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," 

by Mayor Bret Sthuodler 

For the remainder of this YUT, President Clinton Bnd the new Republi~aD majoritY 
in Congress will probably wrestle with tbe key issuel of ~'elfar~ ..nd tax reform. Tho ,i. 
s good tbing. America's curreDt welfare and tax policies: are inefficient and esptD!lv~, 
and unintention&Hy function to encourage tbe, break-up of .famiiies. trap tbe poor ill 
dependeney, and destroy tbe hUQltiD spirit. 

There are some Americans who canDot work because of true pbYlicaJ. diaatiUity, 
and improved governmental polices are needed to help them. But the far greater p'tobl~m 
confronting our nation lodaj.· is the number of Americans who eould work, hut do not, 
either for 9 lack of job opportunities, or hecaule of tbe perverse incenth'es of a 
governmental system whicb penalizes lbem for leaving welfare. 

This: paper is intended to adgres5 this latter problel'!l~ and oUlline an economicaJlr 
. just combination of welfare aDd tax polities wbicb could be used to materially and 

spiritually belp every Amtrican adult who can work. by eniuripg: 1) that every penon 
who i, wiUing to work i. also .ble to liod • job; 2) tbat every per'9ft wbo ta""•• Job i. 
able to earn .11 decent lWing; and J). tbat every person wbo ~orks hard to increase, famil)' " 
income is benefitted Cor doing so and not penaUzed. 

I will begiD tbis discussion by exp!lu.dhig on some,of the problems with our current, 
welfare and tax policies. 

T"" ProbImu With Today', Welfare and T"" Policies 

One problem with our curreDt welfar:e system is that lOs ineffieieDt. A .sjgDifie~nt 
percentage of the dollars spent on, ,'oeial programs .Dever ac,ually make it to the poor. 
Instead tbey go to pay salari~5 for the fedeul, state and loc.a1 government employees who 
administer today's government prograJ"ID. And there are alto other 'ways in ;whlch' our' 
current welfare spending is: inefficient. After alii the dollars whi<:h do reach welfare. ' 
Nclpient$ do heJp to reduce tbeir material deprivation, h.ut they do so through, in essence, 
paying welfure recipients not to work. Relative to our diverfle, g"oats for govern~ent; 't ' 
would be far more efficient and produclive to pay welfare recipients in exchaag:e for. 
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made safe and our citizens need ~ot fear going OUI at nlg~lt; and to clean our streets of 

Uuer and gramti, so that when our children go out$f~c they internaJb:e beauty and order 

from their external environment, instead of tbe visual cbaos that confronts tbeir sebses 

today. 


There is no shortage of public work needing to be done in our inner dties, but 
rigbt now, most cities do not have the money to pay for more pubHc·servi4:es. The reason 
cities don't have tbe money 1s because most dties..; lila JeTSt)' Cityt get most of tbeir 
«venue from propcrty taxes. Property taxes Play be iumc:ient to fund government in 
suburban and rural communities, where the defining characteristic: of sucb communitie. 
is that they hllve a lot of property to tax, yet not a lot of people to serve. But proper1)', 
taxes do not work well as a way of funding tity governments, where tbi!r defining 
4:harac:teristlc: is that tbey do have a lot of people to serve, bui not a lot of property -to tax. 

The result of the property tax revenue system is that cities need state fin~nclal 
assistance in order to remain financially solvent, but few states have extra money 
available to subsidize supplementary public sc:rvices in their cities, because most states; 
as is abo the case with tbe federal government, are already tapped out furidil1g welfare 
Hnd other entitlements, ' 

In JerJey Cit')'j We bllVe 17,000 famUies on welfarc, at a financial ~ost to the Itate 
and federal government of seVeral hundred million dollars. This is aD absolutely huge' 
number of people for a city of 130,000 people, and a huge .um of money. To give you. 
sense of proportion, my entire dvilian workforce In Jersey City b only approximately 
1,000 workers, and my entire civilian payroll costs less, than $25 million! 

Imagine tbe quality of lif. changes wbic:b could be affected ~ .. especiaJly in our most 
distressed neighborhoods - if we in Jersey City could, plit this enormous reservojr; of 
labor ro worl4 using rhe welfare dollars that these individuals are a1ready receiving fr~m, 
the state and federal governll'lent. 

As a Mayor wbo ~eJi~e5 tn the dynamic advantages of competition, I would 110~ 
bave the City of Jersey City manage ",any workf .... Job. dire,tly. Inll••d, I would 
competitively contract with private management companies to provide diverse 
supplem4:ntary public servius in Jersey City. The city would pay thcse private vendors 
their management fees, leaving every cent of federal and state money tha't had beea used 
to fund weJfhre cbedts to go to the ",,'orkfare employee, only now in the form or a 
paychetk whic:h has been earned. 

I have already rnentioned that ~he advocates of our CQrrent welfare system 
sometimes crJticize workfan programs on tbe basis of expense. But in point vf fact~ thill 
approach th!u I am advocating sbould allow for a reduction in government spending,for 
social welfare. botb at tbe f~deral and'state level of gO\o'ernment~ :lnd at the Jocal1evet of 
governmen~. 

Feden) and state governments should save money because workfare illes. likelr' 
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to breed depcndenee than welfare, allowing substantial governmental savings during time•. ' 
of general ecoDomic expaoslon when private seetor job opportunities are readit), A\'atlable. 

Local governments should save mODel' as some currently provided public iervicei, 

which do not require a hlgb degr.e oC special training, could e ••ily be provided using 

workfare workers paid for with federal and ,tate funds Jutead of from local revenues. 


Municipal UDIODJ are certain to resist tbe attrition 'of )oc,al civil service pOlitton~ 
9.nd the provision of any hbtoricaltY provided government services by workfare 
employees. But it makes absolutely 'no ,ense to raise federal and state 'taxes to pay 
welfare dollars to ont group of eitizenl Dot to work, and tben to raise additional local 
tans to pay another group of citizen, to do tbe tasks which the first group could quite 
easily be doing, ULtimately, elet:te~ officials must have sufficient political tourage to 
exercise some common sellse. 

Under this workfare system, cities which'lantel to dem.and true work in eIch,ange 
Cor workf.ropaycbecks would find tbemselv., magn<t. Cor the .Iothllll, but cities which' 
did enCorce a requiroJDent of work in t..nbange for economJe a ..utance It'oldd be able to 
provide improved public services ~ttbout increasing local property tAxeg, 

Again~ this would most certainly Improve the qua.lity- oC life in our lnner cides, 
which an where the vast majority of America's poor Ii:ve. Even more importantly, this 
workfare program would elevate the spirit of the otherwise unemployed by givinfJ them 
the opportunity to earn thefr living, and to receive a paycheck for wbich they wor~d, 
instead of B welfare check for wht~h they did not. 

The three important essentiaJs of a successful workfare program are Ilot difficult 
to understand. First, workfare jobs must pay less thaD the prn'alUng private se<;'tor 
minimUM wage, $0 that workfare "jobs serve to transition the unemployed to other, 
permanent jobs, but do not become ~n cmployment destina"tion in and oC themseivei. 
Second, workfare incomc must be sufficiently supplemented to aUow JOmeone working 
at B workfar~ job to live decently for tbe time that tbey are in tbat workfare position. 
And third, allY suppletnentary benefits provided to a workfare recipient must not be 
eliminated when tbe retipJen"t (mas a higher paying, permanent 'job. This il euentla,I'\o 
encourage th.e workfare employee not to stay on tbat fir,t workfare rung of the economic 
laddert but inste.ad (0 climb to tbe second rung, ADd to the thitd~ sJ:td up out of economic 
marginaUry, To accomplish tbe setond and third elementl oftbls plan, Ilgnificant tax law, 
manges wUl bave to be implemented. 

Tax Code Chang .. 

In particular, 1 propose that Congress abandon tbe currenl unfair, complicated,'," 
and al1tj~work tax code, and rcplBte it with :t flat tax plan' t};lat weuJd include; among 
otber Ceatures: a) II 1arge standard deductionj b) a Don'"meauJ;tested, refundable income 
lax credit targeted specifically for health insurance or Medical Savings Account expenses; , 
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c) a Don..mean9 tested. refundable, Earned ]ncoUlc Tax Credit ·to belp pay for life'. other 
essentials (such as bousing, food, and day care); d) the iDde~Btio~ of capital gains and a 
de-ueate in the capital gains tax ratej e) a limited, Don"refundsble tax credit for, 
charitable contribt,uions targeted to helping the poor. (I would also Include a small SSO 
non~nfundBble tu: credit for political contributions, and vSTiou, business tas changcll 

like the immediate expensing of capital invettment. But this paper is intended to dlicuslil 
jult B basic au.t1ine of a more just tax code, not each and every rocommended elemeat of 
one.) 

As mentioned above, our current tax system is tremendously regressive towards 
the workiog poor. Tbe very higbeit marginal tax rates in the code are the effective' tax 
rates on those who waut to leave wclfare and take an entry level job. They rapidly lose 
most of their governmental benefits and instead are taxed. 

A nat tax plan, like that proposed by Dick Arm<y and Malcolm S. Forbe., would 
close mo.t of tbe loopboles in our curreut tax system and, because It couples a flat 
marginal rate with s very bigb nandsrd deduction, would also result 111 significant' 
progressivity relative to effective tax rates. These are very positive elements of tbe plan, 
and it is unfortunate that tbe latter poJnt, concerning' progre$sivlQ', i.oftea gll'Jssed over, 
hy the plan's political opponent •. 

On the other hand, there are also negatives to tbe Armey/Forbes plan; for instanut 

its non..taxation of consumed investment income. and t seco'ndlyt the fad that very low .. 
income, working American. will not be able to t8ke run advantage of the high .tandard 
deductIon which the plan contemplates. 

On tbe fint pOint, if educated that the base level of capital investment in 'an 
Konomy ultimately help' to increase the base level of wages, Americans Inay be wilijn'g 
to defer tbe taxation of re~inveited Jnve,tment income. They may also be willing to 
encourage greater equity fi~ancing ofbll;sioes. expaosion, Bad end t"e double taxation of. 
dividend., through making dividend. deductilile agaln.t thelneome tax of diVidend paying 
corporations. But Americans will never be willing to accept the notion tbat consumed 
investment income! whether interest, dil'ideod, or capital gain derived, should be fully tax 
free, whiJe consumed wage income is fulfy Iaxed. This will offend thelr seDst of equity 
and justice. 

Relath'c to the second point cited above, the large .tandar:d ,deduction envisioned 
by the Arm,ey/Forbes plan wUl improve the progressivlty of t~e tax code relative to 
today'i law, but will nevertheless resuJt in a greater tax bellefi~ ~eing enjoyed by middle 
and upper income Americans than by to'A·..income Americans who Jack tbe tax liability 
tn b. ruUy able to u.e tbe deduction. Replacing the plan's VEry bigh standard deduction 
with a more modest ..- thougb still greater t~an current ... 5tan~ard deduction, co~pled,:' 
with refundable tax credits, would effectively remedy thIs inequity, . 

A rClfundahle tax credit if one wh~ch refundi ea~b to It. targeted beneficiaries ~hCD 
they do Dot have 4 high enougb tax liability to rully benefit from. regUlar tax credit. For 
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example, someone with a 51S0 tax Uabili~J and a S2,SO ffiuDd~ble tax credit, would pay' 
absolutely DO taxes. and would inltead receive a check from the government Cot 5'10G. 
lneorporating refundable tax credits into the ArmeylForbes proposal would provide II 

guanot«e tbat the deduttion~like benefirs enjoyed by Americans of greater meaDS would 
also be enJoy.d hy tbe working poor. . 

Some "soak the rfch't politicians will find if objectionable that my proposal dO,e. 
not MeaDs-test its benefits, Bod instead provides tbe rlcJl witb the very $Ime tax 
espenditures that it provides the poor, But such criticism ignores the fut that refundable 
tax credit'. simply allow tbe rich to keep more of their own mortey, while In effect 
redistributing someone else's income to the poor. These critics. wUl blindly fight to' 
preserve the IneaRs-tested system-we have today, whjch penaUze.l the poor when they.trY 
to climb out of povcrty by removing their governmental benefits onte they get a Job. Tbll 
is abQurd. In my opinion, it sbould not be • goal oC govern"'ent.1 poliey t. penalize 
middle income and wealthy Americans for working ha.rd, and it should not be a goal o,f 
government policy to keep tbe' poor in poverty, Making govenl'a;Jental benefits nOD­

mcans~te5ted will enable tbe poor to climb up the ladder of economic opportunity witbout 
ptnalty~ wbile at tbe lame time decreasing tlass antagonism in America and making aU 
of us truly equal before the Jaw. Both of these result. would he po.dtive. 

I would also like to point out that my proposal would work to ensure tbat every 
citizen is botb enabled and incentivlud to ohtain healtb insurance. for his or her famUy~ 
It would do tbi. by targetiDg • portion of the ••ntemplated refundable ta.....dit. to· 
covering bealtb insurance or :Medical Savings Account deposits. 

The plan also includes a general, Earned Income Tax Credit, that would be added 
o. top oC .tod.y'. Earned In.ome r"" Credit (whi.h merely refund. payroD tax 
payments), in order to furtber increase the reward Df work and tD latlily th~ 
government'l interest in helping our citizens obtain the other Decessitlas of life. 

Taken t9getbcr, tbese tax 'code cbange! would allow for the eliminatlon of. most 
other tax benefit and income auistance programs. For in$t4n~e, deductions for mortgage'· 
interest payments and employer healtb tan contribution.! could be eliminated. as could 
most of today's ineffic:ient j bureaucrlltically administer", federal food, bousing and 
health care assistance programs. . 

Tbis to·o would advance fairness_ The current mortgage interest expense deduction 
providu 11 bigger tax benefit for the wealthy individual. who Is able to afford a big house,­
th.n it do., Cor tbe working p .....n who Ii... in a relativelY humble abode. My pr.p.....· 
addresses this unfairness by giving botb the same refundable, Earned IncoDle Tax Credit 
that can be u$ed to offset the COlt of housing. 

It ii allio not fair that those who 'work for corporatioi:a& .often get health coverage 
tbat is paid with pre-taX dol~uJ, wbile the selr~employed and small businessperson. Oft~D ­
",ust buy their h.,lth in.uran.e wing after-tax doUars. My proposal addrt.... this 
unfairness "by gi"Ving both the lAme refundable tax credit that. can he used to reimburae 
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health insuranee eosts. 

Fil'laUy, 9.Ii already Iluentiooed earlier, it is bighly inefficient to provide economic 

assilltance to luw-income Americans: through erecting massive government hureaucracies 

which directly d1s:tribute food, housing l and bealth care. My, plao addrelSes this 

ineft1eienc:y through allowJng the replacement of bureaucratically provided eeoDomi~ 

assistance with a mut:h more efficient" system of Earoed Income Tax Credit-provided 

health care and housiClg aui.tance, which) as far 8» the latter is' concerned at least, 

requires as a condition of its receipt cha.t the beneficiary work. 


The attached chart. provide e.ample. of bow this plan would help to ineent!vize.· 
not just work, but aJso famity ~ormation. To cite just one' example here, a workfare 
employee, working 40 hours per week at 54.00 per bour, would .arn 58,000 a year, but 
heCiUIO of the refundable tax cre~it8 envisioned in the plan, wouJd be "netted up" to a, 
totallncomf" of $11,000. Hence, instead of tbe tax code reducing the reward for work. 
thl! plan would increase a low wage employee's reward for working. 

The plan would anow Americabs' household income to be e!utly doubled simply 
by having two adults form a family. A woman who worked 30 hours 8 week at a 
workt~re job, and a husband or sister' who worked 40 hou"r. a week at a 54.25 miuimum 
wage job, would together enjoy a $20,365 boutebold ineome, Det of .ax credits. They 
would .0. b. rich, but they would b. able to live dec.otly. And if the woman late. round 
a higher paying prh'ate sector job, ,and the husband Or sister later found a blgher 'Paying 
job. their bousehold income ~ould grow, Bnd yet they would neither lose bellefiu nor, 
become taxed at a bigber marginal rate. 

Combined w'ith businesS' tax changes that would but be di8cuSli~d in another paper, 
tbese. tax law changes would invigorate the economy by providi"g not just greater returns 
for SIlVings and investment, but greater rewardll ror economicaUy roarginal Ameriean9 to 
marry and 'wfJrk. Current supply~side economic thinking 'tends often to focus narrowly 
upon ••pi.al formation a. tbe key to produ<llvity growth, But in f••t, properly 
ineentivi%ing labor aad marriage is equally important. When tbe one-sixth of Americans, 
usually single adults, who are currently trapped in w~lfare dependence are io••tad, 
encouraged to become econo~icaUy productive and form" hou:c:eholdSl\ the American 
economy Will grow and uur m'aay of our ,udal problems wUl subside. The cbange will 
be cspecially evident in our cities, where most of our poor livc, but where the quaUty of 
life will dramatically rise even as poverty and local property taXf'$ faU. 

Imagine tbe impad on the spirUs of working Americans, when they realize that by 
working barder they will actually be able to 'ncrelU~ their hOllSf'bold inC'ome, Instead of, 
being M~aljzed. This will allow many who are lost In d..palr to 0." again tunl .0 work 
as a souree of meaning and hope for the future. What a novel idea: the tbought that 
work should pay, aad that Americans who work bard .hould be able to dream of 'a 
brighter future for themselves and for tbeir cbildren! 

The non~refund8hle tax credit this plan envisions for chujtpbJe contribution. 
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targeted to helping the poor is Ipec'fically intended to create an explosion of state, IGCBl, ' 
and privatt initiatives which tQuld build upon this founda,tion of economic justice and 
spiritual rebirth. The most effective soetal programs are those where control Is fl"erc:ised 
dose to the indh·idual 1n Deed. Energizing neighbor to neighbor u,lstanc:e Is critically 
important if we want to help those with the greatest individual needs. 

Many will criticize this "Blueprint for Economic: JUlLtice*' by saying that providing 
tax credit. to the middle elass and wealthy, as well as to the poor. will Increase 
government spending. But it JeelDS a stretch to iuWat that expanding government· tax 
c:reditst and a)lowing people to ~ more of wbat they earn, represents an Increll5e in 
government (a. opposed to iDdlvldual) .pmding. 

There flre others who will argue tbat providing tax aedits to. tbe midd1e clan and 
wealthy, af well as to the poor, wiU reduce govct'Dment revenue. But I wonder, why 
should s.nyone ~anJ unnecessarily ,to give a lot of money to. government When we nn keep 
more of it in our own hands, and' better a,ccompiish abe goals of our social policy; through 
this combination of workfare and tax code changes. 

Earn~d Income Tax Credits arc currently Qader attack from some quarters 
becau'f of fraud. The THIon a degree of fraud exists in todaY'5 ElIrned Income Tax 
Credit proe:raru is that refundable tax credits iU£'tbtivize American! to report income, but 
today's welfare and tax policies disiDCtntivize All1ericlUlS on welfare from taking paying' 
jobs. AI a result, some non ..lncome earnIng welfare reclpientl fraudulentlY report earned 
income in order to obtain the earncd income refund. But the solution· to thi. problem' is 
not to eliminate the Earned Income Tax Credit program, . it is to eUminate Jbe 
disincentives which discourage those on welfare from aauall)' taking a paying job! 

Anothor probable eritid.m of tbi. pion i. tbat it doe, nol provide .,.tra b.enelll$ 
to famities with extra eh·ildren. This is intentionaL In my opinion, federal.poUcy sb~idd, 
iDcentivize wtlrking, but should not incentivl%e having children. The reward for bav,ing 
children shouJd be the joy of parenthood, not incr-eaied federal' assistanee. 

E.onomi. OppomlIuly IJ The Goal 

The focus of the national debate surrounding welfare and 13];: refotPl should be 
Inore thaD just eliminating weUare fraud and tax evasion, or spurring ('apttal faima'tioD 
and economic growth. An equally important gOa15houJ~ be to provide a sotial saf,eiy' net 
which catchef! Amnicans When ',they stumble eeonomieal,iy, but instead of trapping them 
in dependence, bOih enables and incentivize them to work their 'way out of poverty, 
dependenc:y~ and deipair, and up the ladder of economic: opportunity. That is 'Specifically 
what these recommended workfare and tax law chang~ ~re intended to accomplish. 

If this proposal were implemented, there would be other gains· as wen. In 
particular, this plun would aJlow, for a significa.nt red~dlan in inefficient govern,"~nt 
bureaucracy and spending ... and hence a significant red~ction in taxes ~~ at the same time 
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tbat it de'Volves considerable power to state!, local govetnm,ents, and individuals. 

State and local governments, as wen as the private sector~ have an il'tlportant role. 
to play in expanding economic opportunity for eacb and every Ame~ican, and tbey would 
fPsily be able to build upon tbis fed~ral foundation of economic justie:e. For instance} tbe 
states could (and~ in my opinion, should) experiment with 'tnpro~lng education througli 
school choice inltflltivesl including the use of public and private .school vouchers. Local 
governm.ents, witb state financial assistance, sbould also initiate creative pubUc ..private 
partnership!! in job training and job plaeel11ent, such as the America Works program in 
Ncw York.. But the success of aU sucb efforts wilt ultimate~ be ~epChdent upon a rock 
soUd federal ffJundatioD of econootic justice, That is why these federal welfare and tax 
code changes a.re so important. 

There are certainly other options ,"'hicb we could pursue. We could les,,'e today's 
welfare and tax policies in placet and just ignore tbeir grotesque inemcienC)' and' 
administrative costs1 as well as the damage they do to family stability, the dependency 
they breed, and tbeir spiritual des,truetiveness. Or we could go in the exact opposite 
direction. We could s<:rap the entire weJtare system) flatten tax rates) and love no 
federally provided social nfety net or funding in place, wbile hoping that most people wIll 
be able to find a private sector job in a newly re~invigorated economy, and that the'states 
or private charity wHi be able to take care oftbose indiViduals who do not land on their 
[eet. As a third opdon, we could lake a hybrid approa~b, and leave today"" ilUlaD~' 
welfare Bnd tax policies in plate, even a,: we limit the recei.pt of welfure benefits to two 
years, so that we first encourage a state of dependent stupor, and once such is aehieved, 
thed eut benefits off. But I do not believe that any of the,:e alternatives will ,ever be 
moraUy acceptable to the American people, 

Other solutions still nced to be "tiffed to meet the needs of those who eannot work, 
But the reforms wbich ] have proposed" here ",,'QuId at least enSure: 1) that every 
American wbo is wining and able to work, would atso be able to find !1 job: 2) that every 
Amerielln whl) took a job would also be able to tarn enough to live decently; Bnd 3) that 
every American "'ho wotked h!1ra to increase his or her family inl:ome, would also be 
benefitted f.r d.ing s. and n.t penalized. And tbls propo.al would ....mpl..b aJr of this 
While permitting a significabt reduction in the sl.z.e and ln~rusjvc power of government. 

This i! the direction in which we should be moving, Tbe time has come to 
empower every dtiun with economic opportunity~ and to once again make Amerie,a D.. 

land of liberty and justice for sill 

http:propo.al
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CHART: ~'Net Income ~Dmples" 


.. 58,000 standard deduction per adult 

.. 27% flat tax, paid quarterly 

;0 $1,000 in refundable earn,ed income tax credit! per adult. refunded or credit~d 
qusrte'rly, for generaJ ncceJsitie:s (Note: to receive refuods, return. JDust be filed quarterly 
showing earned income of at least 51,000 per quarter) 

" S2,000 In refundable tax credits for health cart per adult (Note: to receive refund. or 
tax credits. proof of insurance payments or MSA contributions required) 

* workfa... jobs would b. limited 10 ••ub-minlmum wage or 54.00 per bour 

Single Adult Works Family Income If 
40 Hrs I SO We<ks I Yr Spouse Earn! Same 

Income from Workfare Joh 58,000 516,000 
@ $4.00 flu 

Tax Liability 0 0 
27% Marsi.al Tax Rate wi 
S8,000 $tandord Deduction 

General Purpose 51,000 $2,000 
Refund or Credit 

Health Care 52,000 $4,000. . 
Rerund or Credit 

Total In.ome Net of 511,000 sn,ooo 
Refv.nds and T ""e. 

. 
Effective Tax Rate (38%) (38%) 
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Income from Private Job 
@$8.00Ibr 

516,000 $32;~ 

Tax Liability 
27% ~fargin81 Tax Rate wI 
S8,000 Standard Deduction 

(Sl,160) ($4,320) 

General Purpose 
Refund or Credit' 

$1,000 52,000 

H.alth Care 
Refund or Credit 

$2,000 S4,000 

Total Income Net of 
Reftmcb alld 'rn.. 

516,840 $33,680 

Elfective T8lt Rate (5%) (5%) 

Income from Private Job $30,000 , $60,000 

Tn Llability 
27% MarginaJ Tu Rate wI 
58,000 Standard Deduetion 

(SS,?40) (511,880) 

General Purpose 
Refund or Credit 

51,000 $2,000 

Health Car. 
Refund or C''edit 

52,000 54,000 

Total Ineome Ne' of 
lUllutd. and Taxes 

527,060 $54,120 

Elfedive T .... Rate 10% 10% 
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lDeome from Private .Job ' $60,000 5120,000 

Tax Liability (514,040) (18,080) 
27% Marginal Tax Rate wi 
58,000 Standard Deduction 

Genera! Purpose 51,000 52,000 
Refund or Crtdit 

Hc.lth Ca... 52,000 54,000 
Refund or Credit 

Tota/Income Net of $43,960 ' 5".920 
Rel'lmdJ aDd 'ru.. 

EffecIlve Tax Rate 18% 18% 
, ' , 

lDcome f ....m Private Job 5100,000 5200,000 

Tn Liability 
27% Marginal Tax Rate w/. 
58,000 Standard Deduction 

(524,840) (549,680) 

General Purpose 
Refund Or Credit 

$1,000 51,000 

Health Care 
Refund or Credit 

52,000 54,000 

Total Income Net of 
Rel'lmdl and Tues 

578,160 5156,320 

Effective Ta>; Rate 22% 22% ' 
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Income frDm Private Job " 51,000,000 n,ooo,ooo 

T•• Liability (S167,840) (5535,680) 
27% Marginal Tn Rate wi 
58,000 Standard ned"ttioD 

General Purpose "51,000 "52,000 
Refund or C,,>d!t 

H.altb Car. $2,000 54,000 
Ref.nd or Cr<dlt 

Total Income Net of 5735,160 51,470,320 
Rel'w>ds and Tu.. 

ElJeotive Tax Rate 26IYo " 26% 



CHA~T: "Sample Scenarios" 

I) A ,iDgle adult. wilbout <hildren•••rDing 5100.000pery••r, would Det 578,160, 
representing an ~ffecttve tax rate of 22%. Tbe taxpayer would not be penalized for 
'Working hard to earn a relatively high intome, and would be able to take advantage of 
the full $8,000 st2l.ulard deduction l the non~means t'ested 51.000 general purpose tax 
credit, and· the Don~meaD! tested S~,OOO tax credit ror he·alth care, whicb the taxpayer 
could claim after submitting proof, of payment of health insurance or medical savmgs 
aceount expense!, 

2) A married coupJe, with dlildreo l with one spou5e earning 580,000, and one spouse 
earning 540,000, would nel 597,910, repr.s.Dtlng an effe.tlve tax rate of 18% .D their 
combined income. Tbe couple would take advantage of two standard deductions, two 
general purpose ta,x tredits, and two health care tax credits. The couple would not 
receive any tax breaks for cboosing to bave children, but neitber would the couple be 
penalized for choo~ing to m.arry and form a siDgle household. Their combined tax 
liability would be precisely 'be sa",e .s il would bave been bad ,h. two adult •.filed 
separately, Irl fact, the couple,would receive some economic I?enefits ror formiDg a family. 
,ince by sharing a single rent and famity health insurance poliey they would be abJe to 
stretch their spending. 

3) A married couple, without e~,ildren, one earning 5110,000 .per year, and one reporting' 
510,000 in Income paid by tbe other 'pou,e for hom.malting ••!'Vi.." would omelaUy net 
the same 597,920 8$ tbe couple above, representing the saine 18%' effective tax rate 35.the 
eouple above, on a combined nominal income of 5120,000. Tbe couple's &;ctlUll ext,e~al 
income would only be $110.000, of course. But the artifice of having the bomemaker bin 
the eJ.ternaUy working spouse for S10.000 in 6er.'tce, wotald be sccepted as a legitimate 
meanS' by which the couple could take ad ..'antage of two standard deductions IUId two selll 
of Earned Income Tax Credits. This w01.l1d have the tax code rccognize for the first timc 
that bomemaking is valuable work, and would provide a distinct economic benefit for 
having formed a family. 

4) A jingle adult, with children, ellrning 516,000 per year, would .ild 516,840, repre~enting 
8n effective tax rate of ..5%. Making ends meet on 516,000 ·a year ii hard enougb,. 
without having the government take 01lt taxcs. The "netting up" effect ot the 
"refuDdAbleH lax c:rediti would actually add to the reward for work which this u.4ult 
receives from bis or her employer. 

5) Co-habitatiag adults f witbout cbUdren, onc earniag Sl1 t OOO al a miaimum wage Job, 
and the other earning S6,000 at a 30 hour per:week workfare job, would nct S22,730, .for· 
an effecti,,'e tax rnte of ~34%, Since this eOllple was not married, they would not be able 
to rue a joint return. But since marriage and hOllicbold formation is neither Penalized. 
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nor preferenced under tbis system. tbe couple's filing separate returos would have no 
economic CODStquence. They would simply reeeh:e tbe same econolnlc benefit which all 
households receive from sharing a rent aDd medical policy between two or more income 
earoers. Tbls uhouseholding benefit," combined with the Detting up of their two very 
mode.t incoln(!S, would allow them to live decently even though they were working lit very 
low paying jobs. 

6) A slngl. adult. witb children, earning S6,000 at a 30 hour per week workfare Job,. 
would net $9,000, repr~enting an effective tax rate of ~SO%. This adult would find it" 
difficult lDaklD~ end. m.... Thl. would give him or ber an in.entive 10 rorm a bou""bold 
aDd share I rent and other expenses with' at least ODe other < adult. It would also 
encourage the adult to take 3dvIlDtage of job training opportUDities aod search for. B 

high.. paying job. I( tbe ad.llianded • 40 hour a week. 58.oo·.n hour job, his or her 
income, with tbe benefit of tbe refundable tax credits, would quickly rlae to $16,840. 

7) A single adult, without ehUdre~, fnudule'ally reporting S6,O{)O per year of income 'from' 
a workfare job, would net 531000, reprtsentin~ an jnfi~iteJy negative effective tux rate. 
unlil such time u the fraud was "detected. Of tbe S3,OOO in benefits received, 52,000 
would reprennt iii refund for healtb insurance premiums or MSA contributions. ',This 
would be cheaper tbao today'S: per person cost fOor providing Dledicaid coverage. Another 
51,000 of the ...eived benent. would come back in tbe rorm or ,ash. Tbi. would hardly 
be enough to live, creating a signirlc8nt incentive for the adult to scek real employm~Dt 
and legitimize his or her frlludulent claim for the Earned Income Tax: Credit. ' 

.,' . 
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1) A .inKle adult, without children, Cllflllr:f; SifiO~(jII. r , \ \!'::Jr, ··• ....'ltlld, n:i !73J60, 
reprelentm8 aD etTective tal: ral~' of n'l

,,, , rile l:';'Xf'lt' f'.- \' ',~lld r.;t be pr'n.:izcd for 
working hard to eam a relatively hi%!h hl\:'?IOt!t !ind 'r' .... Ie: l,t ,ble t, wkt: It''·.'8nuspot 
the full $8,000 .tandard deduction. the ni.ln~mC'~i:J$ ll,t~r '! tllm ;:i1JCrs! pllrpo,;.: tlU' 
eredit, aud the non-mc8IlJ tcstcd 52 1000 tax t:.rcdir for 1, ...dt~1 car!!) "'hh'h !~ ,'; !:!:,~p:1yer 
could claim after .ublllitting profrf of payment of he::..;': n .":lMe(' (lr mcdi'nl ~:=.\'il'lga 
account etpensu. 

1) A lIl.rried couple, with children, 'r'ilh Ollt ;ipOIJ~(' ~:",:·r'.,; S8u\(P,f: :IfHI :\00 ~pouse 
caminl 540.000, would net S97,nO~ reprt'5 .... JHing an ('f!c.:,!~~ ~!'I.X r::-t.: of IS ;, Ml rheir 
eOlllbined iucolllc. The toupie would h:kc utivgt1fag~ • -' \',.. , ·ta;lCJ:;~d dedu 'Ij(!r:~. tWO 
gCDeral purpo.e tal eredits., and,tw(1 hC:Jltb \i~n: t~\, ~.\;:.. Th. couple -"\'ll:~ not 
receivc any tat breaks for chOQ5ing 10 he'''!;, children. I, ,t .~. 'I-j[:r i-" :I;h! tb: rrlj'~;i; be 
penallzed r"r ehoollnS: to marry ::tnri form :t ;ltldt' bl ;, ,J, T . .:ir -CU' hirp.,-I ral.I 

Uability would be pr~isety the 5;11'111' ,I:>. H would l1ft'-( ',l"' ,11UI t'i! ~wo hjl'~ !:)ed 
separately. In faet,thecoup1ewoulri reee!\' ... .'omc ("con.J:-.'" ',,, [its f.q" formi,· ... f! f"fPilYf 
&inee by sharing a single :rent and t'lilrnib he~ltll hnutt.:·~: ",' y thc,\" ,·.'fJ~j!d bo:' ilbJ4': to 
stretcl! their spendmg. 

3) A married couple, without children, nne 1:W,'9ln:;- !n:·, r- ;\'c);i, .lr!d LIP ,t;;::<·n1ng 
510,000 in income paid by the other ~:::Hi:U>'C !fl:- homr:ns:l., 4. ' .. ,It:CJ. 't: uid (I: 'd·,l " ,let 

the ume-597,920 as 'be couple abov\" reprt'\t:ntinjl tbe ~JJ.!: :.. cae j'\''.! IM'- >I, , • :Ie ' , .couple above, on a combined nominal incltlllt' 'lfS!2CUI', . C'O'Jp';'S :1ctl1 .r: al 
income would only be 5110~OOO, or ":0111""'1:. BUI the 3!1111'!. '1 j ·~ing· tc i1Vtl'L :1 1- , Jill 
the externally worklag spouse for SIOIOflO 1{,) s..:n-icc; IoH"t.,.> ' _ l"'>:~'f\ I:d as 3' -":"'- :le 

means by which the coupJe could take apys:r.race of~'{'i .;t..• ud,,!Q d~du:tirms :J! 1 '.,., ~rts 
of Earned Income Tax Crrdits, Thi~ wQul(; ha\'c the t:n: ~,;C~ t~~J2[li.t!: for lb !'ir.>! .:r:~1! 
that bOIDemaldng iJ valuable work. Hnd would providl: .1 ,,'!"fl' ct (."1'> ilomic 1 "Ct.::l for 
bamS formed a f.oJllily. 

4) A single adult, with children, t'fl.rnitH! S I (),o.O{~ ptt yesr. n ,·",1 if ~;N S1 ,'. ~40, rf~ nl ~.' ,:,:1 g 
an. effective tax. rate of ·5¥o. ~,bl,\n~ naB.. m(J~t :)[1 ~; '_',I') .1 yeo:' l~ ~1:1I 1;;-" <1) 

without havlDI the govern Oll'n I t;rkJ: n:: t!l\./.'.l-, 1 ~I. 'dll~' .," f..'rr il.! 

"refundablen tax credi'. would aC':.'J.<i;,\ , ~rJ ·1 thl )" ..\<;, ~-'hic' 'jlt 
receivCl from blJ or her employ!."... 

5) Co~habltatinl adults, without chHdrr'n. (,tiC c:lrnin?, 5; t" 'J. n ,i:;;:um 
and the other taming 5(;,000 at s 3ft hour per \-\oed; v,'l)rl~{' t ':.. 't~Ol~;'~ He! SJ ::f, j,'j{. 

an effective tax rate or ·34%. Siolic this t'Dllpl" W:lS no:'~ " ;r ~ht') V'(]u:rl 11 1 1H f..ble 
to file a jomt return. But !incr mania?!. Ij,oe bou ... cholJ 1.. ' Ion Lt .:::::i:ht'!' 
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nor preferenced under this sY$tem. lh;; couple's fmo':!: ~CP2ntt, ret rrn$ wn in t.,'j.:t! DO 
economic etlR.equeDet. They w~uld simply rtt'eive the '.llnt' e>.:onl)ltIi:: hent' \ \\ l";~h ali 
hous.hold. receive from. Iharir.!~ <1 t~"jP }Iud mt'di('~d j." " : ~f:\"'~l?n -.,.,.:1'] or I"!" IIC' ; 1C(lme 

earnen. Thil uhouleholding bendit.'~ l'umnrncd wlln \11\ ·taing 1'j') oj' the f· -, ','''rj 
modest Incomes, would allow them to lh"i;' dtccnily c'\'C'n !tn 1I t'" rh\!)" 'm:: WQr d •• '~.!. "'ery 
I... paying Job.. 

6) A tlnsle adult, with children, CllrrltC S6.{I(.lO ~t l< " per "'~':k \~ .'. 'jol?t 
'Would net 59,000, reproenting 410 I.\ff( 'th," tax [Ji';! " ~ .... This -dult I' "'l i'.':!.iit 
difficult making ends meet. Thii .... \iu!d c.h'l: l.im or [;\,1 I' ,. :. 3!n'!; '-1 forO! "1.." '" .:nold 
aDd ahare a rent and otber I!xpt'rJ.H'" I~i(~ :11 :,ssr ;, '.1' (f :t,l!}L 11 

, " 1encourage the adult to take' "d,.'jHll:1gt. !d' jDL trainin'~ "t" 'unitil!< llnd ~ ,,( ~ 
higher paying joh. If the adult bndt'd 1:1 40 hour i! \''1.:,/", {, 'lil an 'Ioqr ju;" ~ ilcr 
ineome, with the benefit of tbt rtrW1ft:,l bit; ~JX creditl' \ I)'lld nBc!.:l·· Tif,t: ttl ,. " 

7) A lingle adult, without chHdren, fnwdulct..t1~ rt'pnrIP::' :.., .. l'.l~ p~r '~lIr 1>1 I 

a workfare job, would net $3,000, rl'p!'(,,,cl1tin~ Cln lnih.:\'·,' '\lg:HI. ~ elf~ct. r:::.re, 
untilludJ time u tbc fraud '\\"<1$ detected. Of tt,;,: ~2 ~ ~ _, hene",; rC'c ')00 

would represut a refund for h-tuith II'"U!':ll1C(' ptcmit:.t:, /'t ,·!S.·\ ~lJHnhu Thil 
would be cheaper than todayt; pt'r (It'r<;uo cost for prQ\"•.110: .l ... ·~ic~if' c;,*,'crec her 
51,000 or the received bCDefits w{wld L'nm~ bilek in the; tt1.i l,! t:.15>h Th~i "\'" ,"ily 
be enough to Jive, creatillg 3 )tilplific~nt ince:,nti,-C' fur Ih· ), iult to ie, k real ( vn( 

and legitimize hia or ber fralldllll> .. 1 ("him for the- E:ur.t,d I11l r me 'J 1", CrrUl 
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INTRODUCTION 

An important debate has now broken out of the editorial pages and into the public arena 
about the rea) health of the U.S. economy. Some economists such a.,> Robert Samuelson have 
argued that many American's anxieties about side-stepping pink slips and managing economic 
survival are really false concerns. He argues that rates ofjoblessness and job-hopping are 
roughly similar \0 or only slightly higher today than twenty years ago. Forthermore, Samuelson 
argues thal the economy is perfonning as it should, rewarding those hest prepared to adjust to 
transitions thro~gh which the American economy must inevitably go, 

Others on the other end of the debate are alarmed that the economy is leaving the working 
middle class behind; thal the combination ofrnird work and dependable perfonnance no longer 
assure adequate health care and retirement savings, educational opportunities for children, and 
the promise of an improved standard ofljving over time. For the first time in the nation's 
history. productivity is surging upward and average real wages are failing to respond, In the first 
quarter of 1995, for example, productivity surged 2.7%~ but wages have continued to decline, in 
fact registering their largest decline in.eight,years; Productivity has now outstripped wage ." .__ , 
grov,.1h for lwo straight years. As Samuelson argues, those who are on the upper end, with 
advanced training and education, are rewarded in an economy that needs their services. But. 
these unskilled workers, who represent 700A of working Ameriea and historically had 
opportwlities for relatively high~paying jobs, are increasingly abandoned by an economy that 
needs their services less and Jess. 

In his 1996 Stale of the Union address, President Clinton declared that the "American 
economy is strong,~ Home oVll1ership is at its highest rate in 15 years; 7.8 mHlion new jobs ., 
have been created in the last three years; and the administration~s 1993 economic plan has cut 
the deficit "early in halfand significan~y reduced the burden of taxpayers. Furthermore, to say 
that corporate profitability, stock market averages~ and manufacturing volume productivity are at 
historic high.s fails to capture just how continuous and ernptive these advances have been. But 
clearly, America's working families are not hitting these same historic highs *- and an updated 
version of President Ciinton's 1992 campaign slogan, !!It's sill1 the economy, stupid" continues 
to reflect the anxiety that most working families feel about their current and future economic 
circumstances. 

Not since the American Civil War has there been a 20~year period in which average real 
wages fell··- except from the 1973 to the present. The American standard of living hilS been 
even further undennined when Americans tried to make up the difference by working harder ~­
more jobs, and both spouses working. The average fuU·time male employee now works a week 
and a half longer a year than in 1973. The number of twa -worker families rose by more than 
200"1n in the 1980s. and seven million workers hold at least two jobs, the highest proportion in 50 
years. /\nd the largest increase in the proportion of working spouses was among families 
eamJng thc~ least money. 

http:grov,.1h
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To add to the financial tension of working families. the cost of education at public 
universities"has risen 50 percent higher than inflation since 1984,'and even the cost ofse.uding.a..... 
son or daughter to • community college has doubled in real dollars since 1970. The cost of 
health care has skyrocketed and participation in pension plans has dropped. 

As if lower wages, longer hours, and higher prices for education and health care were not 
enough, job insecurity has grown and grown. The American working family has confronted 
unrelenting lay-offs, downsizings, relocations, and business reorganizations. With the mean _ 
time to financial failure (the time after the loss of sources of income by which all family 
financial assets would be used up) for almost half of all working families at somewhere between 
two minutes and two and a half weeks, average working families' anxiety about their economic 
futures has reached new highs. The "American Dream," the belief that the next generation 
should be and will be better offthan the previous generation, has simply shattered. 

How couJd this have happened? One reason is that since 1973, our economy has not 
sustained rates ofeconomic growth close to those of previous decades. From 1870 to 1973. the 
American economy sustained average annual grov.1h rates of 3.40/0., but since then. the nation ~ ..... 
averaged only 2.3% annual economic growth. Had the American economy grown at an average 
of I% more per year than it did since 1973 (which would still put the growth rate a little lower 
than the U.S. historical.verage), annual income for the typical family would have been about 
$5,500 a year higher in 1993, and possibly more. From 1973-1993, the typical family would 
have earned an additional S50,000 in income, which it could have used to pay for college~ for 
health care, for a down payment on a home, or to allow one parent to stay home with the kids a 
little longer. 

And .he second reason that the American dream bas stalled is that the fruitS ofwhat 
growth there was have nol been shared with average working families. DlUing the period 1950­
1978, economic growth was shared by all inoome groups. But from 1979 through the present, 
any increase in profits seemed to only increase the inequality of wealth in America. For 
example, from 1950 to 1978, lite bottom 60% of American families (by income) experienced an 
average growth in real income of 1 i4%, while the top 40% averaged only a 105% growth in real 
income. But from 1978 to 1993, the bottom 60% saw real family income growth go negative, an 
average dmD of 8%} while the top 40% experienced an increase of8%. , . , .'_, _ 

Many of those who have thought about the wage and jobs problem in America have come 
out swinging against "Corporate America." Even the front contenders in the Republican 
presidential primaries, having stubbed their toes upon the problem of stagnant incomes, have 
toyed with rhetoric about corporate "captains of greed" and the urgent need for corporate 
responsibility. And to an e)(tent~ some corporate executives have played into their hands by 
pairing surging executive compensation packages with proliferating pink. slips and job out­
placement counseling for Hdown-sized" employees. But in truth the villain is not corporate 
America. Rather, America's economic system which has been Increasingly challenged by 
international trade competitlon and Wall Street's increasing insistence 'on short-term profits has 
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produced a dysfunctional relationship between working fa,mjlies. on the one hand,. and 
corporations,- labor, securities markets, ,and the government, on the other.... 

The "system" has failed to provide adequate incentives for business investments in the 
United States that will produce new products, new processes, higher profit margins,·and.rugher 
wages in th" long run -- that will produce global market power in high-value-added products and 
services: research, development. plant, equipment. process technologies, new distribution 
channels, n€M' marketing strategies and worker training. 

Moreover, businesses are faced with tough choices given the incentives that foreign 
governments often provide in tax abatement packages, financial. grants, lower laoor costs, and 
Jess stringent environmental protection regimes. Countries such as China are known to squelch 
market access unless a firm agrees to technology transfer concessions or to building a 
manufacturing operation in that country. China then compels that manufacturer to export up to 
70% of what is produced, often to the United States, thus displacing jobs in this country that 
should be directed towards fulfilling America's own domestic demand. And our securities 
markets exert enormous pressure on businesses to slougb off workers and scale baek R&D. _ . 
programs to pump up quarterly financial results. The results of these systemic pressures include 
lower and lower wage strategies, leading. to restructuring. downsizing and outsowcing aU 
eontribute to the uncertainty and anxiety that working families feel about their futures .. - .. 

According to pollster Stanley Greenberg, Americans feel that they are "scrambling" just to 
hold things together, just to manage the bills that come in month to month. But still, people feel 
that they can chart a course through this uncertainty -- as long as they can make it to retirement '. 
and get access to Medicare-and their social secwity savings~· But lateiy.Medicare and Social ... __ 
Security, part of the personal survival strategies of many Americans, have been threatened. In 
addition, a(:corrling to Greenberg, most Americans believe that economic advancement can come 
through education and training -- but the costs of education are increasingly out of reach for 
those who would most benefit and who are least able to pay. The story is the same in health care 

. ~- cosls are going up and workers are having to personaUy carry more and more of that burden. 
Retirement security is the same, We are shoving the responsibilities and risks of this economy 
onto average workers who, by themselves. cannot cope. It is time to build powerful allies for 
working families for their perSOnal economic strategies. 

Amenca should not minimize, and Democrats should be proud of, the important steps that 
have been taken in the past to support working families, The institutionalization of a minimum 
wage, the 40 hour work week, COBRA, work place safety rules, family and medical leave, 
college loans and the right to organize labor unions. as well as Social Security. Medicare and 
Medicaid, have aU been important in securing a certain degree of safety net for hardworking 
Americans. But the new global marketplace in which we aU work requires new ideas and new 
ways in which to make businesses, the financial market. and the governments allies of working 
families for the struggles ahead. 
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It is high time to demand that the American economy put itself on a "high-wage road" 
back up to OUT hisloric economic growth rates. The key players must finally assume their roles 
to help us get there: American businessc::s, Wall Street and the financial community. and the_ ., ; 
federal government must all become allies of working families, self-employed workers. and 
small businesses. Our report consists of a comprehensive strategy to ally these forces.· It· . 
proposes to align federal tax policies, spending priorities, and regulatory policies along a single 
trajectory toward higher economic gro\\th: 

CJ 	 By producing long..Jerm investments by busine~ Wall Str~ and government in; 
reseaf!~h, development, plant. equipment. process technologies. new distribution channels. 
nC\'.' rr.arket:ing strategies. and worker training. 

o 	 Thai is shared by America's WM'king families. A trajectory for economic growth that win 
value and invest in the nation's workers -- equipping them with the skHls they need to be 
1he best workers in the world, giving them too1s they need to embrace, and not fear. 
economic change, and rewarding them for worJd~C)ass performance. 

o 	 In the United Sllltes. A trajectory for economic grO\\'th that uses both carrots and sticks to 
force open lucrative, growing foreign markets for American-made products and 5eIVices , 
and which prevents the W\dermining of the finest partS of our economic system by 
intolerably lax labor. environmental, and property standards elsewhere. 

There are those who win say that building alJiances for this enonnous task between 
working families on the one hand, and businesses, Wall Street, and the·government, on the other,. __ 
is futile. TIley will say that higher =nomic growth is not possible, asd·we·must simply.Jea.e_ _.' 
the "invisib1e hand" alone to do what it will do. In other words. none of us has responsibility for 
working on this problem. None of us can do it, so none of us should be asked to try, 

We reject that view categorically. We look at America's strengths: 

<1\Ve W"e still the most productive and richest nation per capita in the world. with 
unmatched reserves of financial resources and productive capacity, We remain leaders in 
dozens of key industries, from chemicals to electric turbines, personal computers and 
software, semiconductors and biotechnology, We are the best retailers and distributors in 
the world. We are an entrepreneurial people and a mobile one, a sprawling nation v.1th 
plenty of room for new beginnings, Unlike the world's fanner economic leaders. Holland 
and England, we are still a gigantic marketplace where the world's best companies 
continue to build plants and distribution facilities, We are aging far less quickly than our 
advanced competitors, for whom the financial pressure of Social Security and pension 
obligations will he even greater than ours. Our high levels of immigration. if periodically 
overwhelming, are a source of young, ambitious people, whose predecessors throughout 
our history have been highly successful here, no matter how they have been insulted for 
genetic incapacities by the 'experts' of the day. We are still one of the best educated 
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peoples of the world.~· (Jeffrey Madrick, The End ofAffluence, pp. 159-160.) 

We are determined to take these strengths, rebuild the standard ofliving for America's .. , .._ 
working families, and restore the "American Dream." And we chalJenge aU who are willing. 
among America's businesses, financial community, and the federal government, to join a new 
alliance and take on their share of that solemn responsibility. 
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ESTABLISHING THE "A-Corp": 
HELPING BUSINESSES BECOME ALLIES OF 

AMERICA'S WORKING FAMILIES 

A merica's businesses are facing enormous pressures from international competition 
and from Wall Street to produee higher and higher short-tenn earnings. They are 

confronted with tough choices in the global market place. For example, should they make their 
next investment in the United State~ or in a particular foreign country that touts lower wage 
costs, lower labor standards, and lower envirorunental requirements while at the same time 
promises to deny access to its market unless the company invests within its own borders? And 
how does the company daily satisfy its Wall Street investment analysts that it is taking every 
step imagin:ibJe to pump up quarterly earnings at least for the short~tenn? Too often, without 
countervailing pressures, America's businesses are compelled to pursue short~term, low­
investment. low-wage, cost~cuning strategies. The result? Down~sizing, restrucnuing, and out­
sourcing. 

These words ~- down*sizing: out~sourcing and the Jike -- are frightening words for most 
of America's working families. because so many key components ofeach family!s. 

economic strategy are dependent on provisions made for them by their employers. After all, 
decisions about pension plans, worker training, health care: and"their wage rates are in the hands 
oftheir employers, As workers must be partners ""1th their employers in producing world-class 
goods and services, businesses should necessarily be allies of their employees in helping them ~""'_' 
execute suc,~ssful personal economic strategies, We therefore propose a powerfu1 set of 
incentives to help businesses fulfill this role. . 

We propose permitting businesses which operate in the United States to self-qualify 
for status as a "Business Allied with America~s Working Families." The attorneys 

and accountants for such businesses (which might be called "A-Corps") would provide opinions 
that the business qualifies. according to eertain criteria. For every year it quaHfies for status as 
an A-Corp, Ihe business would get the benefit of extremely favorable tax, regulatory, and 
government contract treatment, as described below. 

How would a business self-qualify as an A-Corp? The business (which shall be 
defined as all of its businesses, subsidiaries, and joint ventures under common 

control) would have to meet certain tests, about which its attorneys and accountants could give 
an annual opinion. For example, the business would have to: 

o 	 Contribute an amount equal to at least three percent (3%) of payroll to, and offer to its 
U.S, employees, a multi-employer or multiple empJoyer pension pian (defined 
contribution or defined benefit, with significant portability), or sponsor a coHectlvely­
bargained. single-employer plan. 
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Q Devote an amount equal to at least two percent (2%) of payroll for lJ.S. employee training. 
or education which training ?T education was certified to meet standards set by certain 
industry groups. 

Note that the National Skills Standard, Board:created under the Goals 2000 legislation 
passed in 1994, is tasked with developing a system ofvoluntary skills standards. The 
system will establish a common set of skills needed for a cluster of occupations that 
workers will need. 

Q Offer to all U.S. employees (permanent and temporary employees working for more than 3 
months), and pay at least half of the cost of, a health care plan conforming to • basic 
model health care benefits plan drafted by the National Association of Insurance 
Commissioners. 

o Ifa for~profit entity, operate for its U.S, workers either an employee profit-sharing plan, or 
an employee gajn~sharing plan (bonuses tied to employees meeting certain measurable 
productivity, quality, safety or other objectives), or an employee stock option plan, or an....,.,.. 
employee slock ov..TIership plan: 

./ in which 50% or more employees participate, where no individual employee 
owning more than 5% of the stock or receiving over 5% of the benefits is counted 
toward this requirement; 

./ which is managed by an employee-elected trustee; and 

,/ in which all Stock is full voting stock. 

o Maintain a compensation plan such that: 

.I the compensation (excluding stock options and purchases meeting the restrictions 
below) of the highest-paid employee is no greater than 50 times the compensation 
of the lowest-paid full·time employee; and 

such plans shall require gradual, 5-year vesting of options and underlying shares ..:.. 
acquired by management executives under all stock option and stock purchase 
plans; and 

./ a substantial proportion of the compensation received by members of the 
company's board ofdirectors shall be in the form of stock options which shall 
require the same vesting requirements as for management executives, 

Q Show that in the preceding three·year period: 
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tI. 	 at least 50% of the total of all net new investment in research & development was 
made in the United States; and 

at least 90% of the total of all net new investment in plant. equipment, and 
employment used for the production and delivery of products and services. 
'conswned in the United States, occUlTed in the United States. This would likely be 
caleulated by requiring that the.. investments equal 90% of the proportion that net 
new sales in the U.S. represent afthe business's total net new sales in the world 
during that three-year period. . 

Cl 	 Maintain above·average or continuously improving occupational safety and environmental 
compHance records. 

o 	 After December 31, 1998, belong to and pay significant dues to an industry association 
which shall be certified by the Department of Corrunercc as: 

./ 	 actively participating in the United States in the setting of education, training, and 
apprenticeship standards for workers"in its industry; and requiring its members to 
support local school-to-work systems through consultation with local school 
officia!s, supporting schoo! to work cumcul.. or providing work opportu!lities for 
students participating in school to work programs; 

./ 	 offering to all of its U.S.-members the opportunity to participate in a managed, 
multi.employer or multiple employer, portable pension plan similar to those . 
operated by T1AA-CREF, the National Automobile De.a!ersAssociationand the .c,<_ 

Rural Electric Cooperatives, for example; 

./ 	 providing Significant assistance to its members with respect to the export of the 
industry's goods and services from the United States. 

A.Corp Tax Benefits and Tal Benefits for aU Corporations 

We believe that stagnant wages are traceable partly to inadequate long-term 
investment. I This view holds that long run wage increases can only be based On 

improvements in labor productivity, which in tum depends on both the degree and direction of 
America's investment/capital allocation activity. 

Recent statistics indicate increases in workforce productivity, but the Jonger productivity 
trend over the last 20 years is weak and any recent gains have been in volume (number of units 
of standard product produced per worker) not value (units of output per t1i1it of labor and relative 
prices) productivity. Increased volume productivity will not lead to higher wages jf the price of a 
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'company's products falls relative to the price of its inputs. In fact.., sin~e 1981, value 
produetivity growth has been much slower than volume productivity growth, 

This u'end has direct impact on America's competitive position and American living 
standards, If the U,S, continues down the road of stifled hmovation and low-value productivity 
gains, foreign competitors will make greater inroads since they more easily can match effieiency 
improvements on standard products or compete successfully with American finns based on 
lower wages, in other words. American wage growth will not expand until the U.S. expands "', 
production of higher·value items. Furthennore. new products and new markets are needed to 
create new jobs and offset employment reduction that often accompanies productivity growth in 
established products and services, 

The existing Federal regulatory frarne'WOrk (most corporate governance rules, tax laws, 
and accounting conventions) exacerbates the problems of capital allocation and wage stagnation 
since much of it was developed before WWII, Since the 1950s and 1%0s, revolutionary 
cbanges have swept the business world. including dramatic grov.1h in information and 
communications technology, extensive globalization of production and investment. a shift in ... 
importance from large and diversified companies to smaller and more flexible organizations, and 
a pronounced concentralion of private equity ownership in institutional agents. We believe that 
the Federal government must update its investment, corporate governance, and tax po:livics.w ' 
renect these fundamental changes, to link prodUctivity growth to wage growth, and to encourage 
proliferation ofresponsible business practices. . 

I n our view, composition of investment matters, If the U.s. takes beneficial measures to 
reduce deficits and increase savings without efforts to channel these benefits into . 

productive capacities, then it will bave done little to address the root causes of income 
stagnation, In other wordS, it will matter if the newly expanded savings poo) is spent on worker 
skill upgrad(~s and new technology or on nicer houses and more office buildings. 

Overall growth in the nation's net capital stock has fallen considerably over the past 
twenty years. A decline in fixed investment means that growth of the capital-to-Iabor ratio in 
US industry -- whicb is crucial to gtO\\1h in value productivity and wages -- is slow by bistoric 
and international standards. Three particular investment trends have contributed to this pattern 
and are of C<1O<:ern to us: 

1. 	 Nel investment in fixed corporate assets in the United States has faUen 
substantially, by both historic and international standards. American companies 
now invest at lower rates in intangible assets (R&D, workforce training. new 
products and new markets. supplier relationships) establishment of brand names 
and distribution channels) than their ~oreign competitors. 

2. 	 New eqUity issues have been outpaced in recent years by equity retirements (e.g. 
from acquisitions and stock repurchases). Tbis matters to the issue of bigb~wage 



Page 16 

jobs because most intangible investments (R&D and new market development) are_ 
funded by new equity, nol tax-favored debt or internally-generated cash flow. 
Most corporate investment now has to look solely to internally-generated cash as a­
source of funds, and not a much larger pool including new. outside capital. 

3. 	 Increased dividend payouts byfirms rejlect capital market pressure for current 
income as well as shortage 0/ Investment opportunities Ihal meet perceived hurdle 
rales. High hurdle rales (required return) in the U.S. relative 10 foreign 
competitors result in comparatively high profits and lower investment in the U.S, 
than elsewhere. If there is a shon supply of capital and immediate returns are 
demanded and if certain types of investment (R&D, worker training, market share 
development) are less conducive to precise future cash flow projections. high 
hurdle rates will jnefficiently skew capital away from longer·term to shoner-tenn 
or more tangible projects. As a consequence, American companies spend billions 
buying back oy,.n stock rather than investing in new assets. 

Deform of capital aUocation patterns must begin with tax policy, since the tax code 
~fTects the choice between saving and consumption, the form lnvestments take. and 

the vehicles government chooses to pursue specific public goods. Problems in the current U.S, 
tax. code mean that: 

I, 	 Debt isfavored over equity sO capital is steered toward older~ established firms 
with assets that lenderS can col1ateralize. and away from younger high tech-firms 
with a greater proportion of intangible assets. Business traditionaHy finances 

. riskier.long-Ierm, v8IUe-addedaclivity....m as R&D and.worker skill ITaining __.___ 
through equity instruments, not debt fmancing. But the current tax system, which 
makes interest payments fully and immediately deductible business expenses while 
double~taxing dividends on equity and providing no deduction. or only a partiai 
deduction or extended depreciation for the use ofretained earnings for )onger-tenn 
investments. incentivizes debt while discouraging equity. 

2, 	 The incurring afresearch & development expenses in the United States is still 
discouraged. First, the r&d tax credit is still temporary and limited. And second, 
the percentage of r&d expense that is deductible depends on the percent of. 
business's income that is foreign sales income. For example, if 50% of the firm's 
income is foreign income, only 50% of the firm1s r&d expense is deductible 
against U,S. eorporate income taxes, even if iill ofthe research & development is 
done in the U$. 

3. 	 The licensing of U.S-invented technology to foreign companies is explicitly 
encouraged. In a perverse structure, firms license their technology in foreign 
countries so that they can increase their foreign income on which they must pay 
foreign taxes, which in turn increases the foreign income tax credit available to 
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them to offset against total corporate income for u.s. tax purposes. 

," 4. 	 There are hig differences;n the corporate income taxes paid by different types 01""­
firms ;n the Us. The enonnous complexity of the cUITent corporate income,tax 
structure leads to remarkable unfairness over types of firms. That in tum Jeads to 
demands for reduction in the unfairness which means a reduction in, or a 
ralcheling down of. the percent 0/all U.s. taxes paid by corporations. 

5, 	 Finally, there is an enlire industry which costs the economy in excess 0/$300 
billion annually, fa find ways through Ihe complexity ofthe current corporate lax 
code 10 reduce husiness taxes. In a classic misallocation of resources, some of the 
best, brightest, and well~trained minds in the country ~~ lawyers and accountantsl 

generally ~~ are highly compensated to achieve no net value to the domestic 
economy. 

For ali of these reasons. we propose elimination of the corporate income tax and the 
adoption of the Boren·Danforth Business Activities Tax as described in "The ,. _ < 

Comprehensive Tax Restructuring and Simplification Act of 1994" (hereafter "B-D"), with three 
major changes. The B-D business tlIX , which is full y border-adjustable (it tlIXes imports, not 
exports), applies a fixed tlIX rate to a tlIX base resulling from taking all business receipts and 
subtracting payment to other businesses for goods and services (including the purchase of new 
equipment, construction of plants, etc.). Neither employee compensation payments nor 
payments of interest or dividends are included in the subtraction. Two of the changes we 
propose would: 

Q 	 Provide that money spent on the provision of training or education to empJoyees of the 
workplace~ which training or education was certified to meet standards set by certain 
industry groups in coordination with the National Skills Standards Board, shall not be pan 
ofemployee compensation and shall be fully subtracted from B·D lax base, just as an 
investment in a new machine would be; and 

Q 	 Provide that research & development expenses incurred in the United States (as defined 
under the current tax regulations governing the existing temporary r&d credil) shall be 
fuJiy subtracted from the B-D lax base, just as an investment in a new machine would be, 

. A doption of the Boren~Danforth business activities tax with the above two changes 
.r\..accomplishes a number ofobjectives which wili aid all American businesses in 

improving their performance: 

./ 	 In the business tax setting, iI eliminates any preference for debt over equity. 
Neither interest payments to lenders nor payments of dividends to shareholders are 
subtracted from the B~D tax base. This is important because business traditionally 



Page 18 

'finances riskier, long~tenn. value-added activity (investm.ent in intangible assets 
such as R&D. workforce training, new products and new markets, suppJier 
relationships, establishment of brand names, and distribution channels) through 
equity instruments, not debt financing. 

/t incentivizes investment in Ihe United Stales in new plant and equipment. research 
& development, and worker training. Under our modified B-D business tax, all 
company exp~ndirures for new pJant and equipment (built, used, or consumed in 
the U.S.), and research & development and worker training (conducted in the U.S.) 
are subtracted from the tax base. And it eliminates the incentives in the current 
code to invest in, or to license U.S. technology to, foreign countries, 

.,r 	 The tat isfully border ..adjustable, laxing imparts but not exports. The revenue 
received from the sale of exported goods and services is not included in the B .. D 
tax base, and the .,nounlS paid for all imported goods are taxed at the applicable 
fate as they cross the border into the United States . 

.,/ 	 Our business activities tax is much more fair across types offirms. It does not vary 
with the type of business generally, and makes only one big distinction _. between 
"businesses allied with America's working families" (those that qualiry for A-C<>rp 
status), and those that choose not to be, 

. .,/ 	 /1 is simple. not complex, and will eliminate the mulli-bilIion industry a/lawyers 
and accountants whose entire livelihood depends on playing aU the angles in the 
current complex corporate -COde. 

Finally. the revenues generated by uniformity of the taX allows us 10 roughly Cut in 
half the cosl o/Ihe OASDJ payroll lax paid by business -- a reduction of3.1%, 
from 6.2% to 3.1%. This change would cut the cost of doing business generally 
and specifically the marginal cost of adding new employees. Note that the OASDJ 
trust funds would be replenished by receipts from the business tax in the same 
amounts as would have been paid in under the old payroll tax rates. 

B ut our third modification of B-O would provide an enormous incentive for business . 
to become allied with America~s working families, This third change would provide 

two rates, not one rate, applied to the tax base for the business. Of the two, the significantly 
higher rate (for example, 18%) would apply to the tax base of all businesses which had not 
qualified for A-Corp status, Businesses which, in the opinions of their attorneys and 
accountants. qualify as A-Corps, would pay a significantly lower rate (for example. 11%) on 
their tax base. 
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This rate differential finally provides to American businesses an incentive of-the scope. 
other countries routinely provide to businesses for corporate decisions they want to encourage. 
-How many times have we seen even American businesses decide to locate. their next plant in c '''...; 

another country, partly because of the special tax treatment they will be afforded? Under our 
proposal. American business will finally have a significant incentive to build that next plant right 
here in the llniled States. to provide their American workers health care coverage, and to invest 
in their American workers' training and retirements, 

Note also, the B~D business tax would not apply to small businesses with annual gross 
receipts of kss than $100,000. Exempting these small businesses from the tax would entirely 
eliminate over 60% or 15 million businesses from the business tax rolls, And financial services 
companies require a sligbtly modified regime as provided in the draft legislation for the B-D . 
Finally. there are significant transition issues which would need resolving when the plan is 
implemented. 

A-Corp Regulatory Benefits 

As a qualified A-Corp, a business would be required to comply with all applicable 
federal laws and regulations, but also would be entitled,to (I) speedied'ederal ,.. - , 

agency review and decision making, (2) participation in voluntary compliance programs, and (3) 
take advantage of safe·harbor provisions designed for A~Corps from applications of certain 
regulatory requirements. 

A-Corp (;overnment Contract Benefits 

Qualified A-Corps shall be entitled to a strong preference (10% cost advantage, set­
asides, goal provisions, and the like) in competitions ofU,S. government 

procurement contracts. awards, and other programs in which businesses are allowed to 
participate, 
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HELPING BUSINESSES BECOME ALLIES OF .. " . 
AMERICA'S WORKING FAMILIES ... 

BY SUPPORTING THEM IN TIlE GLOBAL MARKETPLACE 

We must also respond to the needs Qfthe American corporation which is faced with , 
an easy choice: go where labor is cheaper, labor and environmental Jaws are weak, 

and markets are held hostage to investment and technology transfer. For the United States to 
continue to grow, the welfare of the American corporation must be preserved, but the 
corporation must be encouraged to invest in itself, its workers, and its research and development. 
to grow over the long~term. Building the American economy in a healthy manner requires that 
government, (abor, and business come to tenns with the economic dimensions of national 
interest; and that Americans learn to conceptualize, prioritize, and pursue these economic 
interests both at home and abroad. Certainly today, America's long*tenn economic vitality must 
rank as the nation's top national security concern. 

The consequences of globalization are not well understood. Certainly, an open global . 
economy offers opportunities to the United States to export items that may create good jobs and 
to import those products that it would not otherwise produce. But the fact is that much of the 
global market is not open; barriers to trade can be identified the world over, and a majority-of 
global trade flows not freely but is managed by informal and formal arrangements protecting 
respective producers in other countries, particularly in Asia which accounts for an overwhelming 
majority of the U.S. global trade deficit 

In comrast to the closed and limited....uss markels for goods and services abroad,.Jabot.--,­
markets abroad are wide open. Manufacturing investment from the United States to oilier nations 
:flows freety. drav.l1 by cheaper labor costs and lo\\'ef Jabor and environmental standards as well 
as lax code enforcement. The global economy offers the clear danger that U.S. wages will 
decline to the least common denominator set by countries determined in their own industrial 
development to maximize job creation within their own borders. at the expense of the finest 
parts of the American economy. 

Free n'ade may be the ideal agenda in an ideal world, but to be blind to the absence offree 
trade beyond our shores ",ill only lead to the slow death of American industry and to the . .. 
ultimate impoverishment of the American worker. The U.S. has economic interests it needs to 
pursue both domestically and internationally so that the benefits of trade are truly mutual and do 
not flow just one direction. 
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HELPING BUSINESSES BECOME ALLIES OF 
AMERICA'S WORKING FAMILIES ... ' 

BY CONFRONTING 
THE ASIA·PACIFIC TRADE & INVESTMENT PROBLEM 

Probably no higber priority exists on America's trade agenda than restoring equity 10 ils 
trading relationships with nations in the Asia-Pacific region. America's global_trade , 

deficit with the Asian region displaces more than 2 million American workers from good, high 
paying jobs. China requires firms desiring access to the Chinese market to invest in irs countJ)' 
with conside:rable technology transfer concessions and agreements to export up to 70010 of the 
product produced in China to the international market. This is clearly a job displacement 
strategy, Similarly, Japan's Jong-term abiHty to restrict market access has muted American 
economic development. thus lowering our own ability to save and invest end compete in the 
international system. Only Asia stands out in having endemic. large scaJe merchandise surpluses 
with, the United States, and any recipe designed to improve the lot of American workers and 
American corporations must deal squarely with the Asis.wPacific trade problem, 

While the move aflow·tee.industrY abroad is part of the natural evolution oftheU,S,· 

economy. a significant part of American high-tech industry and manufaeturing capacity has 


"moved abroad as well -- especially to Asia. This shift has not occurred entirely through market 
dynamics and comparative cost factors. Much of the high technology sector, partk:ularly in the 
components industries for automotive and aerospace industries, has understandably been targeted 

, in the industrial, policy plans of East Asian developing nations"Bul the governments o£.these. , .. ""-, 
nations then negotiate directly with the multinational corporations and specifieal1y condition 
access to their commercial markets and to their government contract markets upon those 
companies' transferring technology and committing to higher-end manufacturing within their 
borders. 

Action Plan 

o 	 Establish Presidenlial Commission on U.s. -Asia Pacific Trade and Investment Policy. We 

support the establishment ofa commission of non-governmental experts on Asian 

investmenl and trade poliey to address America's chronic and unyielding merchandise 

trade imbalances with the Asian region. Over the last five years, this imbalance in trade 

between the U.S. and Asian nations has aecounted for 96% of America's total global trade 

deficit. The commission will draw together expertise from the blLSiness. academic, and 

labor communities and address America~s trade and investment problem by suggesting 

possible prescriptions. These may include strengthening monitoring and enforcement 

mechanisms of standing trade agreements. as well as withdrawing market access to goods 

produced in nations thst do not provide truly reciprocal access to U.S, firms, 
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a Take aclion to prevent arrangements whereby technology is transferred in exchange for 
granring market aCCeSS in/Qreign nations. We urge the Administration to enforce t992 . 
Market Access Memorandwn and .the technology transfer provisions of the 1995 
Intellectual Property Righls Agreement "'ith Clrina which disallow the practice of 
withholding market access for technology transfer eoncessions from U.S. fmus. . ... 
Moreover, the Administration should, as part of their support for the Commission on U,S.~ 
Asia Pacific Trade and Investment Policy, study the practice of foreign nations' trading 
market access for technology and report to Congress on an action plan that responds to this 
growing problem. The administration should explain if there is any reason thel this 
practice is not defined as anti-competitive as specified in Section 301 of u.s. Trade Law 
and thus actionable under U.S, Trade Law, 

! 
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HELPING BUSINESSES BECOME ALLIES OF 

AMERICA'S WORKING FAMILIES ... 


BY UPGRADING LABOR AND ENYIRONMENTAL STANDARDS 


I n the present day intemationaJ trading system, American corporations are challenged by 
other multinational finns attempting to secure massive economies of scale while at the 

same time slnshing labor, land and materials costs. High environmental and labor standards that, 
insure the welfare of American citizens and the nation are under pressure from nations that have 
reiatively weaker Jabor and environmental codes, or which have weak enforcement policies. 
Our response must not be to dilute American codes Or enforcement; rather, we must use 
international trade organizations and dipJomatic resolve to ratchet up the labor and 
environmentl1 codes ofother countries. 

Some efforts have betn made by the Department of Commerce in cooperation with the 
U.S, Chamber of Commerce and overseas-based American chambers to develop a VOIWltary 
"Code of Conduct for U.S. Firms Doing Business Abroad," The basic tenet of the code is for. 
C.S. finns to abide by the same labor, environmental and general business practices abroad that 
they follow at home. 

Action Plan 

o 	 .The Administration should reporllO Congress on Ihe results ofa complete review of 
American compliance and the compliance ofall ofour sigtzifrcant trading partners·with 
respecl to the provisions of International Labor Organ;zalion convenJions, protocols of 
the Caribbean Basin Initiative. and Ihe General Preferences andStandards. In its report 
to Congress, the Administration should identity aU remedies available to respond to any 
non~c()mpllance by foreign natiOns that export goods to the United States, including any 
anti"compe1i1ive trade practices that may be actionable under Section 3Q1 of U.S. Trade 
Law. 

o 	 Maintain U.S. membership in and increase activity o/US. in the International Labor 
Organization. The Administration should submit an action plan for increased participation 
and Jeadershlp in the International Labor Organi::rntion. 

o 	 SJrengthen International Codes ofConduct. The Administration should organize a , 
conference involving representatives of U.S., Chamber of Commerce, the Association of 
Asian American Chambers of Commerce, the U.S.·Japan Business Council, U.S.·Chlna 
Business Council, the U.S,~Russia Business Council and the U.S,-Korea Business Council, 
as well as business councils that focus on American trade with and investment in Malaysia. 
Indonesia, India, Thailand, Taiwan. Hong Kong t Philippines. Brunei, Vietnam, and 
Singapore. Other business organizations may be included for the following natjons~ 
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members of the CIS, and Poland, Hungary, Slovakia, Czech Republic, and Romania. The 
purpose of the conference would be to seek further. development of the U.S.,. Chamber of 
Commerce report, "Code of Conduct for U.S. Fj~s Doing Business Abroad," and higher 
levels of adoption and adherence to the Code. 

Follo,""ing the conference, the Administration should disseminate a report on the . 
.	conference and its support of this "Code of Conduct" to foreign business associations 
operating in the United States as well as to Keidanren in Japan, etc.). The International ". 
Trade Administration and the Department of Laber will have responsibility for identifying 
both foreign business associations operating in the U.S,. and business federations that 
would be appropriate for report dissemination in other nations with and in which the U,S, 
trades and invests, 
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HELPING BUSINESSES BECOME ALLIES OF 

AMERICA'S WORKING FAMILIES ... 


BY FOSTERING U.S.-BASED JOIJlo'T VENTURES IN CRITICAL TECHNOLOGIES 

There are certain technologies and certain technology products which are critical to the 
national security of the United States. The Defense Department Report of Critical . 

Teehnologic:;, first released in 1990, catalogues these technologies. and explains why they are 
central to a strong national defense. There have been occasions in our recent history where the 
health of U.S. based industry produci,ng such technology prnducts was in serious question and 
when the Defense Department acted aggressively to restore that health. 

The dearest example is the semiconductor industry. and the establishment of Sematech. 
In that instance, the Defense Department supported an industry consortium in a critical 
technology, committing approximately $800 million over a 9-year period on a cost-shared basis, 
The results, combined with the success of the Japan-U.S. Semiconductor Agreement, were 
spectacular. U,S, companies returned to world dominance in their industry. and the availability 
of U.S.-made semiconductor products for American defense systems was secure. 

We believe that there may be other critical technologies and critical technology products 
which deserve the same, or more intense treatment as the U.S. semiconductor industry'required. 
Flat-panel displays may be precisely one such case. At this time. there is no volume 
manufactur{:r of such displays, and 90% of the world market in such dispJays is controlled by 
Japanese companies. The United States;thrnugh the Advanced Research Projects Agency and··.=' . 
other agencies. needs to be able to secure within U,S, borders the ability to manufacture and 
produce sueh identified technologies and products, 

Amon Pion 

o 	 The Adminislralion should conclude an updated review ofcrilicallechno!ogies and slwuld 
assess the capacity ofthe Amerr'can manufacturing base to manufacture these uy 
technologies and components. 

o 	 On the basis oflhis review, the Us. should sponsor a Joinl Venture Initiative, to support 
through economic and political incentives. the establishment of foreign firm joint vemures 
with American fIrms for the manufacture and production of critical technologies and 
components in the United States. If foreign companies with such technology leadership are 
unwilling to enler into such joint venture initiatives in these critical technologies, the 
Administration should propose seed funding, pre~competitive research sUpport, and other 
strategies with t: ,S,~govenunent~industry partnerships to redress the situation, 
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HELPING BUSINESSES BECOME ALLIES OF 

AMERICA'S WORKINGFAMlUES ... 


BY ENCOURAGING GREATER AMERICAN EXPORTS 


Export workers earn on average 15% more than the average manufactwing worker. 
They receive 33% more in employee benefits. Export workers are 30~SO% more 


productive UUIIl workers at non.exporting plants. And they enjoy greater job stability in an 

industry in which employment is growing significantly faster than the rest of the economy.and in . 


. which failure rates are 30% less. The United States needs to partner with small and mediorn­
sized business to give them a seat at the table of the international trading system. When one 
billion dollars of trade deficit roughly equates to 20,000 lost jobs in the United States. this effort 
..ill. in part, help remedy our trade shortfall ($130 billion in 1994) in which our economy has 
subcontracted out nearly 3.6 million jobs 10 foreign workers, 

Supporting the Bureau of Export Administration) International Trade Administration and 

its Foreign Commercial Service, OPIC, the Ex-1m Bank is only the beginning of what the U.S. 

should be doing 10 increase exports of ,'o\merican-made products and services. 


Adiop Plan 

o 	 Double reSOIJrces by the year 2000 for domestic centers ofthe lnternatio1UJ1 Trade 

Adminisfralion and Foreign & Commercial Service. 


Q 	 EsJablJsh a matching resources program, further exumding export assistance centers intO: 
states that commit staffing and· other overhead "'ppM for these "'""""'. The .. ~ ...... __... 
Administration should report On an action plan to broaden the deployment ofdomestic 
export centers and better extend export assistance services to small and medium-sized 
businesses throughout the United States, especially through matching-funded Slate-federal 
partnerships. The administration should coordinate this efforts with state and local 
economic development agencies and Chambers of Commerce. 

Q 	 Extend the average term 0/Foreign Service and Commercial Services Officers in certain 
priority nations, Because of the cuituralliteracy and language expertise required and 
because of the emphasis on relationship building and relationship maintenance in Asian 
nations, it is critical that the U.S. better leverage its scarce human resources in helping to 
support American commercial interests in Asia, The Administration should focus on 
priority nations that have high potential for American exports: China, Japan, South Korea, 
and Indi•. 

Q 	 Establish A-Corp industry Association Export Assistance Requirement. To qualify for A­

Corp status, a company would have to be an active member of an industry association 

which provides Significant assistance to its members with respect to the export of the 

industry's goods and services. 
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HELPING BUSINESSES BECOME ALLIES OF 

AMERICA'S WORKING FAMILIES ... 


BY RESTRUCTURING GOVERNMENT TO ACT STRATEGICALLY 


I f national security can be defined today as national economic security. then our 
government is badly organized to support that cause and function. We need to focus on 

how the institutions that deal v,'itb our domestic and international economic interests 
are organized and how they interact An "Economic Security Initiative" that would highlight the 
government agencies and departments involved, suggesting new patterns for interaction and 
more defined national objectives. might be one approach. Another might be to create a 
Department of Economic Development, subsuming the appropriate departments and agencies 
under it. 

Other governments are failing to think and act strategically too. State vs. state competition 
for domestic and foreign investment is resulting in negative gains 10 the taxpayer rather than 
yielding gro\\th and net positive returns to the nation, states. and localities. States are straining _~ .. 
against one another to trade concessions for inward bound investrnentJ even when the net return 
to taxpayers is meaningless or even negative, Some even try to pirate fIrms from one state to 
their own and offer increasingly robust cash grants, tax abatements, and other fmandal and 
infrastructure concessions to attract both U.s, firms from other states and foreign firms. It is 
entirely appropriate for states to compete with foreign nations; but it only harms the national 
interest when they attempt to outbid each other for finns that reside jn fellow states and for firms 
investing in this nation from abroad. It is important to impede the granting of direct cash 
subsidies and tax holidays that do linle more than rob the taxpayers of the funds needed to build 
infrastructure and other public goods. At thc same time, we must do nothing to discourage 
support of general infrastructure development,~~ roads,. bridges, other transpOrtation and 
eommunication systems, educational institutions, and training centers -- the kinds of investments 
that serve businesses and a broader crosswsection of individuals and communities. Some 
reasonable but firm federal action is required to help curtail this unhealthy competition, 

Action flan 

Q 	 Strengtlien and Enhance fhe Department a/Commerce. We propose that the Department 
ofCommerce be strengthened and enhaneed by supplementing the functions of some of its 
agencies, including the Bureau of Export Administration, International Trade 
Administration. National Institute for Standards and Techno1ogy, Economic Development 
Administration. Minority Business Development Agency. and National 
Telecommunications and Information Administration; with the inclusion in the 
Depanment the following agencies: InternationaJ Trade Commission, Export~Imporl Bank~ 
Overseas Private Investment Corporation, Patent and Trademark Office, the U.S. Trade 
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Representative, all international functions of the Department of Labor, all international 
exchange programs and activities of the Department of Education, aJl technology and 
economics programs in the Department of State. To signal its significantly enhanced role, 
the Department might be renamed "The United States Department of Economic 
Development." 

o 	 Establish Academic Centers/or the Study 0/Industry. Based upon the pioneering work of 
the Sloan Foundation, the Department of Commerce (renamed or not) or the National 
Scienc(~ Foundation should pro,,:ide grants to competing university-based consortia 
(universities in association with business and industry associations) for the study of key 
high-wage industries: world-wide markets; the position of American-made products and 
services in those markets; future trends in technology, production, disuibution, finance; 
likely f'Jture success scenarios in those industries, etc. 

o 	 The Departmcnt of Commerce should report to the President and Congress with a sel of 
policy recommendations wilh respecllo state vs. slate competition for domestic and 
foreign investment. Without in' any way limiting the scope of any other recommendations, ._ 
the report should discuss whether and to what extent it rccommends policies which would: 

require states to file a cost·benefit analysis statement prepared by finns investing-in 
production facilities in any state that involve state concessions on infrastructure 
development, tax abatemcnt, or subsidies; and/or 

result in financial liabilities on finns making the ,investment, whether Amcrican or 
foreign, equal to the sum'of direct cash subsidies and grants as well as the,amount 
uncollected initially in tax abatement and tax holiday programs. 

o We support legislation, similar to HR463/S192, that would restrict federal monies in the 
form ofcommuni/}' development block grants 10 stales or localities from being used in any 
way to solicit or 10 provide transfer assistance 10 afirm based in another slate or locali/}'. 
Presently, federal funds granted to states through the Economic Development Agency, the 
Food and Drug Administration, and the Job Trainil'!g Parmership Act cannot be used to 
pirate finns from other states,or.loca1ities into the grantee state or locality. 
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ESTABLISHING THE "A-Fund": 
HELPING FINANCIAL MARKETS BECOME ALLlES OF' ..... . 

AMERICA'S BUSINESSES AND AMERICA'S WORKING FAMILIES 

W e have concluded, along with many experts, that our current fmancial markets exert 
enonnous shOr1~tenn pressures on America's businesses. That pressure to produce 

shorHerrn profits inevitably makes it harder for businesses to make the long.term investment,in ... 
their employees that a true alliance with America's working families requires. We believe that 
this counter-productive phenomenon must be confronted head-on; at a minimum, we need to 
create a "speed~bump" against this short-tcrmism, We believe that we must take steps to help 
"Wall Street became allies with Main Street" 

Our bottom line? We propose creating a disincentive to the churning of securities in 
the form of a less·than·one-half·of-one-percent and declining tax on the sales of 

securities that occllf.within two years of purchase) and using the proceeds to pay for a huge 
education and training tax cut for America's working families. 

The transaction tax On short-term speculation on aJl securities, is described in greater detail 
below. The proceeds from this tax would be segregated in. "Financial Markets Alliedwith 
America's Businesses and Working Families Fund" (the "A-Fund"). And the primary uses of 
the "A-Fund" would be to pay for tax deductions for post-secondary education and training 
purchased by American workers. and for tax credits to help cover the expense of raising and 
educating children of pre-school, elementary, and secondary .«Chool.ge .. In other words., we " ____ 
propose a tiny tax on short-term tradi~g·to fund a big tax cut for.long-term invest:ment. ..."_..,, '.""_ 

A-Fund Sources 

The tax is imposed on the shorHenn churning of securities. It is paid in diminishing 
amounts over the holding period of the security, and is Dot paid at all if the security is 

held just two years or more, Remember that one of the purposes of the fund is to encourage 
well-infonned investments in corporate securities followed by sustained support of the securities 
over sOme reasonable investment time period. 

Our proposal would impose a small and diminishing securities transfer excise tax (STET) 
on broad~based security sales made less than two years after purchase, The tax would extend to 
transactions by individuals. corporations, and tax-exempt pension funds and other entities and 
would apply to stocks:" bonds, options, futures, and swaps of currency~ interest rates, and other 
assets, This would include trades on behalf ofAmericans and American R..CiSets on American and 
foreign exchanges. whether done directly or through any intermediary investment fund. It is 
important to apply the STET to all securities, to avoid prejudicing investment in one securities 
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vehicle over another. The tax would be paid by the seller (the person on whose bebalfthe sale 
was made) at the time of the transaction and would not apply to new issues. 

The fOllowing chart outlines the STET rates contemplated. Note that all the rates below 
work out to be less than one hal/ofone percent ofthe valueofth.,security at the time of-the ... 
sale. (Consider, in contrast. the 10 to 15 times that amoWlt each afus pays in sales tax for every 
item at the grocery store.) Moreover. no tax is paid if the security is held for just two years. 

I TAX RATES BASED ON HOLDING PERIOD OF SECURITY 
i (i. 12 MOS.r~(i MOS. >2 YRS.12·18 MOS. 18 ·24 MOS. 

0.0048 x value 0.0036 x value 0.0024 x value 0.0012 x value NoTaxSTOCKS 

Priv 0.0001 x val 0.000075 x val 0.00005 x val 0.000025 x val No Tax ...... • 
,BONDS per remaining 
• 

I year of term i 
,

'TREAS 0.000075 x val 0.00005 x val 0.000025 x val No Tax0.0001 x val .. .. · 
per remaining ": Bills 
year of term 

0.0001 x val 0.000075 x val 0.00005 x val 0.000025 x val No TaxTREAS ....Bonds per remaining " 
year of term I 

Futures 0.0002 x val of 0.0001 x val of. 0.00005 x val.·0.00015 x val· NoTax ..underlying 
I " 

, 
• 

..· , 
commodity per : il year of term . 

· OPTIONS 0.0001 x val of I 0.00005 x val0.0002 x val of 0.00015 x val NoT.. I.. ..Wlderlying " . 
commodity per 

year oflerm 
 Ii • • 

SWAPS of 0.0002 x val of 0.00015 x val 0.0001 x val of 0.00005 x val No Tax ..WlderlyingCurrency, " 

I 
" 

I: lot Rates, commodity per 
! or Assets year of term 
· 

To minimize any evasion of the tax in global financial markets. the U,S. should take the 
lead in the G~1 to coordinate a policy preventing STET evasion. At ieast eight European 
Economic Community nations (including the UK and France) and four Pacific Rim countries 
(including Japan, Korea, and Taiwan) have some form ofsecurities transactions tax. 
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Sorne WaH Street traders and investors will modify their beh.avior in response to the, _,' 
tax, But others, unfortunately, will not. So the proceeds from this tax will likely be., . 

substantiaL Precise estimates of the revenue available for the 'IA",Fund" are difficult to make"as 
, ..they depend on guesses as to the extent to which Wall Street ",ill modify its selling behavior, 

But using 1994 trading numbers, revenue avrulable to the A-Fund would total $27 billion 
annually if Wall Street experienced a large reduction in short-tenn trading volume; $43 billion 
annually, ifWnl! Street had. medium reduction in short-term trading volume; and $62 billion 
armually, if Wall Screet experienced a smaH reduction in shorHerm trading volume: .. _,'. 

Assuming... 
REVENUES for 
tbe ~'A..FUND"' 

Large Drop in Sbort-term Tradiog yolume $27 billion per year 

M€'dium Drop in Sbort-term Trading Volume $43 billion per year 

Small Drop in Short-term Trading Volume $62 billion per year 

A-Fund In"estments 

The primary investments of the A-Fund would be: 

o 	 To Fund Tax Deductions/or Higher Educalion and Work Skill Training. The President 
has proposed a deduction for education and training ofup 10 $10,000 for tuition and 
associated fees paid to institutions and programs eligible for federal assistanee. The 
maximum allowable deduction would be phased-out for taxpayers filing a joint return v.ith 
adjusted gross incomes (AGls) between $100,000 and SI20,000. (The deduction would 
phase out for single filers at AGls between $70,000 and $90,000.) When fully 
implemented, this deduction would result in a loss of revenue of approximately $7.5 
billion a year. 

o 	 To Fund Tax Credits Jor Dependent Children, We propose, like the President, a $500 tax 
credit for eaeh dependent child under 18 years old, which would help working families pay 
for the education costs of pre-schOOl, elementary, and secondary school children, The 
credit would be phased out for taxpayers with AGl of between $60,000 and $75,000, but 
the credit amount and the phase-out would be fully indexed for inflation, When fully 
implemented, this deduction would result in a loss of revenue of approximately $) 5.4 
biliion a year. 



Page 32 

The bulk of the remaining dollar. in the "A-Fund" investments would go to support . . ,. , 

federal, state, and local efforts to reform and improve education and training: 

,r 	 Workforce Training. Tbe National Skills Standards Board, created under the Goals. 
2000 legislation passed last year, is tasked with developing a system ofvoluntary . 
•kill, standards. The system will establish a common set of skills needed for a 
duster ofoccupations that workers will need. The National Skills Standards 
Board, which had its first meeting in April of 1995, i. currently identifying 
occupation clusters. The A-Fund would provide federal support for workforce 
training programs o~rated by states or govcmment~business partnerships which 
met Ihe voluntary skills standards. 	 . 

,r School to Work. The I03rd Congress passed the School to Work Opportunities 
Act, which provides for the eSlahUshmenl ofapprenticeship systems enabling the 
three qtJarlcrs o/high school students not proceeding to a/ourvyear college 
degrees to enter h;gh skill-high wage careers. The act provides grants to localities 
and stales to set up appropriate systems, with the base requirement that such 
systems shall include both work-based and school-based learning, and involve local· 
business, labor and education leaders. Both planning and implementation grants 
have already been made to state and local governments. The A-Fund would 
provide continuing federal support for this effort 

,r 	 Norio"al Educatio" Goals and Standards.' The I03rd Congress also passed the 
Goals 2000: Educate America Act, which calls for the setting ofvoluntary national._..~ 
content andperfonnance·standards in core academic ~ecIS such as malh,.histw:):.- ... 
and geography. It also provides funding for school reform efforts and programs to 
improve student achievement througb educational technology. The A~Fwtd would 
provide continuing federal support for this effort. 

Finally, a smaller, residual amowtt of uA~Fund" investments would be allocated to 
support industry-driven. government-industry partnerships in technology research & 
development and industrial extension and to export promotion: 

,r 	 TechnoJogy Research & DeveJopmem. Funds from the A-Fund would be used to 
fund successful programs like Sematech, the Technology Reinvestment Project, the 
Advaoced Technology Program, and other long-term technology research & 
development programs which are industry-driven. cost~matching. government­
industry partnerships. 

Industrial Extension, Fwtds from the A-Fund would be used to fund successful 
programs like the Manufacturing Extension Program (MEP) in the Department of 
Commerce and small business development centers (SBDCs), These programs 
typically focus on small and medium~sized enterprises trying to upgrade their 
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technical and management processes to compete world~wide, 

Export PromOlion. Funds from the A-Fund would also be used to fund successful. 
programs now in the Departmeot of Commerce and the Office of USTR to expand 
the export of American-made products and services, including those run by the 
Export-Import Bank, OPIC, the U.S. Foreign Commercial Service, and others. 
Funds from the A-Fund would also be used to support new Academic Centers for 
the Study oflndustry. 
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HELPING FINANCIAL MARKETS BECOME ALLIES WITH 

AMERICAN BUSINESSES AND WORKING FAMILIES .•. 


THROUGH SECURITIES REGULATION REFORM 


,

A;d finally. we need to signijic(1nlly reform our securities regulatory structure to 
romote long-term human resource investment OYer short~/erm earnings decisions, 

We believe that changes in securities and corporate governance rules must accompany 
changes in the tax code to achieve the maximwn benefits of long-term, stakeholder business 
practices. Effective oversight and communication between investors and corporate decision~ 
makers leads to better investor understanding of corporate strategies, But when those who bear 
the risk of corporate decisjon~making (owners) are not those who make the decisions (money 
managers/corporate managers) there is potential for unproductive conflicts of interest and agency 
problems. l\1anagers are therefore under tremendous pressure to produce results and may lack 
the informed consent or directive to innovate, take constructive risks and make cruciallong~tenn 
investments, These pressures and misunderstandings are exacerbated the more that o\¥11ership 
becomes detached from corporate decision-making. 

In recent decades, equity o\VI1ership has concentrated in institutional investors (i.e. 
pension and mutual funds), creating an additional agent betWeen shareholders and ,,"orporate 
managers. These institutional funds are mostly managed by professional investment advisors 
who are evaluated by their one-to..threc year performances. This leads to shorter institutional 
time horizons relative to individual investors who tend to have longer-term investment goals 
sueh as savings for retirement or college tuition .. Shorter horizo.ns.and more frequent trading . 
reduce capital allocation efficiency by raising corporate investment hurdle rates for investments ~ ... 
'With long-term payouts and by generating increased transaction costs. 

Most investors want greater aCCeSS and disclosure of leading business perfonnance 
indicators such as customer satisfaction, investment in workforce training and participation, 
R&D, etc. But separation of ownership from control affects the availability and flow of this 
infonnation. 

Information. including short-term or long-tenn business prospects, is often readily 
available to corporate managers but inaccessible to owners/investors. This limited availabHity 
and lack of agreement on how to interpret available data is an information gap between 
owners/investors and corporatc managers. When equity owners (individuals or institutions) hold 
only small, passive stakes, this gap between owners and companies becomes even worse. 
Furthermore, by increasing investor uncertainty~ information gaps also can raise investment 
hurdJe rates. 

Wc thereforc endorse changes in securities regulations that better align thc intcrests and 
activities (,f o\.\l1erslinvestors, corporate managers and investment managers. Since educated 
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investors betwr understand corporate decision-malcing. the goal of these regulatory refonns' 

should he an investment and management cHmate where information flows more.freely, ~". 


corporate oversight is enhanced, risks are better understood. and short..tenn pressures -are ­
, mitigated, These changes should free all those involved in corporate decisions 10 choose,long- ­
tenn, productive investments that are crucial to the growth of high wage jobs, without ",,_. ~" .. 
jeopardizing the current efficiency of America's financial markets. 

Reducing Baniers to Collec:tive ShareholdeT Monitoring 

Action Plan 

o 	 Reducirtg the Risk ofLiligalion. We believe that the costs of frivolous securities litigation 
can be reduced withoUI jeopardizing the rights of individuals seeking relief from fraud. 
Refomls should reduce potential sources of liability and compJiance costs for grO!lPS of 
institutional investors and other shareholders wishing to engage in collective monitoring of 
companies in their portfolios by having thc SEC expand exemptions and adopt streamlined 
requirements. 

-
Cl 	 Improving Access to the Proxy Statement. We endorse changes to reduce the expense of 

collective shareholder monitoring efforts, including amending the Securities Exchange Act 
of 1934 to provide groups of investors holding a specified percent of shares (e.g., 10%) 
access to proxy statements to nominate one independent director to boards of directors and 
to present other non-related proposals to shareholders. 

·0 	 Improving Disclosure about-Board Independence,.,We would improve inv~ confide.uce ""J 

that boards of directors adequately represent investor interests by amending the 1934 
Securities Exchange Act to require greater disclosure regarding independence of 
nominating and audit committees of boards of directors. 

RedUcing Regulatory Impedimenls to Larger HoldinllJl in Companie. by Individual 
Institutional Investors 

Larger, institutional investors possess the potential leverage to engage in effective 
oversight of corporate decisjon~making. But current law, designed to discourage concentrations 
of institutional stock ownership and encourage diversification. keeps institutional investors from 
exercising that leverage. We endorse the foJlo\\ing changes that will reduce barriers to Jarger 
holdings in, and greater monitoring of, companies by institutional investors. 

Aetjoo PIUD 

o 	 Private Investment Company Exception. Give greater regulatory flexibiHty to institutional 
investors who wish to experiment with private investment pools that take significant and 
stable stakes and engage in heightened monitoring of companies in their portfolios (so­
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called "relational investing"). (For a good example of "relational investing," the Report of 
the Twentieth Century Fund Task Foroe on MarketSpeeulation and Corporate Governance 
cites Bt:rkshire Hathaway, 'Which holds a few fums as a part ofits portfolio and is attentive. 
to long.term relationships with those firms, including Coca-Cnla, GEICO, the Washington· 
Post, Salomon Bros. and Wells Fargo). The lnvestmen! Cnmpany Act of 1940.should be 
amended to expand the private investment eompany exception to exclude from the JOQ.. 
investor limit all "qualified institutional buyers" as defined by the Securities Excbange Act 
of 1933. This expansion should apply only to private investment companies that invest 
predominantly in equities and have a minimum average holding period oftwo years, 

Cl 	 Greater Flexibility fo Investors Who Engage in Heightened Monitoring. Give greater 
regulatory flexibility to investors \\'ho wish to experiment with publicJy~traded invesnnent 
pools that take significant and stable stakes and engage in heightened monitoring of the 
eompanies in their portfolios, SEC should issue regulatory exemptions from certain 
sections of Investment Company Act of 1940, and Subchapter M of IRS Code should be 
amended to permit the creation of closed-end funds (restricted funds with a limited 
number of shares) for this special purpose. Funds should be "undiversified" for purposes 
of this Act but would qualify for pass-through tax status. At least one half of a fund', 
investments would have to be in significant, minority stakes with no single position 
representing more than a specified maximwn of fund assets. Average portfolio holding 
period should be a minimwn of two years. 

o 'Finonciallncentives/or Greater Corporafe Governance Monitoring. Current law severely 
restricts compensation for investment ad"1sers for large institutionaJ clients and therefore .. > "-,­

prevents institutions, from providing incentives to qualified.investment advisers. wbo."~,,.. _ ~._ 

intensively monitor corporate governance. The Investment Advisers Act should be 
amended to give sophisticated investors, i.e. "qualified institutional buyers," greater 
flexibility to structure compensation arrangements with their Investment managers, and 
particularly Create greater financial incentives to perform Jong~tenn corporate governance 
monitoring. 

o 	 ERISA's Prudence Requirement I Encourage Larger Individual Holdings. Allay 
unfounded fiduciary concerns regarding prudence of investing in sizable stakes, Direct 
the Department of Labono clarifY through administrative guidance that: (I) ERISA 
diversification standards don't require investment in hundreds or thousands of stocks. 
rather) prudence depends on facts and circumstances of pOrtfolio construction; and (2) 
prudence is to be evaluated on portfolio-wide rather than individual investment basis. 

Q 	 Guidance on Prory Voting/or Investment and Insurance Companies and Bonks. 
Underscore the importance of shareholder monitoring by an types of institutional 
investors. Have the SEC and state regulators adopt statements of obligations regarding 
prm:y voting similar to ihe Department of Labor's statement of obligations for pension 
funds. 
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Encouraging Loog·Term Management.and Investment Bebavior 

The goal ofcorporate managers should be responsible management geared towards growth . 
"·and profit. For finns to grow properly, they-must invest in their workers and in their technology_ 

and manufacturing bases. For firms to remain profitable. while returning fair value to 
shareholders over the long run, managers must be wiUing to pursue strategies that tilt towards 
long tenn performance rather than the short term. 

But during the 1980., the increased volume of!rading, the volatility on our financial 
markets, and !he churning ofSIOcks on our financial markets partiaHy contributed to a perception 
of increasing Wall Street demand for short-tenn profits. Purchasers ofcompany stocks tended to 
look more like overnight traders and less like investors who Intended to hold those stocks for the 
long tenn. And finally, as some firms began to try.o organize themselves for .he long run, to put 
cash aside to ride through economic downturns and cyclical conswnption slwnps, particularly in 
the automobile sector. they made themselves vulnerable to takeovers by corporate ralders. 

Action Plan 

Cl 	 Reduce Shorl-Term, Speculative investment Behavior. Impose a diminishing secwities 

transfer excise tax (STET) as described above for the "A-Fund." 


·0 	 Promote Full Voting Rightsjor Employee Owners. ·Amend ERISA to establish standards 
and principles to ensure employees are provided with full, balanced information. that they 
arentt subject to coercion, and that they, are afforded other appropriate protections. 

Also. with respect to emp10yee stock ownership plans (ESOPs), current law requires that 
stock that has been purchased by a company for its employees but not yet allocated to 
those employees cannot be voted according to employee instructio'ns, Instead; it is voted 
by the ESOP trustee who may not weigh employee concerns wben presented with a tender 
offer. Trustees are forbidden to take into account such non-financial factors essential to 
the rational decisions of employees, including potential job loss, dislocation. etc,. when 
considering potentially hostile tender offers that are above market value. We recommend 
that ERISA be amended so that trustees are required to vote and tender unallocated shares 
in th(~ same proportion as employees vote and tend,er aliocated shares. Employees should 
be provided with full, balanced information, should not be subject to coercion. and should 
be afforded other appropriate protections. 

o 	 We support the enactment of some form of The Long Term invesrmenJ, Pension Protection 
and Corporate Takeover Reform Act, first offered by Senator Terry Sanford in the !Old 
Congress. The bill would restrict the use of pension funds and pension fund surpluses 
from being considered in financing arrangements for corporate takeovers. The individuals 
or institutions engaged in such a takeover will have to demonstrate that both long~term and 
short-tenn interests of those participants in the eorporate pension plan or covered by 
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ERISA were duly considered in corporate governance matters, for at least two years after ' 
the tak,~ver. and for all time when it concerns any funds tied.to a pension program, ' 
Furthennore. tender offers would be required 10 itlClnde disclosure to slockholders and the . 
SEC of all sources of financing, and all sourees of financing will nol be pennitted to 
finance on the basis of cash or other highly cash.liquid assets held by the ""geted finn as 
part of the actual purchase package, 

Im.proving Available Information on Firm's Prospects 

We endorse the following regulatory changes to improve the flow and supply of 
information ilbout corporate performance, , 

Action Piau 

Q SEC and F ASS (Financial & Accounting Standards Board) should develop principles for 
measuring certain salient colegories ofnonfinancial in/ormation. including human 
resource investment, and assessing their maleriality. The goal should be to develop 
generally accepled standards for volW1tary disclosure of such information, which would 
faeilitate comparisons by its consumers ~~ shareholders. analysts, directors, and managers. 
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PREPARING THE "A-Check": 

MAKING THE UNITED STATES GOVERNMENT. AN ALLY OF 


AMERICA'S WORKING FAMILIES 


We propose above several cOncrete steps to encourage businesses to become allies 
with America's worlting families by belping them with health care, their pensions, .. 

education and training, and by investing more in the United States. We offer a dramatic 
proposal to use our financial markets to foster long..tenn investment instead of short..term 
profits that specifically funds working families' Investments in their own education and training. 
These proposals go a long way in restructuring the incentives in our economy to improve the 
incomes, benefits, and economic security of America's working families over the longer run. 

B ut the next question is what the United States can do, right now and very directly, to 
hc!lp America's working families execute successfully their strategies for a secure 

work life and retirement for themselves and a brighter future for their children, 

The whole purpose of the comprehensive strategy outlined in our proposal is to increase. 
the incomes of the average working families of the country. The who'e point is to put more 
money into working families! budgets to pay for day~in, day-out expenses and to save for 
education, training, family emergencies, or retirement -- 10 "make the bills" eaeh month and still 
provide for a decent retirement for themselves and a better future for their kids. While 
consOlidating gains in that regard.will take time, any improvement on lhis score shQuld he " .... 
we]comed as soon as possible. 

We propose thai the government become an ally of working families by making more 
money available to them ( the "A-Check") to deposit in their checlting and savings 

accounts for their personal economic strategies: 

Q We propose.o cUi in half each employee's OASDI payroll tax (from 6,2% to 3.1%), 

For example, our proposal would cut taxes for a family with toWI pay cbecks of $33,000 
per year by over $1,000, OUr proposal 10 replace the current corporate income tax, 
described above, makes such a tax cut possible, Some portion of revenues derived from 
that proposal would be transferred to the old~age and stirvivors insurance and disability 
insurance trust funds to compensate for the reduction in trust fund revenues caused by the 
reduction in the payroll tax rates. 

Q We pmpose 10 cut indMdUilI incame laxes IJy tripling the standard deduction for 
taxpayers who do not itemize deductions. 
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The extra standard deduction would he $8,650 for married individuals filing joint returns, .. 
$7,600 for heeds of household, $5,200 for single individuals, and $4,325 for married . 
individuals filing separatci rerums" This extra standard deduction would be allowed in ". ­
addition to·the'basic standard deduction and·the additional standard deduction for.tbeaged.... 
and the blind, For a taxpayer claiming both the basic standard deduction and the extra. 
standard deduction, the total standard deduction at 1994 levels would be $15,000 for. 
married individuals filing joint returns, $13,200 for heads of household, $9,000 for single 
individuals, and $7,500 for married individuals filing separate returns. 

The extra standard deduction would be phased out ratably for taxpayers with adjusted 
gross income (AGI) in the following ranges: $45,000 - $88,250 for married individuals 
filing joint returns, $37,000 - $75,000 for heads of household, S27,000 - $53,000 for 
single individuals, and $22,500 - $44,125 for married individuals filing separate returns. 
The amount of the exIra standard deduction and the phaseout ranges are expressed in 1994 
dollars and would be indexed for inflation. 

This change will entirely remove from the taX rolls approximately 20 mimon taxpayers. 
Again, our proposal to replace the current corporate income tax. described above, makes· 
such a tax cut possible. 

Q 	 We propose providing income lax deduclions up 10 $10,000for individuals' investments 
In their personal pos/ ..secondary education and training 

The President h"" proposed. deduetion for education and training of up to $10,000 for 
tuition and assoeiaredfees paid to'institutions ""d programs eligible for federal ,~,­
The maximum allowable deduction would be phased-out for taxpayers filing ajoint return 
with adjusted gross incomes (AGls) between 5100,000 and SI20,000. (The deduction 
would phase out for single filers at AGls between $70,000 and $90,000,) The tax 
expenditures for these deductions will be funded from the "A-Fund," deseribed above. 

o 	 We propose providing income tax credits of$500for each dependent child under 18 years 
old, to help working families payfor the education costs ofpre~school. elementary, and 
secondary school children 

The credit would be phased out for taxpayers with AGI of between 560,000 and $75,000, 
but the credit amount and the phase-out would be fully indexed for inflation, The tax 
expenditures for these deductions will be funded from the "A-Fund," described above. 

o 	 We support continuing the Earned Income Tax Credit program as ir was expanded IJy the 
Omnibus Budger Reconciliation Act of1993, 
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o 	 We propose to CuJ income [!lXeS fUrther by providing for refUndable tax credit amoumr 
add;t;o",,[ to the current Earned Income Tax Credit. 

Our proposal would cut WeS for lower-middle-income and.poor.taxpayers up to a 
maximum of an additional $1,378 for married people filing jointly, for example. The 
maximum amount of AGI eligible for the credit would be $9,500 for married individuals 
filing joint returns, $7,900 for headsofhousebold, $5,700 for .ingle individuals, and 
$4,750 for married individuals filing separate returns. The maximum eredit would be 
$1,378 for married individuals filingjoinl returns, $1,146 for heads of household, $827 for 
single individuals, and $689 for married individuals filing separate returns. 

The eredit would be phased out at a 20 pereent rate for taxpayers with "modified AGI" in 
the following ranges: $15,000· $21,888 for married individuals filing joint returns, 
$13.2(10 • $18,928 for heads of household, $9,000 - $13,133 forsingle individuals, and 
$7,500 - $10.944 for married individuals filing separate returns. Modified AGl would be 
defined as AGI determined (1) without regatd to deductions for individual retirement 
arrangements (IRA.), simplified employee pension plans (SEPS) or Keogh plans, or to. ' ..._ 
exclusions for foreign income, income from the possessions and educational savings 
bonds, and (2) by adding in tax.exempt interest and the ·portion of Social Security benefils 
nOI otherwise included in AGI. The AGllimits and the beginnings of the phaseout ranges 
are expressed in 1994 dollars and would be indexed for inflation. Again. our proposal to 
replace the current corporate income tax, described above, makes such a tax cut possible. 

An individual wou~d bt; eligible to receive this increase 6n anadvanced basis simiiarJo" ,'_,_ 
that available for the current earned income tax credit. It would be available to an ' ~ 
individuals who provide an eligibility certificate to his or her employer thaI (J) certifies be" 
or she is eligible for the credit on the basis of AGI. (2) certifies that he or she does not 
have an eligibility certificate in effect for that year with another employer. (3) states 
whether lhe individuals spouSe has an eligibility certificate in effect, (4) estimales the 
individual's AGI and modified AGI. 

o 	 We support effons to raise the minimum wage 90 cents aver twO years to restore some of 
the erQsion in buying power in the minimum wage:.. . 
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MAKING THE UNITED STATES GOVERNMENT AN ALLY OF 

AMERICA'S WORKING FAMILIES ••. 

THROUGH OOLLEcnvE BARGAnUNG 


I n the past, labor-management relatiollllhips were often governed by bargaining 
agreements, and operated in the realm of a national economy. The percentage of 

employees represented by urUOIlll bas decreased from roughly one in three in the 1950s to 
roughly one in six now. The figure for private sector employees is roughly one in ten. In 
addition to representation. the Dunlop Commission noted an increase in the acrimony 
associated with (he coHective bargaining process, and made specific recommendations to 
reduce that !lerirnony. 

The Dunlop Commission, among many others, noted that the current election system for 
union certification has resulted in protracled periods of antagonism and illegal discrimination 
against employees favoring union representation. This antagonism is extremely detrimental to 
the development of constructive labor-management relations. The most significant cause of 
delays appears to 'be the number of issues requiring hearings raised prior to elections. 

Action PIan 

o 	 We concur in the Dunlop Commission recommendation for streamlining election 
procedures through the postponement of legal hearings before the National Lubor . 
Relati()ns Board until after a representation election is held,. Any disputed baUots would· . 
remain seaJed until hearings were held. 

o 	 Furthermore, we are is concerned thar current prohibitions on discriminatory actions 
against employees involved in coHective bargaining activities may not be adequate to 
prevent such practices. To provide further incentive to obey current law. we recommend 
establishment ofa fine for violating the Natlonol Labor Relations Act IJy wrongfully 
dismissing employees.involved in the organitation of a workplace. Such fIlle sball be 
equal.o triple the amount of wages an employee would bave received if thaI employee 
had remined employment Sueh a fine is anticipated to have a deterrent effect. thus 
reducing the number of workers facing discrimination while attempting to organize a 
workplace. 
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MAKING THE UNITED STATES GOVERNMENT AN ALLY OF 

AMERICA'S WORKING FAMILIES ... 


BY SUPPORTING LABOR-MANAGEMENT P ARTNERSIDPS 


T he Dunlop Commission on the Future ofWorlcer-Management Relations. 
established by President Clinton to recommend changes !bat would promote bener 

labor-management relations. issued a report In December of 1994, One issue that the 
. Commission addressed waS Section 8(a)(2) of the National Labor Relations Act. That section 
is intended 10 prohibit company unions. In recent years, however, some have interpreted this 
section to as prohibiting many forms of employee involvemen~ such as quality circles, whose 
purposes are not to prevent the establishment of independent unions. 

Action ~an 

o The Dunlop Commission recommended !bat there should be cwrijicaJion of the 
applicarion of Section 8(a)(2) ofthe NRLA. rhereby continuing raprohtbil CQI!!/1Q/IY 
uniQ/1S, and allowing the sort of employee involvement process lirtJJ can help employees 
and employees meet the competitive pressures of the global economy. We concur, 

f.J We also believe that to ensure such organiutions are not used to prevent the 
development of legitimate collective bargaining units, such organ.izations should not be 
al/owedfor a period oftwo years after an employer is fOUnd to be in viow/ion of the 
NaliOflal Labor Relations Act, 

Cl In recent years, the use of permanent replacements for striking workers bas also eroded, ., 
labor-management relalions, The National Labor Relations Act prohibits the fll'ing of 
workers engaged io a legal strike, In 1935. however. the Supreme Coun Mackay Radio 
decision made significant inroads into this protection from dismissal by allowing the 
hiring of permanent replacements for striking workers, In the last 15 years, the threat of 
using permanent replacement and the actual use of permanent replacement bas increased. 
Rather !ban addressing differences with legitimately elected bargaining representatives, 
thus developing partnerships, employerS too often simply threaten to replace these 
workers. For lhal reason, we suppon legislaJion 10 ban the use ofpermanem 
replacements in legal stn"kes, 

o Common sense would indicate. and experience has shown, that workers are abJe to make 
better transitions to new jobs when they have adequate notice before being laid off, For 
that reason, Congress passed the Worker Adjustment and Retraining Notification (WARN) 
Act in 1988, Since that time, however, the GAO and others have found that the Act could 
be improved. Pursuant to GAO's specific recommendations, we believe that the WARN 
Acl should be amended to provide better enforcement and coverage 10 ensure thallhe 
maximum number ofworkers have adequate nOlice ofdownsizing andplan! closings. 
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MAKING THE UNITED STATES GOVERNMENT AN ALLY OF 

AMERICA'S WORKING FAMILIES ... 


BY REFORMING AND IMPROVING EDUCATION and WORKFORCE TRAINING 


A merican prosperity and standard of living depend on the nation's global 

competitiveness. Competitiveness in turn depends upon workers who have· ... 


achieved higher levels of literacy and problem solving than Were needed in the past, The . 

. American pnblic. educators and the federal government have roles to play in securing the 
conditions in which students can acquire the skills and knowledge they wiU need. Local 
C()mmunitje~ are well positioned to devise the programs that will help students attain this 
knowledge, while other aspects ofeducation infrastructure require cooperation among various 
levels of government. 

The federal government needs to support the development of4 essential elements of 
infrastructure of the education system: (1) academic and skill slandards for students; (2) 
profeSSional standards for teachers; (3) new configurations of time for student Jeaming and 
achievement; and (4) appropriate access and use ofeducation technology .. 

Academic and Skill Siandard. for Siudents 

Two related activities are underway that merit national support and encouragement. 

First is the development of academic· standards for what all students should know andbe.~, 
able to do in COre subJects of the cun1culwn if they are 10 be prepared to continue in higher 
education. to get and h01d and perform weH at their jobs, and to function as responsible citi7..ens, 
States, local schools, and professional organi7..ations are all working to develop and refine such 
academic sllmdards for students, 

Second is the identification by businesses of the skill standards they are using to decide 
who they will hire, retain and promote in the workpJace. Building upon the prior work of the 
SCANS Commission, individual companies and collective business efforts, the National Skills 
Standards Board leads efforts to articulate and communicate the skills standards to which 
graduates will be held in the real world of employers, 

Action Plan 

Q 	 The federal goverrunent has a stake in continuing support for both efforts, coordinating 
the results and encouraging their uSe in local schools. Funding should therefore be 
mail1lained/or the Nationol Skills Standards Board, Ihe Natiana} Education Goals 
Panel, and Goals 2000. 
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Professional Standards for Teacbers 

Good teaching i, recognized .. key to helping students reach higher standards, and 
efforts to professionalize teaching merit national support Currently, efforts to 

define professional teaching standards and certify whether interested teachers meet them are 
underway at the National Board of Professional Teaching Standards. Such standards can inform 
pre..service and in~service professionru development activities undertaken by school systems and 
colleges and universities. 

o 	 Federa/funding should there/ore be maintained/or the National Board a/Professional 
Teaching Standards and associated professional development activities. 

Q 	 Congress should enact legislation providing that leachers certified as meeting nalional 
profo!isional slandards shall be deemed qualified/or teaching in all stales (except that 
states may require evidence of competence tn local or regional history or culture for. 
teachers with responsibility in these fields). 

o 	 Statea and local school districts should provide additional compensation to teachers who 
become naTionally certified. as an incentive for teachers to upgrade their knowledge and 
skills. 

States should provide help 10 teachers willing_to applyfor certification as meeting .. ,~,_..__ .. 
national standards. 

New Configurations or Time for Student LeartJing and Achievement 

A s Americans clarify the academic standards schools need to reach, schools need to 
arrange how they use time in whatever ways best enable them to do the job. 

Schedules have heen governed by conventions. Tradition has shaped the length of the school 
day and year and the division of a day into periods and a perind into minutes. Instructional 
tinte has been held constant and student learning has varied. Now schools need support in 
seeking aod using exteoded and flexible methods to bring students to higher levels of 
performance. 

ActIon Plan 

o 	 Federal funds should therefore he provided for the US Department of Education and its 
Office of Educational Researeh and Improvement to support research projects and 
publications that explore more effective and efficient ways to organize learning time to 
help schools reach their academic standards. 
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Cl 	 Congress should disseminate research and comparative information about. and state and 
local districts should enact. models of an ;'academic school day "Jor instruction in basic 
skills and mastery ofthe important and enduring knowledge and skills in state academic " 

.	stJmdards. These models should describe the relation ofthe academic day!o the ... '" 
additional, valued. non~academic activities offered by schools. 

o 	 Congress should provide funds for interested sohool systems to develop and implement 
new schedules that entail longer school days and longer school years as well as programs" 
that make more efficient and effective usc ofcurrently available time. 

States should identilJ a IIlllllageablc but focusod set of important academic standards for 
students and ask IDea) school districts to identify a variety of optionsfor arranging how 
insfructional time, technology, and limefor teachers' professional development be used 
to insure that students achieve them. 

Appropriate Access to and Use of Education Technology 

Emerging technologies have transformed many aspects of American life and need to 
he harnessed to help students and sohools reach the emerging standards of 

performance required of them Efforts are underway to apply new. technologies to the 
management of schools and the instructional process. Familiarity with these technologies was 
recognized in A Nation at Risk in 1983 as pan of the "new hasics' schools should teach and 
workers will need. The government needs to· ensure broad access to the technology; .uppon ' 
for teacher training in its use, and the development and use of-sound instructional material that­
give students access to the network of infonnation the technology makes possible. 

Action Plan 

o 	 Federal funding should therefore be maintained for the Technology for Education Act of 
1994 (Title III of the Improving America's Schools Act), Star Schools, and other federal 
program11 expanding the use ofeducation technology, and the coordination of these 
effC»1s. . 

o 	 Implementation of the TelecommunicatiollS Competirion and Deregulatio1JS Act of 1995 
should be actively pursued to assure schools and libraries universal and affordable 
accc5S to information services. 

o 	 States and locaJ communities should provide resources and training for teachers' 
projessiolUli deveJopmenr in the use ojtechnology and their continual refinement of 
their use of technology in their irurnlctional program and efforts to meet academic 
standards. 
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Scbool-t<>-Work Transitions 

n addition to ensuring that tach srudent has access to adequate education; we believe­
. • I thet federal government has. responsibility to ensure.thet each graduating. student ... 

has opponunities for a smooth transition into the world of work. Many other nations have 
developed apprenticeship structures enabling non-college bound srodents \0 develop skills. 
enabling tIlelO to enter the workforce as skilled employees. In the United States, however, the 
majority of students nol entering four~year universities are not given any skins training. 
Indeed, moS! drift through low-paying jobs until their mid-twenties hefore receiving any 
specific skills training. The National Center on Education and the Economy. for example, has 
documented the average age of entering apprentices in the U.S. to be 29 years. 

The challenge for American education systems is developing paths for non-college 

bound srodents fO enter skilled occupations directly after finishing high school without 

preclnding any future academic options. Specifically, each American high school graduate not 

entering college should have both. high school diploma qualifying the student for a university 

education and certified skills enabling her to enter the workforce at a living wage. 
For students to have these qualifications! schools and employers. and others involved in 
employment systems must work together to define the sldlls needed in the workforce, develop 
training curricula to teach those skills, and develop opportunities for students to· gain 
meaningful work experiences to use those skills. 

The School to Work Opponunity Act, enacted in the 103rd Congress. is designed to 
foster the development of programs the! will accomplish each of these iroportant tasks... The .__ _ _ 
Act enables the federal government to fund the·planning.and.development of such systems.m ._ 
each Stale, and complements the development of Nalional Skills Standards enabling employers 
and employees 10 measure the skills employees bring to the workPlace. 

Action Plan 

o 	 We support the continued development atSchool-to-Work systems at the Sti:Jtt and local 
Jevel providing srudenJs with academic and skills training, as well as work experience. 
The development ofsuccessful School to Work systems requires education officials, 
employers, tabor unions, and others interested in employment issues to work together in 
identifying skill needs, deveJoping meaningful curricula. and providing work 
experiences for students. 

o 	 We also support a continued federal role in transmitting "best practkes'" in the 

development of such systems to others working to create school 10 work systems 

throughout the nation. 


o 	 We encourage employers to participate in the development and deployment of school to 

work systems in their communities try working with schools and others inJerested and 




• 

Page 4&
• 

involved in employmenJ issues. We support this involvement through A-Corp 
provisions encouraging membership in industry associaJions which require such 
participation in local school to worl<: programs. 

Workforce Training 

Continuing job !raining throughom tile years of employment is clUcial to ensure thaI 
workers have the qualifications to be employed in high-wage occupations. 

Numerous studies, including America's Cboice: Hillb Skill. or Low Wa", •. have documented 
that tile U.S. is facing a skills .honage. The shoNge is a resuII of hotIl a failure of employers 
to invest in tlleir workers and a lack of efficient government investment in general skills 
training and infrastrucrure. 

It is anticipaled that consolidation of job training ptogram. into block grant funding 
will be completed in tile I04t1l Congress. We support tIlese efforts in principle, but believes 
tIlat tile federal government should commit adequate resources 10 tIlese block grants. Indeed, .. r 
we anticipate the need to significantly increase the resources available for this function. 

Actilm l!Iao 

o 	 We support Ihe use ofA-Funds/orthes. purposes. 

o 	 Furtllerrnore. we believe thaI some aspects of job ITaining, including the JobCorps ...... 
program arid some demOnSlraIion programs should be ftmded outside 0/the block grant· 
process. In tile case of Job Corps, tile ability of srudenlS to choose among a variety of 
nalional centers offering different skills, and in SOme cases, opportunities to begin a 
new start in a new environment, can only be preserved in a national program. A 
nalional demollSlr'Iion program will ensure thalleading",dge training strategies can be 
developed for implemenllltion throughout tile United SlllteS. 

o 	 We believe that each Slllte should make a commitment to several key components in 
alloealing job ITaining resources. The flfSt is that Ihe retraining 0/displaced worl<:ers. 
must be a high priority. To tile extent possible, such retraining should take advantage 
of available private sector. training opportunities through the use of training vouchers. 

o 	 Training opportunilies should also be done in tile COntext of good labor martet 
information. We therefore support Administration efforts to ensure that lhe best labor 
market injormoJion is easily accessible to workers receiving training. 
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PREPARING THE "A-Check," Part.lI: 

MAKING THE UNITED STATES GOVERNMENT AN ALLY OF 


AMERICA'S SELF-EMPLOYED WORKERS aDd SMALL BUSINESSES 


Working famities are .scrambling to assemble personal economic strategies to ~'make ' 
the bills" each month and provide for a solid retirement for themselves and 

brighter future for their kids. But several components of that strategy are not found in regular 
jobs with big or even medium~sized employers. Many workers rely on themselves for a sizeable 
chunk of family income, as se1f..employed rea! estate professionals, for example. Still more are 
employed by small businesses. 

W e propose that the government become an ally of these self-employed workers 
and these small business owners by making more money available to them ( the 

"A~Check,11 Part II) to deposit in their checking and savings accounts for their personal 
economic strategies: 

Q We propose to CUI in half the self-employed worker's OASDI lax,from 12.4% 10.6.2%. 

For example, a self-employed worker making just $33,000 would pay over $2,000 less 
in taxes eacb year than she now does .. , As with an employee's payroll tax~ some portion ..~ 
of revenues from our proposed replacement of the 'Current corporate income tax· would..be-_.. 
transferred to the old~age and survivors insurance and disability insurance trust funds to .... 
comp<~nsate for the reduction in trust fund revenues caused by the reduction in the payroU 
tax rates, Our proposal to repJace the current corporate income tax, described above, 
makes such a taX cut poSSible, 

Q All smoll businesses with less than $/00,000 in annual receipts would be exemplfrom 
. federal business taxes. 

Small businesses, especially those cooducted by self-;,mployed individuals would he, at 
their opdon. completely exempt from the provisions of our proposed modified Boren~ 
Danforth business taX. Exempting these small businesses from the tax would entirely 
eliminate over 60% or 15 million businesses from corporate tax mUs. 

Q We would maintain andmoke permanenfthe provisions o/OBRA of1993 which provided 
for a 5004 capital gains tax cut for securities held for more than five years and a 100% 
capital gains lax cut for securities held more than 10 years, in a qualified small business. 
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o In fashioning individual income tax reform. consideration should be given to an in.crease 
in the amount oflosses on'small,company stock that individuals art permitled (0 offset 
against ordinary income (from S50,OOO 10 $100,000), ,and perhaps increase the sizcDf, 
companies considered "small" for this purpose (from $1 million paid in capital to $5 
million paid·in capital), 

i • 

'r 
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MAKING THE UNITED STATES GOVERNMENT AN ALLY OF 

AMERICA'S SELF·EMPLOVED WORKERS and SMALL BUSINESSES ••• 


BY SUPPORTING THE DEVELOPMENT OF SMALL, HIGH-GROWTH BUSINESSES 


SmaH business has been the biggest engine ofU,S. job creation in recent years, 
Smaller businesses have combined the advantages of size (lean and efficient 

organizational structures) with dynamic. entrepreneurial attitudes to become prime producers of 
high wage jobs, But certain market and reguI.tory barriers have hindered the potential of these 
growth engines. 

Small businesses traditionally face even higher capital costs and hurdle rates than larger 
businesses because of smaller economies of scale. This is mainly due to the higher fixed~st to 
investors of gathering information on smaller firms. 

Bank loans are the main source of small business capital. Banks usually have closer 
relationships and better information on small business, However. current federru law (the Glass­
Steagall Act in particular) prevents banks from also underv.Titing securities. which are the main 
source of capital for new innovations and intangible investmems. Therefore, those,with the 

-best information and strongest relationships with small business are prevented. from offering the 
kind of help these busjnesses need most The result: the market presents smaller firms with 
disproportionately high transaction costs for securities issues. 

Since much 'of business innovation and grov.-th that drives productivity and wage grov.1.h '0/" 

occurs in smaller and start~up finns, access problems and high transaction costs are increasingly 
important issues, We endorse the following regulatory changes that will improve small business 
access (0 equity markets and reduce transaction costs; 

Underwriting or Small Bu.in.ss Issues by Banks 

Action Plan 

a Revise Glass-Steagall to broaden powers ofboth commerdal banks and set:uritiesfirms. 
At minimum, expand access by small firms to equity markets and reduce their 
undern-TIting costs by exempting commercial bank underwriting of small business debt 
and equity offerings through holding: companies, with certain conditions, 

http:Bu.in.ss
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Reducing Equity Issuance Transaction Costs 

Action Piau 

o 	 Amend Securities Act of 1933 to provide SEC with authority to raise Ihe ceiling on size··. 
ojsmall business equity offorings that qualifY for exemption from federal regulation from 
$5 million 10 $10 million. . 

o 	 Encourage greal€r coordination among state securities regulators, as well as between 
slale andfederal securities regulators, to lower compliance costs and streamline 
regulatory process for securities offerings. 

o 	 Direct the SEC to facilitate market access and lower transaction costs hy expanding 
"lesl~,he~walers" procedure under which issuers may test market interest for an issue 
before coming to market, in order to encompass registered offerings. 

Facilitating the Operation of Mafcbing Facilities 

A~ti()n Plan 

o 	 Expand the pool of financing for entrepreneurial and start-up ventures by directing the 
SEC to undertake rulemaking regarding MalchingPacilities and other· informal networks 
that specialize in mobilizing capital supplied by high net worth individuals to such firms, 
Aim to facilitate process by which prospective issuers could make such info available to._ 
persons participating as investors in such matching facilities. 

F adUlating Loan Securitization 

Action Plap 

o 	 Direct Office of Comptroller of Currency and/or Federal Reserve to facilitate 
development of a market for small business loan securities by launching pilot prngram 10 
de.pelop a uniform loan rating benchmark that would assist investors to asseSS the quality 
of loans in a loan pool. 

o 	 Direct federal bank regulators to encourage securitization by fadHIBting creation of 
market conditions that would permit credit rating agencies 10 assess the loss experience 
ofloan pools. 
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Improving the Efficiency of Small Business Administration Programs 


Melop Plan 


o 	 Direct the SBA to maximize capacity 10 catalyze additional bank iending·,o smalledirms· 
by instituting a "tranche~based" pricing system for Section 7(a) small business loan 
guaronrees 10 commercial bankers. Borrowers would be assessed up.fronlloan 
origination fees that increase ,",1m proportion of loan guaranteed. 

o 	 Direct the SBA to undert.oke SJudy a/its major loan and investment programs to better 
infm1n public policy choices. 
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TRADE DEFICIT NUMBERS AND ffiGH-WAGE JOBS' 

Despite the U.S. merchandise trade deficit reaching $166 billion in 1994 and on wget to' 
hit $185-190 billion in 1995. conventional wisdom at least in some economic quarters IITgues 
that trade deficits lITe nothing to worry about, that they lITe in fact a sign of strength as the 
growing u.s. eeonomy sucks in imports from more sluggish economies abroad. American 
ronsumers benefit, they argue, as they meet in the marketplace an array of inexpensive, high 
quality goods whieh foree dom~ic producers to become more competitive. 

Many also argue that American trade deficits arc a function of low savings; that if the 
government and American citizens simply saved more, the trade deficit would disappear. 
Alternatively. it is argued that the exchange rate value of the dollar could continue its slide 
which will, at some point. correct the trade deficit. Or better yet, if we are patient. America's 
highly succL~sful services trade will eventually offset the deficit in goods anyway. 

Despite the conventional wisdom, it is important to recognize that the bulk of America's 
merchandise trade deficit is structural rather than the result of disparate growth rates, Recent .. ,...~, 
American growth rates have not been stunning by historical standllTds and can hllTdly be used to 
explain all time high merchandise trade deficits. When Japan's economy was sharply 
outperforming American growth, Japan still continued to amass sizeable surpluses with the 
United States. Furthermore, China has been averaging double-digit growth since 1988, yet its 
surplus with the U.S. has ballooned from $3 billion to nearly $30 billion. In 1995, Chin.'s 
surplus with the U.S. may hit $50 billion. 

Quite remarkably;thehulk of-America', tnlde def";! <:an be,a=unted.for.byjust 0""-._ 
region of the world, Asia. Over the last five years, Asia accounted for 96% ofAmerica's global 
merehandise deficit. The "Don't Worry" erowd needs to explain why so much of the U.S. 
global merchandise deficit remains fixed 10 the Asia Pacific region, 

In 1994, service trade surpluses offset only about a third of the merchandise deficit. And 
despite the unquestioned competitiveness of U.S. airlines, telecommunications providers and 
other service industries, our serviees surplus is growing slowly at best. And to be realistic about 
the net return to the American productive machine, one must underStand that most of America's· 
services surplus is in tourism and royaIties - hardly a source of encouragement 

Since the Plaza Accord in 1985, exchange rate shifts have helped bring U.S.-European 
trade into rough balance. But although the yen has risen in value from 278 in 1985 to. range 
between 80~ J00, our deficit with Japan continues to hit record highs. And of course, a weaker 
dollar has fr,e undesirable side effect ofmaking the U.S.• poorer country. 

And on tbe savings front, it is true that our international deficit must match our 
imbalance between savings and investment. But ifa nation's imports are pushed artificia1ly high 
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and its exports kepi low because of barriers abroad, ,then savings too must be driven lower, 

resultjng in lower economic growth and incomes, The conventional wisdom has failed to 

understand that this eqWltion of savings;investmen~ and trade balances can go both ways. 

. Trade barriers abroad matter and yield muted economic activity in America, not economic 

benefits as some argue. 

Whil.~ conventional wisdom argues that trade deficits are a manifestation of a strong and 
growing American economy, the fact is that such deficits represent real job leakage from the 
economy. Nations abroad which can restrict imports and still export freely into the American 
economy are dispiacing American workers. (n fact, if the U,S. does reach a merchandise trade 
deficit 0[$180 billion in 1995, roughly 3.6 millinnjobs are lost in the American economy to 
foreign producers. The advent of large, regular U.S. trade deficits since the early 1980s have 
been accompanied by a sizabJe slowdown in average economic growth. In fac~ average 
economic gro\.V1h since that time has been over a fun percentage poin~ ~ that it was in the 
1950. and 1960s when we regularly had trade surpluses. 

Other consequences ofa large structural trade imbalance include the declining trend of 
the U.S. dollar, both recently and over the long term: The weak dollar not only has had little 
impact in correcting the trade imbalance because of its structural nature, but it has created 
additional adverse effects on the economy over and above the direct impact ofthe import 
displacement and constrained exports that make up our trade deficit. These include an upward 
bias on inflation and interest rates, and a squeeze on living standards. In addition, the weaker 
dollar has made our assets cheaper to foreigners. which has resulted in some foreign takeovers of 
U,S. businesses (thus causing the profit to flow offshore),'and has'made it even more expensive· 
for US. companies to invest overseas, The latter create an even bigger structural deficit in the __ 
long term, because foreign investment by U.g.·based corporations generally results in increased 
U.S. exports. Furthemore, this may cause other countries to move away from dollar-based trade 
and commodity pricing, which could have additional consequences for the U.S. economy. 

Reducing the structural trade deficit can come only from market opening in Japan, China 
and other Asian countries. It is thus imperative that the administration continue its policies 
aimed at bringing about more open markets in these countries. It should in fact be made clear to 
all that the Wlderlying principle for u.g. trade policy in the future will be free trade with equal 
access or reciprocity -~ we win no"Jonger continue to permit one-way~ unilateral free trade of the ' 
type that has severely hurt many U.S. industries in the past, and has contributed to our large 
structural trade imbalance, 

It has, in fact, become clear over the fifteen years that one way free trade can be as 
destructive to the U,S. economy as a policy of \\1despread protectionism. The constituency for 
real free trade is evaporating in this country because more and more Americans now realize thal 
it is not in our national interest to keep our markets open when other countries do nol~ and when 
some of the foreign penetration ofour markets is a result of predatory trade practices. 


