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April 28, 1999 

. Memorandum to: Secretary Rubin 
Deputy·Secretary Summers 

From: Alan Cohen of 
Linda Robertson c.,'. 

David Wilcox tY 

SUbject: Yesterday's Social Security Meeting 

There wa:; a Social Security meeting in Gene's office yesterday. The goal ofthe meeting was to 
prepare fc)r the meeting with the President, which is scheduled to occur sometime this week. 

A draft pflper for the President was handed out. However, relatively little attention was given to 
discussing it; instead, most ofthe time was spent discussing how to respond to the Archer-Shaw 
bill when it comes out. We will send you a separate summary ofthe paper. 

Some time in the meeting was spent discussing the fact that apparently Jake Schlesinger has 
obtained s:ome information about the draft paper and agenda for the POTUS meeting (perhaps 
from a vetsion circulated last week); interestingly, however, Jake didn't run the story in today's 
paper. 

The remainder of this memo will summarize other issues that were raised during the meeting.. 

Jack Lew made Ii point early in the meeting that ifwe are going to come down to some grand 
showdown at the end ofthe year on taxes, discretionary, Social Security etc., then we cannot wait 
until that time to begin trying to work out a ,Social Security negotiation. Rather, he suggested 
that we mlllst begin no later than August. 

With regard to our response to the Archer-Shaw bill, Ken Apfel strongly urged that we hit the 
plan hard when it comes out. He is worried that even with the 100010 clawback, the bill will lead 
us down the slippery slope to privatization. Jack Lew, Larry Stein, and Gene expressed concerns 
that ifwe I:;ame out really hard against the bill, then we would doom any chances at all for Social 
Security r(~form this year. Gene argued that the bill moves toward the center to some degree by 
utilizing gi~neral revenue transfers and by allocating almost all ofthe benefits from equities to the 
existing Social Security program. Stomping on the bill would be seen by the press and by some 
Republic8JIS as evidence that we really weren't interested in a bipartisan compromise on Social 
Security this year. Larry Stein acknowledged that taking a less-than-harsh view ofthe bill would 
open us up to criticism and suspicion from Democrats, but he felt that we had no choice. Ken 

. Apfel cited such reaction from Democrats as reasons why we should take a hard line. Larry Stein 
later sugg~:sted that we should say we are appreciative ofthe efforts ofArcher and Shaw, and 
then list SOme criticisms in a frank but not overstated tone. 

As the discussion proceeded, it became clear that the Archer-Shaw bilfwould be hit from many 
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different I,arties and attacked on many different grounds, including double-counting. ' Clearly, the 
bill will take heavy fire from sources other than the Administration once it is unveiled. Larry Stein 
then suggested, "why do we have to be the bad guys in attacking it. Let's let others do that job 
for us; at least initially." Alan suggested that when the bill comes out, we should say something 
nice about the effort and then say that it will take us,a week (or some other time period) to fully 
analyze the plan. In the interim, the bill may take huge hits from other sources so that any 
criticism we make of the plan may not be seen as that big a deal o~ce We finally issue it. 

i 
This issue was not resolved. There was a presumption that it would be discussed at the meeting 
with the President. It.was not clear how we would proceed if the plan were announced prior to 
the meetulg with the President. 

There wa!~ a good deal ofdiscussion about the possibility that we may have to 
, 

make anotherniove 
' 

before a mal process could begin. Much ofthe attention here focused on how we could make a 
"non-move move" - i.e., one that might consist more of process than substance. Recasting our 
original plan in a world in which the on-budget is targeted to be in balance might fit into this 
category, although there is a question as to whether we should try to get anything for that in 
return. (Not clear on the exact logic here; ifwe want to be seen as for this move, it would seem 
difficult to demand something else as the price for our acquiescence.) 

" 

Gene suggested that at the end ofthe'meeting with the President, we'raise questions about what / 
our next active steps would be. This was felt to be a good idea. 
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Summary of the Current Paper on Social Security 

1. What could we settle for -- short of a comprehensive Social Security deal - and still declare 
victory? 

a. 	 debt reduction only (i.e., ensuring that Social Security surpluses are used to pay 
down debt held by the public)? 

b. 	 debt reduction together with general revenue transfers into Medicare? 
c. 	 debt reduction together with general revenue transfers to Social Security. The 

general revenue options could be recast so that we are maintaining balance in the . 
. on-budget side ofthe budget. Several options were depicted here including one 
option in which the general revenue transfer to Social Security is independent of 
"saving the off-budget surpluses for debt reduction." 

2. Provide:s an iHustrative stand-mone Social Security plan in the spirit ofthe SOTU [i.e., with 
specific candidate "real" reforms identified, but with no consideration ofwhether this plan would 
fit in an overall budgetary framework]. 

3. Plans that combine reform of traditional social security witq establishment ofprogressive 
individual accounts. 

a. Combine SOTU plan outlined in #2 with small i~dividual accounts (possibly similar to 

USAs).· 

b.Have trust fund mimic the investment choices made by individuals in their lAs. 


4. Feldstein-type plans 

a. Feldstein's plan with a 75 percent clawback 
b. Archer/Shaw plan with a 100 percent clawback 



DEPARTMENT OF THE TREASURY 
Washington 

November 12,1999 

. NOTE TO DEPUTY SECRETARY EIZENSTAT 

FROM: 	 David W. Wilcox 1>J 

Douglas Elmendorf ~ 


We have attached three pieces of information 
about budget issues: 

1. 	 An open letter from the Republican 
leadership about not raiding Social Security 
in the FY 2000 budget. 

2. 	 Talking points provided to the Secretary for 
his recent testimony. 

3. 	 Excerpts from talking points provided to the 
Secretary before his Time magazine 
interview. 



((ongr£55 of tfJeliniteb ~tate5 
UaibingtDn, 18«: 20515 

November 8, 1999 

',,' , - ..Dear Colleague: .." 

Many ofyou are askiDg When we expect the budget negotiations to be completed. 
We expect budget negotiations to be complete when we have a balanced budget that . 
doesn"t raid Social Security, doesn't raise taxes and.pays down the debt for the third year 
in aro,w. 

'E8.rlier tbisyear our conference committed to stop the 30-yearraidon Social . 

Security - and according to the Congressional,Budget Office, we have done that.· ,The 

President ,began the budget negotiations by taking a large step our way and joining us in 


. our eormxntmentto lock aWay every perray ofSacial SecUrity •. We're working with him 
in a bipartisan fashion to protect retirement security .....' 

, '. ~ .' . 

.. " ,The key. to the whole. puzzle is protecting Social Security and paying down debt. 
We Vim not schedule any piece oflegislation on the House floor that spends -one penny of • 

'.Social Security. That sai.~weexpecuoadjotU::p. for the year when we've ensured that 
every penny ofSocia! Security iSlock~ away.: . . . 

. . '. ," ., 

.. ifYo~ ha:,-e ~:r,questi6ris; please feel tIeetocon~ct us personally. 
.' ' ..' . . 

Sincerely, 

.~~. D~~
g!eakeioftlie HouSe.· .Majority Leader 

~0r~J'-
Tom beLay 

Majority Whip 
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SECRETARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COl\fMITTEE, TUESDAY, NOVEMBER 9 

( 
"RAIDING" SOCIAL SECURITY? . 

•. 	No dlefinitiv~ judgement is possible at this time, because work still continues on 
appropriations bills for FY 2000, ontax extenders, and on adjustments to the BBA Medicare 
provisions. 

• 	 0M13 projected that the President's Mid-Session Review budget proposal would have 
resulted in on-budget balance in FY 2000. All of the spending increases and new tax 
incentives in our proposal were paid for with offsets. CBO, reviewing the MSR proposal, 
projj~cted a small deficit. But differences between the estimates were small and technical, 
and we believe the OMB estimate is more accurate. 

• 	 Moreover the President has advocated paying for any tax extenders, ,BBA revisions, and extra 
discr.etionary spending .. 

• 	 CBO Director Crippen has stated that, under CBO's preferred scoring assumptions, the 
appropriations bills (without tax extenders or BBA givebacks) would use $17billion of the 
Social Security surplus in FY 2000. 

Gus F~ltucber tlkpnts3.doc 
Office of Economic Policy 11108/99
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SECRI~TARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

GAO EVALUATION OF ADMINISTRATION PROPOSAL 


• 	 GAO is releasing an evaluation of several Social Security refonn proposals, inct'uding the 
Administration's. GAO Comptroller General Walker testified before the Senate Finance 
Committee on the President's State of the Union proposal in February. 

t 	 By GAO's reckoning, under the Administration's proposed refonns outstanding publicly held 
debt will be lower, over the next 30 years, than under any of the other evaluated refonns . 
(exc1ept for Kasich zero percent participation). 

• 	 The Administration's proposal is afirst step toward Social Security refonn. Toe President 
has I~alled for bipartisan negotiations between the White House and the Congress to solve the 
remaining problem. . 

• 	 The GAO report demonstrates that the Administration's proposal would maintain fiscal 
discipline. Maintaining fiscal discipline is difficult to do when there are calls for large tax 
cuts and spending increases. 

BACKGROUND: 

• 	 The GAO projections use SSA projections ofprogram income and outlays, CBO projections 
for spending through 2009, and their own economic assumptions .. This creates 
incClIlsistencies in their evaluation. 

• 	 Th(~ir evaluation leaves out critical elements ofthe President's Social Security plan. 

They focus only on the unified budget and never make the point that the President is 
proposing to take Social Security truly off-budget by forcing the on-budget account to at 
least be balanced. 
They ignore the Administration's proposed increase in the discretionary spending caps, 
therefore giving the Administration credit for greater debt reduction than would actually 
occur under the President's proposal. 

• 	 GAO evaluates USAs separately from their evaluation of the Administration's legislation. 
The;y find that the USAs would reduce government saving, but would have no net effect on 
national saving. 

• 	 Aft'er 2009, GAO assumes mandatory spending and discretionary spending increase at the 
rate; of growth of GDP. 

Gus Faucher 
Office of Economic Policy 
2-0714 2 
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SECRl~TARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

CBO EVALUATION OF ADMINISTRATION PROPOSAL 


• 	 CBO has not released an evaluation of the proposal the President sent forward last month. 
Therefore, it will be very difficult to anticipate how they will evaluate the current proposaL 

• 	 However, CBO did release a report on the Administration's MSR proposal in July. , 

• 	 In that evaluation CBO found that the Administration's MSR plan consisted primarily of 
spending increases with no tax cuts. This is because CBO scored the USA proposal as an 
OUtltlY rather than a tax cut. CBO also had higher cost estimates, particularly for prescription 
drugs, than the Administration did. CBO also assumed that the Republicans would restrict 
disctetionary spending as written in the budget resolution. Because of all of these factors, 
,CBO found that the Republican budget resolution would payoff more debt than the 
Administration proposal. 

• 	 Further, the Republicans' tax cut explodes in size outside the ten-year window. In contrast, 
the President's proposals grow moderately over time, and the President has explicitly 
dedicated much ofthe surpluses after the lO-year period to debt reduction for Social Security 
and Medicare. 

. , 

• 	 The Republican budget resolution would cut discretionary spending by 20% from its current 
inflation-adjusted basis. These discretionary cuts are the only reasons why the GOP proposal 
achieved any debt reduction from CBO scoring, i~ spite of the tax cuts. If the Republicans 
follow the President's defense proposals, spending on non-defense programs like Head Start, 
the FBI, NIH health research, and veterans' medical care would be cut by roughly half. 

.' 	[Ift,ressed: CBO also did not credit the Administration with government saving achieved 
through Social Security Trust Fund investment in equities. Although purchasing equities 
instl:ad ofgove~ent ,bonds does incre~e.publicly held debt~ it is not a true reduction in 
government saving.] , 

Gus F~lucher tlkpnts3.doc 
Office of Economic Policy 11/08/99 
2-0714 3 5:30 PM 



SECru~TARY 'SUMMERS'S TESTIMONY 
'WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

TAX CUTS 


• 	 'The President has called for putting "first things first." With the approaching retirement of 
the "baby boom" generation, we face major challenges in financing Social Security and ' 
Medicare. We should not squander the surpluses before we address these challenges. 

• 	 The President proposed a fiscally responsib1e package of tax cuts targeted at specific needs 
such as child care, long-term care, and employee education. To maintain fiscal discipline, the 
bud~:et included tax offsets to pay for these new incentives. 

• 	 The President also proposed a tax cut of$250 billion over ten years, in the form of Universal 
Savings Accounts. The President made clear that this progressive, pro-saving, tax incentive 
would only be enacted after Social Security and Medicare ar~ placed on a sound financial 
footing. 

• 	 In contrast, the Republicans offered an enormous tax cut that would have used all of the 
projected on-budget surpluses without allowing for realistic levels of discretionary spending 
or providing any new funding for Sociai Security and Medicare. The President rightly vetoed 
this tax cut because: 

1) 	 it would have spelled the end ofour hard-won return to fiscal discipline; 
2) 	 if the Republicans match the President's proposed defense spending, their 

budget resolution would have required a nearly 50 percent cut in nondefense 
discretionary spending by 2009; and 

3) 	 with the continued strength of our economy, now is not the time for a 
consumption-oriented tax cut. 

+ 	 Debt reduction significantly reduces interest rates, effectively providing a large tax cut for 
marlY American families. For example, a family with.amortgage of $100,000 might expect' 
to save $2,000iUmuallybecau.se of lower interest rates. 

J ' 

Gus F~LUcher tlkpnts3.doc 
Office of Economic Policy , ·11108/99 
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SECRETARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

PROJECTED FUTURE SURPLUSES 


• 	 The surpluses are indeed real. The $123 billion surplus in FYI999-- the second consecutive 
year of surplus -- is the largest dollar surplus in American history, even after adjusting for 
inflation, and the largest unified surplus relative to GDP (1.4 percent) since. 1951. 

• 	 The Administration has used conservative economic assumptions in making its budget 
projections. It is not a "rosy scenario." The Administration's projections for economic 
conditions for the next 10 years are very similar to those of CBO and the Blue Chip 
consensus. Many respected private forecasters have more optimistic projections. For six 
yeats in a row, throughout the Clinton Administration, both economic and budget results 
hav(~ been better than predicted. For example, the surplus for FY 1999 was projected to be 
$69 billion in February, $99 billion in June, and was $123 billion in actuality. 

• 	 The Administration proposal is based on realistic levels ofdiscretionary spending. We have 
see.It this year that the' current spending caps are simply too tight. Basing a plan on the 
assllmption that spending will r~ain at the capped levels would be simply irresponsible. 
The President's budget for this year provided offsets to allow necessary appropriations within 
the current spending caps. In later years, once Social Security solvency is achieved, the 

. Pre!;ident's proposal raises and extends the caps, yet still produces on-budget surpluses. 

• 	 The Administration~s legislation builds on the procedural protections that have helped 
improve our fiscal situation since 1990. The legislation extends the discretionary caps until' 
2009 and paygo rules until 2014. It also creates new points of order against using the Social 
Security surplus for anything except debt reduction - and for reserving one-third ofthe on
budget surplus for Medicare reform. 

• 	 Ow' policy ofpaying down the debt and securing the future ofSocial Security and Medicare 
is tbe best possible insurance against adverse deveiopments in the future.···W6 project that-the ' 
publicly held debt would be eliminated by 2015, freeing up the 2.6 percent of GDP that we 
are currently spending on interest payments. And we belieye the benefits of debt reduction 
should be earmarked to meeting our existing commitments to Social Security and Medicare, 
not to create new obligations. 

Gus F'lUcher tlkpnts3.doc 
Office of Economic Policy 11108/99 
2-0714 5 5:30 PM 



SECRl!!:TARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

SOCIAL SECURITY SURPLUS IN FY 2000 

• 	 No definitive judgement is possible at this time, because work still continues on 
appI:'Opriations bills for FY 2000, on tax extenders, and on adjustments to the BBA Medicare 
provIsions. 

• 	 OMB projected that the President's Mid-Session Review budget proposal would have 
resulted in.on-budget balance in FY 2000. All ofthe spending increases and new tax 
incentives in our proposal were paid for with offsets. CBO, reviewing the MSR proposal, . 
projected a small deficit. But differences between the estimates were small and technical, 
and we believe the OMB estimate is more accurate. 

-, 
• 	 Moteover the President has advocated paying for any tax extenders, BBA revisions, and extra 

discretionary spending. .

I. CBO Director Crippen has stated that, under CBO's preferred scoring assumptions, the 
appropriations bills (without tax extenders or BBA givebacks) would use $17 billion of the 
Social Security surplus in FY 2000. 

• 	 The President vetoed the Labor, Health, and Education bill because he strongly believes that 
the budget should· not be balanced through an across-the-board spending cut - even one that 
appears to be small. In my department there are already programs that are stretched to the 
lim:it. Mindless budget cuts ofeven one percent would have a substantial negative impact on 
vital programs. For example (from OMB based on the .97% cut in the DC-LaborH 
conference report): 

A one-percent cut would lead to approximately 71,000 fewer women, infants, and 
. children benefiting from the food assistance and nutrition services offered by the Special 
Supplemental Nutrition Program for Women, InfantS', and Children (WIC). 
Funding for the Centers for Disease Control and Prevention's Childhood,Implunization 
Program could be cut by approximately $4.7 million, which could prevent roughly 2,900 
additional children from receiving the full complement of childhood immunizations. 
,The cut would require the military services to make cuts in recruiting and result in the 
loss of up to about 48,000 military personnel. 

• 	 It is the responsibility of those who want to cut the budget to identify where those cuts should 
occur. 

\ 

Gus Fillucher tlkpnts3.doc 
Office of Economic Policy 11108199 
2-0714i 6 5:30 PM 
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SECRETARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

ARCHER-SHAW PROPOSAL 


• 	 Representatives Archer and Shaw are to be commended for making a major and provocative 
contribution to the Social Security debate. 

• 	 There are a number ofsimilarities between the Archer-Shaw proposal and the 
Administration's Social Security proposal. Both involve transfers to Social Security. Both 
include investment of a portion of Social Security funds in equities. although that issue has 
been contentious, and the Administration has put it aside in its legislation in order to move 
the process forward. 

• That said, the Administration does have a number of concerns about the Archer-Shaw 
proposal. These include: 

/.' t 
The size of the transfers. Archer-Shaw requires transfe~ to Social Security through 2050 . 
two times greater than the Administration proposes:'- $5 trillion v. $ 7 trillion. In . 
combination with the Republicairspending and tax plans, the Social Security transfers 
under Archer-Shaw, if they were to come from general revenue, would create substantial 
on-budget deficits. There is a consensus on the part ofboth parties that we should not be 
running an on-budget deficit. In contrast, the Administration proposal would leave an on
budget surplus even after funding the transfers to Social Security. 

Double Counting. It is unclear where the funds for the Archer-Shaw accounts come 
from. If the transfers come from general revenue they would create an on-budget deficit, 
as discussed above. Ifinstead they come from the Social Security Trust Fund, Archer
Shaw double-counts: using the same funds to both strengthen the Social Security Trust 
Fund and pay for individual accounts. IfArcher-Shaw double-counts, it requires . 	 . 

borrowing from the public to fund the individual accounts, which is fiscally irresponsible. 
. 	 . 

The involvement of the government in the stock market. Under Archer-Shaw the 
government, through the recapture ofretums from the "Social Security Guarantee" 
accounts, would be the beneficial owner ofmore than 30 percent of the total stock market 
(OMB, SSA, and Treasury analysis). This is compared to less than 5 percent of the 
market under the Administration's MSR proposal. 

Government liability for Social Security benefits. Under Archer-Shaw the government 
would have enormous liability if the market did not perform as well as projected. This 
risk is much greater than under the Administration's equity proposal, because of the 
larger stock holdings. 

Gus Faucber tlkpnts3.doc 
Office of Economic Policy 11/08/99 
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SECRE~TARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

aRCHER-SHAW PROPOSAL (CONTINUED) 

-- . Reduced support for defined benefits. The President has serious concerns that market
based benefits could erode support for the current defined-benefit program and all of the 
important protections it provides. The USA accounts the President proposed would be 
outside the Social Security system. 

Gus Ftlucher tlkpnts3.doc 
Office of Economic Policy 11108/99 
2-0714 8 5:30 PM 
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SECRE:TARY SUMMERS'S TESTIMONY 
WAYS.AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

REAL REFORMS 


.• 	Wheil a company faces an imbalance in its pension plan, the first thing it does is see whether 
there are untapped sources of financing that are available. That is what we have done here. It 
does not immediately look to cut benefits. 

• 	 The President's proposal does not contain any payroll tax increases or benefit cuts. 

• 	 Even with the President's transfers, the system would still be out of 75-year actuarial balance. 
The President has caJled for bipartisan negotiations between the White House and the . 
Congress to solve the remaining problem. In this context, the President still believes that it is 

. important to eliminate the earnings test that penalizes Social Security beneficiaries who 
choose to continue to work, and to reduce poverty among elderly women. 

.• 	The President has also submitteq a detailed proposal for structural reform in Medicare that 
would: . 

1) 
2) 
3) 

modernize its benefits with a new prescription drug benefit~ 
make it more efficient and competitive; and 
secure solvency for at least a quarter century. 

Gus F~tUcher tlkpnts3.doc 
Office of Economic Policy 11/08/99 
2-0714 9 5:30 PM 
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SECRETARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMITTEE, TUESDAY; NOVEMBER 9 

CHARGES OF "GIMMICKS" 


• The Administration's proposal is not based on "gimmicks." It is a responsible and balanced 
fiscal program, in contrast to the Republican alternative. 

• Let's review the impact of the proposal: 

1) It pays down the publicly held debt by 2015, producing annual interest savings to 
the Federal government of over $200 billion annually. 

2) It extends Social Security solvency from 2034 to 2050. 
3) It holds inflation-adjusted discretionary spending slightly below the level enacted 

by the Congress for FY 1999. 
4) If this legislation is implemented together with Medicare reform, it extends 

Medicare solvency for at least a quarter century. 

I 5) It produces a balanced on-budget account each year through 2050. 
I. 

The Republican lockboxes cannot match any of these accomplishments. 

• How does it do this? 

1) Proceduralprolections that build on those that have helped improve our fzscal 
situation since 1990. The legislation extends the discretionary caps until 2009 
and paygo rules untH 2014. It also creates new points of order against using the 
Social Security surplus for anything except debt reduction - and for reserving 
one-third of the on-budget surplus for Medicare reform. 

2) Transfers to Social Security that are tied to interest savings from using the Social 
Security surpluses to pay down debt. This is not an accounting trick. Every dollar 
of the Social Security surplus is used to pay down the debt, reducing interest costs 
and improving the government's fiscal position. And for every dollar transferred 
to Social Secl.lrity, we will be paying down an additional dollar ofpubliCly held 
debt, improving the government's fiscal position. 

3) Realistic but austere spending caps. The fact that Congress has had to resort to 
numerous gimmicks in claiming to meet this year's caps shows how unrealistic 
the current caps are. Even though the President's caps are higher than under 
current law, they are fiscally responsible: they would cut inflation-adjusted 
nondefense discretionary spending by more than 10 percent by 2009. 

Gus F~lUcher tlkpnts3.doc 
Office Of Economic Policy 11108/99 
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SECRJB:TARY SUMMERS'S TESTIMONY 
WAYS: AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

CHARGES OF "GIMMICKS" (CONTINUED) 

• 	 Eliminating the publicly held debt by 2015 is a major accomplishment. It improves our 
ability to meet our future obligations to Social Security and Medicare. In particular, it frees 
up 2.6 percent of GDP that we are currently spending on interest payments. 'Because most of 
this debt reduction comes from the Social Security surpluses, it makes sense to use this 
incr(~ed flexibility to help address the challenges facing Social Security and Medicare. 

+, 	 The increase in debt held by 'Social Security is exactly equal to the decrease in debt held by 
the public. This applies to both current-law transfers and to the Administration's proposed 
transfers, because the on-budget accoun~ would be b(ilanced. The proposal does not increase 
Social Security benefits. Putting bonds in the Trust Fund simply makes the existing 
commitment explicit. And by reducing our other commitment - ptiblic debt - we will be 
bett(~r able to meet that existing commitment and pay benefits. 

Gus Fa.ucher tlkpnts3.doc 
Office I()f Economic Policy 11/08/99 ' 
2-0714 11 5:30 PM 
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SECR1~TARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

MECHANICS OF PLAN AND CHANGES FROM MSR 

1) 	 Makes transfers of general revenue to Social Security from 2011 to 2044. 

• 	 The ltransfers from 2011 to 2016 are based on the amount of interest savings, from.2000 to 
the preceding year, achieved by using the SoCial Security surpluses to pay doWn debt held by 
the public. The transfers in 2017 to 2044 are the same amount as the transfer for 2016. The 
actUlmes have written a letter stating that these transfers would extend Trust Fund solvency 
to 2050, from 2034 under current law. 

• 	 These transfers total about $7 trillion, ramping up from $107 billion in 2011 to $211 billion 
in 2016 and beyond. These transfers themselves generate more debt reduction, because they 
reduce the on~budget surplus and therefore the funds available for tax cuts or higher spending 
(assuming the on~budget account is balanced). Note that transfers are not contingent on 
actual debt reduction. However,.we have put forward a realistic plan under which all of the 
Social Security surpluses would be devoted to debt reduction. And our legislation creates 
procedural safeguards to' ensure that this actually occurs. (The transfers do depend on 

. realized Social Security surpluses~) 

• 	 There is no equity investment in the new proposaL Because of this, the pl,lblicly held debt 
would be paid offsooner than in the MSR proposal. However, we are staying with the 2015 
number for consistency and to give added flexibility. 

• 	 The MSR proposal ramped up transfers through 2015 (not 2016) and continued them forever 
(rather than ending them in 2044). 

2) 	 Est~Lblishes pointoforder against a budget resolution or any legislation that would 
cau!;e or increase an on-budget deficit. 

• 	 This, means 'that a three~fifthsmajority in the Senate is required to consider legislativeaciiCm 
that would produce an on-budget deficit. Note that this does not require any action to offset 
an on~budget deficit created by economic or technical factors. 

• 	 The President's proposal would extend the solvency of Social Security to 2050. The Herger
Shaw lockbox proposal does not extend the solvency of the Social Security Trust Fund by a 
single day. It fails to ensure that the surplus would be used to protect Social Security 
benefits. 

Gus Faucher tlkpnts3.doc 
Office M Economic Policy 11/08/99 
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SECR1~TARY SUMMERS'S TESTIMONY· 

WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 


MECHANICS OF PLAN AND CHANGES FROM MSR (CONTINUED) 

3) Establishes poin~ of order against legislation that would spend more than two-thirds of 
CBO baseline on-budget surplus unless solvency of Medicare HI Trust Fund is 
extellded. 

• Note: that this "Medicare surplus reserve" is 1Iot actually transferred to the HI Trust Fund, as 
was the case in the MSR proposal. This "surplus reserve" ofone-third of the on-budget 
surplus corresponds to the amount of those transfers in the 2000-2009 period specified in the 
MSR. 

4) Raise the discretionary caps and extends them through FY 2009. 

i 
I • However, nondefense discretionary spending is below current levels in real terms each year, 

. I
! and :is more than 10 percent below current levels in 2009. By 2009 defense spending is up in 
I real terms and total discretionary spending is down slightly (both in real terms). 
i . 

5) Ext«:nds paygo rules through FY 2014. 
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SECRETARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

PRESIDENTIAL LEADERSHIP 

• 	 In his past two State of the Union addresses President Clinton has recognized that, with the 
benefits of our fiscal discipline becoming ever more obvious. it is time to address the long
term imbalances facing Social Security and Medicare. President Clinton's 1998 State of the 
Union address started the yearlong national dialogue on Social Security reform. His 1999 
State of the Union Address helped create the consensus of using the Social Security surpluses 
only for debt reduction, not to fund current spending or tax cuts. 

• 	 At a time when we are enjoying such large surpluses, it would be the easy way out to use 
them all for current spending or a risky tax cut. Instead, the President has called for putting 
"first things first": using the budget surpluses to prepare Social Security and Medicare for the 

i .retirement of the baby boom. 


I 

I • 	 The President's Mid-Session Review proposal is the only plan to use the Social Security 
! . 	 surpluses only for debt reduction, set realistic levels ofdiscretionary spending, allow for a 

fiscculy responsible package oftax cuts targeted at specific needs, and still balance the on
budget account every year. In the interest of reaching a bipartisan agreement on Social 
Security President Clinton has introduced legislation that would extend the solvency of the 
Social Security Trust Fund to 2050 and eliminate the national debt by 2015. 

• 	 It is the President's leadership that has resulted in two consecutive years of surpluses, • 
allowing us to pay down $140 billion ofpublicly held debt, the largest decrease on record. 

• 	 The President has also submitted a detailed proposal for structural reform in Medicare that 
would: 

1) 	 modernize its benefits with a new prescription drug benefit; 
2) 	 make it more efficient and competitive; and' 
3) I secure solvency for at least a quarter century. 
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SECR1~TARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMIITEE, TUESDAY, NOVEMBER 9 

DISCRETIQNARY SPENDING 


• 	 Although the President's proposal raises discretionary spending above the current caps, it is 
still an austere spending plan. 

1) Total real nondefense discretionary spending is below current levels in every year. 
2) Real nondefense discretionary spending falls by more than 10 percent by 2009. ' 
3) CBO has stated that keeping discretionary spending constant in real terms would 

require using almost $600 billion ofthe on-budget surplus over the next 10 years, 
much more than the $328 billion the President is calling for . 

• ' 	Sinc,:! President Clinton took office nondefense discretionary spending has fallen from 
3;8 percentofGDP to 3.4 percent. At the same time total Federal civilian employment has 
declined by 270,000, or9 percent. 

• 	 The discretionary caps the Administration and Congress agreed ,to in 1997 were never meant 
to be:: permanent. However, with OMB and CBO scoring conventions, the discretionary caps 
essentially persist forever. These caps have a substantial negative impact on our ability to 
fund essential government services, as this year's maneuvering to fit within the caps has 
shovm. 

• 	 The actual increase in discretionary spending, relative to the current-law caps, is $470 billion 
over ten years. This is an increase of$328 billion financed from the baseline on-budget 


, surpluses, plus an additional $142 billion funded from proposed offsets. 
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SECRl~TARY SUMMERS'S TESTIMONY 
WAYS AND MEANS COMMITTEE, TUESDAY, NOVEMBER 9 

I~DICATORS ON STRENGTH OF THE CURRENT ECONOMY 

• Longest peacetime expansion in history. 

• Lowest unemployment rate in 29 years: 

• Lowest welfare rolls in 30 years. 

• Lowest poverty rates in 20 years. 

• Lowest crime rates in 30 years. . 

• Highest home ownership rate in history. 

• First back-to-back budget surpluses in 42 years. 

\ 
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TIME Magazine 

1. 	 The F'ederal government is shrinking 

• 	 Total Federal employment has been cut by over 650,000 (approximately 14 percent) from 
A.8 million when the Administration entered office in January 1993 to 4.1 million in July 
1999 (latest available). 

• 	 If the quasi-independent Postal Service were excluded, the cutback exceeds 700,000 
(over 18 percent). 

• 	 Most of the reduction has been among active duty military (a drop of almost 400,000 or 
22 percent). ' 

• 	 Civilian employment has also fallen sharply by about 270,000 (nearly 9 percent). 

• 	 Since January 1993, about 10,000 workers have been cut from Treasury payrolls, a 
reduction of over 5 percent. 

, ! 	 2. Tax lrates on American families are the lowest in a generation 

Tax Policy's material is attached 

3. 	 The economy bas done great 

NEe's Material is attached Also: 

• 	 Longest peacetime expansion in history, will be longest ever in February 
f) Lowest peacetime unemployment rate since 1957 
• 	 Lowest rate of core inflation in over 30 years 

4. 	 The country has done great (facts from the President's mantra) 


CD Lowest crime rate in 26 years 

f) Lowest welfare rate in over 30 years 
• 	 Lowest poverty rate in 20 years 
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5. 	 The ])resident's tobacco proposal would save a ton of teen lives 

• 	 The President's FY2000 budget proposed a 55 centincreasein the cigarette excise tax, an 
accell~ration of the currently scheduled excise tax increase, and a reaffinnation ofFOA 
authority to regulate tobacco access and marketing. These measures will complement the 
steps taken in the state settlements with tobacco companies and help_us achieve our goal of 
cutting teen smoking in half. 

• 	 We e:stimate that these measures would prevent about 1.3 million teens from becoming (iaily 
smokers during the "budget window" (FY2000-2004); more than 400,000 ofthese teens will 
be spared a premature tobacco-related death as a result. These figures underestimate the total 
effects of the President's proposals, both because teens who smoke less frequently than daily 
often go onto become regular smokers later in life, and because these measures would 
continue to discourage teens from smoking after FY2004. 

6. 	 Fact~1 about paydown of debt held by the public 

Domestic Finance was supposed to supply, but was unable to do so. Substitute NEe facts: 

• 	 We paid down $140 billion ofpublic debt over the last two years. 
• 	 Public debt is now $1.7 trillion lower than projected when the President took office: $3.6 


trillion (41 percent ofGOP) vs. $5.4 trillion (63 percent of GOP).
. , 

7.. Alicia - David is trying to reach 

·8. Summary of Ways and Means Draft Testimony 

. Attached. 



What is the Tax Burden on Typical Americans? 

QUESTION: 

The claim is made that typical pay nearly 40 percent of their income in taxes and that is the 
highest p/!rcentage of income ever paid in taxes by American families. Is this claim correct? 

ANSWER: 

The claim is not correct. • 

.The claim is apparently based on a deeply flawed study by the Tax Foundation. 

More careful studies show that the federal income tax burden on the typical 
family is low by recent historical standards and is falling because of recently 
enacted changes, such as the child credit enacted in 1997 .. 

• 	 Treasury's Office ofTax Analysis for more than 20 years has estimated federal tax burdens 
on four-person families with the median income (for four person families) and with half and 
twict: that amount of income: . 

In fact, for a median income family of four the federal income plus payroll tax 
burden is lower today than at any time in th~ past 20 years, and their federal . 
income tax burden is the lowest since 1965. 

For a family of four with half the median income for four-person families, the 
. federal income plus payroll tax burden is lower today than at any time in the past 
30 years. 

Even for a four-person family with twice the median income for a four-person 
family, the federal income tax burden is lower today than at any time in the last 
25 years. 

The payroll tax figures take into account both the employee and the employer 
share. 

• 	 A review of the Tax Foundation study by Iris Lav ofthe Center on Budget and Policy 
Priorities (CBPP) found: 

"A measurement of tax burdens that relies on Congressional Budget Office and Joint 
Committee on Taxation data to estimate the median family'S tax burden would find the 
median-income family is paying between 26 percent and 30 percent of its income in 
federal, state and local taxes, not 38 percent [as claimed by the Tax Foundation]. 

-~- ..--~-.---------:---,-----------
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"The Tax Foundation overstates the taxes a median-income family pays and also 
wlderstates the income on which such taxes are based. Serious methodological problems 
ciLuse the Tax Foundation's analysis to overstate the typical family's tax burdens." 

The recent rise in the ratio of federal receipts to GOP is due in large part to an increasing 

share of income going to high-income families, rising corporate profits, and extraordinary 


.. capital gains on stocks. 



The American EeGnomy Created Over 19 n:ill1Ion new jobs under President Clinton and.Growth 
. Continues to be Robust. In 1992, the American economy was barely creating jobs, wages were stagnant, and 

the unemployment rate was 7.5 percent. Six years ago, President CHntonput in place a bold new three-part 
economic strategy ofcuttirig the deficit to help reduce interest rates and spur business investment; investing in 
education, health care~ science and technology so that America was prepared to meet the challenges of the 
21st century; and opening markets abroad so that American workers would have a fair chance to compete and 
win across the globe. 

• 	 19.4 MilOlon New Jobs Under President Clinton. Since President Clinton too.k office, the economy has 

added 19.4 million new jobs - that's 3.4 million more new jobs in six years than were created during the 

entire eight years of the Reagan Administration (19.4 million under Clinton vs. 16.0 million under 

Reagan:). 


• 	 UnemploYJnt!Dt At 4.2 Percent in September - The Lowest in %9 years. In 1992, the unemployment 

rate W8J~ 7.S percent. In September, the unemployment rate was 4.2 percent. The unemployment rate has 

been below Spercent for 27 months in a row - that is the lowest unemployment rate in 29 years. 


• 	 Higbes1t Share ofNew Jobs in Private Sector in 50 Years. Since President Clinton and Vice President 

Gore took office, the private sector of the economy has added 18.0 million new jobs -- with 2.3 million 


. 	jobs added in the past year. Under President Clinton and Vice President Gore, 93 percent of the 19.4 . 

million new jobs have been in the private sector - that's the highest perCentage in SO years. 


• 	 Fastest and Longest Real·Wage Growtb in Two Decades. Last mon~ average hourly earnings 

incr~:d 0.5 percent. Under President Clinton and Vice President Gore, real wages have risen 

6.6 pen:ent compared to declining 4.3 percent during the Reagan and Bush years. After adjusting for 
inflatiOlil., wages increased almost 2.7 percent in 1998 - that's the fastest real wage growth in more than 
two dec':ades and the third year in a row and the longest sustained growth since the early 1970s. 

• 	 CoDStrlllction Jobs Are Coming Back. Under President Clinton and Vice .President Gore, construdion 

jobs are: coming back.: after losing 662,000 jobs in cpnstruction during the previous four years, L 7 million 

new coilstruction Jobs have been added since January 1993 ..:. that's a faster annual rate than any other 

Administration since Harry S. TIUIIl~ was President 


• 	 . Mannf:ld:1lring Jobs Are Rising Under President CllDton, But Are Being Hnrt by Slow International 
'-GrowtJl~ After losing 2.1 millionmanufacturingjobs between 1981 and 1992, the economy has created 
253,000 new manufacturing jobs since January 1993 .. ln the auto industry, after losing 46,000 jobs in the ., 
auto industry during the Bush Administration, we have 165,000 new auto jobs during the Clinton-Gore 
Administration. And for the :first time since the 19705. America has led the world in auto production for 
four ycius in a row. 

• 	 Unemp,loyment Remains mstorlcally Low for African Amerlcans·and mspanics. Under President 

Clinton and Vice President Gore, the African-American unemployment rate has fallen from 14.1 percent in . 

January 1993 to 8.3 percent in September 1999. Hispanic unemployment rate has dropped from 11.3 percent 

in Jannary 1993 to 6.7 percent in September 1999.· .. 


• 	 In1la1i(ln - Lowest Since 1950s. Inflation remains virtually non-existent, with the underlying cOre rate of 
inflation at 1.9 percent in the Jast 12 months - the lowest rate in 33 years. In 1998. the GDP price index rose 1.0 
percent - its lowest level sin~e the 19505. 

-
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Today's Econ~mic Data lDdicates That AmeriCa's Economy Continues To Grow Steady and Strong and It 
Achieved The :Enghest Recorded Homeownership. Today, the Commerce Department annolmced that its advanced 

. estimate ofGD:P growth in the third quarter was 4.8 percent (at an annual rate). New statistics releaSed tOday also 
indiCate that thl~ home ownership rate bit a new record. At the same time, \mder the Clinton Administration America bas 
created more tlil2Jl 19 million new jobs, enjoys the lowest unemployment rate in 29 years, and the lowest core rate of 
inflation in over 30 years. . 

STRONG GDP GROWTH 

• 	 4.8 Percent Economic Growth In Third Quarter. GDP growth in the third quarter was itS-percent (at an 
annual rate). Since the beginning of the Clinton Administration, the economy has grown at a 3.8 percent annual 
rate - (:ompared to 1.7 percent under President Bush and 2.8 percent during the Reagan-Bush years. 

• 	 S.l Peircent Private-Sector Growth In Third Quarter. In the third quarter, private-sector GDP growth was uP 
5.1 percent. Since the beginning ofthe Clinton Administration, the private-sector ofthe economy has grown at a 
4.3 pej'Cent annual rate - compared to 2.9 percent during the Reagan-Bush years. 

• 	 First Investment-Led Expansion In Three Decades. In the third quarter. equipment and software invesbnent 
grew a. strong 21.7 percent. Last year, equipment and softWare investment grew at a double digit pace 
(15.8 l>efcent) - that's the 6 consecutive year ofdouble digit growth for the first time on record. And since 
President Clintonbas taken office, equipment and software investment has been faster - 12.6 peroc:nt per year
than aX1y President on record (comparable investment data is available from 1959). 

• 	 Inflat:iOD Remains Low. In the third quarter, theGDP price index rose 1.0 percent at an annual rate. Last year. 
inflatiOn rose just 1.2 percent":" the smallest increase in 36 years. 

WGHEST HOME OWNERSBIP ON RECORD 

.• More American Homeowners Than Any Time In History. A total of70.5 nti1lion American fiumlies owned 
their C)wn homes :in the third quarter - the highest level ever recorded. 6.1 million African Americans and 4.2 

.. nti11ionHispanics owned homes - also the largest recorded.. 

• 	 mgh.~Homeownershlp Rate in History. In the third quarter. the homeownership rate is 67.0 - the highest 
ever recorded. The homeowncrship rate for African Americans reached 47.0 percent - the highest on record. 
Over the last year, homeownership for Hispanics haS averaged 45.6% - the highest on record. 

\. 

PRESIDENt CLINTON'S THREE-PART ECONOMIC GROWTH STRATEGY IS WORKING 

1. . MaJllltainlng Fiscal Discipline. In 1992, the budget deficit was $290 billion - the largest dollar deficit on 
recDrd. This year. the budget surplus was $123 billion - the largest dollar surplus ever. . 

2. Invei;ting in the AmerIcan People. For six years, the President has worked to'make critical investments in our 
peop:le that are vital to a strong economy. TIlat's why the President urged Congress to work with him to pass an 
educiltion spending bill that prepares our children for the 21st Centuiy by: keeping our commitment to hire 

r . 
. 

100,000 new teachers, reducing class size and promoting standards for teachers. 

3. Operung Markets Abroad and Leading The Global Economy. Today's economic report shows that the 
health ofthe world economies affect the health ofAmerica's economy. The President remains committed to 

-
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expanding foreign markets for American goods and services and enforcing trade laws to enslU'e that all 
. countrie:s play by the rules. 

-
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Summary of Ways and Means Draft Testimony 

Fiscal Progress 	 ~ 

• 	 Fiscal responsibility has been a centerpiece of this Administration's economic policy 
:fi"om the beginning; deficit and debt facts. 

• 	 Deficit and debt reduction has reaped enormous benefits for the American economy and 
:for American households. Strong investment; lower interest rates; lower government 
iinterest costs. " 

• 	 lBuilding on this remarkable achievement of fiscal discipline, the President set a higher 
standard in his June budget review and his proposed legislation: to balance the 
government's books without using the surpluses generated by the Social Security system. 
Balancing the on-budget account means that the bonds accumulating in the trust fund Will 
be matched dollar-for-dollar by a reduction in publicly held debt and therefore extra 
Ilational saving; Payoff debt by 2015. 

The President's Plan 
• 	 Crucial question: If we achieve this degree of fiscal success, how should we 'target the 

savings that will result? (Note that savings will be very large: under our framework, 
annual interest tab down more than $200 billion per year by 2016.) The President's plan 
dedicates those interest savings to meeting our existing obligations to pay Social Security 
benefits. 

• 	 First, maintain integrity ofSocial Security trust fund by using surpluses to paydown 
debt 

• 	 Second, channel interest savings from debt reduction into trust fund. Devote the benefit 
from reducing one liability-the public debt-to meet another government liability
Social Security-"for which funding is not currently available. Not usual general revenue 
transfers, but earmarking specific savings. Transfers are different from lockboxes that do 
not extend solvency by even one day. ' 

• 	 Third, preserve one-third ofprojected on-budget surpluses for Medicare reform. We 
vl'ant comprehensive reform, but still need increased funding. While discussing structural 
i:;sues, let's protect needed funds. " 

• 	 Fourth, set austere but realistic leveJs ofdiscretionary spending. The increase in the 
discretionary spending caps in the President's plan would make up some--but not all-of 
rl~duction in capped baseline. Making long-term budget plans without allowing for 
realistic levels ofdiscretionary spending is fiscally irresponsible. " 

Impact ofthe President's Plan 
• 	 This plan is an important foundation with important benefits for economic and fiscal 

future. 
• 	 Build on foundation: I) increase personal retirement savings, especially for the 73 million 

Americans who do not participate in employer-sponsored pension plans; 2) move forward 
on further reform ofboth Social Security and Medicare. " 

• 	 Don't waste remarkable opportunity. 

--""------
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DEPARTMENT OF THE TREASURY 

WASHINGTON. D.C. 20220 

January 14,2000 

MEMORANDUM FOR SECRETARY SUMMERS 

DEPUTY SECRET AR Y EIZENST AT 


. 1) l'-: 

FROM: Assistant Secretary Wilcox . . _ / 


Deputy Assistant Secretary Elmendorfl> I;: 


. SUBJECT: Social Security Transfers 

Basic problem: We can't afford the formula for general-revenue transfers to Social Security that 

we had! in the MSR. Why not? 
, 

• 	 The Social Security surpluses are now projected to be larger. This implies more debt 
reduction. 

• 	 The nominalinterest rate is higher. This implies more interest saving,s for any given 
amount of debt reduction. 

• 	 Discretionary spending is revised up by more than the baseline surplus is revised up. 
This implies that less remains available after taking care of discretionary. 

• 	 Background on what we did in the MSR: 

• 	 In the MSR, we used a fom1Ula to calculate the transfer amount. (The formula was 
moti vated by the concept of "interest savirigs:") 

• Under this fomntia, OMB determined: that the on-budget account would be 
(balanced using OMB assumptions. 

• SSA determined that Social Security ~olvency would be extended past 205.0. 

• 	 Running revised OMB assumptions through the same formula will produce much 
larger transfer amounts, for the reasons noted above. 

• 	 Social Security economics have not yet been revised. Therefore. one possible way to 
solve the problem of our not being able to afford the Social Security transfers would 
be to use SSA economics to evaluate the formula. 

• 	 Ni8:C is proposing four possible solutions: 

• 	 Trim discretionary spending in the out years. ilnd fiddle with the formula .. The best 
guess is that discretionary growth would have to be trimmed to 2.0 between 2011 and 
2020. The first transfer would have to be pushed back to 2012. Our guess is that this 
would leave the on-budget account in b.yrance, and would get Social Security 
solvency to 2050. 
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• 	 Use a fonnula, but direct OMB to evaluate th~ formula using SSA economics. 

• 	 Calculate transfer amounts based on SSA economics, then treat them as hardwired. 

• 	 Introduce a new "safeguard:" Continue to use the fomlUla, but state that we will only 
make the transfers insofar as they do not exce.ed today's projection of the available 
on-budget surplus. (hi some ways, it would be more appealing to build the safeguard 
around the actual on-budget surplus, but we can't do that because the Actuaries won't 
score anything that is contingent on there being an on-budget surplus.) 



HOLD CLOSE 
DEPARTMENT OF THE TREASURY 

WASHINGTON, D.C. 20220 

June 9, 2000 

MEMORANDUM FOR SECRETARY SUMMERS 
DEPUTY SECRETARY EIZENSTAT 

FROM: Assistant Secretary Wilcox 1:>1.0 f? 
Deputy Assistant Secretary Elmendorf 1>". 

SUBJECT: Social Security Transfers in the Mid-Session Review 

Since last year's Mid-Session Review, the AdIninistration's proposed transfers to 
Social Security have been based on the interest savings from taking Social Security out of 
the budget. At an NEC principals' meeting earlier this week, Doug raised a concern that . 
transfers based on this formula might not be affordable from the projected on-budget 
surplus in the upcoming MSR. After further analysis and discussions with Jason Furman, 
we have now formed the following views. (The wording is Doug's, because David is out 
today. Jason will conv,ey a similar message to Gene.) 

1. 	 To afford significant transfers to Social Security-.beginning in 2011, one needs to have 
a significant increase in the on-budget baseline surplus in 2011 and/or a significant 
I~lement ofour policy during the first 10 years that can be scaled back in 2011. 

2. 	 fu the February budget, both ofthese options were at work: between 2010 and 2011, 
the baseline surplus rose by $48 billion, and our Medicare transfers dropped by $58 
billion. Small increases in other categories (especially in interest on preceding years' 
policies) were offset by not continuing the catastrophic drug reselVe after 2010. 

3.. Still, the resulting $106 ~illion in available on-budget resources in 2011 was not 
enough to afford the $121 billion transfer justified by the interest-savings formula 

. llSing OMB estimates. However. it was enough to afford the $99 billion transfer 
justified by the Social Security actuaries' estimates (which involve smaller projected 
Social Security surplu~es). So we used the interest-savings formula, but imposed 
dollar limits on the transfer amounts. The limits were just above the actuaries' 
estimates of the transfer amounts, so this did not affect their scoring ofthe plan. 
However, the limits kept down the budget cost and preselVed on-budget balance~ 

4. 	 'We believe that a similar approachwiJI work in the MSR. For 2011, the interest
savings formula would justify a $142 billion transfer under revised OMB assumptions 
(because the interest rate and Social Security surpluses have both been revised up) 
.md $124 billion under revised Social Security actuaries' assumptions (because the 
March Trustees' report also included higher Social Security surpluses). We propose 
Ihat transferS again be based on the interest-savings rationale but with revised dollar 
limits that just exceed the actuaries' new estimates of the justified transfer amounts. 

--------------"'--- 
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5. 	 Even still, freeing up $124 billion of available resources in 2011 is not easy. We 
have extrapolated the policies in option 1 a from the memo sent to the President last 
week. This estimate is preliminary, as it depends on the time path of the specific 
policies we propose within the lO-year window. Between 2010 and 2011, the cost 
Mthese policies will probably decline by about $47 billion, as a $75 billion drop in 

. Medicare transfers is offset by increases in interest and other categories. The on-
budget baseline surplus increases by $64 billion, so total available resources are $111 
billion - which is not enough to afford the transfer. 

6. 	 One alternative is to eliminate Medicare transfers in the 2011-15 period,. which 
would free up another $15 billion in 2011. (The available resources would tht'm be 
$126 billion, which slightly exceeds the actuaries"estimateofthe interest-savings-. 
based transfer.) This approach would also free up sufficient resources.to make the 
transfers in 2012 and beyond, and the actuaries would score this plan as extending 
Social Security solvency to about 2055. But extending Medicare solvency to 2030 
might require transfers to Medicare after 2015. 

7. 	 Another alternative is to trim some other aspect ofour proposed policy. Unless you 
object, we will simply work with.Jason to make a sensible choice among these 
a.ltetnatives. Our basic objective will be to include transfers consistent with the 
interest-savings rationale while maintaining an on-budget surplus throughout the 
period ofthe transfers.' . , 
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Prol'lu Douglas W. Elmendorf 
To: thomasm, robertsonl,. fantw, talismanj, burmanl, wi ... 
Date: 7/24/00J.O:04pm 
Subject: TAXATION OF SOCIAL SECURITY BENE~ITS 

WATCHOJ?FICE:Please forward the following message to the Secretary and Deputy 
Secretary. Thank you. 

******,~************************************************* 

Jon Talisman's GroupWise is down, and he asked me to circulate the following 
report on the principals' conference call this evening on tax policy: 

. John .P()desta would like to show the President two drafts of a letter on the 
taxation 9f Social Security benefits: one threatening a veto, and one saying 
that the President's senior advisers would not recommend that he sign the 
bill. The White House speechwriters will ~ork on the·letter, incorporating 
ideas from our draft and from last week's radio address. 

Accord:Lng to Ja.son,· both drafts will emph.asize that this Congress has spent·· 
the ent:ire surplus, a statement that reflects OMB'S analysis of the tax bills 
rather than Treasury's. The expectation is still that LHS, Shalala, and Apfel 
will sign, although the possibility of a LHS/Lew letter was also discussed. 

These t:wo drafts will be produced TONIGHT, aft~r which another conference call 
among t:he principals will ensue TONIGHT, and the drafts will be sent to 
Podesta. As instructed, I am sending immediately today's draft to Jason to be 
sent 011 to the speechwriters. 

Doug El.mendorf 

cc: WATCHOFFICE 

/ 
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DEPARTMENTOFTHETREASURY 

WASHINGTON, D.C. 

ASSISTANT SECRETA.RY 

July 27, 2000 

Recommended Te1ta:'hone Calls 

MEMORANDUM FOR SECRETARY LAWRENCE H. SUMMERS 

FROM: 	 Marti Thomas t,~.f;.Yv ~ 

Acting Assistant Secretary 

Legislative Affairs and Public Liaison 


SUBJECT: 	 SociaI Security Benefits Tax Repeal calls, Update 

Leaning towards opposing repeal: 
Ken Bentsen (TX) 225-7508 , " 

Frank Pallone (NJ) 225-4671 

Undecided: 
*Jim Turner (TX) , 225~2401 

Leaning injavor o/repeal: 
Chet Edwards (TX) 225':6105 
Michael McNulty (NY) 225-5076 
*Cynthia McKinney (GA) 225-1605 

Likely to vote injavor ojrepeal: 
Ellen Tauscher (CA) 225-1880 

*Anthony Weiner (NY) 225,~6616 \ 


* new calls 

BACKGROUND: 
(New infhrmation in bold) 
The Whlte House is very grateful and impressed by the work of the Treasury principals in 
reaching out to key Members on this vote. Minority Leader Gephardt is fighting against 
repeal to support the President and has asked that the Administration continue to work 
this issu,;. The White House is most concerned about Members from New York, New 
Jersey, Pennsylvania, Texas, and Florida. The White 'House thinks that Reps. McKinney 
and McNulty could be attainable votes. Also, Rep. Edwards' wife is currently in the 
hospital. You may want to pass on your wishes that she has a speedy recovery. 

The whip count as of July 27 at 8:00 a.m. on this vote (attaChed) is that there are 116 
opposin~:repeal, 34 favoring repeal, 21 leaning towards opposing repeal, 22 who are 

http:t,~.f;.Yv
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undecided, and 15 who are leaning in favor of repeal. At the Democratic caucus this 
morninlt, we had reports that as many as 118 members were going to oppose the repeal. 

The President made a strong statement yesterday (attached), which was well-received by 
the Menlbers and will host a unity event today at 2:00 on taxes in general but will 
emphasize the importance of this vote. The White House released a SAP stating their 
opposition to H.R. 4865 (attached). 

You have been asked by the White House to place calls to certain, targeted Members of Congress 
before the vote on H.R. 4865 which is expected early Thursday. As you know, H.R. 4865 if 
enacted would reduce the maximum proportion of Social Security benefits subject to the 
individual income tax from 85% to 50%. You have written a letter to Speaker Hastert, Minority 
Leader Gephardt, House Ways and Means Chairman Archer, and House Ways and Means 
Ranking Member Rangel stating that the President's senior advisors would recommend that the 
President veto the bill. . 

DISCUSSION: 
As you know, this vote would repeal part of the President's budget that was enacted as a part of 
the omnibus Reconciliation Budget Act of 1993 COBRA '93), which was an extremely close and 
difficult vote. No Republican voted for OBRA '93, which was approved in the Senate, by a tie
breaking vote by Vice President Gore. This will also be a difficult vote for Members, especially 
those in close races. The White House is particularly concerned about Members from New 
Jersey, Texas, Florida, New York, and Pennsylvania. 

Your message should reiterate the points made in your letter: that these types of tax cuts would 
drain away the hard-earned surplus, risking putting us back into deficits and leaving no on
budget n:sources to extend the life of Social Security or Medicare, provide a real Medicare 
prescription drug benefit, invest in education, or pay down the national debt. 

ATTACHMENTS: 
. Whip Count 
Talking points 
Statementt of Administration Policy on H.R. 4865 
Presidelltt Clinton's Statement 
Secretary Summers Letter 



Question Number 1 Whip Office: 53130 
116-Yes 7/27/0 8:04 AM 

2 -Absent Smith 58901 Vento 56631 ..c: 
}. 

21-Lean'ng Ves . 2 2 -Und~clded 1 S ~Le~,"lng No 34-No ./ o-No Response ".. 
.... 
Barcia 58171' Andrews 56501 Abercrombie· 
Barrett 5357J Brown (FL) S0123 Bishop 
Bentsen 57508 Carson 54011 Costello· 
Clement 54311 Cramer 54801 Danner 
Engel· 52464 Davis (Fl.) 53376 Deutsch 
Hinojosa 52531 . .DeLauro . 53661 Edwardsf- Jackson Lee . 53816 .Etheridge 5453L Inslee 
Kildee 53611 Hall (Oll) . 56465 Kaptur 
Kind 55506 r Hinchey 56335 McKinney ~ 
Lampson 56565· John 52031 McNulty V 

Larson· 52265 Kucinich S5871 Mink 
Mascara 54665 .Luther 52271 Phelps 
Mollohan 54172 Mcmtyre . 52731 Roemer 
Pallone 54671 Minge 52331 .Sanchez 
Rusb Ortiz ..54372 51742 Sandlin 

Shennan ~·Price . 51784 

Slaugbter . 53615.· Schakowsky . 52111 . 

Taylor 55772 kelton 52876 

Thompson (CA Stabenow 54812 . 

Udall (CO) Turner 52401 

Udall. (N.M). Wexler 53001
. Weygand 52735 


52726 

53631 

55661 

57041 

57931 

56105 

56311 

54146 

51605 

SSf176 

54906 

55201. 

. 53915 

52965 

53035 


:8aldacci :7 56306 c: 
c: 

. Berkley .. J 55965· .. 
. Blagpjevich 54061 1:1c: 
Boswell 53806 
 l-

c..Boucher 53861 

0Capps 53601 
oil 

..Condit 56131 
 ~ Crowley· 53965 

Defazio 56416 

Dooley 53341 

Doyle 52135 

Evans 55905 

Forbes (NY) 53826 

Gordon 54231 

Hall (TX) .56673 

HoeffeJ 56111 


55801
Holt vi'Hooley . 55111 

,Kleczka 54572 

Lipinski 55701 


·:Lowey ·56506 

Lucas 53465 

Maloney (CO 53822 

Maloney.(NY) 57944 

Moore 52865 

Nadler .55635 

Shows 55865 

Sisisky . 56365 

Tauscher 51880 

Traficant 55261 

Weiner 566i6. 

Wise .. 527U 

Wu· 
 50855 

Wynn/· 58699 


lEi 
Q 
Q 

. .': -'::..;: ' ~. 
N 



• 	 I lllndentand that the House is considering H.R. 4865, another in a series of 
fiscally unwise tax cuts. 

• 	 These tax cuts, taken together with tax cuts passed by the 106th Congress last 
yt~ar, would drain away our hard-earned budget surplus, risking putting us. 
back into deficit and leaving no on-budget resources to extend the life of Social 
S~~urity or Medicare, provide a real Medicare prescription drug benefit, invest in 
education, or pay down the national debt 

. 	 . 

• 	 Our current economic expansion is bunt on the foundation of the tough and 
prudent fiscal strategy we have pursued since 1993. That 'strategy has helped 
bIing about the largest swpluses and longest economic expansion in our history. 
·But Congress, on the basis of inherently uncertain projections about the future 
smplus, is now spending that entire surplus one tax break: at ~ time. 
• 	 This threatens to raise interest rates; puts at risk OUI'. economic expansion, 

slows investment and productivity growth, increases dependence on foreign 
capital, and reduces our flexibility to deal with potential future problems. 

• 	 Moreover, the Congressional majority's tax proposals provide relatively few 
b'~nefits for the vast majority of our working families. 

• The proposals will provide about as much relief to the top one percent of 
.. taxpayers as to the millions ofworking people who make up the bottom 80 

. percent of taxpayers. . 
• 	 As a result ofthe tax cuts passed this year, the average family itt the top 1 

percent would receive 'a tax cut ofover $16,000 - dwarfing the roughly 
$220 tax cut received by a family in the middle of the income distribution., 

. • 	 A one-third of a percentage point increase in interest rates as a result of 
these tax cuts would raise mortgage payments eD:ough to wipe out the tax 
benefits for a typical family with a $100,000 home mortgage. . 

•. 	 The President has proposed a ~eries oftargeted tax cuts that deliver 70 percent 
more tax relief to middle-class families at less than half the cost of the tax cuts 
passed by the Congressional Majority this year. 

• 	 The President's proposals would maintain our fiscal discipline while 
helping families send our children to college, care for chronically ill family 
members, assisting people with disabilities to enter or remain in the 
workforce, pay for child care, ease the burden on working families with 
three or more children, and provide progressive saving incentives and 
carefully targeted marriage Penalty relief. 

• 	 And because the Ptesident's.t3x plan would cost substantially less than the 
tax cuts proposed by Congress, we'll still ha.ye enough money to provide a 
Medicare prescription drug benefit, to strexiithen Social Security, 
modernize Medicare, and stay on track to be debt-free in 2012. 



•• 

• 

• 

• 

• 

• 

• 

• 

B.R. 4865 is the latestin a series of costly and poorly targeted tax proposals. 
Furthennore, it would divert substantial resources that could be used for a 
Medicare prescription drug benefit while making substantialgeneta1 revenue 
tr~msfers that do not add a single day to the life ofMedicare. 

For all of these reasons, and absent a Congressional framework for 

safeguarding our financial future, the President's senior advisers would 

.recommend that be veto the bill. 


, 

Tltlls proposal would cost more than $100 billion over ten years. Instead of 
de:voting these resources toward a Medicare prescription drug benefit that would 
benefit all seniors and eligible 'people with disabilities, this proposal would leave 
inore than four out of five Social Security beneficiaries with no more than they 
~eto~·· 	 . . 

Itall ofthe tax cuts previously passed by tbe Congressional majority are. 
enacted this year or next, there could be no surplus to retain the current 
solvency of the Medicare trust fund without putting our country back into 
deficit. . 
• 	 Moreover, the Republican leadership has opposed general revenue transfers 

to the Medicare or Social Security trust funds in the past. 
• 	 . Ifthese transfers were eliminated, five years would be taken off the 


projected life ofMedicare - making·the trust fund insolvent in 2020, 

instead of2025 as projected under current law. . . 


• 	 Even if the transfers proposed in the bill were. made, we, would not add a 
single day added to. the life ofMedicare. 

In contrast, the Administi'ation has put forward acomprehensive plan to modernize 
the Medicare program, introduce competition among health-care providers, add a 

. long-overdue Medicare prescription drug benefit, and extend the life ofthe 
Medicare Trust Fund to at least 2030. i 

• 	 ..For Social Security, the President has proposed to extend the life of the 
Social Security trust fund to at least 2057 and to strengthen the Social 
Security benefit ror the most vulnerable in our society, especially for 
elderly widows, who suffer poverty at nearly tWice the rate of the elderly 
population overall. . 

We have the resources to accompUsb a lot this year. 

We hope that we can work together to agree on a balanced framework onu 
ClIlts, investments, and debt reduction that safeguards our prosperity and 
benefits all American~ ,:-

.. For the reasons sited above, I strongly urge you to vote no on B.R. 4865. 
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exeCUTIVE OFFice OF THE PReS10~NT 
QFFICE OF MANAGEMEiNT ANO EJIJOGET 

WASHING1't)N. O.C, 2Q...=Q3 

July 27,2000 
(House) 

,STj\TEMENT, OF ADMINISTRATION POLICY 
(THIS ST~'" HAS B~ C::OORDISATBD BY OMB wm! n.:::a COSC:Ea!'l"El) ACiESCtES.) 

A' 

n.R. 486S - SocialSecrurity Benefits Tax Relief Ad of 2000 
(.Archer (R)Texas and. Shaw (R) Florida} 

The Admirusltation strongly opposes H.R. 4865. which would reduce the ma:umum proportion 
ofSocial Sc;:curity'benefits subject to the individual income ta.I(. H.R.. 4865 is the latest in a senes 
ofcostly t3J~ proposals considered by the 1 06th 'Congress:tha~ taken together. would drain away " 
the Nation'li hard-eame.d budget surplus ~ rl~king a. telum to deficit spending and. leaving no, on

, budget resources to extend the life ofSocial Security or Medicare, invest in. educ:atio~ or pay 
down the niitiOnal debt. Funhermore, this bill would divert sUbstantial resources that could be 
used for a. Medicare prescription drug 'benefit, and would make: substantial general revenue' 
tra.nSfers withQut adding a single day 1[0 the life ofMedicare. 'For all ofthese reasonS. and absent 
a Congressional framework for safeguarding the Nation's financial future. the l'resident's senior 
advisers W()u~d recommend that he veto the bilL ' 

The curmrt eConC?mic expansion is built on the foundation of the tough and pI'l.ldent fiscal 

discipline l)1ltSued since 1993. This strategy has helped bring about the largest surpluses and .. 

longest ~cmomie expansion in the Nation's hi$toty, !tR.4865 and. other legislation moving , 


, through Ctmgrl!SS wou.ld spend that entire surplus one taX break at a time - threatening to raise 

interest rat~ puttmg at risk the ec:ononuc expansion. slov;."ing investment and productivity 

gro'llVth. ini:reasing dependence on foreign capital, and reducing the Nation's flexibility to deal' 

\\ith potential Ntureproblems. ' 


Moreover. these tax prop,osals provide relatively little beneQf to the vast m~ority ofwoticing 
families. The proposals will provide aboulas much relief to the top one percent oftaxpayers as 
to the millions ofworking peQple who make'up the bottom 80 percent of taxpayers. As a result 
ofthe tax cuts passed this year" the average family in the top one perCent would ~ceive a. tax. cut' 
,	of over S 16,000 - dwarfmg ,the rougl-ly $220 tax cut received by a family in the middle ofthe ' 

income distribution. A one-third of IS percentage pOint in,?rease in interest rates asa result of 

these lax c:urs ,,'ould raise the payments on a. $100.000 mortgage enough. to wipe out the tax. CUt 


forsuch a middle-income famUy. 

, ' 	 , 

The PteSid.ent has proposed. a senes oftargeted tax cuts that deliVer 70 percent more tax reliefto ' 
middle-class families at less than half the cost of the tax cuts passed by Congress thisyear. The 
President~s proposals would maintain fiscal discipline,while~helping families send their children 
to college, care' for chronically ill family members. ass~st people with disabilities to enter or 
remain in the workfoJt:e. pa.y for child care. ease the burden on working families with thl-ee or ' 
more children. and provide progressive saving incendves and l:arefu,lly targeted mamage penalty , 
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relief. Bc~eause the President?s tax plan would cost substantiaily less than the tax cuts proposed ' 
by the C(mgtess~ there would. still be enough IUOiley to provide a Medicate prescription drug 
benefit. strengthen Social Security. modernize Medicare .. and stay on track to be debt-free in 
2012. 

Ironically. the Republican,leadership has opposed gene{a). revenue transfers to the Medicare or 
Social S~:curiry trust funds when those transfers would haVe extended the solvency of these vital 
programs, Now, if all ofthe tax cuts previously passed by this Congress were to be enacted this 
year or next, there could be no sutplus left t~· transfer to Medicare even to retain its: current 
solveney. If the rran~ers proposed in the bill were eliminated. it would take five years offthc 
projectecllife of Medic;are - making the trust fund insolvent in 2020. instead of2025 as projected 
under current law. Even iftile ttansfen; proposed in the bill were made, they would not add a 
single day to the life ofMedic:a.re. ' 

Th~ Adn:rinistration bas propo~ a comprehensive plante modernize the Medieare pro~ 
introduc,= comp~tion among heaitb.-care providers, add. It long~overdue Medicare prescription ' 
dtug b.fit, and extend the life ofthe Medicare TIUSt Fund to at least 2030. The Adm.in.istratioll 
has also made proposals to extend the life .of the Social Security tiust.fim.d to at least 2057 and to 
strengthen the Social Security benefit for the most vulnerable in aur society~ especially for 
elderly vridow$, who suffer poverty at nearly twice the ~ ofthe elderly population overall. In 
contrast, HJt 4865 would-leave morethm:four out offive Social'Security beneficiaries with no 
more th~1n they have today_ 

Resources' ate a"Vailable to ~ompIish great things. The Administration hopes to warle with the. 
Congress Oil It bipartisan basis to agree 011 a balanced ~0Ik: of tax cuts. i.nvestments~ and 
debt reduction that safeguards the Nation's prosperity and benefits all Americans·- while . 
maintailung fiseal discipline. ' I 

pay-As.You-Go Scoring 

H.R. 4865 would afi'ectreeeipts; therefore; it is subject to;the pay;'as-you~go requirem.ents ofthe . 
O~bu.s Budget Reconciliation Act of1990: Based on eStimates of revenue iosses made by the 
DepartDlent of the Treasury, the absence ofany offsets could caUSe a sequester ofFed.cral 
resOurcf~. 
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. THE WHITE HOUSE 

Office of the Press Secretary· 

For 

Immediate Release July 26, 2000 


REMARKS BY THE PRESIDENT 
IN STATEMENT ON FISCAL RESPONSIBILITY 

The Roosevelt Room· 
.. , 

2:10 P.M. EDT 

, .1 ' 

THE PRESIDENT: For more than seven years now, oUr nation has stuck to 
" 	a course of fiscal discipline, making tough choices that has resulted in 

the elimination of record deficits, investing in our people ~d paying down 
our debt. ' 

Clearly, the strategy is paying off It has given us the'16ngest 
economil~ expansion in our history, over 22 million new jqbs and the largest 
budget slnplus in history. Now, we have the chance to pass responsible tax 
cuts, cont~ue to pay off the national debt and keep our prosperity going. 

Instead of following the path that got us here, congressional 
Republicans want America to take a U-turn. Over the past two weeks, they 
have pushed through a series of expensive tax bills, one a11er another. 
They've been in a rush to get these bills passed before their convention; 
but they've been in no rush to get them to my desk, becaus~ they fear what 
will happen when the American people have a chance to aad them all up and 
do the math. . 

Taken together, Republican tax bills now stacking up from this 
. Congress would cost nearly $2 trillion over 10 years. By our accounting, 

that would put America back into deficits. Even by th~ir own rosy 

scenario, the Republican tax bills consume every dime of the surplUs the 

AmericaJl people have worked so hard to create. That's what this chart 

shows. 


However you add it up, a $2 trillion tax plan is too big,':too 
reckless, too irresponsible. It leaves nothing for lengtheni~ the life of 

. Social S(lCurity and Medicare, to make provision for the baby boomers' 



retirement. It leaves nothing for adding a prescription drug benefit to 

Medicare. It leaves nothing for greater investment in education or the 

environment or science and technologyor health. It would make it 

impossiblle for us to get America out ofdebt by 2012. ' 


Now, :if the congressional Republicans truly thinkthese tax cuts are 
good policy, i;nstead ofjust good politics, they should put them together 
and send them down to me right now, before they break. for their convention. 
Then the American people can add up the costs and draw their own 
conclusions. But if they adjourn for the summer and the bills aren't on my 
desk, the American people Will know that they're playing politics with our 
surpluses. 

Remember something else -- and this is very important ~- these are 
projected surpluses. It's not money we have now, but money we might have . 
over the next 10 years. Think. about it: ifyou got'one of those 

< 	 sweepstakes envelopes from Ed McMahon in the mail saying you may have won 
$10 million, would you go out and spend it? Weil, ifyou would, you should 
support their tax plan; but ifyou wouldn't, you should think again. 
Because 1hat's what the congressional Republicans want us to do -- commit· . 
right now to spend all the money that we might get over the next 10 years. 

. 
In good conscience, I cannot sign one of these tax breaks after 


. another 'without any coherent strategy for safeguarding our future and 

meeting our other national priorities. At this rate, there will be no 

resources left for extending the life of Social Security and Medicare, for 


. adding a :real prescription drug benefit to Medicare, for investing in 

education orfor getting us out ofdebt. And getting us out ofdebt will 

keep inte:rest rates low and keep our economy growing. That cOuld give the 

American people the biggest tax cut of all. 


. Lowei: interest rates, in a way, are the biggest tax cut we can give to 

most Americans. Because 6fthe deficit and debt reduction already 

achieved,. the .average American family -- listen to this -- the average 

AmericaIi. family is already paying $2,000 less a year in mortgage payments, 

$200 less a year in car payments, and $200 less a year in student loan . 

payments. 


~ Ifwe keep interest rates just 1· percent lower over 10 years, which is 

about what my Council ofEconomic Advisors thinks we'll do ifwe keep 

paying d()wn the debt instead ofgiving it all away in tax cuts, homeowners 


. - listen t;o this. -- homeowners will save $250 billion over the next 10 

years inlower home mortgage rates alone .. That's $850 a family a year in 

lower mortgage payments. 


And then to see what people are getting you would have to add 



--

proportio:nally lower car payments; lower college loan pa~ents; and, of, 
course, with lower interest rates businesses will be able to borrow more 
easily and invest more, creating 'more jobs'to 'sustain our prosperity. The 
more you do the math the less sense the Republican tax plan makes. 

Considerthis: the typical middle-class family will get ~220 a year, 
from the tax cuts the Republicans have passed this year ,... just the ones 
they've passed this year, not in this Congress. If interest rates went up 
because elf the Republican plan one-third of 1 percent, just one-third of 1 
percent, then that average family's mortgage payments woUld go up by$270, 
completely wiping out the tax cut and leaving the average family worse off 
than they were before. ' 

It dOei; not have to be thatway. I have proposed tax cuts to give 
middle-class Americans more benefits than the tax bills'theRepublicans 
have passed at less than half the cost. Two-thirds ofthe relief ofour 

, proposal will go to the middle 60 percent of Americans, including our 
targeted marriage penalty tax relief. 

Our tax cuts would also help send our children to college, with a tax 

deductiort for up to $10,000 in college tuition a year; help to care for 

sickfkily members with, a $3,000 long,..tenn care tax credit; help to pay 

for child ,care and to ease the burden on working families with three or 

more children; to pay for desperately needed school constrUction. , 


, . And because our plan will cost substantially less than the tax cuts 

passed by the Congress, we'll still have enough money -- and this is 

critical-- we'll still have enough money left to provide a Medicare 

prescription drug benefit, to extend the life ofSocial Security and 

Medicare" to pay for the baby boomers' retirement, and to stay on track to 

be debt-fh~e by 2012. And, I might add, to keep interest rates lower so 

that we'll have billions ofdollars in lowet home mortgages, car payments 

and c.ollege loan payments. 


We should have tax cuts this year. But they should be the right ones, 

targeted to working families, to help our economy grow, not tax bills so. 

big they put our prosperity at risk. Now we've tried it our way for eight 

years, and we've :tried it their way. for several years before then. I say '. 

to ·Congmss, stop passing tax bills you know I'll have to veto; start 

working 1together with us on a balanced budget that cuts taxes for middle 

class families, continues to payoffthe national debt, and invests in 

America':s future. 


Over lhe last seven years, our country has overcome tremendous odds to 
create a Iaoment ofunprecedented prosperity and promise., But how we 
respond to good fortune is a stern testofour values, our judgment and our 



character as a nation as how we deal with adversity. I think. we'll meet 
the challenge; and when we do, we'll ensure that America's best years are 
still to come. Thank you. 

Q Axe you still going to veto each ofthe bills if the Republicans 

did send 1hem down here? 


THE PRESIDENT: That is my plan. You know, a lot of these bills, ' 
individually, have a lot of appeal; I'm sure they do. And maybe, 
collectively, they have a lot of appeal until you know what they cost. But 
it's obvio1lls that ifyou look at the income tax bill they passed last year 
and all these bills they're passing this year, together, they j~st eat up 
,the projec:ted surplus. ' 

And l(~t mesay, the projected smplus is'ba.sedon'notonly-,-let me 
just make a few more points to you. The projected smplus is based not 
only on, I believe, a very rosy 'scenario by them, a somewhat less 
optimistic: scenario from us, it's also based on an assumption of spending, 
which assumes that federal spending will grow less than the economy will 
grow over the next 10 years, which is - at least if you look at the record 
of even the Republican Congress over the last four years, a highly 
questiona.ble assumption. 

So kel~p in mind, this is before they spend money for anything. Before 
they pay for their proposed national missile defense, before they pay for 
the promises being made in this national campaign on the domestic side, 
before they may decide that at least for the things they like.to spend 
money ou, like highways and things, they want the spending to grow as fast 

, as the economy grows. 

'Ibis i:; a prescription, make no mistake about it, for going back to ' 
,the economic policy ofthe past and going back to higher interest rates -
and highl~ interests rates which will take away the benefit ofthe tax cut 
to the Vai,t majority ofAmericans, an undermine the long-term economic 
strength <>fthe country. I know that it's not as appealing in election 
year, maybe, but we're right to pay the debt down. We need to keep getting 
America out ofdebt. We need to get rid of it. It~s the right thing to 
do for thl~ young people of the country. ' 

Q Do the increased projected smpluses makeit harder for you to 
make thii. case with every headline saying we're going to see this much more 
than we thOUght? Does that make it more difficult for you to argue that 
there is no room for these tax cuts? ' -

THE PRESIDENT: Well, again, I think in the beginning it does. That's 
why I"m here making the argument.' But it doesn't change the reality. If 

----" ,-'" --:----~---------,----..:..--------------



you look ;at the projected surplus, just look at the spending levels alone, 
the projec:ted surplus is based on by the Congressional Budget Office and 
then just ..- but the main thing I want to say is, once you put these tax 
cuts in, they're in. They're not like spending bills. You know, if 
Congress wants to spend money they come in next year and they spend money 
again. 

So if the money turns out to be -let's suppose they spend money in 

2001 and they've got a five-year program, but in 2002 the revenues tail 


· off, well 1hey don't have to appropriate as much money. They can always 

cut back on spending. But once you put the tax cuts in they're in. It's a 

lot harder to say, well, I made a mistake I think fll raise taxes. 


So there should be a tax cut. No one questions that there should be a . 

tax cut. the question is, how big should it be andwho should be helped by 

it, and what are the other interests the country has. We shouldn't mislead 


. the American people about our obligations to keep interest;rates low, 
because almost Americans will be hurt more by higher interest rates than 
they can possibly be helped byany ofthese proposed tax cilts. And we 
shouldn't mislead the American people about the money we think the Congress 
is really going to have to spend. 

This tlkes into account -- what ifwe have in the next 10 years a 

bunch of fann emergencies, like we've had for the last three? Let'~ go 

back and look at the extra money we've poured into spending on agriculture 


· alone in the last three. And ifyou were in Congress, wouldn't you want to 

at least s(:e education spending grow at the rate ofthe economy growing? 


/ 

And look at the commitments they've made there .. And so fd just telf 
· you, the idea that we would say, okay, here's the surplus, now let's pass 
tax cuts which take it all away .- and, never mind what might happen to the 

. revenues, and never mind what new investments we might have to make as a 
country that we don't even know about now for the next 10 years - I think 
it's very troubling. 

Q NIr. President? 

THE PRESIDENT: Yes? 

Q Do you think Governor Bush played it safe in choosing Dick Cheney 

as a rurining mate? And would you advise Vice President Gore to similarly 

play it safe in choosing his running mate?' And would you advise Vice 

President Gore to similarly play it safe in choosing his runiring mate? 


THE PRESIDENT: Well, first ofall, I don't know - I think the most' 

important thing about that decision is that it will' -- and everything I 




--

, 
know about Mr. Cheney, personally~ I like. I actually was kind ofpleased 
by the decision, because there's no question that he has many years of 
experienc:e in the Congress and in the,previous Bush administration. 

But the thing I liked about it was, it further clarified the 'choices 
for the Atnerican people, and I think that's important I think the most 
important thing you want out ofany election is that the.voters understand 
what they're doing when they vote, and they understand that there are 
consequences to their vote. And it further clarifies that there are 
significar'tt choices here to be made. There are big differences on the 
environm.ent, on gun safety, on the woman's right to choose, on civilrights 
enforcement and on economic policy. ' 

That's what I think the election ought to be about. I think this oUght 
to be a positive election where people say good things about their 

. opponents personally and say they have honest differences. And I think 
having Mr. Cheney coming on the ticket Will help to clarify that there are 
big, prof()Und differences between the two leaders and the tickets, and that 
those difl:erei1ces will have real consequences for the country. And I think 
because he's a good man, we can further dispense with the 20 years of 
politics ofpersonal destruction and focus on the differences between the 

. people that are running and the parnes, and how it will change life in 
America. 

So I think anything that clarifies the debate, lifts it up, focuses it 

on the issue differences is positive. And there are real, huge 

differences, and I think this will help to clarify them and I think that's 

positive. 


,Q Nfr. President, you've complained that Congress has been slow to 
act on your appointments for judgeships and ambassadorial posts: Ifthey 
don't act, do you feel in a mood to do this by recess appointments? 

THE PRESIDENT: Well, first, I have made no decision on this. I 
haven't made any kind of - I haven't had a meeting about it; as you know, 
I've been otherwise occupied the last couple ofweeks. I'd like to begin 
by just citing the record here. 

~ I have: bent over backwards to respect the co~stitutional senatorial 
appointment process. The record will reflect that I have made less use of 
recess appointments than either President Bush or PresideJ1t Reagan, ev:en 
when I had a Republican Senate the way they had Democratic Senates. 

I think the record will reflect that I have shown more restraint in 

that, even when rve had a little more partisan differences with the Senate 

than they did on the appointments process - my predecessors. 




So I have shown a reluctance to make robust use ofthat option. And I 
just have - to be perfectly candid, I've been so absorbed with other 
things, I have not - I don't even know for sure what my options are, 
what's out there, what irrevocable consequences could result if!" don't use 
it during this session, in terms ofunfairness to particular individuals or 
to the public interest. So I've just go to look at the facts and make a 
judgment. But I have not made a decision yet. ' 

'Q It does sound like your patience is rwming out it. though. 

TIlE PRESIDENT: No, but I really haven't made a judgment on this. 
I've nevet been -- ifyou just look at the record here. I have not been a 
big user of recess appointments, because I respect the whole process by 
which thl:: Senate reviews these things. even when I think it's been 
,strained. But I honestly haven't made a deci~ion yet. I just have to look 
and see what the options are. 

Q 0'0. the Middle East. Mr. President, the Palestinians are saying 
the deal ml the table on Jerusalem is just not doable. If that's the case 
how can there ever be a compromise? ' 

THE PRESIDENT: Well, first ofall, let me try to frame this in a way 
'that I thiIlkthat the Palestinians and the'lsraelis, and I would hope other 
friends ofpeace around the world would think about it. We all know how 
hard Jerusalem is because it goes to the sense ofidentity ofboth the 
Palestiniml and the Israeli people. And in a larger sense the adherence of' 
Islam, Judaism and Christianity all around the world. 

lit a st:mse, therefore, the City ofJerusalem is not just Yerushalaim 
for the ISJt'aelis and AI Quds for the Palestinians. It is a holy place that 
reaches beyond even the geographical boundaries of the city. 

Ifthere is to be an agreement here it must be one which meets the 
legitimate interests ofboth parties. And that requires a certain 
imagination and flexibility ofdefining those interests and then figuring , 
out an iruititutional and legal framework for them that, frankly .. just takes 
more time and more reflection and probably less pressure than was available 
in-our 15 days at CampDavid. 

. But in. any negotiation, it must be possible for both sides to say they 
got most ofwhat they wanted and needed, that they were not routed from the 
field, that there was honorable compromise; and. so, therefore, the issues 
cannot be framed in a "you have to lose in order for me to :win. ,and in 
order for you to win, I have to lose" framework. ,If they are like that, 
you're correct, then we can never reach an agreement. 



But I have spent agreat deal of time, obviously riot only studying 
about this, but listening to the two sides talk about it, think about it, 
and looking at all.the options available for a potential resolution of it. 
And all I can tell you is, I'm convinced that ifthe issue is preserving 
the fundamental int<;:rests of the Palestinians and the Israelis, and the 

. genuine sanctity of the Muslim, Christian and Jewish interest in the Holy 
'J City, then. I think we can do that. I just do. But we couldn't do it in 
the 15 days we were there. 

The d(:cision that will have to be made is'whether there is a way-

for example, in this case, you mentioned the Palestinians -- for the 

Palestinians to win their fundamental interest without also winning the 

right to say they have routed the Israelis, or whether there's a way for 

the Israelis to protect their fundamental interests without also winning 

the right to say they have stuck it to the Palestinians. I believe there 

is, arid w(~'re going to explore how we might persuade them, all of them, 

that there is and where we go from here. 


And I hope that just this kind ofthing I've been talking about will 

spark a whole range of, oh, articles in the press, commentators on the TV 

programs, other people talking and thinking this way, trying to be 

innovative and open and;,· you know, I realize the incredible pressure 

these people are under in even having this discussion. That is, in the 

end, why I realized we couldn't get it done in two weeks~ You've got to 

get used to talking about something for a little bit before you can then 

entertain how you can create an edifice that you hadn't previously 

imagined. And I think we'll be able to do it. 


Q How long are you going to wait before you give it another shot? 

THE PRESIDENT: I can't answer that. I've tried to make the judgments 
here for dght years based on what I thought would aid the process, and I 
can't yet tell, Mark, what would be most in aid of the process; Ijust 
can't tell yet. 

Thank you. 

END 2:34 P.M. EDT 

..........---.,.----------------..;-~----------.....:.'--



DEPARTMENT OF THE TREASURY 
WASH!NGTON, D.C., 

Ju1.y 25, 2000 ' 

The HonoI'8.ble 

Charles B. Rangel 

Committen on Ways and Means 


. U.S. Ho~ ofRepresentatives 

Wasbingtco, D.C. 20515 . 


Dear Mr. Rangel: , 

I understaIld that the House is ~nsidering H.R. 4865~ another'm. a serl~ offiscally UllWise . 
taX~. These tax cuts, taken together with tax cUts,pasSed by the,l06th Congress last 
year, would drain away our hard-eamed budget smplus, risking putting us back into deficit: 

. and leaving no on..oodget :resaorces to extend the life ofsoCial Security or Medicare, . 

provide a real Medicare prescription dlUg benefit,. mvest in ~on, or pay doWn the 

national ch:bt. . 	 . 

. ( 

Our C1.llTeIlt economic expansion is built on the foundation ofthe tougliand prudent fiscal 
strategy we have pursued since 1993. That strategy haS helped bring abOut the largest 
smpluses ~md longe~ economic eXpansion in our history. But Congress, on the basis:of 
inherently unCertain projections about the future smplus, is now spending tbat eritire " 

., 	 smplus one tax break at a time. This threatens to raise interest rates~puts atrisk our 
economic expansion, slows investment and productivity ~ increases dependence on 
foreign capital, ~ reduces om, tleXl.'bility to deal with potential :future problems. 

I 

Moreover,the Congressional majority's tax proposals proVide relatively few benefitS for 
the vast majority of o~worldng families. The propos$ will provide about as mUCh. relief. 
to the top one percent oftaipayers as to the millions ofworIdng people who zpake up the 
bottom 80 percent oftax:payers. As aresu1tofthetax cuts passed this,year, the average· 
fimrily in1he top 1 percent would receive a tax cut ofover $16,000 - dwarfing the roughly 
$220 tax'cut received by a family in the·middle ofthe ~e distrI'bution:. A one-third of 

, a percentage point increase in interest rates as a result ofthese tax cuts would raise . 

mortgage :payments enough to wipe out the tax benefits fora typical family with a . 

$100,000 home mortgage. . 


ThePresident baS proposed a: series of targeted. tax cuts that deliver 70 percent more tax . 

. relief to middle-class families at less than halfthe cost of the tax ,cuts passed by the: ' 


'. 	C~sionalMajority this year. The President'sproposa1s wo:uld maintain oUr fiscal . 
. discipline while helping :families send our children to con~, care for chrollica1ly ill . 
family membe:rs, assisting people with disabilities to enter ~ remain in the workforce, pay 
for child care, 'ease the burden on working families with three or more children, and 
provide p1:ogressive ~ incentives and carefully targeted maniage penalty relief. And 

..._-_._-----'---------- 



, ;t 

because the President's tax plan would cost substantially less than the tax cuts proposed 
by Congre;s, we'll still have enough money to provide a Medicare prescription drug 
benefit, to strengthen Social Security, mod~eMedicare, and stay on track to be debt-
free in 2012. . 

H.R.. 4865 is the latest in aseries ofcostly and poorly targeted tax proposals. 

Furthermore, it would divert substantial resources that could be used for aMedicare 

. prescription drug benefit while making substantial general revenUe transferS that do not 

add a single day to theMe ofMedicare. . For aU ofthese ~, and absent.a 

Congresskmal framework for safeguarding OUI'. finanCial·future, the President's senior 

advisers w10uld recoImnend·that he veto the bill. . 


This proposal would cost more than $100 billion over ten years. . Instead ofdevoting these 
. resotll'CeS toward a Medicare prescription drug benefit that ~dben~t an SenlorS and . 
· eligible peJPlewith disabilities, this proposal would leave more than four out offiVe .. 
Social SecUrity beneficiaries with no more·i:ban theY have today;· . 

Ifall ofthe, tax: cuts ~ous1yp8ssed by the COngressional majority are enacted this year 

. or next, there could be no smplus to retain the current solvency ofthe Medicare trust fund . 


without putting our country baCk: into deficit. Moreover, the Republican leadership has . 

opposed general revenue traDsfers to the MedicaI'e or Social Security trust fundS in the . 

past. Ifthi~e tranSfers were eHmfuated" five years would be taken off the projected. life of 


· Medicare --: making the trust :limd insolvent in ~020, instead of2025 as projeCted Under 

cu:mmt law. Even ifthe transfers proposed in the bill were made, we would not add a 

single day added to the life ofMedicare. . . . 


. . . 
In contras1~ the AdmiDistration has put forward a cOmprehensive plail to modernize the 
Medicare l~rogram, introduce competition among heatth.-care providers, add a long
overdue Medicare prescription dtug benefi~ mid¢end the life ofthe Medicare Trust 
Fund to at least 2030. For Social SecUritY, the President has proposed to extend the life of 
the Soc.ial Security trust fimd to at least 2057 and to st:reri.gthen the Social Secmity benefit 
for the most vulnerable in oUr society, especially for elderly widows, who suffer poverty· .. 
at nearly tWice the rate ofthe eldCrly populatiOn. overall. 

We have the resources to accomplish a lot tbis year. We hOpe that we can work ~gether 
to agree.on a balanced frainework oftax' cuts, inves1ments" and debt reduction that 

· safeguardi; our prosperity and benefits all Americans. We look forward to working with 
members ofCongress on a bipartisan basis to address these national priorities while 
ma:i;rtainiug our·fiscal discipline. 

. . Sincerely, 
. . ,. J... J . ~, ' 

.J~. i, i:· . v1i~ . ~'(;" v _
V ..,:? \~, • 

Lawrence H. Summers 

~-----.. -,-....--.,..---------------- 
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DEPARTMENT OF THE TREASURY 


WASHINGTON 


August 25, 2000 

MEMORANDUM FOR SECRETARY SUMMERS 

FROM: Deputy Assistant Secretary Douglas W. Elmendorf Z)C 

SUBJECT: Individual Account Proposals for Social Security Reform 
I 

Many proposals for Social Security reform in the past few years have included the 
creation of individual accounts whose balances would be drawn down after individuals' 
retire:ment to substitute in part for their traditional Social Security benefits. This memo 
reviews the effect on retirement benefits of six prominent proposals of this type. 

The first four proposals make substantial cuts in traditional Social Security 
benefits that would be offset to some unknown extent by payouts from individual 
accounts. (The Social Security actuaries have projected total retirement· benefits 
OASDI benefits plus individual account payouts - for only one ofthese proposals; in this 
case, those benefits would be less than under existing law for almost all individuals.) The 
last two proposals would set traditional Social SecuritY benefits so that total retirement 
benefits are guaranteed to equal or exceed current-law benefits. 

• 	 "Bipartisan Social Security Reform Act of 2000" sponsored by Senators 
Gregg, Kerrey, Breaux, Grassley, Thompson, Robb, and (Craig) Thomas 

This proposal and the next grew out of the 1998 National Commission on 
Retirement Policy (NCRP) plan sponsored by the Center for Strategic and International 
Studies (CSIS). A Social Security actuaries' memo from June 22, 2000 shows that this 
proposal makes benefit cuts that nearly eliminate Social Security's 75-year actuarial 
imbalance. In addition,the proposal would shift 2 percentage points of the payroll tax to 
individual accounts and reduce traditional benefits further based on the accumulation of 
these accounts at the Trust Fimd interest rate. The net loss to the Trust Fund,from this 
part ofthe proposal would be made up largely through' general revenue transfers. 

Ifindividuals earned a higher return on their accounts, the second part ofthe 
proposal would raise total retirement benefits, although the actuaries' memo does not 
discuss the size of this effect. The original NCRP plan used no general revenue and 
resulted in a cut in total retirement benefits of about 10 percent. A back-of:the-envelope 
calculation suggests that the addition ofgeneral revenue in this plan would still leave a 
small cut in projected total benefits. ' 

• 	 "21st Century Retirement Security Act" sponsored by Representatives Kolbe 
and Stenholm . 

A Social Security actuaries' memo from May 25, 1999 shows that this proposal 
also would reduce OASDI benefits substantially, while re-directing 2 percentage points 

==================================----------------------------~==-----:I 



oftlw payroll·tax to individual accounts and making general revenue transfers to the 
Trust Fund. Again, there was no analysis oftotal retirement benefits. 

• 	 "Social Security Solvency Act of 1998" sponsored by Senators Kerrey and 
Moynihan 

This proposal would cut OASDI benefits substantially, primarily through smaller 
cost-of-living adjustments, higher taxation ofbenefits, and an increase in the benefit 
computation period from 35 to 38 years. Individuals could choose to direct two 
percentage points ofthe payroll tax to individual accounts. 

• 	 Proposal by Representative Kasich 

A Social Security actuaries' memo from June 14, 1999 explains that the first part 
of this proposal would cause OASDI benefit levels to rise across generations with 
inflation rather than with average wages as under current law. This benefit cut alone 
would eliminate the 75-year actuarial imbalance, The second part of the proposal is a 
further, voluntary OASDI benefit cut in return for contributions to an individual account. 

The actuaries state that the first part of the proposal would reduce benefits by 14 
perct:nt for those newly eligible in 2020, 28 percent for those newly eligible in 2040, and 
44 pe:rcent for those newly eligible in 2070. Including the second part of the proposal 
would leave total retirement benefits (from OASDI plus individual account) below 
cutrent law for nearly all workers, with the exception of those born between 1970 and 
1995 who never marry and who invest at least halfof their account balances in equities. 

• 	 "Social Security Guarantee (SSG) Plan" sponsored by Representatives 
Archer and Shaw 

This proposal would transfer 2 percent of taxable earnings from the General Fund 
to SSG individual accounts; upon individuals' retirement, their entire account balances 
would be transferred to the Trust Fund. A Social Security actuaries' memo from April 
29, 1999 states that "benefits paid by the OASDI program would be the higher ofbenefits 
scheduled under current law or the scheduled SSG withdrawal rate based on a life
annu itycalculation." 

• 	 "Social Security Preservation Act" sponsored by Senators Gramm and 
Domenici . 

Under this proposal, workers could choose whether to remain in the existing 
OASDI system or enroll in an "investment-based system" in which 3 percentage points of 
the payroll tax would be placed in individual accounts. Upon retirement, the balance of 
the account would be used to purchase an inflation-indexed annuity that would be 
supplemented by OASDI to ensure that the total retirement benefit equals at least 100 
percent of the current-law benefit plus 20 percent of the annuity. Transfers from the 
Gem:ral Fund to the Trust Fund would finance "the transition." 
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THE DEPUTY SECRETARY 9F THE TREASURY 
WASHINGTON. D. C.20220 

April 22, 1998 

MEMORANDUM FOR PRESIDENT CLINTON 

VICE PRESIDENT GORE 


THROUGH: Robert E. Rubin ~ ~ t.A..:...-

. FROM: Lawrence H. Summers# 
SUBJECT: Paul TildorJones Op-ed 

on the Stock MarKet 

I·found this quite interesting and somewhat sob<;:ring. 

Attachment 



.;, . 


MANIA: DISORGANIZATION OF BERA VIOR 

AND ELEVAnON OF MOOD 


Paul Tudor Jones 

Chairman 


Tudor Investment Corporation 
, 
. (for Barron's) 

Draft April /7, J998 

Mania 1: disorganization ofbehm·ior, and elevation ofmood; 2: excessive or 
unreasonable enthusiasm· 

W,~ are in a stock market mania. Markets are disorganized, and investors are 

elated to the point of giddiness. Ifwe are to avoid following the path Japan took a decade 

ago, we need a central bank that is willing to teU investors the facts oflife . 

. The Federal Reserve may not have the statutory or technical tools to moderate just 

the stock market, but it can and it should work to increase market transparency. Last 

September, Chairman Greenspan said, "the prices of final goods and services were stable 

in Japan in the mid-to-Iate 1980s, but soaring asset prices distorted resource allocation and 

ultimately undermined the performance of the economy.~' We cannot let that happen in 

the United States.' 

In market bubbles, everyone is optimistic, too optimistic. At times such as these, a 

country depends more than ever on the sober assessments and leadership of its central 

bank offi,~jals. At the neXl set of Congressional Humphrey-Hawkins hearings Chairman 

Alan Greenspan should explain the reasons he and other G7 centraJ bank head are 

concerned about what is happening in global stock markets. 

Source: Wcbst\:r:s Third New International Dictionary, Un:lbridged: 



Page 2 

Manias alild Bubble Markets 

Manias are characterized by a disorganizatio~ of behavior. The table below is an 

example. It shows how the trailing three-year growth rate of the S&P 500 has accelerated 

each of the past three years while the trailing three-year earnings growth has decelerated. 

THREE YEAR TRAll,ING GROWTH RATE 
I 

~ !22.2 1997 1998 
." 

S&P500 12.2% 16.7% 28.3% 29.2% 

Reported >Earnings I 21.1% 21.0% lO.G%% 8.8% 

". 

The dividend discount model provides a good estimate of the faJr value of the U.S. 
/ 

equity market. Applying this approach, current market prices:require earnings to grow at 
. ; 

11. 5% p.a. over the next 10 years --; well in excess of the actual growth rate experienced 

over the preceding 10 years (iO%) or 50 years (6.2%). Given that the above-average 
i. 

earnings growth over the last 10 years is due to one-off factors (e.g. corporatere

structuring and a fall in i'merest rates), it seems very unlikely that earnings will actually 

'growat 11.5% p.a. over th~ next 10 years.· 

Manias and bubbles are characterized by unreasonable enthusiasm and occur so 

infrequently in history, people just are not aware of the danger, nor do they want to hear 

of it. The general lack of recognitipn of market bubble risk by the vast majority of . 
I 

economists, analysts, financial writers and investors, should not surprise us. Justifications 
! 

of stock prices moving in the opposite direction from earnings and well beyond historic 
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limits, rather than q~estioning these trends, is just what happens in market bubbles. Until 

the top is in, the accompanying financial environment ofa true bubble economy is certainly 

the most seductive and euphoric part of any business cycle. Why stop when it feels so 

good? 

Sixteen months ago, when the S&P 500 index was 47% lower than it is now, 

Chairman Greenspan soberly asked, "How do we know when irrational exuberance has 

unduly e~,calated asset values, which then become subject to unexpected and prolonged 

contractions as they have in Japan over the past decade?" In other words, how do we 

'\ know when we are in a bubble? 

Limited data makes an absolute answer impossible, but there are some guideposts. 

All economicgrowth is accompanied by some form oflonger-term, credit and asset value 

expansion. A financial bubble occurs when credit and asset value expansion unsustainably c 

exceeds the productive capacity of the underlying economy. 

The total public and private debt ofan economy divided by GDP is a rough but 

useable measure ofcredit levels relative to the underlying economy. The total value of aU 

equities, also divided by GDP, is a workable measure of asset levels. These two measures 

reveal the leverage in an economy. They show the degree to which the largest categories 

of asset:; in an industrialized economy are supported by the economy itself. Did we leave 

out real estate? No. Most real estate assets are represented in the mortgage component 

......, of debt/GDP, and in the equity category as corporate assets. ' 
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Gearing Ratio 

We can denne a finanCial bubble by combining the debt and equity measures into a 

'<Gearing Ratio": 

Total Equities + Total Debt = Gearing Ratio 


GDP 


The term "gearing" is used by analysts and investors to refer to the amount of 

leverage or debt applied to a given amount of equity to ratchet up or down the return on 

equity. We use this the same term to focus attention on the degree to which a market is 

extended relative the economy. In our discussion. "gearing" refers to the amount of total 

. financial leverage. via the equity and credit markets. that is currently being utilized relative 

to GOP. to sustain a given levelofGDP. Stocks are levered assets under this definition. 

as their value is not a constant. Just as stocks in 1998 trade at over six times book, so too 

might thl!Y again trade at 1 Y.z times book or lower as they did for over half ofthis century 
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Table 1 shows the gearing ratio for the United States sin~ 1919 along with 

relevant measures of stock and credit market values, inflation., and GDP growth. 

Table 1 -. United States 1919·to date: Gearing ratio, Inflation and Real GOP Growth 

YEAR 
Market 

cap in % 
of GOP 

. Oe.bt in % 
of GOP Gearing Inllation 

GOP 
Growitl 

YEAR 
Market 

cap in % 
of GOP 

Debt in 'II> 
of GOP 

Gearing Inn;ation 
GOP 

GrQW'th 

1919 19% 136% HiS·'!' 14.9% -5.3% 1959 82% 136% 217% 0.9% 56·~ 

1920 200A, 133% 153% 15.8% -7.0%· 1960 80% 138·.4 217% 1.8% 2.2%1 
1921 
1922 

32% 
29°A. 

176% 
171",!, 

208% 
200% 

-10.7% 
-6.3% 

-13.1% 
12.7% 

1961 
1962 

96% 
66% 

141% . 

140% 
237% 
226% 

0.9% 
0.9% 

2.7%1 
5.1·..., 

1923 32%. 156% 186% 1.8% 12.9% 1953 90% 142% ·23'2% 1.3% 4.1·..., 
1924 32% Hl3% 194% 0.2% -0.7% 1964 98% 142% 239l1!. 1.3% 5.6%1 
1925 37% 157% 193"A. 2.5% 7.3% 1965 102% 140% 242% 1.7% 5.6% 
1926 39% 157% 196% 1.0% 3.2% 1966 84%· 135% 220% 3.3% 6.0% 
1927 52% 167% 219% -1.9% -0.3% 1967 .,~. 136% 238% 2.4% 2.6°.. 
1928 69% 171% 240% -1.3% 3.5% 1968 lOi% 136% 246% 4.3% 4.1°A, 

19291 85'/. 167'/. 252~. 0.0"1. 6.2% 1969 87%, 136%' 222°A, 5.6% 2.7ek 
1930 . 54°A,· 192% 2<46% ·2.5% -9.7% 1970 81% 137% 219% 5.7% O.O°A. 
1931 35% 221% 256% -6.8% ·7.3% 1971 88% 138% 226% 4.4% 3.1% 
1932 41% 2B8·A, 329% .10.3% -16.1% 1972 99% 138% 237% 3.2% 4.8% 
1933 50% 237% 287% -5.1% 22.4% 1973 69'11>· 137% 206% 6.3% 5.2"~ 
1934 51% 241% 293% 3.4% -3.<4% 1974 -43% 138% 181% 11.2% -O.6°A, . 
1935 64% 222% 285% 2.5% 8.4% 1975 52% 138% 191% 9.0% -0.8% 
1938 72% 200% 271°A, 1.(l% 13.4% 1976 57% 136% 195% 5.8% 4.S°A, 
1937 42% 184% 226% 3.6% 6.2"11> 1977 <16% 140% 185·AI 6.4% 4.5% 
1938 55% .194% 250% -1.9% -4.6% 1978 43% 140% 183·.. 7.5% 4.8% 
1939 51% 187% 238% ·1.4% 6.4% 1979 45l1!. 141% 186% 11.4% 2.5% 
'1940 41% 177% 218".. 1.0% 9.2% 1980 54% 142% 197% 13.5% -0.5°", 
1941 28% 155% l83°A. 5.0% 20.2% 1981 45% 140% 185% 10.3% l.e°A. 
1942 24% 145% 158% 10.7% 16.9% 1982 49% 148% 197% 6.2% -2.2°", 
1943 24% 143% 167GA. 6.1% '5.6% 1983 54% 153% 206% 3.1% 3.9% 
1944 25<.. 155% 1800k 1.7% 9.1% 1984 47% 158% 204% 4.3% 6.2% 
1945 33% 160% 193'.. 2.3% -0.7% 1985 55% 171% 226% 3.6% 3.2% 
1946 31% 157% 188% 8.5°.. -B.S% 1966 62% 180% 242% 1.8% 2-9% 
1947 28% 150% 176% 14.4% -4.5% 1987 81"1. 185'1. 266% 3.7% l.1% 
1948 25% 141°A. 165% 7.8% 2.5°.. 1988 62% 187% '249DA, 4.0% 3.9% 
1949 28% 14S°A, 176% ·1.0% 0.4% 1989 70% 187% 257% 4.9% 2.5°.. 
1950 32% 142·.. 174% 1.0% 8.7% 1990 62% 189% 250% . 5.4% 0.6% 
1951 32°.. 130% 162% 7.9% 9.9% 1991 82% 191% 273% 4.2% -1.0% 
1952 48% 131% 179% 2.2% 4.3% 1992 87% 189% 277% 3.1·", 2.7·,G 
1953 44% 132".. 176% 1.0% 3.7% 1993 95l1!. 190% 285% 3.0% 2.2% 
1954 
1955 
1956 
1957 

60% 
70".. 
7'2% 
62% 

'38% 
136°.. 
135% 
134% 

199% 
206% 
207% 
197% 

0.5% 
-<l:5% 
1.5% 
3.4% 

-o.7·A. 
5.6·..., 
2.0% 
1.9% 

1994 
1995 
1996 
1997 

90% 
115% 
132% 
160% 

187% 
189% 
189% 
188% 

277% 
303% 
321% 
348% 

2.5% 
2.8% 
2.9% 
2.4°.. 

3.5% 
20% 
2.B°"
3.8% 
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Here are five fascinating aspects of these numbers. 

1. 	 Note how the gearing ratio increased 60% between 1919-1929 (similar to our 50% 

increase in the last ten years), Also note how there was vi~ally no ~ation at the 

peak of prosperity in 1929. just like Japan in the mid-to-Iate 19805. 

2, 	 Note how the gearing ratio exploded between 1929 and 1935, despite a collapse in the 

stock market, This was. due initially to the sharp contraction in GOP, and later to the . 	 ' 

, 
explosion in the public deficit as a result ofthe Oepressior1. The same phenomena is 

. \ , 

now occurring in Japan. 

3. 	 The gearing ratio remained range-bound from 1929 to 1'987, fluctuating between 185. 

and 2:46%. Business cycles abounded during this period, as evidenced by the dramatic 

fluctuations in real GOP and CPI, The gearing ratio, however, remain essentially 

unch.anged. 

4. 	 The I;rash of1987, which as Chairman Greenspan said in 1996, "had few negative 

consequences for the economy" occurred with a stock market/GDP ratio that was less 

than one third of the 1998 leveL A 40% decline in 1987 was the equivalent of about 
" 

35% of GOP .. Today the same decline would be closer to 15% of GOP, with probably 

far greater economic consequences if it were t.o occur. 
) 

5. 	 Since Chairman Greenspan took overthe Chairmanship cifthe Fed in 1987 and 

. coincident with the ascendancy of global capitalism, he delivered the most stable, 

posiKive real GOP growth since the 1960's, interrupted arly briefly by recession during 

the Persian Gulf War. At the sa~e time, the gearing rati~ climbed from 244% to a .. 
I 

new, all-time high of 374%. Or to put it another way, we have added financial gearing 
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to our balance. sheet roughly equal to 1 and 1/3 year's worth ofGDP in the last ten 

years while delivering this stable, le~el of growth, 

Global Gearing Ratios 

Every country's gearing ratio is racing ahead, but the U.S. is holding on to its lead 

over every country in the G~7. 

Table 2 compares the U.S. gearing ratio to the other industrialized countries of the 

TABLE 2 "G "R f . th G7earlng' a lOS In e 

1990 
us 

2S0'h, 
UK 

275% 
JAPAN 
353°,4 

FRA 
145°,4 

GERMANY 
209% 

CANADA 
248% 

ITALY 
15S°.4 

07 
234°,4 

G7-elCUS 
23 lOA. 

1991 273% 306% 342% 150% 2220,4 , 254°,4 155% 246% 241% 

1992 277% 307% 320% 152°" 2200,4 273% 179% 247°.4 242% 

1993 285% 326% 335°" 185% 237°.l) 283°" 188% 260% 25S'A, 

1994 277°.4 292% 351°.4 160% 237°" 295°.4 Hll·.4 258% 254% 

1995 30~,% 314% 364'" 163% 242% 303°.4 188°,4 268% 262% 

1996 321% 324% 357% 170°,4 257% 322% 192°,4 278% 270°,4 

1997 34(1'", 346·.l) 348% 181% 275% 335% 195°,4 2900,(, 280°.4 

1998 374% 382% 351% 192% 285% .345% 203°.4 302% 290% 

Figure. at yoar-end (latest ror 19SB) 

G-7. 

In trying to answer Chaiman Greenspan's question of, "How do we know when 

asset values have unduly escalated," refer to Table 3. It con,tains data from those three 

TABLE3 - "At what levels have asset values unduly escalated 1"; Japan Hong-Kong and Malaysia 
JAPAN HONa-l(ONG MALAYSIA 

y~ 
1.40_1":,";D~ a.1lI III 'I\. 

(j GOP 
. 

a..mO 
1n1lo1Jon GOP 

0 ...../1 

"'alb! 
cap in .. 
clGDP 

o.cc 'I\. 
~0:;. a.omg 'Aflation 

GOP 
o.-.h 

Ma_
CO" in .. 
01 GO!> 

Oob!' % 
cI 0';. a.omg 1"1101.", 

CCP 
Cit"""" 

1Na 123'1\. 258~ 3&1~ 0.1% 6.3% 101% 
19811 146% 261% 406% 2.:1% '.8% 100% 
1990 lIS% 21i11~ 353~ 3.1% 5.2% 96% 3,3% 9.6% 
l\lVl 81% 261% 3042% 3.3% ;},8'10 123% 132% 255% 11.fi% '5.0% 4.2% 10.2% 
1992 ell'll. 2551% 320% U% 1,0% 148% 124% 272% 9.3% &.2% 125% 146% 271% 4.9%. 6.7% 
1993 68% 2li7% 335% 1.3% 0,3% 282% 130% 413% a,5% 1I.2'l1> 282"1. 149% 410% :U% 8,4% 
ll11H 74'l!o 277% :lS1~ 0.7% 07% liS% 145% 322'" 8.2% 5.5% 172% 146% 318% 5 .• '" 9,8% 
1119S 74% 2851'l1> 36-4% ~.1% 1,4% 188% 148% 335% a.6% 3.8% 163% 160% 323% 3.2% It.7''' 
II1!j6 69'l4. 288% lS7% 0.1% 4,1% 243% 157'!!. 400% 6,0% 5,0% 1!!1% ,1!2% 371% 3,3% 10,9% 
1991 58'l4. 290% :wi'll. 1.7% 0.9'l!. . 296% 172"1. 469% 1i.8% flA~ 90" ' 201% 2511% 2,]" 6.0% 

atrrfttf 61% 290% 351%, 0.1% 0.2% 192'1'. 112" 364% ),4'l!o ~,6% 102% 206% JOe'll. 10.0% .(l.S% 

~indical'" !>-. g."""9 
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countries that have experienced financial bubbles just within the past decade--Japan, 

Hong Kong, and Malaysia. Note what happened when the gearipg ratio first crossed 

400%. ·Wit·hin years, the event marked the beginning ofgenerational economic 

destruction. 

Disinflation - Deflation 

Be~;ides having extraordinary gearing ratios, these three bubble economies also 

shared another important characteristic with the U.S. in 1929. The period immediately 

preceding t.he bubble peaks were all characterized by disinflation, The average inflation 

rate of the peak-gearing year of the four economies was only 2.9%. Disinflation was the 

Trojan horse. Disinflation brought with it very low interest rat~s. These in tum spawned 

stock market gains and a massive over-investment in productive capacity for retail markets 

that were as illusory and unsustainable as the 30% plus stock market gains on which they 
. -

were predicated. 
\, 

Arlother consequence ofexponential stock market moves was the un-virtuous 

circle created between public sector surpluses and lower inter~t rates. In most countries, 

rapidly escalating stock prices increased tax revenues beyond government forecasts, which 

in tum, reduced budget deficits and lowered long-term interest ra.tes., In Ponzi-like 

fashion, lower long-term 'rates became the valuation justification for even higher stock 

prices and more favorable budget forecasts. The resolution of this process in all four 
) . 

econom'ies was identical - a stock market decline which caused a massive deleveraging 

of the economy. reductions in growth, and increases in unemployment. 
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Bubble Tops 

Finally, it is interesting to note the acceleration ofequity prices in the years leading 

to the peak-gearing year, Table 4 illustrates these exponential moves and compares it to 

the current market. The crucial 1998 number for the US is for just the first four months of 

this year. 

T bl a e 4: AnnuarIzed Sh are P'rice ncreases Lead"Ing T0 Bubble To~s 
market year 1 year 3 year 5 year 
US 1929. 52% 33% 29% 
Japan. 1989 29% 28% 27% 
Malaysia 1993 113% 35% 28% 
Hong Kong 1997 53% 20% 23% 
Averages; 62% 29%' 27"10 
US 1998 39% 29% 20'% 

At our cuiTent average one-year share price growth rate, the US gearing ratio will rise 

above 400% in August, 1998, and will set a newall-time global record in June, 1999. 

Central Uank Policy Response 

The Federal Reserve cannot remain quiet about the implications of a stock market 

bubble. Its legislative mandate reflects Congressional concerns about financial instability 

and makes employment maxim1zation the Fed's first priority. Allowing the economy to 

enter a financial bubble and risk a market crash is wholly inconsistent with the Fed's 

statutory responsibilities as expressed in the Humphrey-Hawkins Act. The Fed may not 

be able tel raise rates because inflation is declining, but it can vastly increase the public's 

understanding of market risk. 
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Treasury Secretary Rubin underscored this point in a speech at the Brookings 

Institution last week, .,When investors are wel/-injormed. use that injannatian wisely. and 

expect to bear the consequences ojtheir actions. they will make better decisions. It 

Earlier this month, Chairman Greenspan responded to a question on whether the 

stock market is too high by saying, "In this frenetic environment, things are going to 

fluctuate a good deal both up and down. And I think your 401(k) will squeeze down to a 

200{k) or [rise] to a 600(k). (Laughter)," Imbedded in his seemingly oftband remarks are 

some verJ serious issues. The Chairman needs to explain what the economic 

consequences would be today ifeither of those scenarios came to pass .. 

At a minimum, in his next Humphrey-Hawkins Congressional testimony Chairman 
! 

Greenspan should address three issues relating to the stock market: 

First, what are the economic consequences ofboth a sustained 200/0 year over year 

advance as well as decline in stock prices (remember. the United States has spent only 97 

market days since the bottom in 1982 with share prices down more than 20% year over 

year). The consequences to an investor in the stock market are arithmetically 

straightforward. But given the 60010 correlation between retail sales and the stock market, 

the ecol10rruc consequences of both a 20% advance or decline to p~ple engaged in 

everyda,y commerce could be quite helpful as they plan for tile future. 

Secondly. what are the budget consequences of recent stock market trends. Stock 

market related tax receipts have soared in the past two years asa result of increased 

capital gains revenue. A variety of economists have estimated the figure at between $60
I 

. $80 billion or almost I% of GDP The Chairman should di~cuss the budgetary 
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implications ofthe permanence of these gains as well as provide future forecasts based on 

an unchan~~ed, up 20%, or down 20010 stock market. Given the budgetary experience of 

the post bubble periods in the U.S. in 1929 and Japan in 1989. now is the time to focus on 

how to best appropriate our first budget surplus since 1969. It is particularly crucial given 

Congress's desire to push ahead with an election year tax cut in an economy at full 

employment. 

. 
Third, are current levels of margin debt safe? Margin debt as a percentage oftotal 

stock market capitalization has been well within historical boundaries, but it is out of 

bounds relative to GDP (see Figure 1). Margin debtlGDP is a much more releva.~lt 

measure than margin debtlstock market capitalization as it measures the ability to pay in 

real momlY as opposed to a currency that would be depreciating in a bear market, Le. 

other.stocks. The availability of financial credit is even more of a. concern in light of the 

$40 trilli<m worth of global derivatives that have been created in just the 1990s. none of 

which have been stress-tested in the United States with anything more than a momentary 

10% decline in share values. 

Figure1: US Margin Debt a& % of GOP 

'1. 

1.8 ··'r--------------------. 

1.6 .I------------------.,-.....J 

0.8 t-~~~----------_N+--_J_~__! 

1.2 t----'---------------....j.:....J 

0.6 H+..,.--;=-x~-_rr----______t~~~__jc:.----I 

0.2 t---------,---------.:...-----l 

o +--~----------~~----~------~ 

0.4 +------tf'~r__._rC_~~~---------1 

J<in-;60 . Jari-70 Jan-SO Jan-SO 
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Closing Comment 

The defense against any type of irrational behavior is knowledge and transparency. 

Now is an appropriate time to increase market transparency and fully illuminate and 

discuss th,~ spectacular financial gearing that has been added to our economy in the last 

decade in a detailed and· specific fashion. Hopefully, the ascendancy of global capitalism 

and technological innovation fully warrant it, and we are not simply pawns in another 

mania. 

The Federal Reserve is the institution within the US government that is specifically 

charged with making sure the economic party does not get out of hand. They're the ones 

who are supposed to take the punchbowl away before things get too wild. The 

.I:Itimphrey,.Hawkins hearing is the forum established for the Fed to discuss its internal . 

concerns and expectations. Hopefully this will aid in helping the American public to avoid 

repeating the failures of the past. 
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DEPARTMENT OF 	THE ,TREASURY 
WASHINGTON, D.C. 

SECRETARYOFTHETREASURY August 28, :1994 

MEMORANDUM FOR· 	PRESIDENT CLINTON 

FROM: 	 LLOYD BENTSEN .~' 
SUBJECT: 	 Representative Brewster's Marginal 

Well, Tax Credit Amendment 

On AUI;JUst 19; the House Committee on Ways and Means' favorably 
reported the revenue provisions of the Superfund reauthorization 
legislation. Prior to the mark-up, Representative Brewster filed 
an am(;!ndment ,(Attachment 1), which provided for a marginal well 
tax c:r:edit, with the House Ways and Means staff for its 
detenllination of whether the amendment was germane. The 
amendment, which is identical to Senator Boren's proposal, had 
previl:)usly been submitted to the Joint Committee on Taxation 
(JCT) staff by Senator Boren for a revenue estimate. After 
consultation, officials from the Office of Management and Budget, 
the National Economic Council, Treasury, the Department of Energy 
(DOE), and the Environmental Protection Agency made the 
deter.mination that: (1) Superfund was not the proper'vehicle for 
the m;arginal well tax credit based on opposition from the 
environmental community, and that it would uopen the door" for 
other extraneous matters; (2) althoughJCT issued a letter to 
Senator Boren that the proposal was revenue neutral, it was 
revenue neutral for only one yearl; and (3) the proposal was 
·flawed on technical grounds2 in several respects. 

1 See Attachment 2 for the letter to Senat.or Boren from JCT. 
Because the p~oposed tax credit used the Congressional Budget' 
Offic,e's baseline forecast for oil prices as the trigger for the 
tax, 'the proposal could only be estimated one year at a time. We 
consider this approach as "gaming the system"'without policy. 
justification. Moreover, Congress would have to waive the budget 
rules to accept the provision based on a one-year revenue 
projection, thus making the Superfund reauthorization subject to 
a'60-vote point of order in the Senate, absent other revenue 
offsets to cover costs in later years. 

:2 For example, the proposal included a credit for new well 
production, which we believed was beyond the scope of your 
commitment that the Administration would "work with Congress to 
identify policies that can extend the margin of economic 
production while ensuring revenue neutrality." See Attachment 3 
for your letter, dated July 5, 1994, to Congress regarding oil 
and gas issues. 

http:Senat.or
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Treasury and DOE, through DOE Deputy Secretary Bill White, came 
to an agreement with Mr. Brewster that, upon his introduction of 
the amentiment, the Administration would state that it could not 
currently support his amendment, but the Administration would . 
complete its decisions regarding marginal wells "by the time of 
the publication of the FY 1996 Budget." The text of the 
Administration's statement to be presented at mark-up is in 
Attachment 4. Treasury and DOE communicated to Mr. Brewster 
that the Administration would lose the environmental community's 
support Ijf the Superfund reauthorization, if it supported his 
bill as ian amendment to 'Superfund. 

On the afternoon before the committee on Ways and Means mark-up' 
(August 18), Treasury was informed by the Ways and Means 
committee staff that the amendment. had been determined to be 
non-germane. Therefore, upon introduct,i,on of ,the amendment by 
Mr. Brew:ster, Acting Chairman Gibbons would ha:ve ruled it out of 
order. At that time, Treasury mayor may. not have been ~sked by 
Acting Chairman Gibbons to state the Administration's position on 
the propljsed amendment. Regardless, prior to the mark-up, 
Treasury was informed by Mr., Brewster's staff that he was not 
going to introduce the amendment because he did not want "to owe 
one" to 'the Administration. Moreover, his letter to you, dated 
August 18, regarding the crime bill, contained an inaccurate 
accusation that the Administration was not holding up its end of 
the barg,ain. See Mr. Brewster's letter to you as Attachment 5. 

To reiterate, it should be noted that the Administration's 
commitment to Members of Congress was that we would work with 
them to identify a revenue neutral policy that could extend the 
margin of economic production. We did not commit to support the 
Boren/Br,ewster proposal or any other Member's marginal well 
proposal.' Moreover, they are aware, and have not objected to the 
fact, that we expect to complete our work sometime closer to 
January 1995. 

Attachments 

cc: 	 cut'ter 
Sam'uels 
Levy 
White 
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DEPARTMENT OF THE TREASURY l 

• 	 WASHINGTON 

ASSISTANT SECRETAI~Y 
August 23, 1994 

MEMOruu~DUM FOR 	 SECRETARY BENTSEN 
I 

FROM: 	 Michael B. Levy Jt~v 
Assistant Secretary For ACrao. 
Legislative Affairs 

SUBJEC~~: Explanation of Representative Brewster's Letter 
to President Clinton referencing his Marginal 
Well Tax Credit'Amendment 

ACTION FORCING EVENT: 

RepresEmtative Brewster wrote a letter to President Clinton 
regarding the crime bill, which included a reference to , 

Treasury's 'response to his marginal well tax credit amendment. 


RECOMM1tNDATION: 


That you sign the attached memorandum. 
" 

I 


=-~__~~~______ Agree t Disagree' 
Let's Discuss 

BACKGROUND/ANALYSIS: 

The AdIninistration has been working with Congress and the oil and 
gas industry to address ,the issue of marginal production during 
periods of low oil prices. 'Although prices are now about'$20 per 
barrel,. President Clinton made a commitment to ,several Members of 
Congre~s to "identify policies that can extend the margin of 
economic production while ensuring revenue neutrality.". The 
Admini~;tration should finish its analysis of the issue around 
January 1995., 

Mr. BrE~wster considered offering an amendment, which provided for 
marginal and new well tax credits, to the revenue provisions of 
the SUI:)erfund reauthorization legislation. The House Committee 
on Ways and Means marked up the Superfund reauthorization last 
Friday,. August 19, and .favorably reported the revenue provisions. 
The prc)posed tax credit used the Congressional Budget Office's 
baselirle forecast for oil prices as the trigger for the tax and 
was es1:imated by the Joint Committee on' Taxation to be revenue 
neutral for one year. Not only do we believe that this is 
"gamin9 the system", but inclusion of the tax credit would have 
subject:ed Superfund reauthorization to. a 60-vote point of order 

, 

in the Se~ate, absent 
( 

other revenue offsets to cover 

Edward S. Knight 
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costs iln later 	years. In addition, after an initial analysis, 
several Administration agencies agreed that we should not support 
the amendment on the grounds that Superfund was not the proper 
vehicle for the marginal well tax credit based on opposition from 
the environmental community, and that it would "open the door": 
for othler extraneous matters. Moreover, the group of agencies 
believed that the proposal was flawed on technical grounds in 
several respects, such as the inclusion of new wells, which we 
believed was beyond the scope of the President's commitment to 
Members of Congress. Additionally, the House Committee on Ways 
and Means staff had determined that the amendment was non-germane 

·to the Superfund bill. 

Treasury and DOE, through DOE Deputy Secretary Bill White,r 
communil:::ated the Administration's concerns to Mr. Brewster and 
came to an agreement regarding our response to his introduction 
of the i3.mEmdment. According to Mr. Brewster's staff, however, he 
decided not to introduce the measure--and, thus, the 
Adminis"tration did not go on record with its commitment--so that 
he would "not owe one" to the Administr,ation. As you may recall, 
the Adridnistration committed to complete its decisions on 
marginal wells "by the time of the publication of the FY 1996 
Budget. III Further, Mr. Brewster· wrote to President Clinton on the 
crime bill and included an inaccurate representation of 
Treasury's and the Administration's response to his amendment. 

Your memorandum outlines the chain of events leading up to the 

letter "to the President. The memoranduin also notes· that the 

Adminis"tration's commitment to Members of Congress was that we 

would wl::>rk with them 'to identify a revenue neutral policy that 

could extend the margin of economic production. Moreover, it 

emphasi:~es that we did not commit to support the Boren/Brewster 

proposal or any other Member's marginal well proposal, but that 

we will complete our work closer to January 1995. 


ATTACHM:E:NTS: 	 Memorandum for Signature 

Attachments to Memorandum 
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Honorable David ioren 
United Scates Senate 
Washington, DC, 20S10 AUG 09199; 
Oear Senaeor Boren: . 

This is i:l response tiO your request of June 30, 1994, for a. 
l~eVenue estimate of a proposal to es~ahlish a tax credit for the 
~arginal production of crude oil and natural gas when p:iees fall 
t:o \,n:leconem1c: levels. 

Your pro~osal would first establish L~ ine~e tax credit fer 
existing marg~al well~ at $3.00. per barrel for the firsc three 
barreJ.:i of daily proau,=t.iotl from crucie oil welJ.s and ·SO. SO per
thousand cuhic fee: for the first 18,000 cubic feet. of daily 
natural ga3 pro~uctio~. The current aefini~ion of marginal wells 
would be expancied to inclueie proeiuc~ion of up t.o 25 barrels per
day from wells where produced. water accounts for 9S percent of 
t!:I'taJ. prg::luc:iQ~. . , 

The tax creQit would apply al~o to proauc~ion trom wells 
dl~illed Ci.ft.er r.:.h& I!:tfEic:ive c.ar.:.e of t.he propo:,\a.l. For c:.b.ese 
~el15, a ~ax creai~ of $3.00 per barrel for the first. lS ~arrels 
of' daily production from crude oil wells and $0.50 per 1,000'
cu::bic feet. for t.he first. 300,000 cubic feet: per c:iay for natural 
gas wells 'Will be allQ,.red. 

The tax ereciit would become applicable when crude oil and 
nat.ural gas prices fAll =e~ov a specified dolla~ leve~ pe~ b~rrel 
of oil and natural a~3 c~~valenc. to be determ~ned ~lth regard
eo the Congressional ~udget Off~ce (CSO) baseline fQrec~st for 
erudee;'! prices. This tax woul~ bl9 .:rE!d.it.a:blQ against regular'
in<:ome t.a:.: andt.he alternat:ive minimum ,tax. , 

The applicable esc ~aselir.c for~c~ot for u~e in eseimaeins 
t.he r~v~nue e!fec~e of thi~ propos~l ~rojeets ~hat. wellhead 
pr:iee& fot c:ru.c:1e oil·· ,.,-111 not-;;:xt:eeo .,.13. 'a 0 per b~l."Lcn fOr t:hf: 
year 1995. DuCi! t.o t:.he nature of this proposal, t.he ye.srly 
hUQ!:ietary b!.sel~t.e ....ou.ld dece.-rnine ~he prQj ec:ted wellhead price 
at which the credit be~ome9 effective. Thus. if you~ prgposal
provides that no eredit would be allowable in 19~5 when o~l 
pri~es exceed this baseline amount Qf Sl~.30 per barrel, we would 
eSt..lmate that tne proposal w.lll have no effece OIl 1995 Federal 
fisl:al year budget rs~eipts. 

, I hope this informacion is h~lpful co you. If we can be of 
f1J:::t~her assietanc:e in-·::bis J'I'lClt car. pleaaQ lee me know. 

Sinc:erely. 

, j( '. ' 
Joh tJ BUekley 

http:Ci.ft.er


SEtlJ. BY:){SrOlC 1818t:aCU r lUlU • ,-~- . 
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;I'M!: WHITE HOUSE 

'WA.HlHCTON 
. ( , 

July 5, 119' 

Deal:' gavid: 

, I want to thank you tor your laaclarlihiP ln ort;aniaing' the lIleati: 
v1tb yo\1.%" collaaqua. an oil and 9•• polic;r l.su... The Ac!miniatrati, 
aha:i~.. your interest in the .trength an4 campaUtivan... at th1. 
ilDpartant· .1.n.I!ustry. 

our .:run. 16 meeting vas v.ry halptul .in clar1tyinr; the i ••uea 
taci.nc; the oil and faa inc!uatry and. y=z propoaacl 2:...4i••• , :t voulct 
11k., to, suggast the following' at.epa: . . 

Firat, ragarelinq,marginal valla, I would· like to vor3cvith 
C:onqrea8 t.o identity polici•• that call axt.eDcI the ma:J:q:i.n at economic 
preduction while en.urinlJ r.vQue neutrality•. Proviaiena to extand 
the economia 11t. or atrippc walla oraahora, ",vell aa royalty raUl 
for ,m.a.rginal new tiald.a sta.rt.1nCJ up in the cl••p· vat.erQul~ of Mexico 
could. »a such pol1c1... ' 

Second, reCJarctinq Alaska 011 axpo~, I vou14 11k. to achLav. tb 
benet1ta ef liftinq the .xi.tinq ban without tr1;qarinq other , 
conC:llrn8, 8uch aa tracSa-relatad pro~l_ or acJvSZ'a. oonaequena... for, 
the 1:1. s. mari tua 1nt1uatry. '!'h. A4zd.J\1stzoation 1. JUkift9 a strong
effort to reach a r.solution on the.. 1e1lU•• ~ 

I have aakact the National EconOmic CcuDcil to centinue to 
c:oonl1nate ,relevant' a\Janci.. in llovUg forvU'd with you 1ntheaa t\lO 
area.,. Ad.d1tionally, I have, asked OKB'. attica of Information and 
Requi.atary Attair. to anaure that ri.1J.amakinva atsout vhi=meJZll:)era 
exprtlsaad concerns at the mastini are faithfUl to the regulatory . 
pn1lc~.ophy ot my axacutive crcter, which call. for aa•••8iJlg- all cost. 
and benefit.. ot available regulat.ory alternatiVes and aalactin; 
approaenos which maximize net banetita. . . 

Tnank you a9a1ft ~or your very constructive 'initiative. I leak 
torwar4 tovorking vith you to ident.ify andadeptpolic1•• that 
b;maf'it the' oil and 9&. 'induatry an~ the nation. ' 

sincarely, 

l~ 

Tha Honorable Davi4 ~. Boran 
United State. Senate 
Waahin~tan, C.C .. 20510 



I 	
_"""\11 

.IJ•• .&&,"""a11 , A •• :l..t.llt~· a~u;t'at.az:y of Treasury
.' for ,'rax Policy, ",' . 

,\ , I 

, ee, 	 .. 'Bl.ll Wh1ta, n_Puty Sec:re~al'Y~ Departmant C),f
Unel'iY , '" . . . ,: , . 

ao·~~t~~, naputy'Aeailtant to the p~~ata.nt,
N.tiona' ,1c:onomJ.c ,Coun~11 . ' 

, , 	 . 

'T.• J. Glaut'tiLe;; ~ ·A.aC?ol:at.t:)1;~ctiOZ' c,f:'t')MS <for 
, 'Natural ~aourc•• ; Iftergy ., SCi.DC • 

. ' . 
SUbjocts Aam1ft1.t~.tLon: P~8ition on· POtential 

.... lUnand.mal'1t tlo HR· 38.00,' SUperfun.d, 
, ~y Aop. :;~.w"t.r . 

• . 	 •• I • 

, Tbia ie a· to••tatement of tho po.,i.~i.on that wa. c1rc:illCltecl 
lalt. n;1.gh1:. '£02:' \1,...·1f Rep••r.WlJtllZ' 1Dtrcducea an am..n~ant. ' 
tegear c:11ng 0:11. ed g•• ,i;U. crac1it;_ for mar.ginal Wel.lI.d.ut1D$' tha. 
ma·rkup 'uf ehe·Quperfuncl' bill, Ka. 3000, in' che'WaYI'.an4 M ...na 

. Commi'Ctee. S'inC!e YOt; w~ll . .be rep~._=t1ng the .lClm1~l't.rllt.:l.on at, 
tb.e ftl8:rkup, ,t::.h~•. ·maftID ·prcv:1CSIJ yuu with a .lttat.~.nt: o~tbtl' . 
MtUn:i18trll.tion po.j t1Q~' on the expectc4 ameru!ment, it· you noed 
1~..' 	 . 

, , 

~l'ti'i. :t,'evi.ec1· at;u:emcmt 'ratlects v.z-1cn,i. d,18ou••ions t.hat . 
have ,oocureul yeeterc!ay.·,anlS t~y.. ,Tho•• inc:luciet1 rapr•••n:.at..ivee 
·of, the DapU1.mel.'lt of P.~Ir;y, Daput1N:Jnt of'1're~aury, . 
E~vi~cnmental Protaot:i~n. AgencY, N&t.iQnal', Ico~ic CounCil, ami 
OMI. Thea. c118c~.,,~on' I,~ the poaition atat.•lMnt he~e are· calilod 

. ,·on & ~u~ary a! ~ho'a1'ft.ndmant wh1ch ~&B ci~ovl.t.ed t~ the Memb,ra 
. , , rsf the Coml'llitttte'. on. t4aye ',a:'l~ Meanl by. Rap. ~Bnw.r..r on Au;ust 8,

" 	 199'_' . 

, ,q.• 'urie you, t~ u~. th'tl Itlt.ement ~ly 'it Sib, Amendm'llt 1, 
, ,I 	 Q:te:.~. .It 1& likely; that' RIp. areWltar w111' not:· offer ~I 

.~endment I . beaau•• 'of~' .tbo 81q)act..d, Ad.m.ln1i1trat1on pOI1tion.·. If 
'L~ ·fa· of'fer,,,-, ' tlu~ ...p~rcprillt•.~1n1IJt:r;at.1~n po.!t~ en i. the 
!o:UnwlnCJI . .' 	 ',...-, 	 . 

, ' 	 . 
. , '"In an apprQpri.te ,~.gl.\at1ve·~tttext, .the 'A4mi~i.tration , 

.. ~il.:~ ·.u~port 'a .u't.~le proposal :to extend. ,t.be aoonomso 
I P3rotiur::tion of mari~nllll, oi.l and II••' well., "h,i.ls ·enauring·rev.nua . 

, 

I 

I neu't::rality . The, Mml,nistl'ation OPl)O'•• Buch' .. ,provi.ion 1ft· the. 
I 8uparf.und les#sJ.I.t.1C:Ul. W. ,have not ha~ "adeq~Ate time to 
I, ,oompl~t..ly a".,. t.he Va.:r:'iOU8 I't'Ovis1on. of 1..111. om.ndment I The 
I 	 Mwii'rda,t:rat1on: has an cn·,oin~ proo.... s unc1erw4Y to eva'l.uate 


pot:.nt tal· a.ctio~.: t'bMt.: would. 'fl!Ittten4 the' leoriumic: pZ"ocilt~tion of . 

mru:"g'Lnal: oil' and.. glu ,welle I and ·will cpmplltc iea d.aC!iAion. by 

Uua' tLm~, of the ·p\D)1ic;At:1.0ft ~f th. ,FY'. 19.96 !Juuiet • n ' . . ' 


http:apprQpri.te
http:ci~ovl.t.ed
http:po.,i.~i.on
http:p~~ata.nt


" , . V\J u,.,,";?vtl f W} ·\·v,n. ,'.t:P(:V'~·1·"~·":Dt~,~,er'·;l '""T," 

.. Crime:.One Democraf~~iipectiyeOJ;. 
r • •••• 	 .. ..~.QJ. ,..L'1'''.. ".~>.~ ... ,f ' ... '.' f 

• \. "'!t." 	 · V'Vit follows is the text of an August lSlet- ,tion, I hoped that you would be the'catalyst that ': 
· ter from Bill K. Brewster, Democrat of 'would n.ove the Democn.atic party ,tDWB.rd the •. 

, . Oklahoma, to President Clinton. Itstrikes centerot'the political mainstream. 'Ibis crime bill . 
" The Times' editorial page as compelling evidence ( and the actions ofmomanyofyourap~poea" . 
. that a bipartisan majority in this Congress, >DDt represent the heartland ofAmerica. ' " , 

· unsbackled tromthespecial agendas ofthe Demo- ';- i'bu arid members of your cabinet met with 8 
, cratlc congressionalleaciership and the White;·:,: large bi-p8rtlsan group ofMembers to address oil , 

, . House, could readily agreeon a serious crime bill . .' \ and ~ issues.'~ told us to develop a revenue . , 
, Such a bill would provide state8 money for prison ,',. neutral'version ofthe proposal we presented. Yet ; 

",: con1truction to keep violent offeilders oft' the ,:! when we presented the ~ \\lith a revenue. ; 
, streets, reform federal habeas corpus rules. stiif· .:,\ neutral proposal, pnvironmental e:a:remists in, ' 
. en J)enalties for Violent crimes and 80 on. Wbat~i')'DUI'Administration rejected it • 

, ,stands in the way of such a bill now is the current, ."", '1burappointl:es inthe us. FishandWlldlifeSer
, . 8Q:C8Jled....crtme bill" - a mish-mash of social.i vice are trying to stop fIsbing on the lakes where I 
:. 'spellding dictated by liberal interest groups and,;I: fished as a child 40years agO. All across the coun


deftmded by the WHite House in extremist terms.!." 1::1)'. these same oftlclals are restricting access to 

Mr. Clinton clain:Jed.last Sunday, tilat God want- : public lands for fishing and hunting. Your 

ed,the crime bill passed (in its then-current form', r: appointees are making unprecede~d attacks on ' 

at tiLat). He claimed during the week that the legit- ~ private property rights. I will oppose these actions 


.. , imacy ofour democracY itself was at stake in the. byeveryavailabletool,proceduralandsubstantive. 

passage of this legislation. He has demonized his .: Is my advocacy on the part of my constituents 

opponents -not only his Republican opponents, ' unprincipled: or a trick because I oppose the 


. ,but members ofhis own party. 	 ,Administration's actions? Clearly not. 
11:'5 time for Mr. Clinton to compose himself. It's, I wted for thecrime bill inApril. I believed tilat 

time to write a real criIne bill. The first step is to ' bill would do some good in combatting crime. 
sink the old "crime bill" for good. Mr. Brewster ' Unfonunately. during tile conference the bill was 
writes: loaded up with social programs plus the ban on 

over180 guns, manyofwhich are currently owned 
Dear Mr. President by law-abiding Oklahomans. I do not believe my . I 
I hope your staffwill directthis letter to your per- tax dollars should pay for midnight basketball , , 

sonal attention. As a Democratic Member ofCon- ,leagues and dance lessons for criminals to make I 

gress who actively supported your campaign by them socially acceptable. We havecurfewsat 11:00 , 
braving the snows of New Hampshire and by p.m. that work quite well without costing billions 
ftmdrp!.,;;...."1g fur you in Oklahoma City and,1\tl.sa in of dollars. ' 
January 1992 - when ftmds and friends ..ere Please read rite foHowing pt:ragrnph ::rom the 
scarce::r.d hard t;:J find - I am ueepiy o.ffenaea by text of your speech to the law enforcement con
the attB.cks you have made onthe Members ofCon- vention in Minneapolis last Friday. 
gress who voted against the rule on the crime bill. [")'I\vo hundred and twenty-five members ofthe 
1 totally resent my, President telling my cOn- Congress parti ..::ipnted ina procedural trick orches- ' 
stituents that I have "sold them out" trated by the National Rifte Association and 

Referring to the ten members ofthe Black Cau- intensely promoted by the Republican congres
cm: who voted against the rule, you said: '~t least sionalleadership; a trick designed with one thing 
they had a principled position." But, referring to in mind, to put the protection ofpartisan and spe
those of us who voted the same way, your com- cialinterestsovertheprotEctionofordinary Amer
ments were that we" ... took the easy way out. • icans.("] 
. ,. and " ... {had] run from our responsibilitit i . . . ' Mr. President, you are poorly served by your I 
. " to our constituents. How is the representation staff when your speeches impugn the integrity of I 
by the Members that voted that way more p,.inci- . ; Members' of Congress. Apparently 'the' people ' \' 

, ple:d than my representation ofthe beliefs andval- writing your speeches do not know Members of ' 
ue:; ofmy conStituents in rural Oklahoma? Congress or the legislative process. Voting against 

Although over n percentormyconstituents own a rule is neVer undertaken lightly by Democratic 
fln'~,many that would be bannedby the BATF Members. Fbr your staff to prepare,a speech that 
underyour crime bill,ourcrime rate is lower than labels Democratic Members dupeS or COITUpt 
any ltU\ior city in America where gun ownership because, we have a principled objection to the 
is till but prohibited. My constituents understand Administration's position is counteJ:'oproductive 
most of the $33 billion in the crime bill is for inner and inexcusable. ' 
cit:r social programs. Rural Oklahomans have , I am disappointed and angered by the divisive 
W1.I1BYS demonstrated a willingness to help the pow- rhetoric emanating from the Administration. Tho 
erliess and to assist those willing to help themselves. often in Washington epithets and invectives are 
But they oppose a huge fe4eral spending bill to hurled about without regard for the truth. nus 
fund social cg;>eriments in"thr; guise of crime demonization ofopponents feeds the public disdain 
fighting. ' . for government and reduces the stature ofall who 

Because I voted against a spending bill that lim- serve this diverse nation. 
its ~e rights of law abidUtl citizens 81'!d will I had hoped that you would rise above petty 
reqwre rural Oklahomans to pay the tab for very name calling. Despite whatever label 1am smeared 
fe\y benefits, your speeches proclaim that I am with, reSt assured that I will continue to vote the ' 
unprincipled an I have failed my duty. That is values and beliefs of my district to tile best of mr 
wrong. 	 ... abilitv. ' 

Mr. President, I have defended you vigorously Sui'cerely, 

during these first twoyears of your Adm.i.n.i.stration. BD.J... K. BREWSfER 

I supported your campaign early. With your elec- Member of Congress 


http:and,1\tl.sa
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TO: MEMBERS OF THE COMMITTEE ,ON WAYS AND MEANS 
, , 

BILL K. BREWSTER ]t:[; 
, 

DATE: AUGUST 8, 1994 

SUBJ'ECT: POSSIBLE AMENDMENT TO SUPERFUND 

A PROPOSAL TO PRESERVE MARGINAL OIL AND GAS PRODUCTION 
AND TO ENCOURAGE NEW DRILL~NG 

Over the last ten years, America h~s lost more than 1.7 million 
barrels per day in domestic oil produc~ion. Oil imports provide 
half of our energy needs. Thcise same imports account for $45 
billion of ,our trade deficit. We are exporting money - 'the 
capital that we need to rebuild our domestic infrastructure, to 
provide education for our constituents, and to ensure the 
co~petitiveness of our nation in a global economy. ,4 

The domestic oil and gas industry has been devastated by wild 
fluc;tuations in the price of oil. This year alone, the price of 
oil has been as high as $20/barrel,and as low as $14/barrel. In 
addition to the immediate economic devastation caused by the loss 
of nearly 500,000 jobs during the last decade, the loss of those ' 
jobs means the destruction of the infrastructure necessary to 
maintain a domestic,eil and gas industry. 

Earlier this year, over one hundre~ Members of Congress and over 
thirty Senators signed the attached letter to the President. W~ 
asked the President to meet with us to determine what could be 
done to stem the decline of this strategically important, 
industry. Over fifty House Members and 15 Senators made the trip 
to the White House to dis~uss this with the President. The 
President agreed with our'assessment of the need to address these 
issues. The President, the Secretary of the Treasury, and the 
Deputy Secretary of Energy agreed that our modest proposals to 
provide a marginal well tax credit'and a tax credi~ for 
production from new wells would provide a measure of stability 
that would allow the united States to continue to produce oil and 
gas ftClm marginal wells and preserve the ability of the domestic 
industry to explore for and produce oil and gas from new wells. 



· 	 The Administration supported the concepts of a marginal well taxe' 
" 	

and a new well expluration tax credit. However, the 
Administration's support was contingent on revenue neutrality. 
Therefore, following the President's direction, we modified our 
original proposals. The Joint eo~mittee on Taxation has scored 
the att~ched amendment as revenue;neutral. 

Simply put, the proposed marginal well tak credit allows a 
$3/barrel tax credit for the first three barrels of daily 
production from an existing marginal oil well and a $0.50/Mcf tax 
credit for the first 18 Mcf of daily natural gas production. 
This credit will allow marginal well production to continue and 
avert the abandonment of these wells. 

The new well credit, to encourage new drilling and production, is 
a $3/barrel tax credit for the first 15 barrels of daily oil 
production and $0.50/Mcf of daily gas production from wells 
drilled after the effective date of the legislation. 

To maintain revenue neutrality, the tax credits are only 
ava.ilable when the price of oil falls below the current eso 
baseline forecast for oil prices, which is a little more than 
$lJ/barrel. This morning the price of oil at the opening of the 
NYMEX was $19.30/barrel. The twelve month high for oil is 
$20.75; the twelve month low is $13.90. 

I am asking your support for this critical legislation. The 
domestic oil and gas indtistry provides essential revenues through 
severance taxes and royalties to state and loc~l gov~rnments. 
Over 27,000 jobs in the gas and oil industry are directly 
dependent on marginal wel~s, along with another 33,000 jobs 
outside,the oil and gas industry. Marginal wells are loc~ted in 
28 states. According to the Department of Energy, marginal wells 
paid over $500 million in state severance and property taxes. 

I t,elieve that in the long term, preserving our domestic gas and 
oil industry will be a net revenue raiser for the federal 
go"er~merit. Preserving American jobs and offsetting imports can 
only strengthen our economy.. Please join me and vote to include 
this amendment on the Superfund bill. Thank you. 



•• 
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 PROPOSED Al\1E.1W~fENT 

Current Law 

No tax credit is available for marginal oil and natural gas production when prices fall to' . 

uneconomic levels. 


Reasons for Change 

Between October 1993 and March 1994, oil prices plunged, falling below the cost of 

producing oil in many states. Suddenly, the vast majority of U.S. oil wells were losing 

money, threatening to bankrupt thousands of small oil companies and virtually wipe out the 

domestic oil industry in a dozen states. Meanwhile, oil imports climbed for the first time 

ever above 50 percent of U.S. demand. Similarly', just over two years ago natural gas prices 

fell to historic lows of $1.00 per mcf. Instability is the rule. 


Of America's 600,000 oilwells, more than 450,000 produce less than 3 barrels per day, 
making U.S. oil production the most price· sensitive in the world. A July 1994 report for the 
Secretary of Energy recommended that the U.S. act to pres~rve existing marginal well 
production during periods of low prices. The Secretary's advisory committee reported that 
marginal wells: ·produce 700 million barrels ofoil equivalent per year, one-third of lower-48 
oT'.shore domestic production, representing $10 billion of avoided impons each 
year ... contribwe nearly 80, {)(X) jobs qnd generare ~/ose to $14 billion per year in economic. 
activiry.· In addition, during periods of low prices, the U.S. must have a mechanism to. 
maintain some level of new drilling to preserve the industry infrastructure and to expand 
U. S. oil and natural gas resources. 

\ 
PropO!ied Change 
• 	 The amendment will establish a tax credit for existing marginal wells. The 

amendment will allow $3 per barrel tax credit for the first 3 barrels of daily 
. productibn from an existing marginal oil well and a SO.50 per Mcf tax credit for the 
first 18 Mcf of daily natural gas production from a marginal well. 

The current definition of marginal wells will be expanded to include a new category 
for -high water cut property- - producing 25 barrels per day or less per well, with· 
produced waters accounting for 95 perCent of total production. In addition, 

. techniques such as waterflooding and disposal, cyclic gas injection~ horizontal 
drilling, and gravity drainage should be encouraged to enable domestic producers to 
capture more of the oil in. a given marginally economic property. 

• 	 The amendment will also include a tax credit for production from new wens that have 
been drilled after the effective date of the legislation. The amendment will allow a $3 
per barrel tax credit for the first 15 barrels of daily production for such oil wells and 
a SO.50 per Mcf for the first 300 Mcf per day for such gas wells. , 	 . .. . 

• 	 In -order to maintain revenue neutrality, the tax credit will be applicable only as prices 
for oil and natural gas fall below a dollar level per barrel of oil and natural gas 
equivalent, to be detennined with regard to the CBO baseline forecast for oil prices. 

• 	 The tax credit is creditable against regular tax and AMT. ... 
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DEPARTMENT OF THE TREASURY 

WA$HINGTON, D.C. 


SECRETARY OF THE TREASURY 

MEMORANDUM FOR THE PRESIDENT 

FROM: . Robert E. Rubi.n·ct ~ {I--

SUBJECT: Tax Reform, 

You periodically raise questions about various tax reform ideas. 
I thought: the following information might be useful to you. 

The Treasury, the CEA, and the NEC have ~een working on the issue 
of tax relform ever since we last met with you about this. 
Treasury's very substantial tax policy analytic capabilities are 
heavily focused on these matters, and we are reaching out 
aggressively, including to the House Ways and Means, the Se'nate 
Finance Committee, academics, and others. Tax reform will come 
back to you through the NEC in the reasonably near future. 

The Treasury tax people recognize that we need to develop some 
PQE;,itive approach to change and are energetically and 
productively examining various possibilities; at the same time, 
existing proposals all have large proble~s measured against the 
four crit.eria you have set forth for evaluating tax measures: 
deficit neutrality, increasing incomes and increasing the number 
of jobs, tax fairness,and simplicity. 

Bernie Aidinoff, who as you know has long been one of the best 
regarded tax lawyers in New York City, has informally given some 
thought to all of this for us and has reached the same conclusion 
that we have, i.e., that none of the current proposals are 
positive against your criteria. 

Rob Shapiro visited with ~e a few days ago and said he has been 
working on tax reform for the last two years, specifically 
looking at tax reform proposals which might increase our national 
savings rate. He has concluded that no current proposal is 
likely to increase savings. He also feels, as we do, that it is 
implausible that the status quo would just happen to turn out to 
be the. best of all possible worlds. He expects in a couple of 
months to have a proposal which, in large measure, will be 
similar to one of our possible approaches -- that is to say, 
simplifying tne existing ,system, some exemptions, deductions and 
credits, and reducing rates somewhat. He feels that you need to 
criticize the existing system, and then advocate a program of 
change. 



- 2 

Rob also made the same observation that we have made so often, 
which is that none of the proposals, except Nunn Domenici, are 
anything more than soundbitesor two or three sentence 
proposit:lons. The reason is that development of a serious tax 
proposal is enormously complex and takes. a long time. Moreover, 
once devj~loped, any serious proposal will have a vast number of 
positive and negative impacts. The only proposal that attempts 
to achieve real seriousness is Nunn Domenici which, has been 
several years in the making. 

Meanwhill:!, as the flat .tax seems to be the proposal of choice for 
most Republicans, we are working to give the media a good sense 
of the ilnherent and fatal flaws of that idea through several 
meetings a week with opinion leaders. 

Copy to: Laura Tyson 



DEPARTMENT OF THE TREASURY 

WASHINGTON 

October 12. 1995 

MEMORANDUM FOR THE PRESIDENT 

FROM: 	 LESLIE B. SAMUELS '-~ 

THROUGH: SECRETARY RUBIN ~ :<-.. ((. _ 

SUBJECT: 	 TAX PROPOSAL TO REPLACE PUERTO RICO AND POSSESSION 

TAX CREDIT (SECTION 936) 


Y 6u have asked about possible tax proposals that might be offered as a substitute for 
the -House \Vays & Mean Committee repeai of the Puerto Rico and possession tax credit 
(section 936) at the end of 1995, with a lO-year granqfather for existing beneficiaries of the 
credit. The Senate Finance Committee is rumored to support a similar repeal with a shorter 
grandfather. At the Ways & Means markup, we expressed the view that section 936, to the 
extent retained, should provide an incentive for increased economic activity in the possessions 
rather than merely an incentive to attribute profits there. We stated our position that, if the 
Committee decided to repeal section 936 with a grandfather of existing beneficiaries, the 
grandfather .rule should be restructured to provide an incentive for economic activity in the 
possessions, and other programs to assist economic activity· in Puerto Rico should be adopted. 

Section 936 has been an inefficient tax subsidy. The Administration proposed to 
reformulate the credit in 1993 to make it a more efficient incentive for job creation and 
economic activity in Puerto Rico; The amendments enacted in 1993 moved part-way toward 

. the Administration's proposals, enacting a new economic-activity limitation but allowing 
taxpayers to choose instead a r~uction in the old profits-based credit. As an alternative to 
repeal of the credit, we recommend that the credit be based solely on the economic-activity 
measure adopted in 1993. This option would provide a more efficient incentive for increased 
economic activity in Puerto Rico and the possessions and, depending on its design, could raise 
substantial revenues as compared with present law. . 

Laura Tyson cc 
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DOW.:.QE; Qaribbean Loans Not Jeopardized By U.S. Cuts: CBI Chief 
F7001 

. MIAMI (AP-DJ) --Caribbean Basin Initiative (CBI) loans will 
continue unabated even if a U.S. Congress plan to phase out Puerto 
Rico's corporate tax incentive program succeeds, Francisco Uriarte; 
CBI's chief, said Thursday. 

Bank deposits from corporate part ipants of.the tax incentive 
program are used in the CBI loan program, which has funded projects 
in tourism, agribusiness, infrastructure, petroleum and gas. 

The CBI office is required by U.s. federal l~w to approve at least 
$100 million in loans from Puerto Rico banks to Caribbean basin 
nations each year. 

The banks use a pot of some $15 billion in deposits from firms 
which benefit from tax incentives the U.s. government grants them to 
operate in the U.S. Commonwealth. 

But the House Ways and Means committee has advanced a plan to cut 
the tax incentives program, dubbed '936' after its tax code number. 

Meanwhile, the administration of Gov. Pedro Rossello, of Puerto 
Rico, is lobbying Congress for an alternative tax incentive~ program 
based on a credit for salaries paid. . :.. ~ 

The Rossello administration asserts that the plan would save a 
significant amount of money for the U.s. Treasury. . 

But in either scenario, the CBI office's load program isn't in 
jeopardy, said Uriarte, Puerto Rico's assistant· secretary of state 
for Caribbean basin affairs. . , 

'It's too early to be certain but. from what I see we're in no 
danger of disappearing,' Uriarte said in a phone interview from 
Puerto Rico. , 

Uriarte said that nothing in the House bill ~entions the program. 
Even if the bill becomes law, existing companies would retain their 
tax benefits in Puerto Rico for 10 years and thus their deposits 
would remain as well, he said. 

Further, ~ossello's plan, should it gain support, specifically 
calls for retaining the CBI program. 

(MORE) AP-DOW JONES NEWS 12 10-95 
1720GMT 
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