpfuL 

Senator Rom. 1 couldn't agree more. I think it is v~ imtxntant 
that Congress does that. because it helps the overSight. 1t helps you 
determine whether the program is working, whetlier they shQuld 
have more money or Jess or whatever. 80 it Aetna to Ine basie to 
the whl>!e program. 

Now. both you and I have introduced commissions to restructure 
or reform government as a whole. It seems to me that this legisla~ 
tion is of critical importanee. I had some questions with the Comp
troller General on it, and at the beg;nnlng h. Bald. h<! thought it 
could be done internally by the Executive Branch. but he agreed 
at the end that probably it was necesaary to have some cornmiasion 
focused just on that problem. 

We all know that a new President comes in with the best of in~ 
tentir.ms, but you have so many other mattera before you. 1 mean, 
internationally, this new President is going to have his plate full 
on just that alone. But don't you agree that we ou2ht to tnove 
wnd with some kind of-and I think it should be It bipartisan
commission to take a look at bringing government into the 21st 
Century, to use modem technology, for example. What are your 
thoughts on a more eomprehenslve reinventing government com
mission? 

Mr. PANETTA. I tblnk you have to do it. I think as I have intra-
duced on the House side and you bave introduced on the Senate 
side, 1 think you do need to have a commission do i~ because, 
frankly. the problem is it has to be done in a -comprehensive fash. 
ion. And if you just try to nit-pick 8war at this, you will nev~ get
anywhere. Y 011 will run intA) jurisdictIonal problems in the Con
gress on both sides. You know t eaeb side will say, wait a minute. 
don't toueh this area, don't touch that area, and so it has to be 
dooe In a eomprehensive fashion, and, frankly. a eommission is the 
only way to get at that. 

I do think it ie essential that we do that. We have not moved into 
the 21st Century yet in tenns of our structure of government. We 

.are still operating over departments and agencies that have been 
established over the last 200 yeanJ, $Orne of whieb, frankly, have 
lost their effectiveness. And so the question is how do you reorga~ 
nbe our overall government for the future. Instead of having trade. 
for example, spresd out among a number of departments, should 
we not look at perhaps estahliShing a c::enterpiece with regards to 
trade. 

,Natural resources, we have departments all C)ver the board that 
focus on different elements of natural resources. A.s we try to deal 
with environmental issues and natural re8()urces, why ahouldn't we 
have a focal point for policy development in those U'e;l:R? 

1 realia:e all of this is very controversial. You know, 1 have sug~ 
gested taking 13 departments and bringing them down to S and 
have caught enough hell on that proposal alone, so 1 know that 
they are controversial, But 1 think it is. absolutely essential tQ ap.. 
proach this whole issue with some new thinking. We have got to 
do a better job in coordinating policies. 

For ex.runple. when I want to deal with an issue in my district 
~l. .. f ... ". ;..,,,"',...... ~t.", 1~ ......... J "'''~ ... ,.1{ .. ,.:_ ... __ ~ ..._~_>~~ _A~"_.~~_ 
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because we were in A drought and we wanted to ~and a reservoir 
there. I have got to put 25 or 30 ageneies in a room in order to 
try to te$Olve that issue, and it becomes an incredible barrier to 
trying to deal with poUe)' implementation. So we need to do a bet
ter job of coordination of policies in this area. there is no question.

Senator ROTH. I couldn't agree more strongly with you. I think 
we ought have as a goal what I like to call. not original with me. 
a one-stop shopping idea. Ii is impossible today for the small coun
try or city or even your State to follow a labyrinth of agencies and 
departments and rules and regulations. Somehow we have to aim
pUfy it. and that is a fuU-time job that you have to have someone 
working at, so I am delighted to hear your answer. 

Thank you, Mr. Chainnen. 
Chairman GLeNN. Senator Cohen. 
Oh. I'm sorry, I promised Senator Cochran. when we came back. 

he would he first up. 
Senator CocHJtAN. Thank you, Mr. Chairman. 
1 don't have any other questions to ask of the witness. I just 

want W wrap up my comments by saying that I really think the 
President-elect has chosen well in selecting Leon Panetta to be 
head of the om~ of Management and Budget. _. 

I have bad 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 individual and 
I respect him in every way possible. 

I regret that he switched parties. That is my real quarrel with 
him. We need him now. 

Chairman GLENN. He saw the light. 
Senator ROTH. But he can always change again. [Laughter.] 
Senator COl":HRAN. I a1$O think that he has a great opportunity 

to be an int1uen~ for positive change in this administration. It oc· 
curs to, me that we all need to. reexamine the budget rrocess much 
more c<ln'!fuUy. with a view toward making it more 0 a legitimate 
process of straightforward requests and responses foI' appropria·
tions of funds and allocations of government. resources and deriving 
revenues. 

t would like to see more truth in budgeting. I know Leon Panetta 
would like to ,see that. too, and I would urge IOU to use your best 
efforts to help achieve some reforms that woul lead to tbat. 

In the comments that I made earlier today. one or two people 
suggested to me that. I was being a litUe harsh on Republican ad
ministrations in my commerits about the fact that the administra
tion doesn't always my fair with Congress in the budget submis
skms. Frankly. I feel just as strongly about the failure of the Con
gress to play fair with the administration9, and Congress has been 
domin;'),ted by the DemO(:Tatic 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 jus.t the same then as they were with the Reagan and 
BU$h administrations and the Nixon and Ford administrations. 
There is always the temptation for the Executive Branch to make 
the Congress look bad or fiseally irresponsible, and vice versa. and 
that has been the tendeney, The budget process has been used and 
abused for that purpose. 

- In my judgment, • I<>t of the budg;,t documents that we _. In. 
cluding the budget: resolutions passed by CongT'eS8 and the amend.. 
ments offered on the floor of the House and Senate to the budget 
resolutions are nothing more than politieal gamesmanship. one
upsmnnship. games and gimmiclt.8. diatortious, misrep.ruentatlons, 
misleading the American people ulUm:atcly about the real prior
ities. the intentions, the possjbilities. the realities of the budget sit,.. 
uation. and I hOlle that ebanges:. I bope the Clinton administration 
has the wurage to <hange. and I hope that Congress has the c0ur
age to change the way it does busineu with respect to the budget 
~rore~ , 

So I wish you good lu<:k. I know Ytro favor SOllle other things that 
I favor, like the 2--year budget cycle. I hope you will have the tour-
age to submit a 2·year budget.. Maybe you can convince the Clinton 
administration. that that ought to be done. Tbere are some very
positive ways that 1 know Ytro can be an influence for change, and 
I expect you to be able to be an instrument of -constructive cb.a.nge
in thi> pr0ce&9_ 

I wish you weU and commend you fot' agreeing to take this job,

and I hope you have a great deal of satisfaction and p1ea.sure dur
ing your u-rvice as Director of OMB, , 


Mr. PANE'ITA. Thank you very much, Senator, for your remarks:. 

This is a hUfre cl\a:llenge. 


You are nght. it was not a partisan weakness. it bas Vtty mum 

been a bipartisan weakness with :regards to dealing with the num

bers. It didn't just begin in the !.ast two administrations. it began

before that. 


The problem is that, as you confront the deteriorating numbers 

we have BeeD on the defiei~ rather than confront those choices, yt)u' 

look for .all or the gimmicks and you look for ways to try to avoid 

that, and we have seen aU of them. We have seen .all of them ~r 

the l.a,st few years, and I think the American people know that 

those games have been played on all aides and they are tired of 

them. 


What I said to the President-elect and what he asked of me is, 

he said you have got to shoot atralght with the Congress and with 

the American people on these nmnbers. We may not like the 

choices. We can fight over the choices, but you have ~t to shoot 

straight on the numbcrn, where are we at, what does It look like, 

what do we have to do, and I hope to do that as we present our 

budget. . , 


Senator COCHRAN. Thank youband good luck to you.

Chainnan GLENN. Senator Co en. 

Senator COHEN. Thank YOU. Mr. Chairman. ~ 

Let me just follow up on Senator Cochran's comments. You shoot 


straight with the Congress and 1 think you will lind 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 

reputation (or shooting straight. 


I would like to just follow up again on Senator Cochran's com. 
menta about putting everything in perspective during the course of 
the morning proceedings. The Chainnan or the Senate Budget ...'.,Committee asked how did we get into this mesS and went through 

" a litany of issues which he felt contributed to the large deficit. 
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I would like to see the NCOrd straight. also. When Pruldent 
Reagan !Came into office. you may reeall the economy was dead in 
the water at that time. We had at least 13 percent. inflation rates: 
we had 22 percent interest rates, we had a hollow army, we baa 
a hemorrhaging navy, we bad American POW's hem, paraded 
through the stree1.!J of Teheran and a sense or "'malaise that was 
infecting most of the political body in this eoUDtry. President 
Reagan did eom~ forward with some significant tax cuts to sUmu~ 
}ate the economy. Unfortunately. eorrespondin, budget cuts to 
match those tax cuts were not enacted. We mcreased de(en,ee 
spending as was critical at the time, but there was very little suc
cess in reducing other b,"OVemment spending. I think we have to put 
what happened in the correct historical perspective. 

I want to talk for just a moment about the tax issue because. 
again, candor and courage are two words that we associate with 
y<>u and your reetlrd. in the House or Representatives. We hope that 
wilJ also be associated with the new Clinton administration. 

As we are ~lking about narrowing the deficit, we look at the pro
posal of taxing the wealthy. I don't MOW that anyone bu tulJy de
fined what that means. Who are the wealthy. in your judgment? I 
will come back to that in a moment. But nssuming that we tax the 
uppcr'2 percent of the American population, from the- numbers that 
I have seen, that will produce sOOlewhere in the neighborhood or 
$15 to $20 billion. 

If we have 1;1 surtax on millionaires, that is anOother $2 bHtion. If 
we have increased taxes on fOoreign corporations, as I think Senator 
Dorgan has indicated. that might produce as much as $10 billion. 
You also have to factor in whether or not foreign corporations who 
are now investing in the United States might seek to move their 
mOoney elsewhere where they have a lOower tax rate and perhaps 
even higher interest rates, such as in Gennany.

So then we start ~ttjng down to. if we only have $32 billion that 
we can readily put our hands on, where is the deficit reduction 
gOlng to rome rrom? What other types or taxes. for eJ:am~e? A gas
tax? That may be ruled out because it is so eontroversial. There are 
people in rural areas who would not readily agree- to that. The Sen
ator majority Jeader has indicated that the- time is not ripe for that, 
and he IS probably correct. 

Charitable contribUtions? We have round thllt eliminating or re
ducing the deduction for charitable contributions may only increase 
the burden on those who are seeking to send their kids to college 
in the wa;; of higher tuition costs. . 

DeduetlOns fOT local income taxes? If you want to reduce the de~ 
duetion available currently, you are goi.ng to impose a greater bur~ 
den on States like California and New York and a few of the others 
which have a very high local tax burden. 

I guess it comes down to politicians. We politieiana-and I use 
that in the positive sense of the W'Ord-are alwaY$' talking about 
taxing the rich. but the money. if r,.>u are going to :raise money, is 
going to be from those in the middle. So do you intend to rec
ommend to Dill Clinton that be not have a middle-class tax cut. but 
a middle·dass tax increase? If we are going to deal straight with 
the American people we are not talking about the rich. We e.re 
talking about where the bulk of the money is-in th~ tniddle class. 

m r"·\;..:~::~;'; 

I. h. preparod I<> d. that, and an, you P"'P&'ed I<> recommend that 
h. d. that? 

Mr. PANETI'A; Senator. I think the way you approach this and 
the way we have approached it when we haV., dealt with this in 
budget summits IS to first ISO after the spending savings and try to 
detennine what. in fact. can you achieve in terms of spending sav.. 
ings, because everybody says, you now f itwe a..~,going to raise rev
enues-nobody likes to raise revenues. 1et+s face it.. There isn't any.. 
body whet is a big advoellt,$ of tuing anybody. 

Senator CoHEN'. But Senator Sasser said this morning that it is 
out of the be.ll park in tenns of reality aa far as putting f\:'eeus on 
domestic programs. ' . 

Mr. PANfM'TA. I think he is right. . 
Senator CoHEN. OK.- So if we are not going to freeze spending. 

where are the defieit reductions going to come from? 
Mr. PANETTA.. As I wd. I think the first thing you do is you have 

to nnaI;y2e what you can achieve In tenna of spending savings. 
what you an get out of defense and nonwdef'ense including entitte.. 
ments, and also you then have to look at your investment package,
how big is that going to be in tenns of balancing all of this, and 
then, obviously. that takes you to the revenues. 

You have mentioned the key nwenue raisers. obvioualy. would 
involve increasing the upper ·rate on the wealthy. and a surtax.. 
There ate also proposals that were contained in H.R. 11 that ea.n 
provide additional revenue increases, and there are some other 
areas that deal with basIcally just improving the fairness within 
the Ta¥ Code that could also be eonsid~. 

Ultimately. it has got to be a balanced package. Whether it takes 
you beyond that core of revenue rai$en really doe" depend on these 
other decisions. For example. ifyou have got a big health care piece 
in terms of savings, but you have decided. that you are going 'to use 
those health tare savings for a health reform program, then you
have got a hole that ha" to be filled. 
. If you d~lde on defense).. that instead or taking defense down ac~ 
cording to a heavier line ~tary~Designee Aspin has auggestedt
three or four P&th,s that you could folloW to try to get the defense 
budget down. and let's assume that you pick one that is lighter in 
terms or defense savings, that could create another hole. 

If you can't get the non-defense savings. you can't impose any 
kind of freeze across the board on the non-initiative programs, you 
have got another hole that has got to be filled. 

So it is in that context that you decide do you have to move to 
othet tax resources or the revenue resoUrces in order to fill the gap. 
I think the bottom line is, again, you have got to set a deficit reduc
tion target and stick to itf and it is going 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 are going to have a sharing of saaifu::e 
here, and I trunk that is absolutely essential, you c.an't ask people 
on entitlement programs. you can't ask people who are going to get 
hit by non-defense cuts to bear their share of the burden. and then 
say to the wealthy you don't have to pay your bill here at all. I 
mean it has got to be a fair sharing of that burden. 
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Senator COHEN. Let me ask you on.e other question in this round. 
,1 detected during the course of the morning that there were ref" 
erenc:cs to the deficit in tenus of it being a pen::entage of grosa na~ 
tiona! productJ. and so getting away from the absolute R1.Unber. 
whether it is 111290 or $310 billion. Now we talk about it in terms 
of it being a percentage of the gross national product.

We went through this exercise, as I recall. back in the mid.. 
1980's. when Pon Regan was Secretary of the Treasu7.* I recall 
him also making the argument that def"tcits really aren t that im
portant as a pereentage of gross national product. lib ran into con~ 
met wit.h Martin Feldstein at that polnt, who said, "'wait a minute. 
deficits do matter." Aa I recall, George Will wrote a column that lnw 

diented that Martin Feldstein had been infected with a ra~ Waah~ 
ington disease called "empiricism," he allowed facts to influe'nee bis 
thinking. Of COUr.IJe. he was a professor who is now back at Har
vard, and Don Regan went on to become the chief of staff of the 
Reagan administration. 

I detect the same sort of drift now. We are now starting to talk 
about the deficit as being only a pereentage of the GNP and that 
is really net as important as if you start talking about it being 
$310 billion. 

Mr. PANETrA. Wen. don't jnle:cp"'t too much into that st$.tement.. 
What I am basically saying ilJ. obviously you do have to see where 
the debt to GDP ratio is. 1 mean we are 50 percent of our gross 
national product now, is in debt. We have gc;t to tum that around. 
and one of the arguments that economists will make is can you in 
the very least begin to stabilize that and then bring that path 
d~. ' 

1 am not saying we ought to j'ust be satisfied with where the per~ 
centage is. 1 mean some usual y say, well, Japan has a percent of 
GOP ratio of this much~ if we could be in that vicinity. and what 
have you. I am not satisfied with any of that.. But as a vehicle to 
kind of say let's stabilize it and then bring it down, I think that 
is what 1 am basienlly discussing at this point. ' 

Senator COHEN. Thank you, Mr. Chairman. 

Chairman GLENN. Thank you.

Senator Dorgan. 

Senator DORGAN. Thank you. Mr. Chairman. 

Congressman Panetta. I asked you this morning about a stimu


Jus package. Personally. 1 think there is some reason to feel that 
a temporary investment tax credit that is targeted could be belpful 
to stimulate the economy. But there is an irony that is OCC'Urring 
at the mement; the talk about an investment tax credit and the :p0
tential of having a tax credit in the future is delaying purchase de
cisions by people who are waiting at the moment. 

Coagressman Rostenkowski and Senator Bentsen. t believe in. 
December. put out a statement suggesting that if something is 
done in the future it should be retroactive to December 4th. the 
date they made the statement. How do you feel about that? Are you 
generally supportive of that position. and is the Prnsident-elect 
generally supportive ofiliat? 

Mr. PANJ:.""TI'J\.. Yes. I believe there is support that it ought to be 
retroactive and that. dearly. a part of this package will include _m,. (1'!Y'Tn (It thl' investment tax credit. 

You mentioned. it as a part of a stimulua package. I just want 

to at least make this part of it clear:: J think any tax element ought 

to be contained in tha reconciliation Pl'OCe$$. becau8&:-my experionce

is that if you just ask Ways and M&ans and FinanC:e to move a tem~ 

porary investment tax. credit. they will add other features t(J it, and 

pretty soon the train has left the station in term.s of the other ele-

menta that have to he part of the defidt reduction approach. & I 

wouid like it included as one package, and I think the President

elect supports that approach. 


But he is $Upportive of an investlnent tax credit and I think they 

are 8Upportive of insuring that whatever provision is enacted, that 

it be retroactive. . 


Senator DoRGAN. Your description of what ie gMn( to happen to 

the economy and. therefore, the :revenues that it will produce for 

your budget purposes relates in large measure to the business cli. 

mate In this country. We want to produce jobs, but we want to 

produce tbem bere in thia country, and we want all that economic 

activity then to represent a robUst growing economy that produces

~venue8 to balance the budget. 


In terms of the business climate and jobs in this country_l want 

to come back to the point I m.de earlier tWa morning about foreign 

corporations doing business in thia country and the amount of 

taxes they pay. I didn't give you a thanee to answer sufficiently, 

because you have gone on ~rd on thia with respect to what the 

Internal Revenue Service says:. 

The States have confronted this i88U~ Mr. Panetta, when they . 
bed to try to firure out how apportion income among StaUs with !; 

,respect to multinational collOrationa doing business in every St.a.tE!. < 
Instead of simply throwing In more auditors to work a system that 

'. doesn"t work, the States created a new system, an apportionment ,, ,system. That is what we have to do with respect to the tax obliga~
tioR of foreign corporations doing bl,l.$iness in t.b:ia country. 

I !With respect to the business climate. the IRS disclosed that the 
,Ameriean auU. industry paid an average tax in a :recent period of 


years of about 22 percent. Yet. many foreign auto companies effec~ 

tiveJy paid nothing. Electronics fmu in the U.S. paid an average 

28 percent ta.x burden; 40 percent_of the foreign..J:>ased electronics 

firms paid zero on the business they did in this country. 


The point is that that creates a detrimental businees climate for 
thO8&: who are located here and create the jobs here. 

Coming back to the same point. I urge you to be 8$ aggressive 

as you can in this atea j because I believe this is an area wbere the 

President.-eled is right, and most of the institutional muscle-.bound 

thinkers in town are wrong. They cling 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 doing business in this country. You can~ 


, not and will not ever get it witb ums-Ienlrth tnlnsactions and au
. dits to try to uncover arnta.1engtb tnm~ctfOnB. . 

The only way you are going to get it 18 to cl;ange to a formuta:ry 
approach, and I urgtil you-we are talking about $40 billion,. at ,! 
least, it sooms to me. in 4 years--l urge you to take a neW look 
at that and a very aggress!tle look at that. 

.. Mr. PANE"I'TA. As 1 indicated and as you now, the President-elect 
basleally bas said this is a priority in the tl8ekage tlU1t 'h... ft'""'- Ii 
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posed, and people nl'llt, and obviously that .rM will be looked at 
v~ry dO$ely. 

I should point out that the Secretary·Designate of the Treasury.

Lloyd Bentsen, is going to bave a lot to say about obviously what. 

ever revenue package we put together. and I think he In turn is 

going to took very closely at this proposal. aa well. 


Senator DoRGAN. I would like to urge you to take a look at an· 

other area of tax policy. We passed in the'House of Representatives

a change in deferraJ laws. Someone in the Cbainnan's district in 

Ohio who has a manufacturing plant tGuld decide to close the Ohio 

manufacturing plant and just ship those jobs to another country 

and then manufacture the same product and sell them back into 

Ohio. 

, We now have a situation where we would give that eompany a 


bEnefit. an advantage, a subsidy for doing that called deferraL We 

say to that company: any money you earn in that ~an~ you don't 


, have to pay taxes (In it. as long as you don't send It back. In fact. 
any taxes you pay to the local folks down there, wherever you're 
locating, you can take credit for that, not deduct it like you do in 
Ohio for State tax paid. We will give you credit dollar.for-doUar for 
the foreign country you gj) to. . 

. In 1987, we pa.ssed a change in deferral to say that we don't . 
want to reward companies for moving their plants overseas. 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 to me~ with respect to deferral. That, too, will create a moun
tain of controversy in this wwn, but it is something that ought to . 
be done., . 

Mr. PANETI'A. As I said, when it comes to this package, every~ 
thing has got to be on the table and everything h.aa got to be looked 

. at, and that is one of them. 
Senator DORGAN. One other point. I am feeling good that there 

is someone who has a good working knowledge of agriculture and 
is going to be in a key position in the Cabinet. You served on the 
House Agriculture Committee. and we ba,ve had the opportunity to 
work together in the ~rly 1980's on agriculture, I think it i$ an . 
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 told by eeonomiste that what we 
produce is a liability, we produce too mum, so it is a major liability
and that lS a problem for family farmers. A 100 years from now~ 
people are going to scratch their heads wondering how we became 
convinced that what most of the world needs was conside~ a li
ability in this country, 600 mUlitmpeople ~ to bed every night
with an ache in their Delly. beeause they don t bave enough to eat. 
and family fanners in your district in California are tOld prieea 
aren't good enough beeause what they produce really isn"t of great 
value. "They are told that they produce too mum of it, besides. so 
the market is going to discount it. 

So I feel pretty good today that we have· wmeone who tep
resented an agricultural district. who knows a great deal about ag~
", ...••..... , ~l.. , ..... ,. •. ~ ... ,n ... ' ..' ._ . __..1:_. :_~.. _.. ~_ 

a manner that i. helpful to tha net.rork of family farm. In this 
country that I think we must keep , 


Mr. PANETrA. I am glad _ polntod that out, bncau.e I did it 

with a great deal of pride. I repnesenteci a district that had .a bU. 

lion-doUar agrieultuwlndustry. 1 think agrieulture remains one or 

our important industries in this country.lt is important to family

farmen.. It is important to our standard or living. It is important 

to the rest of the world. and J think we have got to continue to 

focus on that. as we try to implement policy. 


Obviously, as always, you know, there are areas of savings here, 

. 	but in thI. Insten..., it hall got to be tied to ....ralI trade policy.


We are now in negotiations. and it seems: to me whatever we try 

to assert in tenns of our allies. we have got to see what our allies 

are wiUing to put 1)0 the table before we start taking any strong

action agaiMt. those programs that serve farmers in thia country. 


Senator DoRGAN. And 11) the ~nt that budget cuts are made, 

we ought to conaider, as the House has considered on various occa

sions. targeting, so that whatever asaistanc:e We are going to pro

vide tn the area of agriculture be targeted to family-size farm units. 

There is not a great need to subsidiu agri-faetoriea in our country.

They do just fine. But family farmers who are vietims of cyclical 

international price swings that they can"t control or predict are 

wuhed out easily and quIckly. when you have price depressione 

that come and stay.· . 


& I would hope we would consider. when we- look at budgets 

with respect to agriculture, that we respond to the issue of

targeting. 

, 	 Mr, PAN'E"rTA. I think we can do better targeting.
Senator DORGAN. Thank you very much. 
Chairman GLENN. Senator Lieberman. 
Senator LIEBERMAN. Thank you, Mr. Chainnan. 
Congressman Panetta, as you and I have wscu.ssed the other 

day. these hearings are not only an opportunity for us to question 

you, but in some cases an opportunity for us to signal to you those 

areas that we have particular concern over and that we hope that 

you will keep in mind when you assume this position. 

One that I want to mention very briefly is that I have worked 

with l'ieveral of my colleagues here on something we ended up call.. 

ing an etOnomic leadership st.rategy~ which. is an attempt really to 

put the government behind business in the c::reation of high~teeh

manufacturing jobs, to create a uniquely American model that 
would do ISOrne of the Bame trunga tbat the Asian and European 

,governments have done for their businesses. 

, There was a lot of support for this during the w.t session. ulti .. 

mately jOining with Senator Pryor's task (oree on defense diver~ 

&ification and appropriated $1.6 billion to fund some of these pro.. 

grams. I just wanted to ask you, for the record, whether you 8nI 

~neraJly familiar with this approach and whether you would give

lt a high priority. onu in office. 

, Mr. PANE'I'l'A. I am generally familiar with the legislation and 
tha goala.that you tried to eatablish through tha' legislation. I 

.think they are very meritorious. I guesa: the question is, as you tly : 
to target some high-tecll areas or areas that you think need to have I 
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those additional incentives. that we don't overlook other areas. I 
mean we have to do it in a sensitive way. 

But J think the general thnlst of what you are trying to- do ls 
rigbt, because 1 think, apin. it is a question ot whether we are on 
the leading edge of the next eentury, Qr whether we are just always 
going to be behind. And if you are going to try to get to the leading
edge. you have got to try to provide the incentives that get us 
there, and I think your proposal could give us that opportunity.. 

Senator LIEB£9.MAJIf. That is exactly the goal of the program, to 
make sure that the prOOuets of our laboratories, which are still 
number one in the world, that is tbe basic research is commer.. 
cialized here. instead of abroad, and, th:erefore~ that the jobs are 
creatt>d here. 
, Til move on to another subject, and that is the defense budget, 

which 1 know you have answered questiOl18 about. oroourse, we all 
hope and believe that we will be able to achieve reductions in de
fense s.pending pOst-Cold War. But as we look around the world 
and see the fOJ1T\Cr Soviet Union $till pretty heavily armed with a: 
:relatively unstable government, trouble breaking out in lOme ways 
as a result of the collapse of the Soviet Union, and Yugo$lavib, the 
U.s. and the world community mOving into Somalia. concern about 
Haiti, and so on. . 

It ~ms to me that it is importamt to make sure that we don't 
cut too far and too deep, and that we partieulady keep in mind 
concerns about preserving the defense industrial hue. eo that we 
will be able to protect not only our immediate security, but have 
the ability to lroduee future generations of weapons, if. in fact.. 
more are e.alle for later on. 

So my question is real1y what are the limits on defense cuts at 
this point. in general t.enns. and do you agree that we have to be 
concerned about maintaining our defense industrial base? 

Mr. PANETTA. Any number we lock into with regards to defense 
Mvings has to be justified, based ()n a very careful analysis of what 
kind of forte structure we need tn the future, what kind of missions 
we need to perfonn. what kind of security requm"menta are need.. 
ed, botb abroad and at home. It has to be tied to a poliq. in other 
words. I can't just throw a number out. Nobody should just throw 
a number out,. These are 100 important in tenns of the decisions' 
that have to bt!: made in this area. 

In preparing budget resolutions, I basically asked the Chaimlan 
of the House Anned Serviecs Committee to go through that kind 
of analysis, and be did and he developed several scenarios and. it 
was based 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 ec.ngress. 

I thlnk it is that kind of analysis we have to gO' through. as we 
determine the path we n~ to rollow in these nat" yetirs. I think 
we can do better than the Bush budget in terms of savings. but I , 
also think it bas got to be based on making very clear to the Ame!'~ 
lean public that we are n()t in any way undercutting our national 
security, that we are strengthenin~ i~ that we are improving our 
modernization. that we are improvmg our training in terms of the 
quality of people that are available in our anned forces. But wbere 
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savings, we are going to be ltnpnmng, Ilot undercutting, our de. 
fense posture. " . 

So th~re is a tot of room theRt and I know my statement is gen.
era). but I think, as I said, it has to be tied ttl missions that w~ 
:perfonn. What is your defense foundation? What do you need to 
have your defense f()undation, and then what missions are we 
going to be asked to perform? Is (t a Persian Gulf mission in the 
future? Is it a miSSion of humanitarian aid, such a what we did in 
Somalia? Is it a mission that relates to our abUity to pre-position 
forces in other parts of the world? Do we also want to take into 
consideration the possibility of fighting a Korean~type conflict or an . 
air conflict tit the same time? Do we want to be able to rotate 
forces, as we did in the Persian Gulf? 

Those are aU the kinds of questions that need to be asked. before 
we decide what path to take. ' 

Senator LJEBERMAN. I thank you very much for that tUlswer. I 
didn't tully expect anything detailed. 80 the generality is n()t a 
problem to me, and 1 think you have really hit just the right-point 
here. which is that, unfortunately, there are those who go at this 
process from exactly the opposite d.ired.ion from which you did. 
which is to say let.'s cut $100 billion out of the budget, regardless
of what the estimate of national security needs or miS5iona may be, 
and 1 am reasRured..l am not surprised, because I know your 
record on this, but reassured at the statement that you have just
made. 

A brief question: We have talked earlier today, I don't know if 
al\Ybody haa uked you this. about the eoneern about nwenue eati~ 
mates and economic and tetbniea1 assumptions by OMS. but also, 
frankly. by Congress. which others have or our numbers as well as 
we have of others' numbers. 

While: a Member of the House. you propoSed a Federal Reserve-
type board of estimates, which 1 gather would try in some more. 
independent way to establish at least some of the btWc a.ssump.
tions eommon to :all budgets.: Do you think that bi still a good idea? 

Mr. PANETrA. In response to questions by both Senator Cohen, 
as well as Senator C<Kiliran. I want to trutke very clear that I think 
it is extremely important that we try to avoid the game-playing on 
baseline assumptions between the Executive Branch and the Legis.. 

" lative Branch that we have seen over the last few years. 
We have made some improvement on that, 1 must. say_ OMB and 

CBO have werked much mere closely together to try to arrive at 

some good projections, closer projections about costs in variQUS 

areas. There are Eltill some differences- and they &till have' to be

worked out. 


So my g()al would be to try to ensu.re as much as possible that 

we tty to minimize the amount of confl1eta there and to try to e.. 

tablish as common a baseline as we can, I had suggested as part 

or the legiolation that J proposed the ide. or establishing. board 

that would get the assumptiens from OMB and COO and pick the 

one that they believe represents the better appn:laeh as to where 

the economy is going, just for that very reason. so we would have 

a common ba&eline. 
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I would like the opportunity to work with CBO, as well as with 
OMB. to au if we can't. resolve that problem, without having to 
pttl(eed to a hoard. .

Senator LIEBERMAN, If you can. J think your idea is a good one 
and I oornmend you on that. 

Thank you, Mr. Chainnan. 
Chairman GLENN. Thank you. 
Senator Domenici. 
Senator DoMENtCf. Thank you very much. Mr, Chairman. 
Chajnt'l1ffi Panetta, let; me ask a question with reference to s.ome

thing that might first appear to be somewhat technieal. but I think 

it sl:!'Ids some very big signals and pemaps indicates something 

abljMt where we are going with deficit reduction. 

You are aware that one day after the President is inaugurated 
on the 21st or January. he is sUPlX'sed to notify Congn!:ss as to 

wheth;:!'" he intA:lnds to adjust the MDA. the maximum deficit al~ 

lowed. for 1994 and 1995. That was part .of a compromise in the 

1990 l;oudget agreement. We required by law that 1991. 1992 and 

1993 be set, but we gave the President the discretion to ad.lust 

1994 and 1995. So the ohiective or retllming to the concept of fixed 

deficit targets is at issue here.

Last week's estimates suggest that holding the deficit to these 
targets and not adjusting for eeonomic and teclmieol changes would 
require two seqU(!$ters. $24 billion in 1994 and $44 billion in 1995. 
My own feeling is not terribly relevant, because it is up to the 
President and you people who advise him, but it seeJnS to :me that 
these area very good leverage items to hold collectively between the 
Executive Braneh and the CongreSS. and 1 wonder whether you 
have any idea whether the President is going to let January 21 go 
by, or is ht; going to adjust them? 

Mr, PANB1'TA. r was asked that question. I believe. bY Senator 
Roth, Senator Domenid. and we are presenting again tfie options 
to the President and he has nnt made a decision with regaw to 
that. But 1 can assure that, whatever that deeision is, it is going 
to be part and partel of the decision on that broader economic or 
deficit reduction plan~ because you absolutely still have to get those 
deficit targets met,

Senator DOMENlCI. So yoU don't know yet, but it 1.& under consid
eration? 

Mr. PANE'M'A. Yes. sir. 
Senator DOMENlCI. Mr. Chainnan. 1 apologize for repeating the 

question. I had no intention of repeating it. if it had been asked. 
Now. Chairman Panetta. one more kind of process question :and 

then I would like to ask you a question about how the deficits are 
going to get :reduced. in your Of-inion. The debt limit is going to ex
pire at a time very soon, and It h~ always been a very, very con~' 
tentiou$ issue. It has been the opportunity to get things done on 
the one hand, and for others it has been the opportunity to try to 
stand firm and not get a Christmas tree proposal. Do you have any 
idea now when that debt limit will expire, such that we will have 
a time certain to increase it?

Mr. PANETTA. As you know. Senator. Treasury ultimately pre
sents Os with where that point will be. Our best estimate right now.... ~~_~.l_ ... :... ~,f ........'h 1." ...~""n w"" m~v h:rve to confront that 
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,Issue. I would hope that at that Point we will hove an e<or1omle 
plan presented to the country and we will have a process beginning 
within the Congress that will make clear to everyone what our BP'" 
llJ'OBch is going to ~ in terms of deficit reduction, Q well as invest
menta. and that we won't faee the problems that we have faced in 
the past. 

But you are right. it has become a 8OU~ or all kinds of misclUef. 

My hope is that people will be convinced, as we did in the budget 

agreement, that by virtue or the steps we are taking for deficit re

dUction. we ought to proceed to take ,the steps to deal with the debt 

ceiling. so that we don't face any kind of serioue economic problems 

in thi$ country by virtue cfnot doing that. 


Senator DoMENlCI. Maybe there wUl be a requirement up here 

that you go tlm::lugh a couple of interim steps to see if the eredibU

·ity is there. 


Mr. P"""""'A. I think that is probably what we will do. 
Senator Do!IfENJCI. I think ifyou want to establish some credibil


ity in your SO<.alled economic and deficit plant there will he many 

of us joining in saying why bave it ,every 3. 4. or 5 months. why 

not use the numbers and put it in for 3 or 4 years. 


Mr. PANETrA. I suspect that there will probably be'. short-teoo 
extension followed hopefully by something in re<:onciliation to deal 
with the longer-term problem. 

Senator DoMENJCI. Now. Chairman Panetta.. we had a Repub
Hean President for 12 yean. For 6 of those yeara~ we had a Repub
liean Senate and a Democntic House, and the rest of the time we 
had a Democratic House and 8 Democratic Senate. Republicans in· 
the Senate, to the dismay of 801M, tried to dramatically reduce the 
deficit on their own and did it on their own for one body. It didn't 
last 3 weeks. Between the then..Pruident and the House, it was 
gone. . 

I have come to the unequivocal ((Inclusion ~t you are not gojng 
to get the kind of deficit n)duction that is required to really get the 
deficit under control, it you expect one patty to do it, regardless of 
the status of the presidency versus the Congress. 

I don't believe the current Democratic conm» of the White House 
and both Houses or Congess can achieve the kind of deficit l'educ
tion package that people like you have been talking about for a 
long time, and that includes entitlements. m~or morm and policy 
changes. tn them to reduce their t'OSts in a reasonable way. 

Xl<> you generally agroe that it is going to requjre both partie. to . 
get this done? . 

Mr. PANETTA. I don't see how you can take on these kinds of 
choices. without having both parties trying to hold hands in dealing 
with these issues. If it become$ just a partisan game of one party. , 
blaming the other for whatever tough steps are taken, we are going 
to repeat the experience that you just explained. 1 regret that. 

Very frankly. you wet\'! among those who made some very tougn 
choi<:es at that time and got the hell kicked out of you. It t:8tt't 
work that way. We have got to be abJe to make these ehoiees t;o.. 
gether. and the country has to see that we are willing to set aside 
these partisan differences in order to make those choices. So that 
is. kind ~f the starting point for me. . 
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Senator OoMENfCl. I once coined a word that said there haJI to 
be a "simultaneity" test for the really tough entitlements, Demo

. crab and Republicans and President and leadership role have to 
say "aye" at. the same instant, SO" there is not. nen a 3{)..min'IJUl: 
lapse, because then there is room for to blame. 

But let me <:one1ude this round of questions--
Mr. PANETTA. If I can just follow up on that, Senator Domenici. 

that 1s a tw<>-way street.. As you know. it is a two-way street. If we 
C<lrne forward and present a tough'plan to the country that does in· 
volve some oftbose choices, then it is also important that respected 
members. on the minority side are willing to Bay he has maoe the 
tough choices and is willing to try to work with ua-

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 tl}' to build that lcind of bipartisan relationship. So 
I hope it is a two-way street and that we can both work on !hill 
effort to try to develop 3 coordinated approach to this tough issue. 

Senator DOMENlC!. Well. Chainnan Panet.ta. if the President 
a~s with your position that everything is on the tabJe-and I 
gathered you said literally that ever.)!:entitlement program is on 
the table, then my only admonition is if you want Republican sup
port, and you should have it if it is done in a way that is beat for 
this country. fair and equitable, I think you have to get Repub· 
Jieans involved in helping with the deficit reduction package, 

We aren't necessarily entitled to be part or the ideological, philo.. 
sophical or political agenda of this President. but Mr. Chairman. 
don't drop us a deficit reduction package with these things in it. 
If you want to be bold enough to put all the entitlements in unilat.
erally and not talk to any of us, I admonish against it. because you 
are inviting a disaster. 1 really believe we ought to be in it together 
from the beginning, but we ean be Jeft out. in which event 1 think 
you have got to ~r it all alone. and my guess is you won't get 
it done. 

My time has expired. 
Chainnan GLENN. Yes. Thank you. 
Sen:atttr DOMENICI. Could 1 put a statement in the record that 

says how much hlivenUeJJ are going to go up without any changes 
in the income tax? 

Chainnan GLENN. Yes. Without. objection, it will be included in 
the record" ' 
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Mr. PANE'M'A. If I could 'just say to Senator Domenici, I don't 
think we ean get it done tnilus we have that kind of cooperative 
effort. You are right: it may be a little easier to do on the House 
sidet but on the Senate side I think we are going to need that C()o. 

o~tion. 
Cliairman GLENN. Mr. Panetta, the~ was a lead editorial in the 

New York Times last Fri~l dOll·t doubt that you saw that. 
Mr. PANETtA. 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. ap~ntly. that he wO\lld recuse himself only for 1 year
from areas that his former law firm might be involved with while 
he remained in office. . 

rd like your views on this because I disagree strongly with that 
approach to ft. You are not in that POSition/ourself, because you
have been in government tOT a long time, an while you were with 
a Jaw finn, of course, that has been many years ago. so J don't 
think you find yourself in that po&ltion. But I am oonoerned. about 
the many people that you will be having come in to OMB and whtlt 
your rutes are going to be for them; win you expect tb&m to recuse 
themselves from any of their prior clients' interest for just lyear. 
or for the duration of their employment in your offiee? 

Mr. PANETTA. I would ask my employees to recuse themselves for 
the duration of their employment. I think you (aI1't limit the con~ 
met issue. It has got to be for the duration of their employment.
and that is: what I would ask of my employees. 

Chainnan GLENN. Good. I think that is excellent. 
I'd like to talk some more about the management role-Senator 

Roth mentioned that a tew moments ago-and improving govern
ment management. This Committee has been on a crnaade foX' a 
number of yeat'a to put. the "'M'" back in OMB. J think there hu 
been some progress made in that area. but certainly a great deal 
more needs to be done, and I think people at OMB in the past have 
quite often gotten so bound up in the budget process i1$elf. which 
obviously is time-consuming and monumentaL-it has a time dead

,line set for it. you are always up against deadlines. 80 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 OMIt . 

Now. the Committee bas feJt very strongly about this. and we 
have taken the lead in passing Ie legislation, expanding that., and 
also the Chief Financial Omcer Ad, which-to put it in proper per
spective. if you have a "mom and pop" bUSiness, and mom say$, 
"Here is some waste • .and we're going to go bankrupt if we don', 
eorrect this," and mom and dad get together and decide. OK. we've 
got to correct this. When you' get to be a .bigger busine~ that 
"mom and pop· operation is perfOrmed by an auditor, a comptroller ,. 
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Senator DOMENlCI. t once coined a word that said there has to 
be a ":simultaneity'" test for the really tough entitlements. Demo~ 
crats and Republicans and President snd leadership role have to 
say "aye" at the same instant, so'there is not even a 3()..minute 
Japse, because then there is room for to blame. 

But let me conclude this round of question&-- -
Mr. PANETTA. If I can just follow up on that,. Senator Domenici. 

that is a two-way street. Ali you know, it is a two-way street..- If we 
come forward and present a tough plan to the country that does in~ 
wIve some of those choices, then it is also important that :respected 
members on the minority side are wiUlng to say he has made the 
tough choices and is willing to try to work with us. 

But if the first reaetion 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 build that kind of bipartisan :relationship. So 
I hope it is a two-way street and that we can both work on this 
effort to try to develop a eoordinated approach to this tough issue. 

Senator DOMENJCI. Well, Chrunnan Panettat if the President 
agrees with your position that everyt~ing is on the t.nble-and I 
gathered you said literally that every;·entitlement program is on 
the table. then my only admonition 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 equjt.ab~. 1 think you have to get &pub
Ucans involved in helping with the deficit reduction package. 
W~ aren't necessarily entitled to be part of the ideological. phllo

sophical or political a.genda of this President. but Mr. Cbainnan, 
don't drop us a deficit reduction package with these things in it. 
If you want to be bold enough to put aU the entitlements in unnat~ 
eraUy and not talk to any of us, 1 a.dmonish against it, because you 
are inviting a disaster. I really believe we ought to be in it together 
from the beginning, but we can be left. out, in which event 1 think 
you have got to bear it all alone. and my guess is you won't get 
it done,

My time has expired. 
Chainnan GI.ENN. Yes. Thank you•. 
Senator DoMENICl. 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 objedion, ~ will be included in 
the record. 
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bUliOl\! in t'eVenUe1i. 

Even with OMS's most n!C#nt projections. JUr~y.yelilr. at"e f'lM!nuet projected 
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&ekGTOund: A Senate Budget Committee maJority offal'lalyris or the Bush J.n~ 
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Mr. PANE.'lTA. If I could just say to Senator Domenici. I don*t 


think we ean get it done unless we have that kind of cooperative

effort. You at'e riaht; it may be a Uttle easier to do on the HOWIe 

side. but on the Senate side 1 think we are going to need that co-
operation. ' . 


Chairman GI.ENN. Mr. Panetta,'t'hei-e was a lead editorial in the 
New York Tim.es last Frlday-I don't doubt that you saw that.. 


Mr. PANEtTA. 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 t'eCUse himself only for 1 year 

from areas that his fonner taw imn might be involved with while 

he remained in office. 


rd Uke your views on this because 1 disagree strongly with that 
approat'h to it.. You an not in tha.t position yOu.l'Mtr, beeause you 
ha'Ve been in government for a long time. and while you were with 
a low finn. of course, that has been many .yea.ra ago, 80 I don't 
think you find yourself in thot position. But I am conee-med about 
the many people that you will be having come in to OMB and what 
your rules are going to be for themj will you ~ them.to reeuse 
themselves from any of their prior elienu' interest for just 1 year, 
or fer the duration of their employment itt your ofi""tce? 

Mr. PANE'ITA. I wouJd al;Iik my employees to recuse themselves for 
the dureUon of their employment. I think you can't limit the ton.. 
fliet iasue. It: bas got to be for the duration of their employment~ 
and that il1l what I would ask ofmy employees.. 

Chairman GLENN. Good. I think that is exceUent. 
rd like to talk some more about the ntana.ge:ment mle-Senatol" 

Roth mentioned that a few moments a.go-e.n.d improving govern
ment me.nagement. This Committee has been on a crusade for a 
number of years to put the "M"" back in OMB. 1 think there has 
been some progress made in that area, but certairily a great deal 
more needs to be done. and I think people at OMB in the past have 
quite ofi.en gotten so bound up in the budget process itaelf. which 
obviously is time.-consuming and monumental. 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 Committ..ee has felt very strongly about this, and we 
have taken the lead in passing IG legislation, expanding that, and 
also the Chlef Financial otru:er Act. whieh-to put it in proper per
spective, if you have a "mom and pop" business, and mom says.
"'Here is some waswt and we're guing to go bankrupt if we don't 
correct this," and mom and dad get together and decide, OK, we've 

. ~ot to correct this. When you get to be a bigger busin~ that . "/. .~ ..mom and pop. operation is performed by an auditor, a oomptroller ,:, 
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or. if you are really a big business, a CFO, or a chief financial om~ 
cer. who, ",hile he or she could certainly look at the criminal activ· 
Ity. they are more charged with looking at the efficiencies of gov.. 
ernment., with saying here is a program that works, here is one 
that doesn't, we wasted money on this. They c.an report then, and 
the way we passed t.hat legislation. the f'e\lO:rting has to go not only 
uphlU through their boss and the adminlsttation, but also be re
ported to Capitol HiU, as I think. you arc aware. 

So right now we have that CFO legislation just coming into fro~ 
ition. The end of Inst year was when they had to have their- reports
in as to what they $ee as their plan fOT the next 5 years in each 
agency, . 

, Now, it seems to me we have given some ~tty good tools to the
om" of Management and Budget to do the things that have to be 
done; but we haven't seen the administration jump on those things 
and really use them the way 1 think they should be used. Th& IGs 
have done pretty wen aft..er we expanded their operations. Year be
fore last, they referred to Justice 6.177 eases that wenHn:u:,ussfully
prosecuted and got back a little under $1 billion, which I men~ 
tioned brie-fly this morning. So we have given them some pretty 
good too!s, 

Now, I would like to have you give us some of your views on the 
10M" in OMB, what you plan to do in that ana, how you plan to 
go at it.. 

I don't know how you go at this. but we want to work with you 
just 8\ closely as we ean. We think we have given the OMB most 
of the tools it needs. and now we just net;!d OMB to really go at 
this thing and do iL -. 

We also provided. under the oro Act a different organization. as 
you are aware. We provided for a deputy for management there. I 
would appreciate your comments on whether the deputy for man~ 
agement and the deputy for budget mattera are going to be 
coequals, or are they going to be one under the other, or how do 
you see that whole thing shaping up. because how you organize 
that, and the people you put in there immediately, and what 
mart:hing orders they are given. is going to go a long way toward 
seeing whether we can get that $180 billion WfUJtel fat. fraud. and 
abuse back and whether we are going to be able to operate a real 
Jean, mean government here that the people of this counf.ry can 
have some faith in. 

Would you give us your thoughts on that, please? 
Mr. PANE'ITA. Senator, you and I have talked about this, and 1 

have looked at the whole issue-you know, every time we've deveJw 
oped a budget resolution, somebody says all you pave to do is just 
go after the waste, fraud and abuse-and as a consequence, we 
began to do some studies on the management side and tried to see 
just exactly what does that mean, what can we do to try to improve . 
the management of government. It was on that basis that we had 
a whole focus Jast year in the Budget Committee on efforts to try 
to improve management and to try to urge OMB to improve the 
management side of it. 

You are absolutely right, and the focus at OMB-and it is underw 
standable-is that they are trying to develop budget numbers, 
you've got heavy deficits. you try to work economic plans through, 
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so what happens is you ignore ·tb·e management side* and you just 
kind ot anow these operations to kind of go on their own. And I 
think the tesult ia that we paid a very heavy price for that. 

It is not as if the two are not related. When_~ aren't paying
attention to a HUD close enough, you have a BUD seand4l. and 
it results in billions of dollars of costs to the taxpayers. When you
don't overae& an S and L situation, ultimately the taxpayer has got 
to pick up the bill at the other end. When 'you don't check on pro
curement at the Defense Departmeat, you pick up the bill on the 
other end. 

So it makes much. better 8ense to try to go at these before the 
probJem happens and the best way to do it is to try to emphasize
this element of the management rote at OMB. I fully intend that 
th<ll deputy director for management will be coequal; that that indiw 
vidual wilJ have key l'eSpOnsibUlty for overseemg till of the tools 
you have given us. You aN absolutely right; I think we have 
enough tools right now to d() the job. We've got a finandal officer 
system, we've got the IG system in place, we've got procurement re
quirements that you have given us. we've got requirements with re
gard t.Q: contracting, we've got requirements that have been estal>
lished with regard to identifying high~risk operatJons, doing the so-
called SWAT team operation to try to deal with those areas ofhlgh
risk. 

I think all of those are good tools, and I guess what I would want: 
to, do is to try to establish some kind of comprehensive message 
that: we are not just going to take business, as Usual anymore flom 
the departments and agencies; that this is an administration that 
1s gomg to demand that they serve the public. I think the Presi~ 
dent-elect bas made that clear in his support for trying to ~rgaw 
nite government., and his comments about reinventing government. 
All of that is aimed at one thing-makinJ government work better 
for peor1e. And'l can assure you that thlB is an area that will get 
a lot 0 attention from the Director of OMB. and 1 would like to 
continue to work very closely with you and Senator Roth. because 
you put a lot of time into these issues. and I need to benefit. frank.. 
Iy, from the expertise that you tan help proVide 8$ we try to deal 
with these issues. ' 

But I want to assure 'ou that this is going to be a very key prior.. 
it.y for me as Director 0 the Office orManagement and Budget. 

Chairman GLENN. Do 'ytn,1 have anyone in mind yet, to rill that 
CFO position OYer there under you? 

Mr. PANETTA. ND, sir. We ate looking at a number of names, and 
frankly,' that?s a position that is so sensitive-the Presirlenwlecl: 


, himself ho _ this Is • position that r want to talk with you 

about because it is important to me to get a good person in that 

position. 

Chairman GLENN. My time is: up? and 1 don't have any candidate, 
but I think Mr. Mazur who came in over there and h8a been get
ting his (eet on the ground in the previOUS administration-he had 
a national reputation established m Virginia as being an euellent • 
Stare comptroller; that is the reason be was picked for that job. r 
think he has done a pretty good job in getting this thing started. 
over there. It just needs to be im?,lementeti and more pusb put be
hind it. You might want to conSider keeping him on over there:: I . 

http:counf.ry


·-".""\ 


126 


don't know whether that bas been suggested to you or not. but t 
think he has done a good job in that area. 

Mr. PANETrA. I have no decision, and we will !ook at him as welt 
Chainnan GLENN. You may have SOtn$ red, hot person who 

wotlld be even better. but--
Mr. PANETTA. I just want a tough SOB in that position, that's all. 
Chainnan GLENN. Well, you may have it in the form of Mr. 

Mazur. 
Thank you, 
Senator Roth. 
Senator ROTH. Mr. Panetta, at the conclusiO'n of my last ques

ti()nin~. you talked about trade, There is nothing in my judgment 
mOTe tmportant to get this country moving again. to create growth
and jobs, than for us to do a better job in exporting American-made 
products and services:. 

For 15 years. I have been working on the question of reorgnniz~ 
Ing trade, and Mr. Wegman and I have worked together in the 
past. Have you looked at the need to' do something in this area to 
help push American exports? 

Mr. PANE'I"TA. All 1 can tell you is-and it'a probably the same 
reaetion you've had-that every time I have to deal with a trade 
issue, 1 wind up spreading myself over a number of agencies to try 
to deal with various el~ments of the trade issue. It is in the State 
Depa.rtment. it is in the Commerce Dep~rtment, it is with the 
Trade Representative. it is with a number of other agencies and de-
partments. it is with Agriculture, and It is with o-then. 

Somehow we have got to cNate a more central focus, it seems to 
me, on trade issues. Trade is a fundamental, fundamental element 
of our economy for the future. If we are going to break o-ut Of the 
slump we are in, if we are going to get into the 21st Century and 
be competitive with the Japanese and with the Germans and with 
the French and with the rest of the world, we have got to empha
size the trade side of this thing. and it seems to me part o-f that 
ought to be to look serio-usly at the element of reorganitation and 
trying to- eentralize the$e agencie$. 

I know that is controversial. I know that, again. you step on a 
lot of toes when you get into thi$ game, but again, I think if you 
are going to try to coordinate good poliey in this area. it is some-
thing that needs to be looked at. 

Senator ROTH. Well. I think you are right on mark. and I do have 
some legislation in this area. 1 don't think there is anyone, single
approach, but I think it is important that we work together to try 
to bring some sense to this critieal area~ 

Mr. PANl:."""A. Yes. 
Senator ROTH. Going to the Department of Defense for a mo

ment, the Comptroller General was complaining when he was here 
last week about the duplication, for exampJe. that 4: planes, I think 
it was. were being manufactured b~use of' the different services 
and so forth. 

Here again. I think we need to look at some kind of restructuring
aod reorganization. It seems to ,me that it might wen make sense 
to centralize milita:l procurement within the Department of 1}e.. 
fense so that we don t have aU this duplication and waste of money 
...1.1,,1. '"'' "' ..... ,..........."l..t ..«.....,A , . 
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Would you agree with that? .' •Mr. PANETTA. I think that's worth looking at. It is a terrible com.. 
mcntary what you heard from the GAO, a terrible' comtnentary 
when the head of the GAO can't point to one department as being 
an exa.:tnple of how you operate efficiently. That'a: et:a.ry. it really is. 

Senator RoTH. It is scary. . 
Mr. PANETrA. It really is; to think that there isn't at least ono 

y<'lu can point to wsay this is an example oi how others ought to 
ope:rate. That is sc:al';1. 

Obviously, the procurement area is a ~ example of that. In 
just the di&C1.18SionB that I have had WIth individuals who- are 
knowledgeable on procurement, the problem is when you look at 
BOrne d~partments, pl"t)C\1rement officers are not trained in p~re
ment. They don't real1y have any kind of basie training that they 
are supposed to go through. There are no ~uirementa that are 
being asserted with regard to procurement offICers. 

The Defense Department. I thl~ is ahead of the game~ because 
obviously they do a lot more of that. but there are other depart
ments. and ageneielJ.. frankly. that.-the whole eontmcting out Issue 
scares me in tenns or the Kinds or operations that go on with :pe0
ple who don't follow up, who don't requite eertain objectives. to be 
achieved, who don't oversee these contracts when they are imple
mCllted. 

So I don't think there is any question that we need to do more 
with regard to the entire procurement and contracting out areas, , 
and the Defense Department, because i.t is the biggest pul'ft)'or of 
contracts to the private sector, is probably the one area we need 
tD look at most clOsely. 

Senator Ron:I. Perhaps t.lw most common theme found in GAO, 
and IG l'ep?rts. on problema in the Federal Government is that 
someone dldn't do their job properl,y~ either through incompeWlee 
or inattention. I guess it raises the question: Do our penonnel By&-
tems adequately enforce the notion of personal aco:>untabillty? 

How c:an so many government managers .and other pers.onnel get
consistently high performaneeappnUui&, and yet the prognun:s do 
so poorly. even ending up on OMS's and GAO~s high risk list? 

Mr. PANETTA. Again, I think we do have to look at merit and per.
fonnanee and try to build in the kinds of'incentives that really say 
we are going to reward people who do the job and do it. right. We 
just need to do more of that 

My experience ie that there are good people out there. We have 
been talking about the pl'(Ibtems in government, but my e~tienee 
is that there are a Jot of dedicated people out there. The pl'(Iblem 
is: and the fl"U8tration that they have is that sometimes they are 
not recognized for the work. that they do. So we have got to develop 
a. better system to acknOWledge the people who do the job, whO 
commit themselves. and even if we can perhapIJ provide rewards 
within the budget process, to say if you can provide certain sav~ 
ings-I have often struggled with this whole issue of always having 
to arrive at. the end of a fiscal year and then having .ncies spend 
out whatever they have because they don"t want to: wind up with 
anything in tbe IUtty, knOwing that they will be penallud if they 
do. 1 mean. that·s exactly the wrong incentive we ought to be send
ing. We ought to send an incentive that if you save money at tho 
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end of the year. We aren't going to penalize yn1L We are frankly
btoing to mye you some additional room, beeause you have done a 
good job.1: think that is the kind of thing we need to tl')' to focus 
on. 	 . 

Senator Rotti. 1 think we need to look at the question of person

nel. I couldn't agree more with you that we have many splendid 

publk servants. But it is the system that prevents them from doing 

a gond job, and 1 think there needs to be more flexibility theee. 


My time is running out, SO: let me change to one other question
back in the budget area. I think you introduced. leci!latlon lut 
year to extend the Budget Ent'orcement Ad to 1998, whleh included 
as part of the sequester mechanism an auwmatie tax increase. Do 
you support automatic tax increases? 

Mr. PANET'tA. Well~ Senator. the way I was looking at this, is that 
if in fact you have revenue proposals-and incidentally. it was kind 
of a 2-part approach that was propo$Cd there; one was that where 
'the President In faci signed off that there ought to be certain reve.
nue increase and then. for one reason or another, Congress failed 
to deliver those revenue increases, that we ought to provide 8 
mechanism for ensuring that revenues are then put in place. The 
problem I see is that on the spending side. we've got a very efJ'ec~ 
live tool, which IS sequester of spending if you don't reaeh certain 
targets.. On the revenue side, there isn't a penalty if the committee 
doesn't come up with the revenues that are required under ~. 
oneiliaticm 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 1 have 
yet to design.a tool that is fair in terms of trying to meet that need. 
But I just don't think we ought to ignore the revenue side of this 

, picture if we are going to" do (ull·scaie deitcit reduction that in~ 
clude$ revenues. 

'Senator ROTH. I have to admit I shudder at the prospect. 
Mr. PANE'M'A. I understand; a lot of people shudder. 
Senator R01'H. Again may J just say in closing that I think you 

are an excellent pick. and we look forward to working with you. 
, 	 Mr. PANETTA. Thank you, Senator. ' 

Senator RoTH. Thank you, Mr. Chairman. 
Chairman GLENN. Thank you. Senator Cohen. 
Senator CoHEN, Thank you, Mr. Chairman. 
I asked you earlier what your definition of "wealthy" is, and I 

failed to foliow up on th3!t. 
Mr. PANETrA. I think the def"mition that the President-.eleet es

tablished during the- campaign with regard to 1 think it was 
$215,000 and above in tenns oftaxahle income--' . 

Senator COHEN. Is that joint income?" Any C()upl~ earning in ex
cess of $200.0001 

Mr. PANETI'A. I believe that's generally the target that we are 
looking at in tenns of the upper rate in~.ue. 

Senator CoHEN. And for an individual, would it be $100.0001 
Mr. PANE't'TA. I don't know what that number would be. frankly. 
Senator CoHEN. So any couple that falls below the $200,000 

mark can expect not to pa'y higher taxes under the Clinton admin .. 
istration? 
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Mr. PANm'A. As I said. t am. DQt p~miaing ~ng at this 
point. becaws:e we are looking at ~veryt.hing in terms of a package. 
Bnt when you talk about taxing the upper income, I think that i8 
the group that falls within that definition. 

senator CoHEN. I just want to try to be as clear as we can about 
it, because ~sident-eleet Clinton did indicate during the course of' 
the campaign that he was not going to increase ta%e$ on the: middle 
ciass. 

Mr. PANETrA. r und....tand that. 
Senator CoHEN. We have to define what that middle class is. I{ 

the "wealthy" are defined as those couples earning in excess of 
$200,000, then we e.an expect that t.Iw4e earning under that would 
not receive an increase in their tax bills. 

Second. it is oilen as.sumed that the tu cut pmposals during the 
eighties were all the initiatives or Republicans. and that simply is 
not the ease. As I recall. one of our colleagues in the Senate, Sen. 
ator Bill Bradley. played a ver:y key role in 1986 in helping to quote 
"simplify" the tax code by N!:ducing the number of rates 'and to get
them as low as possible, in e%Chan~e for a reduction in the tax 
rates to eliminate many of the deducttons. 

We now seem to be going back in the other direction. We are 
going to higher tax rates, and we are going to now start increasing
the number ofdedUctions. 

For example. 1 would usu:me that one of the fil'$t things that 
Pres.i.dent·elect Clinton wiil submit will be a t.ax incentive p.aekap
that bears a vel")' strong resemblance to what both houses p~ 
in the waning days of the last Congress, whicll was vetoed by
President 8mh because it contained a number or eXtraneous add~ 
ons. 

In that package, as I :recall, we had the investment t.s.x credit, 
tax credit for research and development. tax credits for passive 
losses on real estate, other types. of tax benefits, The evidence ia 
unclear in terms of whether that is. going to produce more savings 
or be a bigger drain on the revenue side. Capital gain8 will prob
ably be in the mix as far as Pn!sldenwlect Cuntnn ie concerned. 
So we are looking at a stimulus package or some significant reve
nue losses. and at the same time we: are proposing some significant 
tax increases. 

We seem to be going back to the f"uture. at least. to what we saw 
in the early eighties... Have we learned a lesson1l.e there some limit 
at which you say the tax level now becomes so discouraging that 
it no l<~nger contributes to the economic revival? Revenuea are 
about 18.6 perwnt of GDP <:urnlntly. GOP. and that i. about the 
average of the 3()..year historical level. S~nding is about 24 per. 
cent. So We are higher than the spending levels aver that 3()..year 
period. . 

So it is not that the taxes have been too low. It is that the spend... 
ing is getting too high. I am concerned that we are going to reVerse 
that and increases taxes more, increase the marginal ratea, impose 
8UI"tauS. and then provide more deductions. We seem to be badt~ . . 
ing into the future, looklng over our shoulders and ignoring what 
has taken place in the past. . 

Mr. PA.NE'rt'A. Senator~ first let me say~ as I have often said. that 
j;when you get to a $4 trillion natlonl'll d.pht" _ ..............,:t.. ~" +" kl......... 
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in some way. So t am not going to lay the responslbility or that on 
one party or the other. The fact is we. were here in the Congress.
and the Republicans were in the White House, and for better or 
worse, we are- now at a $4 trillion debt. 

I do think that at the time in the early eighties wMn we made 
the decision to cut revenues at the Federal level, that you simply 
could not get a handle then on the deficit if you were going to in
crease defense spendjng dramaticaHy and then also not get a han~ 
dle an entitlements. That was a problem. You can't cut Jour reve
nues and increase spending and ex~ that you are gOIUg to bal~ 
ance the budget; it just is not going to happen, and peopl~ pointed 
that out at the time, And now we have inherited the whirlwind, 
and now we are trying to deal with that. 

I think there IS always this friction between can ~ou develop a 

more Simplified approach to our tax system that bOlcally says we 

ought to tax :lit percentage of income, move away from the dedue~ 

tions, move away from the eredits, and try to mow toward a sim

plified system. And frankly, I have been one who has supported

tha~ kind of approach; th<lt's why I thought the 1986 debate made 

some sense, . 


TM PrQble-m is that if that happens, and you run into a reeesslon 

the way we have now, we are now in a situation where we are ask~ 

ing how do we then deal with an economy that is nat and in which 

gI'(lwth does not look very good fOT the future. 


So we have got to look at a set of incentives that tries to get busi
ness back on track and tries to at least stimulate the right kind 
of investment in terms of those businesses. And it is for that rea
son that we have the discussion about the investment ~ credit, 
the R and D credits, and the other things that are part of this 
package.

The bottom line is that whatever you design, you'd better be wiU
ing to pay for it. You can't just provide these kinds of benefits in 
a vacuum. And if in fact it is going to lose revenues, then you'd bet
ter make up those revenues-because that is the problem; you ean't 
just simply hand out those benefits. And that, incidentally. is the 
difference with what happened in the eighUes. -' 

If we put a paekage of incentives together. and if we are wiUing 
to pay for it over that 4-year period $(I that ultimately we still atay. 
on a deficit reduction track. then I think we can hopefuily provide 
the best of bot.h worlds. 

Senator CoHEN. Mr. Panet.ta. I wrote an article for the Washing~ 
ton Post $Cveral month.s ago, talking about ways in whieh I thought" 
the Republican Party could re~nergize itself and bei:ome a more ef~ 
fective loyal opposi.tion to the Democratic Party. I suggested that 
truth.teHing was far m<lre important than ideological t;ea} or saber
rattling.

It is interesting the reaction that the article provoked. I want to 
cite one example. In the Maine papers, there was a letter to the 
editor saying that it was a very thoughtful piece, but 1t :revealed 
an ostensible naivete on my part; that any time people have tried 
to tell the truth in a political forum, they are usually met with the 
wrath of those who are unwilling to receive it. That letter writer 
cited Dan Rostenkowski's fof'l'1)' into the Chicago streets, when his 
'car was pounded upon by some of the senior citizens who were ob

',-- , 
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jecting to bl. position on· the cata.tf.pblc health .,....., bill at that 
tittle. 

The writer also pointed to a eandidate for Congret$$ in my own 
State of Maine who talked about curb!n, entitlement ~wth and 
was met with rather overwhelming rejeetion at the volls. The writ
er did point out in the fmal paragraph that if I really meant what 
1 said, then in all probability I would not be around the next time 
the voters go to the polls. 

I think that really does pose the question (or all of us, and one 
"we have to resolve. Is it really worth it for any of us to stay in of", 
. flee if we are simply wiUing to say "'yea" to every group that comea 

before us and never say "'no." In the past, that has been the key 
to political vietoTy. 

The question is: Are we willing to accept that cup of political
hemlock'? So I am going to ask you whether you $.fe willing to hand 
that <:up of political hemlock to Presj_~led; Bill Clinton, be
cause he and you are going to have to propose some thinga which 
are going to be very unpol"'lar. If we only band the popular things 
over and say this will do tt. then both you and I and the rest who 
are serving on this Committee and in this Congres.a know we aren't 
going to be telling the truth as we are professing t.o do. 

Mr. PANETTA. I think the pointe you made in your column are 
right; I think that is the mf!SMJe that the American people sent 
us in this last election. They FWd, essentially, "Don't kid us any~
mOore. Don't teD us that you tan protect all or our ben~fits and P%1)o
~ aU of the things we ~ive. and that someb(tw you can deal 
with these other issues. Just don~t kld us anymore. We have heard 
enough of that, and we want to be told the truth. '* 

Does that involve risk? Yes, it does involve risk. I can't say to ' 
any Senator here. and I can't say to any Member of the House of 
Representatives that the President-elect ia iOing to present a pack
age that doesn't involve risk. It certainly I.S going to involve risk 
if it does. the rigbt job. 

And I think members have to be willing to take those ri.sM. 
Why? Becuuse I think the American people want US to do that. 
They want us to assert some oourage in our convictions. They want 
Us to show wt we can provide some Jeadership. 

Are there constituencies out there that will take it (tut on us? 
You bet there are.. Are there people who wiU $8y you do-n't have to 
do this kind of pain? You bet there are. But in the end, if we dO' 
the job. and we take the stepa~ and we put this country back on 
the right traclt, then I think aU of us, at least from a hiatorlca.l 
point of view, will be regarded aa having been good public servants." 
That is, I think. the challenge that (aces us. 

Senator CoHEN. Thank you. 

Thank you, Mr. Chairman. My time is up. 

Chairman GLENN, Thank you... Senator Cohen. You said they said 


.lQud and clear~ "Don't kld USt and I think. ~ are right. But I 
"think whatever the programs 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 my benefits." 

"Don't kid us"-they want to know the truth, and they will go 
alO'ng with it. as long as their benefits are not cut. If it is going 
to be something aeross-the--boatd. where all this is shared. and poo
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pIe understand it. and there aren't certain groups getting off seot
free as there have been too much in the pastt then I think you havo 
an enormous historic o.pportunity here to really do some goOd. 

Senator Liebennan. 
,Senator LIEBERMAN. Thanks. Mr. Chairman, and thank you for 

what you have just said, Mr. Panetta. I wish you wen in that, and 
I think. as we have said earlier. the key he're is fair share sacrifice. 

I think there is moTe of a politiea1-and .1 mean that in the sense 
of public receptivity to some tough medicine than there has been 
in a long time, beeause people know how serious the ~lem is. 
arid it is up to us to be wining to show some leadership. So I a.pp~ 
~ia~ what you have said. 

I have just a few comments. First, I did want to follow up on 
what the Chairman said about Ed Ma=:ur and the position of CFO. 
I have workoo with him some and think he has clone good work. 
and I am now prepared to reveal something that I believe I did not 
reveal when he was nominated in the last administration, whieh is 
that in my first two campsigns for public office in New Haven ~ CT 
'in Democrutlc primaries, he ran a ward for me-and I carried the 
ward both times, against the mamine, This was before he became 
Independent and less identifmble from a political point of view. But 
I feel that I can now, as the new ndminiatraUon takes office. reveal 
this lUrid part of his ~ast. ' 

Chairman GLENN. This doesn't mean ru withdraw my endorse

ment. (Laughter.) 


Senator LlEBERMAN. That, incidentally, was the same campaign
in which that yo.ung Yale Law &hoot student, Bill Clinton, walked 
in to voluntet'r. 

Very briefly, because in a way you anticipa'OOci in response to 
something Senator Roth said and answered the question I was 
going to ask you. We have been talking about "reinventing govern
meni," which is the term that I believe was invented by David 
Osborn and Tip Gabler, in their book. One of the ideas that they
talk about is how to ehange some of the incentives that are on ,pub-
lie cmployees who are mana§"ct'S. and one of them is the whole idea 
of adopting what they call expenditure oontrol budgets," which I 
guess is something that has been tried, as they report. in several 
cities. The basic idea is to get away from the "spend it. or lose it" 
method and create incentives for people so that when they save 
money, they actually get some of it back to spend on whatever they 
want to spend it on within their departments. . 

I gather that the Department of Defe:ltS:e has su«esafuJly applied 
these principles on a small·scale basis already_ And incidentally, in 
that exchange with Mr. Bowsher the other day when he said he 
couldn't think of one a~ncy that he thought was doing well, he 
then a little bit later s.,Ud maybe the U.S. Army, because it had"re
organized itself etiectivcly. So my question is, just to follow up on 
your answer to Senator Roth, whether you would be interest.ed in 
appJying some of these prindples of SI:)<8]led "expenditure control 
budgeting' on a wider seale throughout the Federal Government. 

Mr. PANETTA. Yes. As I have said, I have long looked at the issue 
.of how you could try to provid~ incentives rather than this kind of 
~~unt~~~i~centive. ~~,~'-~~ ~~~~t!f. ~~~e.'. ~~ t~~~ .!! ~~~ ~!.~~ 
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ment that, because I think it really '00.. '"'Y 10 people In the agen
cies and departments that we are going to reward you rather than 
penalize you. 

Now, the problem at the Federa].1evel. 8.9 you know. is that ap
propriations committees. with all due respect; to the appropriations
committees. if they are looking (or money in a $(!t or programs, and 
they suddenly see one program that has resulted in a surplus he
~use they have been able tv save money. and they have a progt:am 
over here that they like that happens to have used money. then 
there is an incentive to try to move that money around. We have 
got to at least provide some clear oonttols--it probably has to be 
done Jegislatively-t.o assure that that tnoney can be reUsed. by the 
agency that basieaUy Baved it, 

So I'm looking at it very closely, 
Senator LlEBERM.AN. I wish you well on that. 
Finally, just by way of process, 8 lot of fresh ideas have been 

talked about back and forth here today under the general rubric of 
"reinventing government." ~ te that there will be aynu an~ici 
"reinventin govemment" lE!gi.a4\tive that will be sent up 
to the Hill 'rom the administration. or will ere be a series.of sep.
arate initiatives? 

Mr, PANETTA. I can't tell you whether it is going to be in 8 pack
age or separate initiatives. All I can tell you is that rest assured 
the President-eJect wUl in fact present approaches to try to imple
ment some of the thoughts that were contained in "Reinventing
Government." 

I think from a personal point of view. it may make $t:n.se to try 
to package it so that we can kind of tnove one initiative through
the Congress. but it' teaIl)' does depend on the elenrents of that, 
package, and ] think we really do have to work very clo~ with 
the Congress and with this Committee to try to fashion that kind 
of package., 

Senator LIEBERMAN. I look forwllrd to working-fm sure all OrU8 
dcr-with you on a hipa::tisan basis on thia. 

Mr. PANE'M'A. Thank you. 
Senator LIEBERMAN. And let me just say finally that I have t~ 

mendous admiration for you. generally. but you have done an e%
traortiinarlly good job today_ And I was sitting hertt thinking or 
whether there was anyone else-it's a funny way to go at it. Leon
but whether there was. anyone else the Prebident could have ap.
pointed to this job who could have done a better job than you did 
today, and I really can't think of anybody. 

You bring great experience. tremendous knowledge of the inner 
workings of government. and a whole set of values about govern
ment which. one, will allow you to hit the ground running, and 2. 
I think will enabJe you to do a great job for the country and the 
President. So we ate lucky to have you. Good luck. 

Mr. PANETTA. Thank you. ' , 
Chainnan GLENN. Thank you, Senator Liebenn1Ul. 
When we talked about this "Reinventing Government," fm not 

quite sure I know what we mean, and I am not sure anybody else 
does, either, to be quite honest about it. I have read most of that 
book, and it is very, very interesting. Most of the exampJes are at 
State and local governm.ents. 
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When We talk a.bout -decentralized entreJ)reneurial approaches on 
»erformanee and results, rather than bureaucratic prOcedures, can 
you give us any examples of exactly how you understand this and 
what is going to be done? For instance, how does that apply to a 
specific problem over at Interior or Agriculture? Are there any ex
amnles of ~ct)y what we are talking about? 

The concept is a very niee concept, and I certainly go along with 
it, but rm not sure how 1'd write leg1s)ation to carry it out.. 

Mr. PANETrA. Wen. with. aU due respect 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 am kind or point to their 
partJeular examples, but thEm to take those examples and apply 
them to a Federal agency is. nol always that easy to do. 

But I think their basic theme is the right one. I guess that i$ 
probably the way to look at this. Their basic theme is don't accept 
the status quo; ask questions try to shake· the system 1,Jp. try to 
provide some different sets ot 

l incentives:. Don't overburden those 
who have to do the job with a set of regulations and requirements 
that basically tie their hands; give them some fletibiUty, give them 
some clear objectives and goals, but give them some flexibility to 
do the job.

Those are themes. I understand that. To try to convert that into 
reality is not always that simple. But I think if we maybe approach 
this with a different mind set here in tenns of how we can try to 
make government better and try to develop some of these incen
tives, then I think maybe we can in fnet make government work 
bet.ter. 

I think "'Reinventing Government." is nice words., and it is a good
book title, but I think the bot.tom Hne of what they ·are saying is 
try to make government work better {or people. and that is what 
I am interested in trying to do. They have got some good ideas. I 
just think we nood to work a lot haidet to apply them to the Fed· 
eral structure. 

This is a big structure. as you know, that we are dealing with. 
It is not that. easy to kind of take one, little element and apply it 
across: the FooeI1l1 board. But if we can make a few (If these apn
des and dep'artments cooperate in this effort-that's why r like tM 
idea of a pJlot program only because I think it then gives you the 
ability to experiment with some of these ideas and see how they 
work-maybe we can change the way they operate. 

Chairman GL£.NN. Last. Friday, the Comptroller General de
:seribed some of the government's highest risks from mismanage
ment. fraud. waste, and abuse. OMB also has a hi.g:h.rlsk program.
The President's 1993 budget request asks for <wer $2 tiiUion to 
work on 99 hlgh~risk areas. GAO has applauded OMB'$ effort b1,Jt 
has questioned the resolve to really follow through and really solve 
some of tpese problems. . 

I have brought along copies of the things that were released on 
the high-risk areas of government that GAO has gone throu~h and 
analyzed. and that they released at our hearings last Fnday. I 
don't know whether you've had a chance to see those yet aT not; 
I brought along a set for you to take with you and read. or pass 
out to somebody who can review them for you. This is the transi~ 
tion series, as they did 4 years ago, looking .at the different depart

.--, 
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Inenta and .""'" ot aet!vlty ot ihe government, and thelr ..... 
ommendations are sort of a "state of the Union" from GAcra view .. 
point.if you will, for each one of the departments. 

I think these things are very good, and GAO hwI gotten their ex
pertise together on this, I think, over the years. and I think is 
doing a good job. ' 

Mr. PANETrA. fve had occasion to talk with General Bowsher on 
this tuue, and i had a chance to discuss some of these elementsr 
and I want to talk with him further because r do think that the 
high-risk identification is one of the better things that OMB has 
done in terms of the management aide to identify these areas, and 
then uSe the SWAT teams as a way to try to follow up on some 
of these highwrisk areas. 

.So that ill: a procedure and procesa that I hope to continue. 
Chairman GLENN. Let me go over to financial management brlef

ly. One of the GAO studies of a couple years bllCk identified 
throughout government---give those to Dick Wegman; he can carry 
them-Qne of their studies identifled <weI' 400 diff'erent aeeounting 
1Jyst.ems in government, And then we eaid there can't be that many,
and they said, wen, there are 200 major different accounting $ys~ 
lems in government. And these cannot talk to each other through
tMir computer set-ups and so on. 

Now, there has to be someth.ing wrong with that, and I don't 
know how we get into financial management and really make it ef
fective as !oug as: we have 200, or even 100, different aecounting 
systems being used throughout the various departments l)f govern
ment. 1 don't know how you reconcile your bookB over there. o:r if' 
it is even possible to do that until we get some changes made in 
government. So it is an enormOU1:l effort that you are going to have 
to put through. 

I soo the agency CPOs as a critical- part of straigbtening out 
some thingtJ exactly like that, 80 that our ditrerent departments 
and agencies of govemment can at least work with each other di· 
rectJy. ean at le~st balan~ the books, so to speak, and so you can 
have accu:r:ate figures to work from. If you don"t have that. I doo"t 
know where we go; it is going tI) be verydJffieult. 

' Mr. PANE'ITA. Senator. I mentioned this to you bef.j)n)J but it kind 
of' blew my mind. the fact. that we didn't have any kind of common 
finance sheets in these different agencies; that it' wasn't until we 
put the financial officers in pJace that they began tD develop a fiO' 
Dance statement in manyof' these agencies and departmenta,. 

We have now taken a very important step. I think the financial 
om~rs: are extremely important. I think I would agree with the 
criticism that you have made. that these (mancia! officer:s ought to 
have that responsibiHty in and of t.hem.selves; they ought not to " ' 
just be asserted as part of somebody else"s responsibility. I think 
we ought to be able to pinpoint wh¢; that finax:te:!a1 officer is and 
make that his o:r her primary responsibility. 

Chalnnan GLJ3NN. There has been increasing attention to reor
ganizing government. You introduced.legi41ation l~t year to reduce 

I the number or agencies within the government. 1 believe you aug~ 
gesred bringing it down to 8 major different functional areas of gov.. , emment. . - ,t' 
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Do you stiU favOl" doing that? Would r.-u comment on what you
think the advantages to it would be? s it. rearranging the deck 
chairs, sO' to speak. and putting it under a different wiring dia-' 
gram, or would it save money. and do you have any estimates of 
how much it would save? Do you ~tin favor wt, num.ber one, and 
if so, go ahead and outline what you think it would do. 

Mr. PANE.Tl'A. I dO' like the idea very much because, as I said, 
what we need to do-and! 3m not sQying that you <:auld ultimately 
save a Jot of dollars and neither am 1 saying that you would nee
eS:~b reduce some of' the levels of employment that we have 
he ut what 1 am saying is that from a poJie)' point of view, we 
need to begin to centralize -some of these policy issues 30 that you
don't have these cross·jurlsdictions and hammers going on certain 
areas. . 

Just take the wetlands issue alone. You know the controversy on 
the wetlands issue. The wetlands issue involves lOme S different 
departments and .. or 5 different agencies, and the end result of 
that is that you don't have any kind of very clear polley that is pre
sented to the country•. 

The same thing is true on a number of other issue areas. Energy 
is spread out among a number of different departments, and trade. 
as I mentioned. " 

It seems to me that as a Nation that is entering a new eentu.r:y. 
we need to focus on what are the important issues for this country 
to deal with as: we enter this new tentury. Well, natural resources 
is one of those; how to manage our national re$OUI'CeS:~ how to deal 
with environmental issues that ~late to those national resou~ 
Doesn't it make sense to try to coordinate policy in those areas? 
Trade, as 1 mentioned, is another area. Human reso\ll"teS is an· 
other area. 

Why can't we do a better job in the very least of centralizing poli~ 
des in these areas so that instead of having to deal with 25 people 
In a room, maybe we could ,deal with one at' ·2, who might have 
some say and might be able to affect poUty in these areas? 

So that is why I have been a strong advocate of that kind of.not': 
ganization. I know the risks, as· I &aid. of going through that pt'()C'
ess, and I know the feet that you step on when you start'to propose 
those kinds of ideas. But I guess I would uk for a kind of eoopern~ 
Live effort to look at ways to try to improve organization in govern .. 
ment, if for nothing else so we can de a better jab to coordinate 
policies. 

Chairman GLENN. My time is UP. but let me just ask one little 
foUow·up question and you can give a brief answer. if you could. 
Do you think that we would have to reorganize here on the Hill at 
the same time you would reorgani%e departments of government? 
Would there have to be comparable changes in structure? 

Mr. PANETTA. I think ultimately that probably makes sense. 
Chairman GLENN. In other words, it could not be done solo in the 

executive branch. 
Mr. P.ANE'ITA, 1 think that's right. I think it has to be matched 

on the congressional side. . 
Chairman GLENN. Thank you. 
~1'\Mnr (',nh~n 

187 ,.r·..... ... ~ '" ,...:..... 
Senator COHEN. Mr. Panetta, Y!>u talked ahnut authors. and 

somehowt those of us who profes.s to be indulging in the p.tesen
tation of facts, it turns out to be fiction. Some of us like to indulge
1n fiction as a way or talking about the facta. But that is the stib
jed of another matter. . 

Very little time has heen devoted today to talking about the reg.
ulatory burden.s that we place on busin~, and 1 think that we are 
in danger, really. Qf suffocating that goose that used to lay the 
golden eggs, It is not that we $bowd in any way minimize or' try 
to change the safety laws that we paaa or the environmental laws, 
but we have got to find a way to streamline the regulatory proce$$. 

One of tho most persistent oomplaints that I hear is how long it 
takes to do anything in this country. I(' you want to start a new 
pJant or a new buaineB$. by the time you go through the whole se
riea of duplicative regulatory institutions that one has to pass 
t.hrough, then all ineentive is lost to starting the buaineS4 up in the 
first jnstance. And I can talk about a process on the coast of Maine 
that has been on the books for 10 years. For 10 years they have 
tried to start this particular project, and it is nowhere closer today 
to becoming a reality than it was 10 years ago-and it is unlikely
that it ever will be, because of the rel@lator;vpn:>eess. 

So we have got to fmd a way-and 1 trunk that COmt!lS through
your office as weU--or trying to meet the environmental standards 
or safety 8tandants. or whatever thtt .social £Oal may be, but to do 
so in a reasonably responsible time frame. <.'hherwise we are going 
to continue to put up roadb!o<:ks whlc.b are going to discourage
bUsinesses from locating here and seek to go elSewhere. outside the 
bounds of the continental United States. 

Mr. PANETTA. Senator Cohen, I just want to assure you the' 
Presidenf...eleet haa this at the top of hia agenda. because from the 
State level. he has experienced the kind of regubitioDs and It!qutre.. 
menta that the Federal Government has handed down, and be hat 
said that there haa got to be a better way to try to upedlte these 
things. 

$enator COHeN. I assume that you read "'Th-e Education of David 
Stockman," aIU Greider's piece that appeared in the Atlcntic 
Monthly some years ago.

Mr. PANE'ITA. Yes. 
Senator CoHEN. I think what..".. through-a number of thi~ 

<:arne through in that ~art1eu1ar piece as w~l1 as David Stockmari $ 
book-but it is not polky that drives the budget, but rather. David 
Stockmtm's own realization-it was the budget that made the. pol~ 
icy. There is {!Oing to be tremendoua pressure placed on Bill Clin
ton "to keep his quote "p1'Oml$es." and already you r.a.n ready the 
front page of the Post Or' the Times or any of the other publications 
and say he is in the J?TOeesa of backttacking awar from every prom
ise that he made duttng the course or the c:a.mpalgn. 

I would hope that you would recommend a stimulus packqe that 
would be modest. I think the greatest weight ought to be placed on 
the-long-term question of deficit reduction, that it be credible, as 
you've talked about. There is a fear on my part that jf we provide 
too 'large a stimulus package--those incentives take quite a while 
to come on line, a.nd they might oome on line just as the economy 
is 5tarting to bloom, and then we end up heating Ul) the environ. 
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ment--eall it a "etmtinental warming."' if you will-and'we set off' 
higher interest rates and high inflation. 

So 1 would hope that any package that he reeJs compelled to put
forth in order to keep a promise about stimulating the economy will 
be kept in that kind of balance. 

Mr. PANE"tT'A. You and I share the same coneent.$, 
Senator COHEN. OK. 
Mr. Chairman. I think that's all I want to ask Chairml.L"l. Pa

netta, other than to comment about this issue of what we My and 
what we do, bet.liU5e as we sit here this aft.ernoon. every one of us 
ean take the pledge that we are going to do the long-term bal
ancing of the budget, or coming as close to it as we possibly ~: 
to revive this economy; and yet each one of us will be preaentea 
with key loeal issues that will affecl. directly how we feel about it. 

For example. Senator Dorgan talked about agriwlture. and that 
i$ near and dear to. his heart as it is to yours. Senator Glenn and 
myself might talk about defense issues and bow they impact upon 
our own domestic economies, our State economies. 

But the fact of the matter is that we have got to me3.$1.ln) up to 
OUT responsibilities and take thoso: tough decisions, even if it means 
that we are not going to be around here the next time we go to the 
pons. There is no other way, in my judgment. of ever coming to 
grips with the problem that we have to contend with. 

I am fond of citing Jefferson. who said that whenever one genera~ 
tion spends money and then taxes another to pay for it. that we 
are squandering futurity on a massive scale. I believe that we have 
been squandering the future of our chUd..-en on a musive seale, 
and it is going to take a massive undertaking for \1$ to preserve
whatever legacy we want to leave for them. And that will not come 
about by us trying to please our constituents at every turn, It i.e 
going to mean we are going to have to sacrifice our own offices in 
many eases, and the real question is: Are we prepared to do that. 
And I think the jury is very much out on that. 

Thank you, 
Chainnan GLENN. Thank you, Senator Cohen. 
Senator Dorgan. 
Senator DoRGAN. Thank you, Mr. Chairman. 
I certainly agree with mueh of what Senator Cohen' has said. 

Senator Cohen,l think. has aptly described the challenge. If we are 
truly serious about grappling with this problem, then we have got 
to do more than just what is popular with our tonstituents. The 
fact is the American people believe that about 50 percent of every
dollar that is spent by the Federal Government is wasted. That ia 
not true, but that i.!'J the perception. . 

Most of that. money ends up in someone's pocket in a transfet' 
payment. That's where the bulk of the spending oecurs. And if you 
arc going to intercept and ehange tfult. you've got to deal with 
those big areas. including entitlements, and own up to the issue. 

Senator Cohen this morning talked a little about spending and 
cuts from the congressional side. 1 was thinking about Last Feb
ruary when I looked at the budlfct that the President sent'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 
nass this hudeet. line for Hnc. with every period and every "'t.. 
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crossed-it's just yours, Mr. Pretid~nt: we Just buy into the entire 
thing-we would hav-e added $1.8 trillion to the debt. If you actu. 
ally .dded the Social Security money that will ~ misused, it would 
add $2.2 trillion to the debt between now and 1998. 

This, in my judgment, is truly a bipartisan m~ created in a bi .. 
partisan way, in which every day. 7 days a week. we spend over 
$1 bHlion that we don·t have. And we can look at a lot of' separate
policies-I'd like to ask you I!hout burdenebaring-is there some 
money that we can and should get from bu:rdensharl~ I believe 
there ia. I talked this morning about deferral I talked about taxes 
~d by foreign corporations. But if we are going to deal with tho 
brood context of thiRlroblem. it is going to require an enornlOUtl 
amount of eourage an &ome broad policy clmnges. 

I'd like to ask finally, Mr. Panetta. wbat do you erpeet us to see 
when you send the budget to UA in terms of the out-years? You 
have been 80 strong on tlie floor or the House over the years about 
gimmicks, 1 fully expect not to open a budget and see any gim~ 
mieks. I would be the most surprised person on the face of this 
earth to see a budget that comQ from Congressman Panetta that 
is full of gimmicks and tricks and deferralS and things like that. 

So what do you 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 aignirlCant budget 
eonseqllences that ratchet down that deficit? 

Mr. PANETrA. Absolutely. I think fU'St of all, you are- going to see 
a set ot assumptions shout where our baseline is ping to be that 
I think will be credible and will he in line with what eeonomists 
are saying about where the economy is beaded. 

SecOnd, you are going to see a series of decisions in each or the 
areas I talked about, whether it is' defense, non.-defense. entitle
menta or revenues, that are going to involve some very tough 
ehoicea. 'The credibillty of this paclt8ge will be baaed on those tough 
ehoices.. 

But I am not goinlf to Ray to you now that there is going to be 
an easy way to do this; there simply isn't. It is going to take some 
tough ehoices. and we are goin.g to have to build them into that 
plan. . 

Then. 1 guess what I hope to have in addition to that~ that the 
Preaident--eleet will submit, is a package of investments that will 
show where we need to at lenat target some inveStments in terma: 
of our society as well 

It is that pacltnge that the President-elect is going to present to 
the American people as his econoulic plc, and as I said. we've.got 
a .•maIl window of opportunity here to try to get thlo done, The 
American. people want to see- some action, and we are going to have 
to work together to try to get that accomplished. . . 

It is risky. It is going to take. B3 I said. some will and ~ 
on the part of ever;.! member to do it. But we l3IltIot aff'ord-I think 
the bigger risk is if we don~t do anything. u'you want to- know the 
·truth. I think the bigger political risk is if we don't do anything, 
and I think the bigger substantive risk is if we don't do anything. 
'If we just walk away from thls for whatever reason we have for not 
dealing with this package, I think then we do a disservice to the 
Congress and to the country. 
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Senator DORGAN. You talk. about investment. tax credits and the 
whole series. of devices. There are some in this town who believe 
the keys to the kingdom of eronomic RrOWth rest somewhere in the 
bowels of the tax code, Gr somewhere10 a secret, closed room down 
at the Federal Reserve Benk. In (set, it ~ms to me that the keys 
to the kingdom of economie growth rest in the confidence of the 
American ~pJe about the future. And if you view this economy 
and the mechanisms to change it as in the entPne room of a ship. 
those who ten UR, "If you 'just turn this knob thIS way and pull this 
lever that way. and you just get it all right, somehow it is going 
to work"-they misunderstand. ,

This ship floats on 'confidenec. nnd the fad. is that if the Amer

ican peopJe are not comment about the future. there isn't very 

much we can do to have an economy that is robust and growing. 


wThey aTe going to be confident, it seems to me, if they see a Con
gress and a President confronting and solving problems. That is 
what breeds confidence. 

If they think their future is going to be better because we are 

making decisions today to t;reAte a better future. then we tend to 

build confidence in the system.


Frankly, we have a $400 billion deficit. or just slightly under 
that. I wouldn't spend a lot of time losing sleep ovet a $400 biJllon 
deficit if in fact we spend $400 billion. and we cured. cancer, I'd 
think, h~k. if you capitalize that over a short period, that would 
be a pretty good investment. But the (act is we didn't cure cancer 
by spending $400 bilJion; we didn't dO' 100 other wonderful things 
by spending $400 btnion we didn't have. This is an operating budg· 
et defielt. We just spent more than we had on an operating budget 
situation. which I think is devastating. 

So, as I have said twice today, 1 really think you have a big job,
hut you are the perfed person to do it. I wish this President well. 
I wish you welt, and I think every Republican and every Democrat 
in Congress has a stake in the outcome. And if we don't decide that 
the last election was not about changing Congress-yes, there is 
plenty to change here. but it was about changing the economy sy&

. tern to put it back (In track, to give people opportunity and hope 
through economic growth-if we don't understand that and aren't 
willing to act together to accomplish that, they ought to throw the 
whole works out. 
. 1 just think that people back home from my State feel better. 
They think maybe we are going to end the gridlock. maybe we are 
all going to make touliher choices. 

So I wish you welf. and I want to thank the Chainnan for his 
patience in these hearings; I think they have been very instructive. 

Thank you very much. . 
Mr. PANETTA. Thank you, Senator. 
Chairman GLENN. Thank you very much. 
One thing that I don't believe it has been asked today-if it has. 

I missed it somewhere along the line-do you favor the consutnp~ 
Lion tax approach? We have talked about taxes back and forth here, 
but do you favor that approach? . 

Mr. PANETTA. Well, 1 favor looking at the idea of some kind of 
VAT tax or consumption tax. i think it it going to take &Ome work. 
Tthink it i~ t!nin~ to take some study. but I think it is something 

we ought to In the very least look at as a possible option. Again, 
as I have said, everything is on the table, but I think this is one 
area of revenuea allJ!OSt.ec:L obVio~. in the Domenici-Nunn pack· 
age. but I also think-that ultimately, in terms of our overall reve
nue system, the likelihood is that we are going to have to look at 
some kind of VAT for the future. if it is designed rlgh~ it it re
places other taxe&, If it is designed in a way that bssieally helps 
advance some of the ooneem8 that we have within our own 
society--

Chainnan GLENN. Savings, some savings? 
Mr. PANETTA. Thar. tight. and if It prom.te. savings. I think it 

iii worth lOOking at. 
Chairman GLENN. I mentioned earlier the Ia.. I think Uley "'" 

. doing a good job. I think the dual {unctions of the IGs to really get 
into criminal activity and fraud within the agencieb and depal't-: 
menu is good, and the eros, then. to 0vet'See the efficiencies of 
that partieu1ar department that don't involve fmud or eriminal ao
ti:vity at all are good. 

Do you see (my other ways that we can strengthen the lCs" ml.&
sian? Let me juSt point out what 1 am getting at here. and It>s a 
statement more than a question. One of the thinp we have noted 
is the les come up with some very good things. They make su,QeS
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 agency. and they send us thEir reports up here. Then. 
too often. unless it is somethltlg that is referred over to Justice ror 
prosecution, it sort of drifts aff into ncver~never land. and the boss: 
doesn't really do, anything about it ovett there in the agency or the 
department. ' . ' . , 

I hope that in your new position~ you can let these heads of de
partments and agencies know that once you have reviewed what 
the IGs are doing that you are going to stand behind them and 
really put some teeth behind thue tbin~. It doesn't all involve 
criminal activity. And I think there could be some major improve
ments made in departments and agencies it they listened to some 
oft_IG.. 

Every IG is not perfect-I am not claiming thst-but by and 
large I think the IGs have done an exeellent Job. 

Mr, PANE'ITA. [ agree with you, Senator. f think they have done 
an excellent job. and I think that the way to empha.sim that is to 
jnelude a look at their recommendations as part of the budget re. 
view process. I think that is. the best way. then. 'to try to make 
things happen. . 

Chainnan GLENN. OK, good. Thatta excellent. 
One of the actions oVer at Justice was bas~ that the Justice 

Departrnetnt gutted the jurisdiction of its IG office recently. 1 would 
appreciate it ifyou eould take a look at that and use your influence 
(rom OMB to see if we can't get that one stralghtened out. I think 
the new Attorney General may well want to reverse the course of 
what they did to the IG over there.. 

Mr. PANETTA. I have been made aware o-fthat throughyoursta1T.
and I have been made aware or your COncerns, and I share those. 
concerns and intend to bring that to the attention of'the new Attor
ney General. 
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Chairman GL£NN. OlRA has been mentioned a couple or times 
today. It was (rested by the Paperwork Reduetion Ad- 'Precisely to 
improve tbe management Ol government information. both to "'" 
duce paperwork burdens on the public and to more effectively and 
efficiently use information. This one has gotten .all bound up and 
all crossways with the Council on Competitiveness, 8.$ I think you 
are aware. We thought that we had all the new ground rules lor 
how rules and regulat.ions were supposed to be taken care of-we 
t.hought we had t.hat all worked out 2 years ago with Mr. Darman. 
fn fact. we have a letter in the me about that. which accepts our 
proposal or accepts what we had worked out over about a ye.aT-and~ 
a~halt of negot.iating 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 effect. And shortly after that, we think we know 
why .t was not put intD effect; it was because the Council on Com- 
petitiveness then wanted to start passing word to OlRA as to what 
it was supposed to do. 

We had Mr. McRae in a hearing before this Committee in which 
he said that the CounCil on Competitiveness only gives them. advice 
at OIRA. And r 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 fot .several seconds and could not think of one Bingle 
time wben advice from the Council on Competitiveness. had not 
been t.aken at OIRA-and he had just finished a few momenta be-
fore that saying there are hundreds of communications back and· 
forth between the Council and OIRA. 

& we know what Is going on. There have been new4paper ac
counts-these are not my charges-that the people who got th-eir 
hearings hfore the Council were peopJe who were major political 
tOntributors. There have been newspaper articles about that. No 
records were kept Ol Council meetings; no agenda was set for COtln~ 
ell meetings; the meetings were not announoed. And yet they ap.
parently were controlling a good hit oiwhat OIRA did. 

My objection was not trying to cut out somebody who is doing a 
regulatory review job. We need regulatory review. Every one of the 
rules and regulations writers over in the agencies is not perfect, 
and sometimes, lor lack of our specificity here in writing Laws on 
Capitol Hill, they neOO to look at these things careful]y. or they 
sometimes get carried away in their own enthusiasm for their own 
particular area. of expertise over there. whether it be environment, 
manufacturing, or whatever. and they write rules and regulations 
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 t.hat at. aH. 

And whether the review is done at the Council-which I think 
expires now on January 2oth-4>l" whether it is done where I think 
it should be, in the open, at DIRA, it has to be an open process U' 
the American people are going to have faith in their. government, 
that they are being dealt with fairly, That is $(I key, it seems to 
me, and that is what we have not been able to get. 

f had a personal, one-on-one meeting with the Vice President 
about tbis whole thing and got nowhere. ~nAtn,. T--evin rliff th* . 
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BamO thing and ~ nowh"",. W. ha•• been stymied In being abl. 
to take care of thul. . 

So I hope that the review process on Mille! and regulations is a 
very active one. beeause 1 also support. the atatement; that Senator 
Cohen made a few moments ago: Buiness is being stifled. If there 
is one item that was different that I can point to. jWJt very ciearcu.t. 
as a dlfferenc:e between my :reeJection 6- yes.m ago and my ree1ec. 
UOh t.hl$ past faU, it ia that almost every time I gave a nuijor . 
speech someplaee. I would have several business people come to me 
and complain about the rules and regulations, that they are stj. 
fling. 

A friend of mine in Florida who started a business recently said, 
had he known the ndo and regulatIons he was ~ing to get i.nto~ 
he wasn't sure be would have got;t,en into that kind of businen op.
eration. because tbere were just literally hundreds of rules and reg~ 
ulations. Federal. State and 10Q\!. 

I have talked to GAO about doing a study about how un. has 
increased through the years, so"we ean perhaps get a gauge on how 
businesses are being impacted. But I have heard more complaints 
over this paat year from busI.ness people about how the rules and 
regulation. are just eating them alive. And 1 think that OIRA can 
be an extremelY important part of yo-ur operation there if it belps 
to straighten out the impact on business of all of the rules and reg~ 
"ulatio-ns that are written puraunnt tA) legislation that we pasS-here 
on the 11m. . 

That's obviously more of a statement than it is a question, but 
I just wanted"to state my concetn to match that of Senator Cohen's, 
that we really have to do something about this area because it is. 
really having a m~or impact on businesses and is stifling businesS. 
and partieu1arJy amaU business. which is where moat of the new 
jobs come from. 

Mr. PAN'€Tl'A, Wen, Senato-r, when I fi:rst looked at this job. I 
knew that I would be dealing with budget issutm, and then looked 
at the other aspects that were included here and :realized how 
much of a challenge it is, and this is one of those areas, 

OIKA is a very important office for the l'eview of reRUlationa, I ! ' 
think you are right. The Competitiveness CouneU~ we Know what 
the reasons were behind the way it operated. I think that is unfor
tunate because it obviously impacted. then. on the credibility of the 
process. But my hope is to return honesty to that process again, 
that we review these regulations, but we do it in an open process. 
And I would like to work with you in trying to establish proee<iuru 
to make that processo:pen so people know what we are doing.

Chairman GLENN. We haven~ talked about this extensively. but 
what is your opinion-do you think rewlAto-ry :review should be in 
statute, or is this something that canDe done by euc:uUve order? 

Mr, PANElTA. Well, I think probably that depends on our work~ 
. ing together to try to work out those procedures. It the feeling at 
" the end of that is that an executive oraer can fulfill those tequire.. 

mente. that is fine; if the feeling is that we ought to try to do it 

I 
,in statuw, to try to make sure what those p~UI'e$ are, that . 

would be fine with me, too. I think probably the key right now ia 
let's work together on the process, and then we can Inake the deci· 
sion as to what is the best wav to- imnlement it I'lt t'Jooil'lt fim,. 



• ;sooo. ....,\ 

f I 
144 

Chairman GLENN. I don't disagree with that, and I think that 
whatever we dG. we want. to do it right; but 1 think thie idea of sort 
of leaving it out there in never-never hmd where somebody sort of 
decides to form a committee or a oouncil. and it will direct OIRA. 
and it will do something or another-this may have been very en· 
ticlng, but 1 don't want to leave that temptation out there for other 
pe<>ple. . 

Mr" PANb."TTA. Yes.l understa.'1d. 
Chairman GLENN. OK. In your pre~hearing answers, you discuss 

reinvigorating OMB's Office Gf Federal Procurement Policy. OFPP. 
Could you expand Gn those views? What can you do to give OFPP 
the clout it needs to stand up to agencies like DOD and Justice, 
where they have had some differences of opinion?

Mr. PANETTA. As I indicated, we are looking at almost $200 bil

lion worth of.procurement contracts that are 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 I)e.. 

fense Department. 

, One of the things I think this office needs to do is to, begin to 
focus on requirements (or training of procurement officers. This is 
one aren I mentioned in response to another question. The prt'>tU~ 
ment offieers simply are not required to go through a training proc
ess. They need better expertise.

In terms of contraeting out, we need tG make sure that ngencies 
are not only iS5uin~ these contracts, but establishing objectives and 
gonls, also monitonng those contracts to make sure they are fulfill
ing that requirement, and also following up to make sure that In 
fact the job is getting done. 

I think: too often tight now, the experience is that those contracts 
are being issued, and there is not enough follow-up to make sure 
the job is getting done. Someone mentioned the hollow government 
problem; weH, this is part of the problem in terms of these con~ 
tracting out. areas where we don't pay attention to just exactly 
whether the mts$ltm is being done or not. 

So there are an awful lot of steps that need to be taken here. but 
I thi.nk the first is that we need good pt"QCUl"elllent officers in each 
of these areas to make sure the job is being done right. 

Chainnan GLENN, You mentioned contracting out. and that was 
going to be my next question. Senator Pryor wasn"t ahle 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 pf'Ob.. 
Jems. They have done some studies in that area and have some 
real horror stories to talk about with regard to contracting out. 

Now, that is a douhle·edge<l sword. of course. Some legitimate 
cuntracting out oceurs when an agency has a special problem, and 
they want to contract out without bringing on more government 
employees to take care of that particular probltm. Theyean do the 
contracting out, and take care of it without setting up a whole new 
group of civil service employees. That is one approach to it. 

Another npproach is where we just contract out on a continuing 
basis, year after year after year, until, like one of the agencies that 
testified before the Committee, they have become so in\l'Ol~ with 
thl> .. ro.,t~pt",· thflt fh ....v .-n.,tl"ftM' wit"'- thd tht>v Actuanv testified 
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they could not run their department now without that eontnetoJ'. 
Now. situations like that have gone too far. 

Then we have DOE. whim controls the wbole nuclear weapons
complex by c.ontrac:t1ng out. That worked well through the years by
'and large, but now there are some areas whA1re that doesn't look 
quite so good now. 

Do you have any thought about t.hi.!I oont:rnetlng out'? I am afr:aid 
that if we cut 100,000 people out of government as the President-
elect has proposed. that we'll find ourselves in. a aituation where 
some of these agencies say, '1 am being asked to do so mueh. I 
have got to contract out to do 14- and we are just fUrthering this 
cycle of contmeting out by cutting back on Federal employees. It 
i$ a little bit of' a chicken~and..egg .ituation, but do you Nive any
comment on how you plan to h8ndle that situation, or how you 
plan to look into it? 

Mr. PANETTA. That is an area, frankly, Senator where I have got 
to do a Jot more work in terms of'locking at the basic problem and 
trying to get the beat information I ('JUl on the eoncems that are 
out there. , 

I don't have an objection to the basie approach of contracting out 
eertain services. That ill needed. and we need to do it in a limited 
way, WhAt I don't want to see happen is bas:ic services that ought 
to.be perfonned by that depal'tment, that ought to be performed by 
that agenq. and then they start contracting those services out so 
that they are dependent on a contractor in order to do their basic 
mission. 

That's what concerns me, and I think that is. what we need to 
look at. 

Chairman GLENN. Your colleague, Alice Rivlin, will be Wore U8 
on Wednesday of this week. She has written a book in which she 
calls for a new federalism involving a rigorous review of govern
ment activities and a reliance on State and local governments for 
many activities now undertaken by the Federal Government. 

Do you have any comment$: on her book--wel1. do you know 
whether she still k~ these same views or not? 

Mr. PANETTA. I think Alice obviously lwi done some very good
work in this area in terms or trying to analyze whether there is a 
way to try to restructure government in terms of responsibilities 
and etTort:s-ean locoJ and State Government pick up some of these 
responsibilitie&. can the Federal Government define some respon
sibilities that it ought to have. 

Obviously. there is a lot of dispute--once you get into this issue~ 
it is like getting into the issue of reorganiutlon. and who is going 
to take what, and whether somebody can do it. But I think the' 
basic theme is is there a better way to try to reorganize respon~ , _ 
sibilitiea here. because right now frankly¥ it is the problem of the 
mandates. I mean, the Federal Government issues mandates. 
doesn't provide the resources asks State and Ioca] governments to 
perfonn certain services, and we don't give them any support. Is 
it a better way to say to State and local govemmen~ "You handle 
this area. You try to deal with certain issues"? 

I don't want to, obviously. have the Federal Government in any 
way kind of give up its responsibility in key areas, but I do think 
lhRt, we CAn look At h,pU.,." w~v.. tn t,-v tl'\ """t ..~ .. ;"J.. .4 ......, ... .,.n" c:l. .. 
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ahas suggested some pretty srood ideas that at least we ought to ex
p)Qre. AB I said. I know tiiey are controversial. but 1 al$O think ' 
~~ere is some merit here to try to perhaps better define responsibU~ 
lties. .

For example, if the Federal Government on a health tare ap
proach deddes to pick up Medicaid from the States. what are they 
going to pick up then in return for that? That ia. a question we need 
to ask.

Chairman GLeNN. There have been proposals to eliminate or con
solidate most of the Federal grants to States and localltie~ Do you 
favor that? .

Mr. PANETTA. Again-you me4m ;n terms of what--some ldnd of 
going from special gn\t\ts or targeted grants to some kind of-

Chainnan GLENN. Well. as these functions go back to the States. 
you'd give them a pot of money. Bnd they would organJze and do 
it themselv~s. rather than having it dire¢ted, from here. We would 
be mainly the source of money more than we would the direction 
of the program,

Mr. pA.,...E'ITA. I think there are some areas where you can do 
some eonsolidation. Obviously. there are other areas where I think 
the Federal Government has identified a particular need. and that 
is where we are providing the mone)', and I think we have got to 
be areful about some ~reas. For example, it there is an education 
program that we want to make sure happens, then we want to tar
get it. But I think there is some consolidation on grants that can 
take place.

Chairman GI.ENN. We are winding done. and we1.l he done in just 
a few minutes. I know we are running a little hit over, and I said 
we'd end by 4 o'clock, hut I had a couple of other things I wanted 
to talk about for just a moment. and then we won't have to come 
bnc'k tomorrow. No one has indicated n desire for that, including 
you, I'm sure. 

In the hearing that we had last. Friday with. the Comptroller 
General. he broke his comments down into buically 3 areas--(1) 
lending and insurance tuues; (2) contracting: issues. and (3) ae-
countability issues. 

Now. I think some of these figures were rather interesting, and 
I didn't try to copy all of them; these are just from the notes that 
I m~de at the meethig. In agriculture. for instance, out of a $20 bit· 
lion prognm for Fanners nome out of the FMHA. $7.6 billion of 
it went bad. That is enonnous. And they testified that quite often, 
when these loans go bad. they just mark them off the books and 
give the fanner another loan to start on. 

Now. there has to be some correction for something like that. 
Student Joans was an area where they te$tified the ~rds were 

so poor that they don't really know exactly what our student loan 
program is because the reconikeeping is 50 poor. 

Bank insurance funds were in sort- of the same position. ' 
The RTC, we aren't quite sure of the future of that at this poin4 

and they didn't have any recommendation on that. 
Another one, I mentioned earlier today, PBGC. Pension Benefit. 

Guaranty--once again, the records are SO poor, they said they real~ 
ly <:ould not give us an estimate in which they would have full con
fid~nce. 

These .......... that 1 think yoU are ",lng to have to get Into. 

Medieare-there is. enough fraud in Medicare that the figures are 


V(!ry doubtful tn Medieate. And one of the aubeonunittees hent that 

Senator Nunn heads, the Permanent Subc»mmittee on InvestJga·

tions, has done $Orne studies recently on the ruue Cross syatem

tm sure you hav-e seen &ome th.irurs about that in the newspapers,

about those hearings-where the blue:! in the :Mld~Atlantic States 

area are having some very, wry serious and diffic:uJt problenu, and, 

there may be a lot of fraud in areas like that. 


That, along with the high-risk 8NU that 1m! in the booklets 

there that 1 sent down to you a little while ago. are things that we 

are going to he wanting to folloW up O'ft¥ and the potential liability 

the-re-and I'm not trying to scare ewrybod~ut the potenUalli 

ability of $6 trillion in those high"risk areas. 


Now, under tontracting, GAO talked about how much work 
needs to be done yet in the Defense Depa.t:'tlJ\ent on weapon1t aye.. 
tern acquisition. on contract administration. ~ talked about eon· 
tract. management over in DOD. And there w.u Just one thing alter 
another on contract management within DOE on some of' the nu~ 
clear weapon systema and the cleanup that we are going to have 
to do of all t.h.ose different sites. 

'The current e.etimate of what it will take to clean up those sitea 
is. $160 billion over a 20- to 3()..year period. if we ean figure out how 
to e\'cn do some of the cleanup, Some ruenrd:\ needs to he done 
on even how to do some of the cleanup. 

Another thing GAO mentioned was EPA--t.here has been $5.1 
billion classified as recoverable from ditferent fines and 8() on with
in EPA-only 10 pereent of that is ('.(tJleeted. A lot of it i.e negotiated
down. whicn it shouldn't bet and it has become cheaper for some' 
of the people being fined under EPA to pay their fine&, continue 
polluting, mid pay another fine when theY are charged again, l>&
cause they can always negotiate it down. 

Under a«ountahUity issues. then~ we ha:ve defense inventory 
ma.na.g-ement. It was estimated 10 years ago that we had exee$$ in~ 
venter)' of $10 billion 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-l mentioned that one earlier today-there is 
$110 billion that is owed to IRS. They are making a little progress 
here-tha old figure of what they thought we could .ctually coned; 
if we had the people to do it used to be $3'1 billion; they now esti
mate that at around $30 billion. 

Mr. PANETI'A. If your list is much longer~ t am going to reeon· 
sider taking tbis job,

Chalnnan GLENN. I don't want to diseourage you. (Laughter.] 
Well. as it happens. that's about the last one I had. because I 

don·t want to scare you out of this job.
I am just indicating to come back to where I started this reeita.. 

tlon here, the "M" in ()MB is $. very, very fertile field. When you're 
talkin~ budget matte", .ver at OMB, yoU'd better also ha talking 
about M" and managemen~ not just confidence in government., but 
aU of these things put together are enough billions of dollars that 
they are going to be a big hetp in helping us sometime balance the 

. budget if we can get control of this, and at least not dig us any fur.. 
thP.T in it,... h'('Ill'!. thAt'<I fn1" Itn_ 
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Mr. PAN'i;M-A. Exactly.
Chairman GLENN. Wen, I don't know whether you have any 

final, wrap-up comments you wish'to make here today. Obvi~usly. 
everyone has wished you well. I haven't heard anyone at aU say 
that they are even remotely considering voting against you. I would 
imagine that your vote on the Committee is go~ to be unanimous. 
1 want to see that vote as early as possIble so that you can hit the 
wound running, or working, or whatever you ~ going to do over 
there, on the day that the President-.eleet is. sworn in. because I 
think it is that important. , 

I know there are other people. the Secretary of the Tre8.l1lllY. 
Lloyd Bentsen, and Mr. Greenspan, and other people~ who set more 
of the long-term policies that are going to impact our economy for 
decades and generations to .rome. But in the day-tn, day..out oper
ation of the operation of government,! think. as 1 said earlier, your 
position is the most important pOSition in government, second only 
to that of the President himself. And that is the reason why we 
have gotten into a Jot of details here today, because the Committee 
has been very, very concerned that we get you in place over there. 
and carlyon. SO you eat} start really getting control of t.his whole 
thing. It is going 00 be a very difficult job. 

I wish you well in getting the best people. 1 come bnc:k to that 
as a closing eomment here. I am sure you will be talking to the 
President-elect before I wilt. You might even ronsider passing along 

- that I ccrtainly feel. and I think this Committee would :probably 
fuUy support, a requirement for ho,w long his apPointees win stay
in office-not what they can do, after they get out; I'm not half as 
concerned about the s.-year rule at the end of tenure in offite as 
I am abo,ut, keeping them in office long enough to do the jo,b that 
has to be done. And when you have a 21-month average tenure tn 
office fo,r top government positioning, it is no wonder we are in a 
mess most of the time. 

So I'd just close with that and wish you very well. The'Commit· 
tee record will be kept open In order for Members of the Committee 
to have the opportunity to $ubmit additional written questions if 
there are any. And I would appreciate )'OUr prompt attention in re
sponding to any such requests, but I guess I should congratulate 
you in advance almost here today. We look forward to working with 
you, I think you have a great challenge ahead, a.nd you r.an do a 
good job there. 

PJu:pAltEtl STATEMENT 01" SWATClR NtmN 

1 am pleased W weiO')l1:'11t Congressmnn Leon Panette ~idenw.J.ct Clin'ton's 
olHni~ (G,. Director of the om(e of Managemel'l,t and iludl;'!t. whoM IXmlination 
1$ to be considered by the Sma~G~tal Aft'ainI Comnnttee today. 

DurinG' his IS'year temJ.l'e' in the HOUR of Rep~t.ative:s. Can~n PaoeUA 
has established a reputa:tion at an eptrt on listal and economiC issues and bu 
tompiled an admlrabl~ 4-year ~ as Cb.airman of tlut House Budget CommitWt:. 
Con~man Pafletta will brin; an in-depth wori:ing kn.trwl.eqe of budget PClley to 
his jOb as OMS Dir«t.cr. I beheV4!' tht P'mIidMt--elect made an euellent Choiri in 
CcHlSl"'l!SSmsn PltnetU. . 
COn~man Panetta would agree with me that _ must Mgin work on making 

our Nation flseal1y. sodally. and gtWernmen.tal1y sound so tlutt we can fttain Ameri
'u's: compet}tiver:eu for OW' c:h\!dren. As ~n PIlACtt4 kncln alI too well, 
the Federal budget de:flrit hall beotome a funiiametltal obstacle to both ~tnm. 
emrmmic ,,«?w!y "'~ ]ong~ryn ~~~ It ~.the ~t;{l~ _~~_~~~ 

149 0::
\, -''",\".:•••ot ' 

".tie, wbitb in tum i4 the isngle most impOnADt h!Ia&Oft that. the United State.:;
far b4:blnd ita <:cmpetiwn: In the national Nvibgs rat., 'Which In turn is th. ain lit 
mc&t UrtpotUlnt lnilieatot of OW' ability to inwsl in pi'Oduetive 1:Ap&dty. 1 look QJ"o 
ward to ~rldng ttoith heaident-eloct Clinton and Co~~tta as thr de
velop a romp~lUl~ approach t.o addreu 0Ul' long.~ tiKal needa. 

While the eoonnow. clWlengu 0( thl/i Federal ~ deticit will tmdcubtodly be 
the pridpaJ toau. or the~. OMS hu su1wrt.antW t\tSpQllIribilitift- and authori. 
timI with nl~ard to the ovuaU m.anagemelrt of the Federal ~t .tld ita te-lA. 
Uonship& WIth the atatH and their local gvyemmenta tlm:!oush th« in~. 
l'I)"mll!LG'l'&nt ayst.em... 1'h._ su.bltantiJU manage~Qt functions or OMB, otten I'$
r~ to as ~ "'Pd- in OMB. haw been a ~ matter of importane& to this 
~mm1ttee.. liMe,. the leadership' of Chairman Glenn. 'With aubstimti.a1 Ntitanc:e 
{!:'Om Senatei' It(Ith, myae!f, .nd other Mambera of the CommittM. I IJUspect that WIt 
-.ill coutin:ue to b:y to moYIt th_ ~ maMpmeDt issuM closer to the 
foil' ofthe IMeet.oi'a "In-box.~ 

1n W, Nprd. the Co~ i.a not ttia'ely pn::Mding ~billtJ' without DeC
UMry mtut.cry toab to attain the desired obj~ On Ute eo~. this Ccmunit* has pnwided the Pnsident and the Dirttcior • strong M!1ly ot*f,a~ authOfi.. 
~ relating to the OW!m.li managwment of the Fedeml ~ I woUld lib to 
mention but ~ of the m~ pot.net: the Papenwork Jh!duclicn Act of lSSO. the or~ 
fiee of ~ Proc:uN!ment ~ Act. IUId tM n.untI, enitted Chlef Fi!l4r:rial Of. 
ficen: Att. Each pl"O'Yid4! Yfllwtble authoritiee whkh can go It lacs; way to lm~1' 
the ovemU mUSt oftbe FedC'al Govenmw!.t, imprcMC& ptOgT.tm. de\.iw.ry to 
the puhlie and the burdtlNlj)laoed upon thI!i pubUe lly the ~11t. . 

I am hopeful tmtt ngreuman Panetta ~ my eerioWt eoncet'tl about thMe 
rrultten, and I '-"Ie (urwaid t# ~.nth him in the comins)'Ml':L 

Mr. P.A:N'£TrA. Thank you, Senator. 
I want to ex}'NSa my personal thanks to you and to your staff 

and to Senator Roth and to hia staff and to all of the Members of 
the Committee. You have treated me very cordially, end you have 
provided obviously all of the questions you have had to get, and the 
backup you haV() had to get, which I think is a credit to your Com~ 
mittee in tenus of thoroughness. in terms or Jooking at each can~ 
didate. That had to be done, but it was done in a very cordial way, 
and I appreciate that and app:reciate the numner in which you
have dealt with me end my atRtr. 

1 also want to say to you that you have my commitment that I 
will continue to work c:loseJy with you and your Committee and 
your staffs, beeause I think both or us have the same goal in 
mind-trying to improve the operation of government. This cannot 
be done juat by tny$elt. ObviouSly, 1 cannot produce miracles alone, 
I have got to work with au (If you to try to see jf we can take on 
these cltallenges. 

It is a big challenge, but. the reason I took ,it. on is because I 
think we eat} make a difference. and working together, I am hope..
ful that we can do that for the American people. . 

Thank you. . 
Chainnan Gl.ENN. Tha.nk you. , 
The bearing will stand in recess subject to the call of the chair. 
(Whereupon, at 4:37 p.m., the Committee was adjourned.) 
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