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A BLUEPRINT FOR ECO?
by }}-igyor Bret Schundler

For the remainder of this year, President Clinton and the new Republican majority .
in Congress will probably wrestle with the key issuen of welfare and tax reform. This is
2 good thing. America’s curreni welfare and tax policies are inefficient and expenslve, -
and umintentionslly function fo encourage the break-up of families, trap the poor in
dependency, snd destroy the buman spirit. .

There are some Americans who cagnot work becazzse of true pbysical disability,
and improved governmental polices are needed to help them. But the far greater prohlem
confronting sur nation teday is the number of Americans who eould work, but de net,
either for a lack of job opportunities, or because of the perverse incentives of a
goveromental systers which penslizes them for leaving welfare.

Thiz paper is intended te address this latter pmblem, and omiim an ecouomi:ally :
_just combination of welfare and tax policies which could be used to materiglly and .
spiritually belp every American adult who can work, by ensuring: 1) that every person
who is willing to wérk is slse able to find & job; 2) that every person who takes a job is
able to earn a decent living; and 3).that every person who works hard to increase i’ami!}’ ;
income is benefitted for doing so end pot penalized.

I wilf begin this discussion by expanding on some.of the problems with sur current
welfare and tsx policies,

The Problems With Todsy's Welfare and Tax Policies

One problem with our current welfore system is that it/is inefficient. A aig;zifiégni
percentage of the dollars spent on socinl programs never actually make it fo the poor.
Instcad they go to pay salaries for the federsl, state and local government employees who
administer today’s government programs. Aund there sre also other ‘ways in which cur -
current welfare spending is inefficient. After all, the doilars which do reach welfare -
recipients do help 10 reduce their material deprivation, but they do so through, in essence,
paying welfure recipients not to work. Relative to our diverse goals for government, it
would be far more efficient and productive to pay welfare recipients in exchange for .
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made safe and our citizens need not fear going out at night; and te clean our stregis of
litter and graffiti, so that when our children go outside they internalize beauty and order
from their external environrent, instead of the visual cbhaos that confronts their senses

today,

There is no shortage of public work needing to he done in our inner cities, but
right now, most cities do not have the money to pay for more public services. The reason
cities don't have the money is because most cities, like Jersey City, get most of their
revenue from property taxes. Property taxes may be sufficient to fund government in
suburban and rural communities, where the defining characteristic of such comemunities
is that they have a lot of property fo tax, yet not a lot of people to serve. But property
taxes do not work well as a way of funding city govermments, where their defining
characteristic is that they do have a lot of people to serve, but not a lot of property 'to tay.

The result of the property tax revenue sysfem is that cities need state financial
assistance in order to rvemein financially solvent, but few states have extrs money
available to subsidize supplementary public scrvices in their cities, because most states,
as is also the case with the federal government, are aiready tapped out funding welfare
and other entitlements,

In Jersey City, we have 17,000 families on welfarc, at s financial cost to the state
and federal government of several hundred million dollars. This is an absolutely huge
number of people for g city of 230,000 people, and 3 huge sum of money. To give you 3
sense of proportion, my entire civilian workforce in Jersey City is only approximstely
1,000 workers, and ay entire civilian payroll costs less than $25 million! ’

Imagine the quality of life changes which could be affected -- especially in our most
distressed neighborhoods - if we in Jersey City could put this enormous reservoir of
labor to work, using the welfare dolars that these individuals are slready receiving from,

the state and federal povernment.

As a Mayor who helieves in the dynamic advantages of competition, I would not
have the City of Jersey Clty manage many workfare johs directly. Instead, I wauld
competitively contract with private management companies to provide diverse
supplementary public services fo Jersey City. The city would pay these private vendors:
their management fees, leaving every cent of federal and state money that had been used
to fund wellare checks fo go to the workfare employee, only now in the form of a
paycheck which has been earped.

1 have already mentioped that the advocstes of our current welfare gystem
sometimes criticize workfare programs on the basis of expense. Bat in point of fact, this
approach that I am advecating should sllow for a reduction in government spending for
social welfare, both at the federal and state level of government, and at the local level of

government.

Federsl and state governmenis should save money because workfare is less likely' -
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to breed dependence than welfare, allowing substantls) governmental savings during times -~
of general economic expansion when private secter job epportunities are readily available.

Local governments should save money as some currently pmvzded public services,
which do net require a2 high depree of special training, could easily be provided using
workfare workers paid for with federa) snd state funds imgtead of from local revenues,

Municipal unions are certain to resist the sitrition of local civil service positions,
and the provision of any historically provided government services by weorkfare
crployees. But it makes absolutely 'no sense to raise federal nnd stafe taxes to pay
welfare dollars to ope group of citizens not to work, and then to raise additiona} local
taxes to pay another group of citizens to do the tasks which the first group could quite
eatily be doing. Ultimately, elected officials woust have sufficient political cnurage to

GXEI’C!SG some common sense,

Under thie workfare system, cities which failed to demand true work in exchange
for workfaroe paychecks would find themselves magnets for the siothful, but cities which-
did enforce s requirement of work fn exchange for economic apsistance would be able to
provide improved public services without increasing local property taxes,

Again, this would most certginly improve the guality. of life in our lnner cities,
which are where the vast majority of Americe’s poor live. Even more importantly, this
workfare program would elevate the spirit of the otherwise unemployed by giving them
the opportunity to earn their living, and to receive » paycheck for which they werked,
instead of & welfare check for which they did not.

The three important essentials of » successful workfare program are not difficult
to understand. First, workfare jobs must pay fess than the prevailing private sector
migimum wage, so that workfare jobs serve fo transition the unemployed to other,
permanent jobs, but do not hecome an employment destination in and of themseives,
Second, workfure income must be sufficiently supplemented to sllow someone working.
at a workfare job to live decently for the time that they are in that workfare position,
And third, sny supplementary benefits provided to 8 workfare recipient mugt not be
eliminated when the recipient finds a higher paying, permenent job. This is essentlal to
encourage the workfare employee not to stay on that first workfare rung of the economic
ladder, but instead to climb to the second rung, snd to the third, and up out of cconomic
marginality. To accomplish the second and third elements of this plan, sipnificant tax law
changes wili have o be implemented.

Tax Code Changes

In particular, I propose that Congress abandon the current unfair, complicated, -
and anti-work tax code, and replace it with 1 flat tax plap’ that weuld include] among
other features: g) 3 large standard deduction; b) a non-means tested, refundable income
tax eredit targeted specifically for health insurance or Medical Savings Account expenses;’
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¢) 2 non-tneans tested, refundable, Earned Income Tax Credit to belp pay for Iie’s sther |
cssentials (such as housing, food, and day care); d) the indeéxation of capita!l gains and a
decrease in the capital geins tax rate; e} a limited, ponm-refundsble fax credit for
charitable contributions targeted to helping the poor. (I would siso {nclude 2 small $50
non-refundable tax credit for pelitical contributions, and various business tax changes,
like the immediate expensing of capital investment. Bat this paper is intended to discusy
just a basic cutline of a mere just tax code, not each aad every recommended element of

cnc.}

As mentioned above, our current tax system is tremendously regressive towards
the working poor. The very highest marginsl tux rates in the code are the effective tax
rates op those whe want to leave welfare and take an entry fevel job. They rapidiy lose
most of their governmenta) bepefits and Iostead are taxed,

A fiat tax plan, like that proposed by Dick Armey and Malcolms 8. Forbes, would
closc muost of the ioopholes in aur curreqt tax system and, because it couples s flat
marginal rate with 8 very high standard deduction, would alse result in gignificant
progresgivicy relative to effective tax rates. These are very positive elemnents of the plan,
and it is unfortunate that the latter paint, conterning’ ;aragremimiy, is often g!mseé over.
hy the plan’s political spponents.

On the other hand, there are also negatives to the Armey/Forbes plan: for instance,
its non-taxation of consumed investment income, and, secondly, the fact that very low-
income, working Americans will oot be able to take full advaptage of the high standard -
deduction which the plan contempiates.

On the first point, if educated that the basc lwel of eapitai investment in an
econgmy ultimsstely helps to increase the base level of wages, Americans may be willing
to defer the taxation of re-invested investment income. They may slso be willing to
encourage greater equity financing of business expansion, and end the double taxation of
dividends, through making divideads deductible against the income tax of dividend paying
corporations, But Amerfcans will never he willing to accept the notion that consumed
investmcnt income, whether interest, dividend, or capifai gain derived, should be fully tax
free, while consumed wage income is fully rtaxed. This will offend their sense of eqmt}
and justice.

Relative to the second point gited sbove, the Iarge standard deduction envisioned
by the Armey/Forbes plan will improve the progressivity of the tax code relutive to
today’s law, but will nevertheless result in a greater tax benefit hemg enjoyed by middle
and upper income Americans than by low-income Americans who lack the tax Hability
to be fully able to use the deduction. Replacing the plan’s very bigh standard deduction
with 2 more modest -~ though still greater thap current - standard deduction, coupled.
with refundable tax credits, would effzctlvety remedy this mtqmty

A refundehle tax credit is one which refunds cash to Its targeted beneficiarics whea .
they do not have a high enough tax liability to fully benefit from a repular tax cr&dit For
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examaple, someone with a $150 tax Hability, and a $250 refundable 1ax credit, would pay’
absolutely no taxes, and would instead receive 2 check from the government for $106.

In¢orporating refundshble tax eredits into the Armey/Forbes proposal would provide a

gusrantee that the deduction-like benefits enjoyed by Americans of greater means would

also be enjoyed hy the working poor, '

Some “sozk the rich” politicians will find it objectionable that my proposal does
not means-test its benmefite, and instead provides the rich with the very same tay
expenditures that it provides the poor. Buf such eriticism ignores the fact that refundable
fax credits simply allow the rich to keep more of their own rmosney, whilc In effect
redistributing sormmeone else’s income te the poor. These crities will blindly fight to
preseryve the means-tested system we have todsy, which penallzes the poor when they try
to climb out of poverty by removing their governmental benefits once they get a job, This
is absurd., In my opinion, if should not be a goal of governmental policy to penalize
middie income and wesalthy Americans for working hard, and it should not be a goal of
government policy to keep the poor in poverty. Making governmental benefits non-
means-tested will enable the poor to climb up the ladder of economic opportunity without
penalty, while at the same time decreasing class gntagonism in America and making all
of us truly equal before the Jaw. Both of these results would he positive,

[ would also like to point out that my proposal would werk te ensure that every
citizen is botb ennhled snd incentivized to ohtain health insurance for his or her family.
It would do tbis by targeting s partion of the contemplated reflundable tax credits to
covering health inyurance or Medicsl Savings Account deposits.

The plan also includes & general, Earned Income Tax Credit, that would he added
ors top of todey’s Earned lncome Tax Credit (whick merely refunds payroll tax
payments), in order to further increase the reward of work and to satiefy the
government’s interest in helping our citizens obtain the other pecessities of life.

Taken together, these tsx code changes would sliow for the limination of most
other tax henefit and income assistance programs, For instance, deductions for mortgage
interest payments and emiployer health care contributions could be eliminated, as could
most of today’s inefficient, buresucratically sémmiz:ereé, federal food, bousing and

health care assistance programs.

This too would advence fairness. The current mor‘lgzge intercst expense deduction |
provides o bigger tux benefit for the weslthy individual, wha Is able to afford a big house,-
thanp it dees for the working person who lives in o relatively humbie nbode. My prcposai‘
addresses this uafuirness by giving botb the same refundsble, Earaed lncome Tex Credlt
thst can be used to offset the cost of housing.

It is also not fair that those who work for corporations .often get health coverage
that is paid with pre-tax dollars, while the seif-employed and small businesspersons often
must buy their health insurance uging after-tax dollars. My proposal addresses this .
unfairnegs by giving hoth the samé refundable tax credit that can be used to reimburse
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kealth insuranee eosts.

Finally, as slready mentioned carlier, it is highly inefficient to provide economic
aggistance to low-ingome Awmericans through erecting massive government buresucracies
which directly distribute food, housing, and health care. My plan addresses this
inefficiency through aliowing the replacement of bureancratically provided economic
assistance with a much more efficient system of Earned Tncome Tax Credit-provided
health cere and housing assistance, which, as far as the latter is’ concerned at least,
requires as a condition of its receipt that the beneficiary work.

The attached charts provide examples of how this plan would help to indentivize .
not just work, but also family formation. To cite just one example here, a workfare
employee, working 40 hours per week at $4.00 per kour, would earn $8,000 a year, but
hecsuse of the refundable tax credite envisioned in the plan, would be “netted up™ to a,
total Income of $11,000. Hence, instead of the tux code reducing the reward for work,
this plsn would increase a low wage employce’s reward for working.

The plan would allow Americans’ household income to be easily doubled simply
by having twe adults form 2 family. A woman who worked 30 hours a week at a
workfare job, and a busband or sister who worked 40 hours 3 week ot a §4.25 minimum
wage job, would together epjoy a $20,368 houschold ineome, net of tax credits, They
would not be rich, but they would he abie ta live decently. And if the woman later found
2 higher paying private sector job, and the husband or sister later found a higher paying
job. their household income would grow, nnd yet they would neither lose benefits nor .
hecome taxed sf 2 higher marginal rate,

Combined with business tax changes that would best be discusscd in another paper,
these tax law changes would invigorate the economy by providing not just greater returns
for savings and investment, but greater rewsrds for economically marginal Amerkeans to
marry and work, Current supply-side economic thinking tends often to focus narrowly
upon capital formation ax the key to productivity growth, But in fact, properly
ineentivizing labor aud marrisge is equally important. When the one-sixth of Americans,
ususlly single adults, who are currently trapped in welfare dependence are instead
encouraged fo become ecanomicaliy productive and form- kouseholds, the American
economy will grow and oor magy of our sosial probiems will subside. The change will
be cspecially evident in our cities, where most of our poor live, but where the quality of
life will dramaticelly rise even a3 poverty and local property taxes fall.

Imagine the impact on the spirits of working Americans, when they realize that by
working barder they will sctually be able to ingrease their household income, instead of
being pesalized. This will sllow meny who are lost in despair to once again turn to work
23 8 source of meaning and hope for the future. What & novel idea: the thought that
work should pay, snd that Americans whe work hard should be able to dream of a
brighter future for themselves and for their children! ‘

The nop-refundahie tax credit this plan envisions for charitable contributions
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targeted to helping the poor is specificslly intended to create an cxplosion of state, local, .
apd private initiatives which could build upen this foundation of economic justice and
spiritual rebirth. The most effective social programs are those where control is exercised
¢lose to the individual in need. Energizing neighbor to neighbor assistance s critically
important if we want to help those with the greatest individual needs.

Many will ¢riricize this "Blueprint for Economie Justice™ by saying that providing
tax credits to the middle ecinss and wealthy, as well as to the poor, will lncrease
government spending. Bat it seemns & stretch fo suggest that expanding goveroment tax
credits, and allowipg people to keep more of what they earn, represcnts an tncreage in
governiment {as opposed to individusl) spending.

There nre others who will argue that providing fax credits to the middle class and -
weglthy, as well as to the poor, will reduce government revenue. But I wonder, why
should apyene wany unneccssarily to give a lot of tnoney o government when we can keep
more of it in our own hands, and better sccomplish the goals of our social poifey, through
this combipation of workfare and tax code changes.

Earsed Income Tax Credits are currently woder sttack from some quarters
because of fraud. The resson 2 degree of fraud existe in teday’s Karned Income Tax
Credit program is that refundable tax credits incentivize Americans to report income; but
today’s welfare and tax policies disincentivize Americans on welfare from taking paying
johs. Ag a result, some non-income earning welfere rocipients fraudulently report earned.
income in order to obtain the earncd income refund. Buot the solution to this problem is
not to eliminate the Earned Income Tax Credit pregram, it is to eliminate the
disincentives which discourage those on welfare from actually faking s paying job!

Another probable criticsmm of this plan is that it does not provide extra benefits '
to families with extra ehildren. This is intentional. In my opinion, federal policy should
incentivize working, but should not incentivize having children. The reward for baving
children should be the joy of parenthood, not incressed federal assistanes,

Economic Opporsunity Is The Goal

The focus of the national debate surrounding welfare and tax reform should be
more than just eliminating welfare fraud and tax svasion, or spurring capftal formation
and economic growth. An equai!y important geal should be to provide 2 gocial safety net
which catches Americans when they stumble economieally, but instead of trapping them
in dependence, both enables and incentivize them {o work their ‘way out of poverty,
dependency, and despsir, and up the ladder of sconomic opportunity. That is specifically
what these recommended workfure and tax law changes are intended to accomplish.

If this proposal were implemented, there would be other gaine ss well, In
particular, this plan would allow for a significant reduction io inefficient government
bureaucracy apd spending ~ and hence 1 glgnificant reduction in ¢axes -~ at the same time
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that it devolves considerable power to states, local governments, and individuals.

State and local governments, as weil as the private sector, have an important role
to play in expanding economic opportunity for each and every American, and they would
ensily be able to build upon this federal foundation of economic justice. For instance, the
states could (and, in my opinion, should) experiment with improving education through
school choice inltiatives, Including the use of public and private scheol vouchers. Local
governments, with state financisl assistance, should also initiste creative public-private
partnerships in job traieing snd job placement, such a3 the America Works program in
New York. But the success of all such efforts will ultimately be depcndent upon a rock
solid federal foundation of econotnic justice. That is why these fedcral welfare and tax
code changes are 0 important. .

There are certainly other options which we could pursuc. We could lesve today's
welfare and tax policics in place, and just ignore their grotesque inefficiency and
administrative casts, as well as the damage they do to fumily stability, the dependency
they breed, and their spiritual destructiveness. Or we could go in the exact oppaosite |
direction. We could scrap the entire welfare sysiem, flatten tax rates, and leave no
federally pravided social safety net or funding in place, while hopiag that most people will
be sble to find & private sector job in 2 newly re.invigorated economy, snd that the states
or private charity will be able to take care of those individuals whe do not kind on their
feet. As a third option, we could (ake a hybrid approach, and leave todsy’s insane
welfare snd tax policies in place, even s¥ we limit the receipt of welfare benefits to two -
years, so that we first encourage s state of dependent stupor, apd once such is achieved,
then cut benefits off. But I do pot believe that any of these alternatives will ever be
morally aceeptable to the American people.

Other sojutions still nced to be crafted to meet the needs of those who cannet work.
But the reforms whichk 1 have proposed here wouid at lesst ensure: 1) that every
American whe is willing and able to work, would also be abie to find a job; 2) that every
American who took & job would also be ahle to earn engugh to live decently; snd 3} that
every American who worked hard to increase his or her family income, would alse be
benefitted for doing so and not penalized. And this proposal would aceomplish alf of this
while permitting a significont reduction in the size and Intrusive power of government.

This it the direction in which we should be moving. The time bas come to
empower every citizen with ecosomic opportunity, and to once again make America a,
land of liberty and justice for all!
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CHART: "Net Income Examples”

* 38,000 standard deduction per adult

* 27% fat tax, paid quarterly

P, 19

* $1,600 in refundable earned income tax credits per adult, refunded or cred{t_ed
quarterly, for general necessities (Note: to receive refunds, returns must be filed quarterly
showing earned income of at least 31,000 per quarter)

* $2,000 In refundable tax credity for healtk care per adult (Nete: to receive refunds or
tax credits, proof of insurance payments or MSA contributions required)

* warkfare jobs would be limited to & sub-minimum wage of $4.00 per bour

Income from Workfare Joh
@ 54.00 / hr

Tax Lisbility
27% Marginal Tax Rate w/
$8,000 Standard Deduction

General Purpose
Refund or Credit

Health Care
Refund or Credit

Total Income Net of
Refunds and Taxes

Effective Tax Rale

Single Adult Works
40 Hrs 7 50 Weeks / Yr

5§8,600

$1,000

52,000

§$11,000

{38%)

Family Income If
Spouse Earns Same

$16,000

£2.000
$4,000
$22,000

(38%)
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Incorae from Private Job 516,600 $32,000
@ $8.08 / hr

Tax Liability {$2,160) (84,320)
27% Marginal Tax Raie w/

$8,000 Standard Deduction

General Purpose $1,600 $2.,000
Refund or Credit” ‘
Health Care $2,000 §4,000
Refund or Credit

Total Income Net of $16,840 $33,680
Refonds and Taxes

Effective Tax Rate (3%} (8%
Income fram Private Job $30,000 . $60,600
Tax Liabiliry {55,940} {§11,880)
27% Margina) Tax Rate w/ ‘

$8,000 Standard Deduction

General Purpose $1,000 $2,600
Refund or Credit

Health Care §2,000 54,000
Refund or Credit

Total Income Net of $27,060 $54,120
Refunds and Taxes :

Effective Tax Rate 10%

10%
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Income from Private Job * $60,000 $126,000
Tax Liability (514,040} (28,080)
27% Marginal Tax Rate w/

38,000 Standard Deduction

General Purpose $1,000 £2,000
Refund or Credit

Health Care $2.600 $4,000
Refund or Credit

Totsl Income Net of $43.960 . $971.920
Refunds and Taxes

Effective Tax Rate 18% 18%
Income frem Private Job $ 100,000 5206,000
Tax Lishility {$24,840) {$49,680)
27% Marginal Tax Rate wi.

$8,000 Standard Deduction

General Purpose $1,000 $2,000
Refund or Credit ;
Health Care £2,600 §4,000
Refund or Credit

Total Ingcome Net of §$78,160 $156,320
Refunds and Texes .

Efective Tax Rale

22%

12% .

12
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Incorne from Private Job
Tax Liability

27% Marginsl Tax Rate w/
$8,000 Standard Deduction

General Purpose
Refund or Credit

Henlth Cave
Refund ar Cradit

Toty] Income Net of
Refunds and Tuxes

Effective Tax Rate

- $1,600,000

{5267,84D)

-$1,000

£2,000

$735,160

26%

$2,800,000

(8535,680)

-$2,000

§4,000

$1,470,320

© 26%

P.ﬂ 13
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CHART: "Sample Scenarios”

1} A single adglt, without children, carping $100,000 -per year, would net $78,160,
represeating an effective tax rate of 22%. The taxpayer would not be penalized for
working hard to earn a relatively high incomie, and would be able to take advantage of
the full $8,004 standard deduction, the non-means tested 51,000 general purpese tax
credit, and the pon-means fested 52,000 tax credit for health care, which the taxpayer
could claim after submitting proof of payment of health insurance or medical savipgs
account expenses.

1) A married couple, with children, with one spouse carning $88,000, and one spouse
earning $40,000, wouid net 397,920, representing an effective tax rate of 18% on their
combined income. The couple would take advantage of two standard deductions, two
general purpose tax credits, and two health care tax credits. The coupic would not
receive any tax breaks for choosing to have children, but neither would the couple be
penslized for choosing to marry and form 2 single hewsehold, Their combined tax
Hability would be precigelv the same a5 it would have been bad the two adults filed
scparately In face, the couple would receivs some ¢copomic benefits for forming g family,
since by sharing a single rent and family health insurance poliey they would be able 1o
streteh their spending.
3) A married couple, without children, one earning $110,000 per yesr, and one reporting -
$10,000 in income paid by the other spouse for homemaking services, would officially net
the same $97,920 us the couple above, representing the same 18% effcctive tax rate s the -
couple above, on 2 combined nominal income of $120,000. The couple’s actual external
income would only be §110,000, of course, But the artifice of having the homemaker bill
the externally working spouse for $10,000 in services would be sccepted as a legitimate
means by which the couple could take advantage of two standard deductions and two sety
of Earned Income Tax Credits, This would have the tax cods recognize for the first time
that bomemaking is valuable work, and would provide a distingt economiic benefit for

having formed » family,

4) A single adult, with children, epraing 516,000 per year, would net §16,840, representing
sn effective tax rate of -58%, Making ends meet on 516,000 9 year i3 hard enough,.
without having the government take out taxes. The "netting up" effect of the
“refundable” fax credits would actually add to the reward for work which this adult ~
receives from his or her employer.

87 Co-habitating adults, without children, one earning 511,000 a1 & micimum wage job,
angd the ciber earping 56,000 at a 30 hour per week workfare job, would net $22,730, for
an effective tax rate of -34%. Siuce this couple was vot married, they would not be able
10 file 2 joint return. But since marriage and household formation ig neither penalized.
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nor preferenced under this system, the couple’s filing separare returns would have no
economic consequence. They would simply receive the same economic benefit which sll
households receive from sharing a rent and medica! policy bebween hwo or more Income -
earners. This "houscholding benefit,” combined with the petting up of their two very
modest incomcs, wounld allow them to Jive decently even fhough they were working at very

low paying jobs.

6) A single adult, with children, earning $6,000 at 8 30 hour per week workfare job,.
would net §9,000, representing an effective tax rate of -50%. - This sdult would find it
difficult making ends meet, This would give him or her an incentive to form a household
and shsre = rent and other expenses with at least one other adult, It would also
encourage the adult to tske advantage of job training opportunities and search .for a
bigher paying job. If the adult landed a 40 hour a week, $8.00-an hour job, his or her
jcome, with the benefit of the refundable fax eredity, would quickly rise to $16,840.

7} A single adult, without childres, fraudulently reporting 56,000 per year of income from
8 workfare job, would net §3,000, representing an infinitely negative effective tax rate,
until such time as the fraud was detected. OF the 33,000 in benefits received, §2,000
would represent g refund for heaith insurance premiums or MSA cantﬂbmiuns. - This
would be cheaper than today's per persen cost for providing medicaid coverage. Another
31,000 of the received benefits would come back in the form of cash. This wonld hardiy
be enough to live, creating a significant incentive for the adult to seek real employm:m
and legitimize his or her fraudulent claim for the Earned Income Tax Credit.



JAN 29 '36 @3°11PN P16

CHART: "Sumpie Sceps, -

1) A single adall, without children, carning STHOGH, + o saur, would . nat £7%.160,

representing an effective tux rate of 22%., The Luxperes voald not he pevslized for
working hard to sarn a relatively hivh Ingome, and wi i 5y ible ts ke 2y anuge -of
the full 88,000 standard deduction. the non-meass ter * ) UG genersi parpose tax:
eredit, apd the non-mesns tested S2,008 tax cradir for Lotk care, which 1t tuxpayer
could claim after submitting proef of payment of healt’' n .eance or medisal savings
aIccouDnt expenses. ' ’ '

1) A married couple, with children, with one spouse eurr ' SEG0NL and nae tnouse

carning 540,000, would net $97,920, representing an eftcsnve 18X rete of 18 4 nn their

combined income. The couple would tske advaniage 7 v ~tandsvd dedu tiare, two

general purpose tax eredits, and. iwe hoalth eure tas ooz, The couple ~onid not

recelve any tax breaks for choosing lo heve children. oot o, her v ould the enoris be

penalized for choosing to marry and form 3 single bev o d. Their oo binnd rax

liability would be precisely the sume s 3t would base s oo uad tre vwo - duirns Dled

separately. In fact, the couple would recewve ome econatr, "= [its fug formir - o [=mily,

since by sharing a single rent and family health insure- .o p' v thov would be ibkle to

streteh their spending.

3) A married couple, without children, nne eurping 5116 0 . vewr and op reporting

$10,000 in income paid by the other spouse e homemss o, v (dces, toaid of “ele’ v agt

the same $97,920 as the couple above. representing theo sanz Ty effe iiw:z tun M0 . e
coupie above, on a combined nomivs! inceme of S1280 7o coup’te acw T, cgal

income would only be $1184,000, ol course, But the artsfe . <1 -ving t1e haww 210 > BilE
the externally working spouse for S18,000 15 servites wouo " weep od as & -=ir o e

wmeans by which the couple could take advantage of rwo stundord dedustions ag 1oy orts

of Earned Income Tax Credits. Thiv would have the tay «ode ruloonize for the first me

that homemaking is valuable work, end would provide 4 wiot ot ep nomic 7 sncihy for
baving formed a fomily.

4} A single adult, with children, carning 310,000 per vear. would <ot $1..%40, ree aronring
an effective tax rate of -8%. Making cnids meet Ao U i) 2 weer 3¢ har ar oy
without having the government trks 0! fives.  1'e sing .0 oeft LT e
"refundable’” tax credits would actuiadly L id ot the yo wer o vhiet it
received from his or her employves,

§) Co-habitating adults, without childven, cne earning 55 v v an Shoum - el
and the other ¢arning $6,000 at = 30 hour pre week work® ¢ . would net 82 1000 for
an effective tax rate of -34%. Singe this ceuple was nov + ¢ e o they wapld 1t by sble
to file a joint return, But sinec marrtege snd bouseboid o o i Zeither sepatized



nor preferenced under this system. the couple’s filioy ~eperate retirns wn W havw po
ecopomic comsequence. They would simply receive the »aoe eeonomis hene « whieh all
households receive from sharing o ronf and medicad ¢ 0 v besveen wa ar v et fagome

earners. This “housebolding hened! vombined it hy -riting vp of the

vy ’»‘t“rj

modest incomes, would allow them to live decontly oven tnuu g they e wer i - ai very

low paying jobs.

6) A single adult, with children. currivg SE000 3t w0 - par cewkw 2

ui‘: i

would net $3,000, representing an offc vive tax rate o s This adult »
difficult making ends meet. This would give bim or ber 10+ wamwve » form S

and share s rent and other experses sith a least ro ' or wewd, h -w'

encourage the adult to take advantaze of job trainio. ewpea cunitis and = v
higher puylng job. If the adult lunded v 40 hour 2 weok, S8 gn aqoyr job F
income, with the benefit of (he refundable 1ax credits, vnushi cuickl rize to

D A single adult, without children, frsuduleatly reportng 8= U85 per wur of -

a workfare job, would net $3,000, representing an nfise', regath~ erfecte o oo

until such vime as the fraud was dotegted OF the 53 7 o heneds rece
would represent s refund for heulth imvurance premiveg s #1 A8A b
would be chesper than todsy’s per persun cnst for provinn . o cHedie caverap
$1,000 of the received benefits swuuld come beek in the i ros o8 cash This w
be enough to live, creating o siguificant incentive for th- xlult to seck real ©

and legitimize bis or her frandulrrt claim for the Esrned Incrme Twv Cred

) .jubt
wnd it

snold
iiso
i ‘3

+ by

t
El

PElvd:
rute,
100
Thais
hier
vk iy
111


http:S6.{I(.lO

4 L
LIRS

o5 | .
(s “\#¢
T/ '

Scmmblilig to Pay the Bills:
Building Allies for America’s Working Families

A Set of Comprehensive, Specific
. Democratic Proposals to
Address Wage and Income Stagnation -
~ to Produce Long-Term, Higher Rates of Economic Growth,
Shared with Working Families,
in the United States

H
E

Presented by Senator Jeff Bingaman (-KM)
to the Senate Democratic Leader,
Senafor Tom Daschle (D-SD}

Fehruary 28, 1996

Full Report




RODUCTION 7
INT l U P

ESTABLISHING THE “A-Corp™
HELPING BUSINESSES BECOME ALLIES OF

AMERICA’S WORKING FAMILIES . ... .. .. i i eanans 12
A-Corp Tax Benefits and Tax Bepefits for all Corporations ................ 14
A-CorpRegulatory Benefits .. ... ... . o i 19
A-Corp Government Contract Benefits .. .. .. .. ... . . . . i anan 19

HELPING BUSINESSES BECOME ALLIES OF
AMERICA’S WORKING FAMILIES

BY SUPPORTING THEM IN THE GLOBAL MARKETPLACE .. ............ 20
BY CONFRONTING
THE ASIA-PACIFIC TRADE & INVESTMENTPROBLEM .. ... ... ... 21
Establish Commission on U.8.-Asia Pacific Trade and Investment Policy .. ........ 21
Take action to prevent arrangements whereby technology is transferred inexchange. .
for granting market access in foreignnations. . ..... .. L oo 22
BY UPGRADING LABOR AND ENVIRONMENTAL STANDARDS ......... 23
Internationai Labor Organization conventions, protocols of the Caribbean Basin -
Initiative, and the General Preferencesand Standards .. ... ... ... ... .. .. 23
Increase activity of 1.8, 1 the International Labor Organization . .. .. ....... .. ... 23
Strengthen Inlernational Codesof Conduct ... ... ... . . i i i, 23
BY FOSTERING JOINT VENTURES IN CRITICAL TECHNOLOGIES . ... .. 25
Updated review of critical technologies . .. ....... ... ... . 25
U.8. should sponsor a Joint Ventwre Initiative .. ... .. ... .. 0., .
BY ENCOURAGING GREATER AMERICANEXPORTS . ... .............. 26
Double resources by the year 2000 for domestic centers of the International Trade
AdmInISTAION . ..ot it e i e e e 26
Further extending export assistance Cenlers . .. ... ..t i invt i cnenns 26
Extend the average term of Foreign Service and Commercial Services Officers . .. .. 26

Estublish A-Corp Industry Association Export Assistance Requirement ... ... ... ... 26



Fl

Page 3
BY RESTRUCTURING GOVERNMENT TO ACT STRATEGICALLY ... .... 27
Strengthen and Enhance the Department of Comamerce ... ...... ... e 27
Establish Academic Centers for the Study of Industry. - ... ... oot ... 28
State vs. state competition for domestic and foreigninvestment . .. .. .. ... .. ... .. 28
Community development block grants to siates or localities .. .................. 28
ESTABLISHING THE “A-Fund™
HELPING FINANCIAL MARKETS BECOME ALLIES OF
AMERICA’S BUSINESSES AND AMERICA'S WORKING FAMILIES , ... ... 29
AFUR S OUTCOS v v v ot v v s e it i e e e 29
AFUnd InVeSIIe S . . . . i e e 3
To Fund Tax Deductions for Higher Edzzcatmn and Work 8kill Training .. .. .. 3
To Fund Tax Credits for Dependemt Children .. ... ... ... ... ... . ..., 31
Workforee Tralndng. ... v it e e i s 32
School to WoTK. L . e 32
National Education Goalsand Standards .. ... .. ... ... .. e 32
Technology Research & Development , . ... ... ... o o, 32
Indugirial EXENSION . . (.0 ittt s e ey n 32
Export Promotion. . ... ... i i i e 13
HELPING FINANCIAL MARKETS BECOME ALLIES WITH
AMERICAN BUSINESSES AND WORKING FAMILIES . ’i"HROUGK .
SECURITIES REGULATIONREFORM ... ... ... .. .. .. .. i iaianey 34
Reducing Barriers to Collective Shareholder Monitoring ... .. ... ... .......... 35
Reducing the Risk of Litigation ... .. .... ... .. ... .. . iien. 35
Improving Accesstothe Proxy Statement .. ... ... o il 35
Improving Disclosure about Board Independence. ... ... ... ... . ..., 35

Reducing Regulatory Impediments to Larger Holdings in Com;zames by Individual

Institutional Investors .. ... ... ... i e 35
Private Investment Company Exeeption ... ... o oo 35
Greater Flexibility 1o Investors Who Engage in Heightened Monitoring ... .. .36
Financial Incentives for Greater Corporate Governance Monitoring ... .. .. ... 36
ERISA’s Prudence Requirement / Encourage Larger Individual Holdings ... .. 36
Guidance on Proxy Voting for Investment and Insurance Companies and Banks 36

Encouraging Long-Term Management and Investment Behavior ... .. .......... ... 37
Reduce Short-Term, Speculative Investment Behavior .. .................. 37
Promote Full Voting Rights for Employee Owners .. ... ....... ... .. e 37

The Pension Protection and Corporate Takeover Reform Act ... ... ..., .. 37



In

Improving Available Information on Firm’s Prospects . ...................... =38
Measuring certain salient categories of nonfinancial information . ... .. U 38
FPREPARING THE “A-Check™:
MAKING THE UNITED STATES GOVERNMENT AN ALLY OF AMERICA'S
WORKING FAMILIES . ... . . i cr e e cnernncireennen 39
Cut in half each employes’s QASDI payroll tax (from 6.2% 0 3.1%) .. .. ... ... 39,
Cut individual income taxes by tripling the standard deduction for taxpayers
who donot itemize deductions . ... ... i e e 35
Incoine tax deductions up to $10,000 for individuals’ investments
in their personal post-secondary educationand training ... ..., ... ..., 40
Income tax credits of $500 for each dependent child under 18 yearsold ........... 4()
Conunuing the Eamed Income Tax Creditprogram ........ .. ... ie ey, 40
Cut mcome taxes further by providing for refuriable tax ¢redii amounts
additional to thecurrent Eamed Income Tax Credit. ... ... ... ... .. ..... a1
Raise the minimum wage 0 conisOVertWO YEars ... ... .. iiniinncnnn. 41

MAKING THE UNITED STATES GOVERNMENT AN ALLY OF
AMERICA'S WORKING FAMILIES

THROUGH COLLECTIVE BARGAINING . .............. .0, 42
Streamlining electionprocedures ... .. ... ... . e 42

A fine forviolating the National-Labor.Relations Act by wronghully. .. .. ac i pum
dismissing employees involved in the organization of a wotkplace . ... ... 42
BY SUPPORTING LABOR-MANAGEMENT PARTNERSHIPS ... .. ....... .. 43
Clarification of the application of Section 8{a}2)of the NRLA ... . ..... .., 43
Ban the use of permanent replacements in legal strikes . ... ... ..o, 4%
Amend the WARN Act to provide better enforcement and coverage ... ....., 43

MAKING THE UNITED STATES GOVERNMENT AN ALLY OF
AMERICA’S WORKING FAMILIES ..

BY REFORMING AND IMPROVING EDUCATION
and WORKFORCE TRAINING .. . . i 44

Academic and SkiH Standards for Students .. .. . ... ... 44
National Skills Standards Board, the National Education Guals Panel,
and Goals 2000, . . ... e e 44



Professional Standards for Teachers ... ... . o i 45
‘National Board of Professional Teaching Standards and associated professional . .. ..
Tdevelopment activities L. . s et e 45

-Teachers meeting national professional standards shall be deemed qualified ... . 45
Additional compensation to teachers who become nationally certified ....... .. 45

Help 10 teachers willing o apply forcertification ... ... ... ... ... ... ... 45
New Configurations of Time for Student Learning and Achievement ... ........... 45
More effective and efficient ways to organize leamningtime .. .. .. ... .... .. 45
Models of an “academic school day” for instruction inbasie skills ... ... .. .. 46
New schedules that entail longer school days and longer schocl years .. .. .. .. 46
Instructionat time, technology, and teachers’ professional development .. .. ... 46
Appropriate Access 1o and Use of Education Technology ... ... ... ... ... .. 46
The Technology for Education Actof 1994 .. ... .. ... ... .. ... ... 46
The Telecommunications Competition and Deregulations Actof 1993 ..., .. .. 44

Training for teachers” professional development in the use of technology . . ... . 46,

School-t0-Work Translions . .. .. ... ... . . i i s e 47
The development of successful School 1o Work systems ... ... .. ST ¥
Transmitting “Dest Practices” . ... ... i i 47
Employers 1o panticipate in the development and deployment

of SChool 10 Work SYSIEMS . . . ... . . i i s 47

Waorkforce TralBing ..o e e e 48
Theuseof A-Funds ... .. . i e e 48
The Job Corps program and some demonsizalion programs . ..., ...... ... .. 4%
Theuseof Galning voughers .. .. . .. i i i e 4%
The best labor market information ... ... ... .. i i, 48

PREPARING THE “A-Check,” Part H:
MAKING THE UNITED STATES GOVERNMENT AN ALLY OF
AMERICA’S SELF-EMPLOYED WORKERS and SMALL BUSINESSES . ... ... 49

Cut in half the self-employed worker's OASDI tax, from 12.4% 10 62%. ... .. 49
Small businesses with less than $100,000 in annual receipts would be exempt . . 49
Make permanent the provisions of OBRA of 1993 which provided for a 50%
capital BRINS X CUL L. .. i e e 49
Increase in the amount of losses on small company stock ... ... ..... ..., 50



Page 6

MAKING THE UNITED STATES GOVERNMENT AN ALLY OF

AMERICA’S SELF-EMPLOYED WORKERS apd SMALL BUSINESSES... . .. ...
BY SUPPORTING THE DEVELOPMENT OF SMALL, HIGH-GROWTH
BUSINE S SES ... ittt it e ettt e i e a i 51
Underwriting of Small Business Issuesby Banks . ... ... .. ... ... o int 51
Revise Glass-Steagall to bronden powers of banks and securities firms .. ... .. 51
Reducing Equity Issuance TransactionCosts ................ fhe e v 52
Raise the ceiling on size of small business equity offerings . . ... ............ 52
Greater coordination among state securitiesregulators . ... ... ... aoe.. 52
Expanding “test-the-waters” procedire .. ... o e 52
Facilitating the Operation of Matching Facilities .., ............... .. e 52
Undertake rulemaking regarding Matching Faeilities ..., ... ........... 52
Facilitating Loan Securitization .. ................ e et 52
Launching pilot program t¢ develop a uniform loan rating benchmark .. ... ... 82

Permit credit rating agencies to assess the loss experience of loan pools . ...... . 52

Improving the Efficiency of Small Business Administration Programs ... .. ... .. .. 33
Instituting a “tranche-based” pricing system for

Section 7{a} small business loan guarantees .............., .. ..... 53

Undertake study of SBA’s major loan and investment programs . .......... - 53

APPENDI RS . . e e 54

TRADE DEFICIT NUMBERS AND HIGH-WAGEJOBS . ............... ... 55

END NOTES . i it e e e 57



Page 7

INTRODUCTION

An important debate has now broken out of the editorial pages and into the public arena -
* about the rend health of the 11.5. econamy. Some economists such as Robert Samueison have
argued that many American’s anxieties about side-stepping pink slips and managing economic
survival are really false concerns. He argues that rates of joblessness and job-hopping are
roughly similar 1o or only slightly higher today than twenty years ago. Furthermore, Samuelson
argues that the economy is performing as it should, rewarding those best prepared to adjust to
trangitions through which the American econemy must inevitably go.

Others on the other end of the debate are alarmed that the economy is leaving the working
middle class behind; that the combination of hard work and dependable performance no longer
assure adequate health care and retirement savings, educational opportunities for children, and
the promise of an improved standard of living 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 ineight years: Productivity has now oltstripped wage .. . __..
growth for 1wo 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 70% of working Ameriea and historically had
opportunities for relatively high-paying jobs, are increasingly abandoned by an ecerz«:zmy that
needs their services less and less.

In his 1996 State of the Union address, President Clinton declared that the “American - ...
economy is strong.” Home ownership is at its highest rate in 15 years; 7.8 million new jobs -
have been created in the last three years; and the administration’s 1993 economic plan has cut
the deficit fiearly in half and significantly reduced the burden of taxpayers. Furthermore, 10 say
that corporate profitability, stock market averages, and manufacturing volume productivity are at
historic highs fails to capture just how continuocus and eruptive these advances have been. But
clearly, America’s working families are not hitting these same historic highs - and an updated
version of President Clinton’s 1992 campaign slogan, “It’s gtill the economy, stupid™ continues
1o 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 2¢-year period in which average real
wages fell -- except from the 1973 to the present, The American standard of living has been
even further undermined when Americans tried 1o make up the difference by working harder «-
more jobs, and both spouses working, The average full-time male employee now works a week
and z half longer a year than in 1973. The number of two-worker faruilics rose by more than
20% in the 1980s, and seven million workers hold at least two jobs, the highest proportion in 50
_ years. And the largest increase in the proportion of working spouses was among families
garming the least money.
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To add to the financial tension of working families, the cost of education at public ,
universities has risen S0 percent higher than inflation since 1984, and even the cost of seading a-
> son or daughter 1o a community college has doubled in real dollars since 1970, The cost of
health care hus skyrocketed and participation in pension plans has dropped.

As if lower wages, longer hours, and higher prices for education and heaith 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 hetween
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 off than the previous generation, has simply shattered.

How could this have happened? One reason is that since 1973, our economy has not
sustained rates of economic growth close 1o those of previcus decades. From 1870 to 1973, the

American economy sustained average anmal growth rates of 3.4%, but since then, the nation has__

averaged only 2.3% annual econormic growth, Had the Amencan economy grown at an average
of 1% more per year than it did since 1973 {which would still put the growth rate a little lower
than the U5, historical average), armual income for the typical family would have been about
$5,500 a year higher in 1993, and possibly more. From 1973.1953, the typical family would
have earned an additional $50,000 in income, which it could have used to pay for college, for
health care, for a2 down payment on a home, or to allow one parent 1o stay home with the kids a
little longer.

And 1he second reason that the American dream has stalled is that the fruits of what
growth there was have not been shared with average working families. During the period 1950-
1978, economic growth was shared by all income groups. But from 1979 through the present,
any increase in prefits seemed to only increase the inequality of wealth in America. For
example, from 1950 10 1978, the bottorn 60% of American families {(by income) experienced an
average growth in real income of 114%, 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 drop of 8%, while the top 40% experienced an jngrease of 8%. e

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 sbout corporate “captains of greed” and the urgent need for corporate
responsibility. And 1o an extent, some corporate executives have played into their hands by
pairing surging executive compensation packages with proliferating pink slips and job out-
placement counseling for “down-sized” employees. Buotintruth the villain is not corporate
America. Rather, America’s economic system which has been increasingly challenged by
international trade competition and Wall Street’s increasing insistence on short-term profits has

.
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produced a dysfunctional relationship between working families, on the one hand, and o
corporations, labor, securities markets, and the government, on the other, ... ce e

The “system” has failed 10 provide adequate incentives for business investments in the
United States that will produce new products, new processes, higher profit margins, and-higher -
wages in the long run -~ that will produce global market power in high-value-added products and
services: research, development, plant, equipment, process technologies, new distribution
channels, new 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 grans, lower labor costs, and
less stringent environmental protection regimes. Countries such as China are known 10 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 slough off workers and scale back R&D .
programs {0 pumnp up quarterly financial results.  The results of these systemic pressures inciude
lower and lower wage strategies, leading-to restructuring, downsizing and cutsourcing all
eontribute to the uncertainty and anxiety that working familtes feel about their futures. - ~

According to polister Stanley Greenberg, Americans feel that they are “scrambling” just to
hold things 1ogether, just ¢ manage the bills that come in month to month. But still, peopie 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 security savings.- But lately Medicare and Social... <.
Security, part of the personal survival strategies of many Amenicans, have been threatened. In
addition, accerding 10 GOreenberg, most Americans helieve that economic advancement ¢an 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

- COSIS are going up and workers are having 10 personally 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 farmilies for their personal economic strategies.

America should not minimize, and Democrats should be proud of, the important steps that
have been taken in the past 1o support working families. The institutionalization of 2 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 all been important in securing e certain degree of safety net for hardworking
Americans. But the new glohal marketplace in which we all work requires new ideas and new
ways in which to make businesses, the financial market, and the governments allies of working
familfies for the struggles ahead.
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1t is high time 1o demand that the American economy put itself on a “high-wage road” |
back up to our historic economic growth rates. The key players must finally assume their roles -
t6 help us get there: American businesses, 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 1o align federal 1ax policies, spending priorities, and regulatory policies along a single
tratectory toward higher economic growth:

Q By producing long-term investments by business, Wall Street, and government in;
research, development, plani, equipment, process technologies, new distribution channels,
new marketing strategies, and worker training.

C3  That is shared by America’s working families. A irajectory for economic growth that will
value and invest in the nation’s workers -~ equipping them with the skills they need to be
ihe best workers in the world, giving them tools they need to embrace, and not fear,
economic change, and rewarding them for world-class performance.

() In the United Stares. A trajectory for economic growth that uses both carrots and sticks to
force open lucrauve, growing foreign markets for American-made products and services | |
and which prevents the undermining of the finest pans of our economic system by
intolerably lax labor, environmental, and property standards elsewhere.

There are those who will say that building alliances for this enommous task between
working families on the one hand, and businesses, Wall Sireet, and the government, on the other, .=
is futile. They will say that highes economie growth is not possible, and we must siaply Jeare e -
the “invisible 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, 50 none of us should be asked to try.

We reiect that view categorically, We ook at America’s strengths:

“We are 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 1o electric turbines, personal computers and
soffware, semiconductors and bictechnology, We are the best retailers and distributors in
the world. We are an entrepreneurial people and a mobile one, a sprawling nation with
plenty of room for new beginnings. Unlike the world’s former economic leaders, Holland
and England, we are s1ll a gigantic marketplace where the worki’s best companies
continue to build plants and distribution facilities, We are aging far less quickly than owr
advanced competitors, for whom the financial pressure of Social Security and pension
obligations will be even greater than owrs. 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



Page 11

peoples of the world.” (Jeffrey Madnick, Thz End of Affluence, pp. 159-160.)

We are determined to take these strengths, rebuild the siandard of living for America’s .
working families, and restore the “American Dream.” And we challenge all who are willing,
among America’s businesses, financial community, and the federal government, 1o 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

merica’s businesses are facing enormous pressures from intemnational competition

and from Wall Street to produee higher and higher short-term earnings. They are
confronted with tough choices in the global market place. For exaniple, should they make their
next invesiment in the United States, or in a particular foreign country that touts lower wage
costs, lower labor standards, and lower environmental requirements while at the same time
protiises 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 imaginable to pump up quarterly earnings at least for the short-term? Too often, without
couritervailing pressures, America’s businesses are compeltled to pursue shart<term, low-
investment, jow-wage, cost-cutting strategies. The result? Down-sizing, restructuring, and out-
sourcing,

These words -- down-sizing, out-sourcing and the like -- are frightening words for most

of America’s working families, because so many key components of each family’s.
economic sirategy ar¢ 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

of their employers. As workers must be partners with their employers in producing world-class
goods and services, businesses should necessarily be allies of their employees in helping them ...
execute successful personal economic strategies. We therefore propose a powerful setof . . .
incentives to help businesses fulfsl 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 attomeys
and sccountants for such businessas {(which might be called “A-Corps™) would provide opinions
that the business qualifies, according (o eentain criteria. For every year it qualifies for status as
an A-Corp, the business would get the benefit of extremely favorable tax, regulatory, and
governyment 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, sbout which its attorneys and accountants could give
an annual opinion. For example, the husiness would have to:

0  Contribute an amount equal to at least three percent (3%) of payroll 10, and offer to its
U.S. employees, a multi-employer or multiple employer pension plan (definzd
contribution or defined benefit, with significant portability), or sponsor a collectively-
bargained, single-employer plan.
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Devote an amount equal to at Jeast two percent (2%) of payroll for U.S, employee training .
or education which training or education was certified 1o meet standards set by ceriain
industry groups.

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

Qffer 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 a basic
maodel health care benefis plan drafted by the National Association of Insurance
Commissioners,

If a for-profit entity, operate for its U.§, workers either an employes profit-sharing plan, or
an employee gain-sharing plan (bonuses tied to employees meeting certain measurable

productivity, quality, safety or other objectives), or an employee stock option plan, oran_,.,.
¢mployee stock ownership 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;

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

v it which il stock is full veting stock.

Maintain a compensation plan such that:

e 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 emplovee; and

v 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

e a substantial proportion of the compensation received by members of the
company’s board of directors shall be in the form of stock options which shall

require the same vesting requirements as for management exequiives.

Show that in the preceding three-year period:
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v at least 50% of the 1otal of all net new investment in research & development was
made in the United States; and

v/ atleast 90% of the total of all net new investment in plant, equipment, and
employment used for the production and delivery of products and services .
‘congwmned in the United States, occurred in the United States. This would likely be
caleulated by requiring that these investments equal 90% of the proportion that net
new sales in the U8, represent of the business’s total net new sales in the world
during that three-year period. ‘

d  Maintain above-average or continuously improving occupational safety and environmental
compliance records.

O After December 31, 1998, belong to and pay significant dues to an industry association
which shall be certified by the Department of Commerce as;

/7  actively participating in the United States in the setting of education, training, and
apprenticeship standards for workers'in its industry; and requiring its membersto | ..
support local school-to-work systems through consultation with local school
officials, supporting school to work curricula, or providing work oppertussties for
students participating in school 10 work programs;

v offering to all of its U.S.-members the oppornmity {o participate in a managed,
multi-employer or multiple employer, portable pension plan similar to those .
operated by TIAA-CREF, the National Automaobile Dealers Association and the .. e
Rural Electric Cooperatives, for example;

s  providing significant assistance to its members with respect 10 the export of the
industry’s goods and services from the United States,

A-Corp Tax Benefits and Tax Benefits for all Corporations

‘ N ? e believe that stagnant wages are traceable partly to inadequate long-term

investment,! This view holds that long run wage increases can only be based on
impravements in labor productivity, which in turn depends on both the degree and direction of
America’s investment/capital allocation activity.

Recent statistics indicate increases in workforce productivity, but the longer 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 vafue {units of output per unit of fabor and relative
prices) productivity. Increased volume productivity will not lead to higher wages if the price of a
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‘company’s products falls relative 1o the price of its inpuis. In facy since 1981, value R,
produetivity growth has been much slower than volume productivity growth.

This tiend has direct impact on America’s competitive position and American living
standards. 1f the U.8. continues down the road of stified innovation 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 firms based on
lower wages. in other words, American wage growth will not expand until the U8, expands ...
production of higher-value items. Furthermore, 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 framewerk (most corporate governance rules, tax laws,
and accounting conventions) exacerbales the problems of capital allocation and wage stagnation
since much of it was developed before WWII, Since the 1950s and 1960s, revolutionary
changes have swept the business world, including dramatic growth in information and
communications technology, extensive globalization of production and investment, a shifiin . .
importance from large and diversified companies to smaller and more flexible organizations, and
a pronounced concentration of private equity owpership in institutional agents. We believe that
the Federal government must update its investment, corporate governance, and tax policieste « ..
refiect these fundamental changes, to link productivity growth to wage growth, and te encourage
proliferation of responsible business practices. '

In our view, composition of investment matters. If the U.S. wakes beneficial measures 1o
reduce deficits and increase savings without efforts to channel these benefits into
praductive capacities, then it will have done little to address the root causes of income
stagnation. In other words, it will matter if the newly expanded savings pool is spent on worker
skil} upgrades 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 vears. A decline in fixed investrment means that growth of the capital-1o-labor ratio in
US industry -- which is crucial to growth in value productivity and wages — is slow by historic
and international standards. Three particular investment trends have contnbuted to this pattern
and are of concem 10 us:

1. Net investment in fixed corporate assets in the United States has fallen
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 foreign competitors.

2. New eguity issues have been outpaced in recent years by equity retirements (e.g.
from acquisitions and stock repurchases). This matters o the issue of high-wage
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jobs because most intangible investments {(R&D and new market development) are_
funded by new equity, not 1ax-favored debt or internaliy-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, cutside capital.

Increased dividend payouts by firms reflect capital market pressure for current
income as well as shortage of investment opportunities thal meet perceived hurdle
rates. High hurdle rates {required return) in the U.S. relative to foreign
competitors result in comparatively high profits and Jower investment in the U.S,
than elsewhere. 1f there is a short supply of capital and immediate returns are
demanded and if certain types of investment (R&D, worker maining, market share
development) are less conducive to precise future cash flow projections, high
hurdle rates will inefficiently skew capital away from longer-term to shorter-term
or more tangible projects. As a consequence, American companies spend billions
buying back own stock rather than investing in new assets.

eform of capital sllocation patierns must begin with tax policy, since the 1ax code

ffects the choice between saving and consumption, the form investments take, and

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

L.

Debt is favored over equity so capital is steered toward older, established firms
with assets that lenders can collateralize, and away from younger high tech-firms
with a greater proportion of intangible assets. Business traditionally finances

-riskier, long-term, value-added activity such as R&D and worker skill training ... .. .
through equity instruments, not debt financing. 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 of retained earnings for longer-term
investments, incentivizes debt while discouraging equity.

The incurring of research & development expenses in the United States is still
discowraged. 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 30% of the firm’s r & d expense is deductible
against U.S. eorporate income taxes, even if gll of the research & development is
done in the U.S.

The licensing of US. -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, whieh in turn increases the foreign income tax credit available to
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ther to offset against total eorporate income for U.S. tax purposes. e e

"4, " There are big differences in the corporate income taxes paid by different types of -~
- firmsinthe US  The enormous complexity of the current corporate income tax
structure leads to remarkable unfairness over types of firms. That in turn leads to
demands for reduction in the unfairness which means a reduction in, or o
rateheting down of, the percent of all U.S. taxes paid by corporations.

5 Finally, there is an entire industry which costs the economy in excess of $360
billion annually, 10 find ways through the complexity of the current corporate tax
code ie reduce business taxes. In a classic misallocation of resources, some of the
best, brightest, and well-irained minds in the country - lawyers and accountants,
generally -~ are highly compensated to achieve no net value to the domestic
economnty,

For all 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-I business tax , which is fully border-adjustable {it taxes imports, not
exports), applies a fixed tax rate 1o a tax base resulting from taking all business receipts and
subtracting paymert 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:

L3 Provide that money spent on the provision of training or education to employees of the
workplace, which training or education was certified to meet standards set by ceriain
industry groups in coordination with the Nationa! Skills Standards Board, shall not be pan
of employee compensation and shall be fully subtracted from B-D» tax base, just as an
mvesiment in a new machine would be; and

(3 Provide that research & development expenses incurred in the United States (as defined
under the current tax regulations governing the existing temporary r & d credit) shall be
fully subtracted from the B-I) tax base, just as an investment in & new machine would be,

‘ é doption of the Boren-Danforth business activities iax with the above two changes
ccomplishes a number of obiectives which will aid all American businesses in
improving their performance:

v in the business tax setting, it efiminates 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
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finances riskier, long-term, value-added activity (investment in intangible assets
such as R&D, workforce training, new products and new markets, supplier . ..
relationships, establishiment of brand names, and distribution channels) through
equity instruments, not debt financing. _

7 It incentivizes invesiment in the United Staies in new plant and equipment, research
& development, and worker training. Under our modified B-D business tax, all
company expenditures for new plant and equipment (built, used, or consumed in
the 11.8.}, and research & development and worker training (conducted in the U.8.)
are subtracted from the tax base. And it eliminates the incentives in the current
cade to invest in, or to hicense 1.8, technology to, foreign countries.

v The tax is fully border-adiustable, 1axing imporis but not exports. The revenue
received from the saie of exported goods and services is not inciuded in the B-D
tax base, and the amounts paid for all imporied goods are taxed at the applicable
ras¢ as they crogs the border into the United States,

v Our business activities tax is much more fair across iypes of firms. 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 qualify for A-Corp
status), and those that choose not to be,

' it is simpie, not complex, and will eliminate the muiti-biftion industry of lawyers
and accountants whose entire livelihood depends on playing all the angles in the
current complex corporate code, . \ oo - - e e

' Finally, the revenues generated by uniformity of the tax alfows us to roughly cut in
half the cost of the QASDI payroil tax paid by business -- a reduction of 3.1%,
from 6.2% t0 3.1%. This change would cut the cost of doing business generally
and specifically the marginal cost of adding new employees. Note that the OASD]
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.

Buz our third modification of B-D) 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 fax 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%jon
their tax base.
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This rate differentia) finally provides 1o American businesses an incentive of the scope,
other countries routinely provide to businesses for corporate decisions they want to encourage.
‘How many 6mes have we seen even American businesses decide to locate.their next plant in . ...
another country, partly because of the special tax ireatment they will be afforded? Under our
proposal, American business will finally bave a significant incentive to build that next plant right
here in the United States, to provide their American workers health care coverage, and to invest
in their Amcrican workers’ training and retirements,

Note alsa, the B-[} business tax would not apply to small businesses with annual gross
receipts of less than $100,000, Excmpting 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 slightly madified 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 e

s a qualified A-Corp, a business would be required to comply with all applicablc
' federal laws and regulations, but also would be entitled (o (1) speedier-federal -~ - -
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 requirgments. .

A-Corp Government Contract Benefits

ualified A-Corps shall be entitled to a strong preference (10% cost advantage, set-

asides, goal provisions, and the like) in competitions of U.S. government
procurement contracts, awards, and other programs in which businesses are aliowed to
parficipate.
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HELPING BUSINESSES BECOME ALLIES OF .,
AMERICA'S WORKING FAMILIES ., .
BY SUPPORTING THEM IN THE GLOBAL MARKETPLACE

¢ must also respond to the needs of the 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 investrent and technology wansfer. 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 iiself, its workers, and its research and development,
to grow over the long-term. Building the American economy in a healthy manner requires that
government, labor, and business come to terms with the economic dimensions of national
interest; and that Americans learn 1o conceptualize, prioritize, and pursue these economic
interests both at home and abroad. Certainly today, America’s long-term economic vitality must
rank as the navon’s top national security concern.

The consequences of globalization are not well understood. Certainly, an open global .
economy offers opportunities to the United Btates to export iterns that may create good jobs and
1o import those products that it would not otherwise produce. But the fact is that much of the
global markert 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 contrast to the closed and limited-access markeis for goods and services abroad, dabor . _ .
markets abroad are wide open. Manufacturing investment from the United States to other nations
flows freely, drawn by cheaper labor costs and lower labor 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 trade may be the ideal agenda in an ideal world, but 1o be blind to the absence of free
trade beyond our shores will only Iead 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

robably no higher priority exists on America’s trade agemda than restoring equity 1o its

trading relationships with nations in the Asia-Pacific region. America’s global rade |

deficit with the Asian region displaces more than 2 million American workers from good, high
paving jobs. China requires firms desiring access to the Chinese market te invest in i1s country
with considerable technology transfer concessions and agreements to export up o 70% of the
product produced in China to the international market. This is clearly a job displacement
strategy. Similarly, Japan's long-term ability to restrict market access has muted American
economic development, thus lowering our own ability to save and invest and compete in the
internstional system. Only Asia stands oul in having endemic, large scale merchandise surpluses
with-the United States, and any recipe desipned to improve the lot of American workers and
American corporations must deal squarely with the Asia-Pacific rade problem.

While the move of low-tech-industry abroad is part of the natural evolution of the U.S.- -
economy, a significant part of American high-tech industry and manufacturing capacity has
-moved abroad as well -- especially 1o Asia. This shift has oot ocourred entirely through market
dynamics and comparative cost factors. Much of the high technology ssctor, particularly in the
components industries for antomotive and acrospace industries, has understandably been targeted

- 1n the industrial policy plans of East Asian developing nations.. But the governments ofthese. | ..

nations then regotiate directly with the multinational corporations and specifically condition
access to their commercial markets and to their government contract markets upon those
eompanies’ transferring technology and committing to higher-end manufacturing within their
borders.

Action Pian

G Establish Presideniial Commission on U.S. -4sia Pacific Trade and Investment Policy. We
suppert the zstablishment of a commission of non-governmental experts on Asian
investment and trade policy W address America’s chronie and unyielding merchandise
trade imbalances with the Asian region. Over the last five years, this imbalance in trade
between the US. and Asian nations has accounted for 96% of America’s total global trade
deficit. The commission will draw together expertise from the business, academic, and
latsor 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 o goods
produced in pations that do not provide truly reciprocal access to U.S. firms.

cam ¥
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Take action to prevent arrangements whereby technology is transferred in exchange for .
granting market access in foreign nations. We urge the Administration to enforce 1992 - .
Market Access Memorandum and the technology transfer provisions of the 1895
Inteliectual Property Rights Agreement with China which disallow the practice of
withholding market access for technology transfer concessions from U.S. firms.

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 that this
practice is not defined as anti-competitive as specified in Section 301 of U.8. Trade Law
and thus actionable under U8, Trade Law,
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HELPING BUSINESSES BECOME ALLIES OF

AMERICA’S WORKING FAMILIES ..
BY UPGRADING LABOR AND ENVIRONMENTAL STANDARDS

In the present day international trading system, American corporations are challenged by
other multinational firms attempting to secure massive economies of scale while at the
same time slashing 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
relatively weaker labor 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 wrade organizations and diplomatic resolve io ratchet up the jabor and
environmental codes of other countries.

Some efforts have been made by the Department of Commerce in cooperation with the
U 8. Chamber of Commerce and overseas-based American chambers to develop a voluntary
“Code of Conduct for US, Firms Doing Business Abroad.” The basic tenet of the code is for .
U.8. firms to abide by the same labor, environmental and general business practices abroad that
they follow at home.

Action Plan

U The Administration should report to Congress on the resudts of a complete review of
American compliance and the compliance of all of our significant irading partners-with
respect to the provisions of. International Labor Organization conventions, prolecals of
the Caribbean Basin Initiative, and the General Preferences and Standards. In its report
to Congress, the Administration should identify all remedies available to respond (o any
nor-compliance by foreign nations that export goods to the United States, including any
anti-competitive trade practices that may be actionable under Section 331 of U.S. Trade
Law.

Q  Maiwain U.S. membership in and increase activity of US. in the Infernational Labor
Organization. The Administration should suhmit an action plan for increased participation
and leadership in the International Labor Organization.

O Swengthen International Codes of Conduci. The Administration should organize a )
conference involving representatives of U.5,, Chamber of Commerce, the Association of
. Asian American Chambers of Commerce, the 11.8..Japan Business Council, U.8.-China
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 investrment in Malaysia,
Indonesia, India, Thailand, Taiwan, Hong Kong, Philippines, Brunei, Vietnam, and
Singapore. Other business organizations may be included for the following nations-



Page 24

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 U8, Chamber of |
Commerce report, “Code of Conduct for U.S. Firms Doing Business Abroad,” and higher
levels of adoption and adherence to the Code. o

Following the conference, the Administration should disseminate & 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, ¢tc.}. The International ...
Trade Administration and the Department of Labor will have responsibility for identifying
both foreign business assotiations operating in the U.S., and business federations that
would be appropriate for report dissemination in other nations with and in which the U.8.
trades and invests.
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HELPING BUSINESSES BECOME ALLIES OF

AMERICA’S WORKING FAMILIES. ...
BY FOSTERING U.S.-BASED JOINT VENTURES IN CRITICAL TECHNGLQGIES

here are ceriain technologies and certain technology products which are critical to the

national security of the United States, The Defensc Department Report of Critical
Technologies, first released in 1990, catalogues these technologies, and explains why they are . -
central W a strong national defense. There have been cocasions in our recent history where the
health of U.S, based industry preducing such technology products was in serious question and
when the Defense Department acted aggressively to restore that health,

The elearest ¢xample is the semiconductor industry, and the establishment of Sematech,
In that instance, the Defense Department supported an industry consortium in 4 critical
technology, committing approximately $800 million over a Y-vear period on a cost-shared basis,
The results, combined with the success of the Japan-U.S. Semiconductor Agreement, were
spectacular, U.S. companies refurned to workl dominance in their industry, and the availability
of U.8.-made semiconducior 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 ime, there is no volume
manufacturer of such displays, and 90% of the world market in such displays is controlled by
lapanese companies. The United States, through the Advanced Research Projects Agency and-ow—
other agencies, needs 10 be able to secure within U.S. borders the ability to manufacture and
produce such identified technologies and products.

Agstion Plan

O The Adminisiration should conclude an updated review of critical technologies and should
assess the capacity of the American manufacturing base 10 manufacture these key
sechnologies and components.

0 Onthe basis of this review, the IS, should sponsor a Joint Venture Initiative, 10 support
through economic and political incentives, the establishment of foreign firm joint ventures
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 enter into such joint venture initiatives in these critical technologies, the
Administration should propose seed funding, pre-competitive research support, and other
strategies with U.S.-government-industry partnerships to redress the situation.
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HELPING BUSINESSES BECOME ALLIES OF
AMERICA’S WORKING FAMILIES ...
BY ENCOURAGING GREATER AMERICAN EXPORTS

xport workers earn on average 15% more than the average manufactunng worker, -

They receive 33% more in employee benefits. Export workers are 30-50% more .
productive than 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 sconomy and in .

- which failure rates are 30% less. The United States needs to partner with small and medium-

sized business to give them a seat at the table of the international rading system. When one
billion dollars of trade deficit roughly equates to 20,000 lost jobs in the United States, this effort
will, in part, help remedy our trade shortfall (3130 billion in 1994} in which our economy has
subcontracted out nearly 3.6 million jobs 10 forgign workers.

Supporting the Bureau of Export Administration, International Trade Administration and
its Foreign Commercial Service, OPIC, the Ex-Im Bank is only the beginning of what the U.S.
should be doing o increase exports of American-made products and services. e e

Action Plan

Q  Double resources by the year 2000 for damestic centers of the international Trade
Administration and Foreign & Cemmercial Service.

O Establish a matching resources program, further extending export assistance centers inio
© sates that commit steffing and-other overhead suppott for these centers. The - - o -
Administration should report on an action plan 1o broaden the deployment of domestic
export centers and better extend export assistance services to small and medium-sized
businesses throughout the United States, especially through matching-funded mate-federal
partnerships, The admmistration should coordinate this ¢fforts with state and local
sconomic development agencies and Chambers of Commerce.

W Extend the average term of Foreign Service and Commercial Services Officers in certain
priority nations, Because of the coltural literacy 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 India.

QO Establish A-Corp Industry Association Export Assistance Reguiremernt. To qualify for A-
Corp status, 3 company would have (0 be an active member of an industry association
which provides significant assistance 10 its members with respect to the export of the
indusiry’s goods and services.
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HELPING BUSINESSES BECOME ALLIES OF

AMERICA’S WORKING FAMILIES ... \
BY RESTRUCTURING GOVERNMENT TO ACT STRATEGICALLY

If 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 with 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 10 think and act strategically too. State vs. state competition
for domestic and foreign investment is resulting in negative gains 1o the taxpayer rather than
yielding growth and net positive returns to the nation, states, and localities. States are straining - -
against one another to trade concessions for inward hound investment, even when the net return
to {axpayers IS meaningless or even negative. Some even iry to piraie firms from one state (o
their own and offer increasingly robust cash grants, tax abatements, and other financial and
infrastructure concessions to atiract both US, 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 (© outbid each other for finms that reside in fellow states and for firms
investing in this nation from abroad. It is important to impede the granting of direct cash
subsidies and tax bolidays that do linle more than rob the taxpayers of the funds needed to build
infrastructure and other public goods. At the 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 invesiments
that serve businesses and a broader cross-section of individuals and communities. Some
reasonable but firm federal action is required to help curtail this unhealthy competition.

Action Plan

b Strengthen and Enhance the Department of Commerce. We propose that the Department
of Commerce be strengthened and enhanced by supplementing the functions of some of its
agencies, including the Bureau of Export Administration, Intemnational Trade
Administration, National Institute for Standards and Technology, Economic Development
Administration, Minority Business Development Agency, and National
Telecommunications and Information Administration; with the inclusion in the
Depariment the following agencies: International Trade Commission, Export-Import 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, all technology and
economics programs in the Department of State. To signal its significantly enhanced rolc,
the Department might be renamed “The United States Department of Economic
Development.”

Establish Academic Centers for the Study of Industry. Based upon the pioneering work of
the Sloan Foundation, the Department of Commerce (renamed or not) or the National
Science Foundation should provide 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, distribution, finance;
likelv future success scenarios in those industries, etc.

The Departmcent of Commerce should report to the President and Congress with a set of
policy recommendations with respect to state vs. siate competition for domestic and

Joreign 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 firms investing 4n
production facilities in any state that involve state concessions on infrastructure

development, tax abatemcnt, or subsidies; and/or

result in financial liabilities on firms 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.

We support legislation, similar to HR463/S192, that would restrict federal monies in the
Jorm of communiry development block grants to states or localities from being used in any
way to solicit or to provide transfer assistance to a firm based in another state or localiry.
Presently, federal funds granted to states through the Economic Development Agency, the
Food and Drug Administration, and the Job Training Partnership Act cannot be used to

pirate firms from other states.or.localities into the grantee state or locality. . . __ . _
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ESTABLISHING THE “A-Fund™:

HELPING FINANCIAL MARKETS BECOME ALLIES OF
AMERICA’'S BUSINESSES AND AMERICA’S WORKING FAMILIES

e have concluded, along with many experts, that our current financial markets exen

enormous shori-term pressures on America’s businesses. That pressure to produce
short-termn profits inevitably makes it harder for businesses to make the long-term investrentian.. .
their employees that a wrue 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 o “speed-bump” against this shor-termism. We believe that we must take steps 1o help
“Wall Street become allies with Main Street”

Our botiom line? We propose creaung a disineeniive 1o the churning of securitics in
the form of 4 less-than-one-half-of-one-percent and declining tax on the sales of
securities that occur within two years of purchase, and using the proceeds to pay for a huge
education and training tax cul for America’s working families. . D e

The transaction tax on short-term speculation on all securities, is described in greater detail
below. The proceeds from this tax would be segregated in a “Finencial Markels Allied-with
America’s Businesses and Working Families Fund” (the “A-Fund™). And the primary uses of
the “A-Fund” would be 10 pay for tax deductions for post-secondary education and training
purchased by American workers, and for tax ¢redits 1o help cover the expense of ratsing and
educating children of pre-school, elementary, and secondary school age.. In other words, we ...
propose a tiny 1ax on short-term trading 4o fund a big tax cut fordong-term investmient . .. ...

A-Fund Sounrces

he 1ax is imposed on the short-term churning of securities. It is paid in diminishing

amounts over the holding period of the security, amd ig not paid at all if the security is
held just two vears or more. Remember that one of the purposes of the fund is 1o encourage
well-mformed Investments in corporate securities followed by susiained 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 fumds and other entities and
would apply 10 stocks, bonds, options, futures, and swaps of curreney, interest rates, and other
asseis. This would include trades on behalf of Americans and American assets on American and
foreign exchanges, whether done directly or through any intermediary investment fund. It is
smportant to appty the STET to all securities, (o 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 behalf the sale
was made) at the time of the transaction and would not apply 10 new issues. <.

The following chart outlines the STET rates contemplated. Note that all the rates below
work out to be less than one haif of one percent of the value of the security at the time ofthe .. .
sale. (Consider, in contrast, the 10 to 13 times that amount each of us pays in sales tax for every
ftem at the procery store) Moreover, no tax is paid if the security is held for just two years.

TAX RATES BASED ON HOLDING PERIOD OF SECURITY
<6 MOS, 6-12 MOS. 12-18MOS. | 18-24 MOS. | >2 YRS.
STOCKS | 0.0048 x value | 0.0036 x value | 0.0024 x value ;| 0.0012 x value | No Tax
Priv 0.0061 x val 0000075 x val | 0.00005 x val | 0.000825 x val | No Tax
BONDS per remaining “ * "
year of term
TREAS 0.0001 x val 0.000075 x val | 0.00005 x val | 6.000025 x val | No Tax
Bills per remaining " ® “
year of term
TREAS 4.0001 x val 0.000075 x val | 0.00005 x val | 8.000025 x val | No Tax
Bonds per remaining . * . :
year of term
Futures 0.0002 x val of { 0.00015 x val - 1 0.0001 x val of .| 0.00005 x val .| No Tax .
underiying N “ “
commodity per
year of term
OPTIONS | 0.0002 x val of | 0.00015x val | 0.0001 x val of | 0.00005 x val | No Tax
mﬂﬁf}y]‘ng 46 (2] L1
commodity per
year of term
SWAPS of | 0.0002 x val of | 0.00015 x val | 0.0601 x val of | 4.00005 x val | No Tax
Currency, | underlying e " “
Int Rates, | commodity pet
or Assets | yearof term

To minimize any evasion of the tax in global financial markets, the U.S. should take the
fead 1n the G-7 o coordinate a policy preventing STET evasion. At least eight European
Economic Community nations {including the UK and France) and four Pacific Rim countries
(including Japan, Korea, and Taiwarn) have some form of securities transactions tax.
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. S ome Wall Street traders and investors will modify their behavior inresponse 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 “A-Fund” are difficult to make, as
---they depend on guesses as to the extent to which Wall Street will modify its selling behavior.
But using 1994 trading numbers, revenue available to the A-Fund would total $27 billion
annually if Wall Street experienced a large reduction in short-ierm trading volume; $43 billion
annually, if Wall Street had a medium reduction in short-term trading volume; and $62 billion
- annually, if Wall Street experienced a small reduction in short-term tading volume:

REVENUES for
Assuming... the “A-FUND™
Large Drop in Short-term Trading Volame $27 biliion per year
Medium Drop in Short-term Trading Volume $43 billion per vear
Small Drop in Short-term Trading Volume $62 billion per year

A-Fand Investments

I he primary investments of the A-Fund would be:

L To Fund Tax Deductions for Higher Education and Work Skill Training. The President
has proposed a deduction for education and training of up to $10,000 for tmition and
associated fees paid to institutions and programs eligible for federal assistance. The
maximum allowable deduciion would be phased-out for taxpayers filing a joint return with
adjusted gross incomes {AG]s) between $100.000 and $120,000. (The deduciion would
phase out for single filers at AGIs 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,

Q  To Fund Tax Credits for Dependent Children, We propose, like the President, a $500 tax
credit for cach 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 AGI of between $60,000 and $75,000, but
the credit amount and the phase-out would be fully indexed for inflation. When fully
implemnented, this deduction would resull in a loss of revenue of approximately $15.4
billion a year.
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The bulk of the remaining dollars in the “A-Fund” investments would go to support . . ...
federal, state, and local efforts to reform and improve education and fraining; .

v

Workforce Training. The National Skills Standards Board, created under the Goals.
2000 legislation passed last year, is tasked with developing a system of voluntary -
skills standards. The system: will establish a common set of skills needed for a
cluster of occupations that workers will need. The National Skills Standards
Board, which had its first meeting in Apnl of 1995, is currently identifying
occupation clusters. The A-Fund would provide federal support for workforce
training programs operated by states or government-business partnerships which
met the voluntary skills standards. :

School 1o Work. The 103rd Congress passed the School to Work Opportunities

Act, which provides for the establishment of apprenticeship systems enabling the
three guarters of high school studenis not proceeding to a four-year college

degrees o enter high skill-high wage careers. The act provides grants to localities
and siaies 10 set up appropriate sysiems, with the base requirement that such

systems shall include both work-based and school-based learning, and involve local -
business, labor and education ieaders. 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.

Narional Education Goals and Standards. The 103rd Congress also passed the -
Goals 2000; Educate America Act, which calls for the setting of voluntary national. ..
content and performance standards in core academic subjeets such as math, histary, . .. -
and geography. It also provides funding for school reform efforts and programs to
improve student achievement through educational technology, The A-Fund would
provide continuing federal support for this effort.

Finally, a smaller, residual amount of “A-Fund” investments would be allocated to
support industry-driven, governmenti-industry partnerships in technology research &
development and industrigi extension and to export promotion:

v

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

Induserial Extension.  Funds from the A-Fund would be used to fund successful
programs like the Manufacturing Extension Program (MEP) in the Depariment 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 Promotion. Funds from the A-Fund would also be used to fund successful,
programs now in the Departmment 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 suppont new Academic Centers for
the Study of Industry.
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HELPING FINANCIAL MARKETS BECOME ALLIES WITH

AMERICAN BUSINESSES AND WORKING FAMILIES ...
THROUGH SECURITIES REGULATION REFORM

3
nd finally, we need ta significamly reform owr securitivs regulaiory structure 10
romote long-term human resource investment over shori-term earnings decisions.

We believe that changes in securities and corporate governance rules must accompany
changes in the tax code to achieve the maximum benefits of long-term, stakeholder business
practices, [ffective oversight and communication between investors and corporate decision-
makers leads o better investor understanding of corporate strategies. But when those who bear
the risk of corporate decision-making {owners) are not those who make the decigions (moncy
managers/corporate managers) there is potential for unproductive conflicts of interest and agency
problems. Managers are therefore under tremendous pressure to produce results and may lack
the informed consent or directive to innovate, take constructive risks and make crucial long-term
investments. These pressures and misunderstandings arc exacerbated the more that ownership
becomes detached from corporate decision-making,

In recent decadces, equity ownership has concentrated in institutional investors (L¢.
pension and mutual funds), creating an addinonal agent between shareholders and corporate
managers. These institutional funds are mostly managed by professional investment advisors
who are evaluated by their one-to-threc year performances. This leads {o shorter institutional
sime horizons relative to individual investors who tend to have longer-term investment goals
such as savings for retirement or college tuition. . Shorter horizons.and more frequent trading . _
reduce capital zilocation 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 performance
indicators such as customer satisfaction, investment in workforce training and participation,
R&D, ete. But separation of ownership from control affects the availability and flow of this
information.

Information, including short-tcrm or long-term business prospects, 1s often readily
available to corporate managers tust inaccessible to owners/investors.  This limited availability
and lack of agreement on how to interpret available data is an information gap between ‘
owners/investors and corporate 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 investrnent
hurdle rates.

We therefore endorse changes in securities regulations that better align the intcrests and
activitics of owners/investors, corporate managers and investment managers. Since educated
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investors better understand corporate decision-making, the goal of these regulatory reforms: -
should be an investment and management climate where information flows more freely, ...
corporate oversight is enhanced, risks are better understood, and short-term pressures are -
‘mitigated. These changes shoald free all those involved in corporate decisions to choose-long- -
term, productive investments that are crucial to the growth of high wage jobs, without .. ..
jeopardizing the current efficiency of America’s financial markets.

Reducing Barriers to Collective Sharcholder Monitoring

Action Plan

L Reducing the Risk of Livigation. We believe that the costs of frivolous securities litigation
can be reduced without jeopardizing the rights of individuals seeking relief from fraud,
Reforms should reduce potential sources of liability and compliance costs for groups of
institutional investors and other sharcholders wishing to engage in collective monitoring of
companies in their portfolios by having the SEC expand exemptions and adopt streamlined
requirements.

3 Improving Access to the Proxy Statement. We endorse changes to reduce the expense of
collective sharcholder 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 staternents fo nominate one independent director to boards of directors and
to present other non-related proposals to sharcholders.

Q) Improving Disclosure about-Board Independence...We would improve investor confidencto, . .

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

Reducing Regulatory Impediments te Larger Holdings in Companies by Individual
Institutional Investors

Larger, institutional investors possess the potential leverage to engage in effective
oversight of corporate decision-making. But current law, designed to discourage concenirations
of mstituticnal stock ownership and encourage diversification, keeps institutional investors from
exercising that leverage. We endorse the following changes that will reduce barriers to Jarger
holdings in, and greater monitoring of, companies by institutional investors.

Astion Plan

0 Private nvestment Company Exception. Give greater regulatory flexibility to institutional
investors who wish to experiment with private investrent 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 exampie of "relational investing,” the Report of
the Twentieth Century Fund Task Force on Market Speeulation and Corporate Governance

. cites Berkshire Hathaway, which holds a few firms as a part of its portfolio and is atentive.
to long-term relationships with those firms, including Coca-Cola, GEICO, the Washington-
Post, Salomon Bros, and Wells Fargo). The Investment Company Act of 1940 should be
amended 1o expand the private investment company exception to exclude from the 10{-
investor limit alt “qualified institutional buyers” as defined by the Securities Exchange Act
of 1933. This expanston should apply only to private investment eompanies that invest
predominantly in equities and have a minimum average holding period of two years,

Greater Flexibility to Investors Who Engage in Heightened Monitoring. (ive greater
regulatory flexibility to investors who wish (0 experiment with publicly-traded investment
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 (¢ permit the creation of closed-end funds (restricted funds with a fimited
number of shares) for this special purpese. Funds should be "undiversified” for purposes
of this Act but would qualify for pass-through tax status. At least one half of a fund’s
investments would have to be in significant, minority stakes with no single position
representing more than a specified maximum of fund assets. Average portfolio holding
period should be a minimum of two vears.

“Fingncial Incentives for Greater Corporare Governance Monitoring. Current law severely
restricts compensation for investment advisers for large institutional ¢lients and therefore.. ...
prevents institutions from providing incentives & gualified investment advisers whi., ..o .
intensively monitor corporate governance. The Investment Advisers Act should be
amended io give sophisticated investors, i.e, “qualified institutional buyers,” greater
flexibility to structure compensation arrangements with their investment managers, and
particularly create greater financial ineentives to perform long-term corporate governance

" monitoring.

ERISA's Prudence Requirement 7 Encourage Larger Individual Holdings. Allay
unfounded fiduciary concerns regarding prudenee of investing in sizable stekes. Direct
the Depariment of Labor 1o clarify through administrative guidance that: (1) ERISA
diversification standards don't require investment in hundreds or thousands of stocks,
rather, prudence depends on facts and circumstances of portfolie construction; and (2)
prudence 1s to be evaluated on portfolio-wide rather than individual investment basis,

Guidance on Proxy Voting for Investment and Insurance Companies and Banks.
Underscore the importance of sharcholder monitoring by all types of institutional
investors. Have the SEC and state regulators adopt statements of obligations regarding
proxy voling similar to the Department of Labor’s statement of obligations for pension
funds.
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Encouraging Long-Term Mapagement-and Investment Behavior

The goal of corporate manzagers should be responsible management geared towards growih

« --and profit. For finms 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 t¢
shareholders over the Jong run, managers must be willing to pursue strategies that tilt towards
long term performance rather than the short term.

But during the 1980s, the increased volume of trading, the volatility on our financial

markets, and the churning of stocks on our financial markets partially contributed 16 a perception
of increasing Wall Street demand for short-term profits. Purchasers of company stocks tended ©
look more like overnight traders and less like investors who intended to hold those stocks for the
fong term. And finally, as some firms began (o try (0 organize themselves for the long run, to put
cash aside to ride through economic downturns and cyclical consumption slumps, particularly in

the automobile sector, they made themselves vuinerable to takeovers by corporate raiders.

Action Plan

i

Reduce Short-Term, Speculative Invesiment Behavior. Impose a diminishing securities
transfer excise tax {STET) as described above for the “A-Fund.”

Promote Full Voting Riphts for Employee Owners. -Amend ERIS A 1o establish standards
and principles 10 ensure employees are provided wath full, balanced information, that they
aren’t subject to coercion, and that they. are afforded other appropriate protections.

Also, with respect to emnployee stock ownership plans (ESQOPs), current law requires that
stock that has been purchased by a company for its employees but not vet allocated 1o
those employees cannot be voted according 10 employee instructions. Instead, it is voted
by the ESOP trustee who may not weigh employee concemns when presented with a tender
offer. Trustees are forbidden to take into account such non-financial factors essential 1o
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 the same proportion as employees vote and tender allocated shares. Employees should
be provided with full, balanced information, should not be subject to coercion, and should
be afforded other appropriate protections.

‘We support the enactment of some form of The Long Term Investmeni, Pension Protection
and Corporate Tokeover Reform Act, first offered by Senator Terry Sanford in the 1034
Congress. The bill would restrict the use of pension funds and pension fund surpluses
fron: 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-term interesis of those participants in the eorporate pension plan or covered by
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ERISA were duly considered in corporate governance matters, for af least two years after .
the takeover, and for all time when it concerns any funds tied to a pension program. - .
Furthermore, tender offers would be required 10 include disclosure o stockholders and ti}c .
SEC of all sources of financing, and all sources of financing will not be permitted fo
finance on the basis of cash or other highly cash-liquid assets held by the wrgeted firm as
part of the actual purchase package.

Improving Availahle Informstion on Firm’s Prospects

We endorse the following regulatory changes te improve the flow and supply of

information about corporate performance.

Action Plan

d

SEC and FASB (Finaneial & Accounting Standards Board) should develop principles for
measuring certain solient categories of nonfinancial information, including human
resource invesiment, and assessing their materiafity. The goal should be to develop
generaily sccepted standards for voluntary discloswre 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

e propose above several concrete steps (0 encoursge businesses 1o become allies
with America’s working families by helping 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-term 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.

ut the next guestion is what the United States can do, right now and very directly, to
help America’s working families execute successfully their strategies for a secure
work life and retirement for themselves azzé a brighter future for their children. : e I

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 whole point is to pul 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” cach 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 lmprovement on this score showld be |,
weicomed as soon as possible.

‘ N 7 ¢ propose that the government become an ally of working families by making more
money available to them { the “A-Check™) to deposit in their checking and savings
accounts for their personal economic strategies:

L3 We propose to cut 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 total pay checks of $33,000
per year by over $1,000. Our proposal 1o replace the current corporate incomme 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 suirvivors insurance and disability
insurance trus( funds 1o compensate for the reduction in trust fund revenues caused by the
reduction in the payroll tax rates.

U We propose to cut individual income taxes by tripling the standard deduction for
taxpayers who do not itemize deductions.
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The exira standard deduction would be $8,650 for married todividuals filing joint returns, .
$7.600 for heads of household, $5,200 for single individuals, and $4,325 for married -
individuals filing separate returns. This extra standard deduction would be allowed in .. -
addition to-the-basic standard deduction and. the additional standard deduction for the aged..
and the blind, For a taxpayer claiming both the basic standard deduction and the extra
stangdard deduction, the total standard deduction at 1994 levels would be $15,000 for.
married individuals filing joint retums, 813,200 for heads of household, $9,0600 for single
individuals, and $7,500 for married individuals filing separate returns.

The extra siandard deduction would be phased out ratably for taxpayers with adjusted
gross mncome {AGI) in the following ranges: $45,000 - $88,250 for married individusls
filing joint returns, $37,000 - $75,000 for heads of houschold, $27,000 - $53,000 for
single individuals, and $22,50( - $44,125 for married individuals filing separate retarns,
The amount of the extra 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 million taxpayers. .
Again, our proposal to replace the current corporate income fax, described above, makes -
such a 1ax cut possible,

We propose providing income rax deductions up to 810,000 for individuals’™ investments
in their personal posi-secondary education and fraining.

The President has proposed a deduetion for education and training of up to $10,000 for

tuition and associated fees paid to-institutions and programs cligible for federal assistonoe. . - .

The maximum allowable deduction would be phased-out for taxpayers filing a joint return
with adjusted gross incomes (AGIs) between $100.000 and $120,000. (The deduction
would phase out for single filers at AGIs between $70,000 and $90,000.) The tax
expenditures for these deductions will be funded from the “A-Fund,” deseribed above.

We propose providing fncome iax credits of 3500 for each dependernt child under 18 years
old, ts help working jamilies pay for the education costs of pre-school, elementary, and
secondary school children.

The credit would be phased out for taxpayers with AGI of between 360,000 and $75,000,
but the credit amount and the phase-out would be fully indexed for inflation. The tax
expenditures for these deduetions will be funded from the “A-Fund,” deseribed above.

We suppoit continuing the Earned Income Tax Credit program as it was expanded by the
Ommibus Budger Reconciliarien Act of 1993,
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we pzopése to cut income faxes further by providing for refundable tax credit amounts - .
additional 10 the current Earned Income Tax Credil.

Qur proposal would cut taxes for lower-middle-income and poor taxpayersuptoa . ..
maximum of an additional $1,378 for married people filing jointly, for example. The
maximum amount of AGl eligible for the eredit would be $9,500 for married individuals
filing joint returns, $7,900 for heads of household, $5,700 for smg§e individuals, and
$4,750 for married individuals filing separate returns, The maxirnum eredit would be
$1,378 for married individuals filing joint 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 retursns,
$13,200 - $18,928 for heads of household, $9,000 - £13,133 for single individuals, and
$7,500 - 310,944 for married individuals filing separate returns. Modified AGT would be
defined as AG] determined (1) without regard to deductions for individual retirement
arrangements {IRAs), simplified emplovee pension plans (SEPS) or Keogh plans, orto ., _
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 benefits
not otherwise included in AGL, The AG! limits and the beginnings of the phassout 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 possibic.

An individual would be eligible to receive this increase on an advanced basis similarto .. .
. that available for the cutrent earned income tax credit. It would be availabletoall .~ - -
individuals who provide an eligibility certificate to his or her employer that (1) certifies he-

or she is ehigible for the credit on the basis of AGI, (2) certifies that he or she does not

have an eligibility certificate i m effect for that year with another employer, (3) states

whether the individuals spouse has an eligibility cemf' cate in effect, {4) estimates the

, individual’s AGI and moéiﬁed AGL

" We szzppart efforts o raise the minimum wage 90 cents over wo years 10 restore some of
the ergsion in buying power in the minimum wage.
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MAKING THE UNITED STATES GOVERNMENT AN ALLY OF

AMERICA’S WORKING FAMILIES ...
THROUGH COLLECTIVE BARGAINING

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

employees represented by unions has decreased from roughly one in three in the 19305 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 the coliective bargaining process, and made specific recommendations to
reduce that acrimony.

The Dunlep Commission, among many others, nolted that the current election system for

union certification has resulted in protracted periods of antagonism and illegal discrimination
against employees favoring union represestation. This antagonisin is exgemely detrimental 1o
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.

.

We ¢oncur in the Dunlop Commission recommendation for streamlining election
pracedures through the postponement of legal hearings before the National Labor -
Relations Board unti] afier a representation clection is held.. Any disputed ballots would. .
remain sealed until hearings were held.

Furthermore, we are is concerned that current prohibitions on discriminatory actions
against employees involved in collective bargaining activitics may not be adequate 1o
prevent such practices. To provide funher incentive 10 obey current law, we recommend
estabiishment of a fine for viclating the National Labor Relations Act by wrongfully
dismissing employees involved in the organization of a workplace. Such fine shall be
equal to wiple the amount of wages an employec would have received if that employee
had retained employment. Such a fine is anticipated to have a deterrent effect, thus
reducing the number of workers facing discrimination while artempting to organize 3
workplace.
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MAKING THE UNITED STATES GOVERNMENT AN ALLY OF -

AMERICA’S WORKING FAMILIES ...
BY SUPPORTING LABOR-MANAGEMENT PARTNERSHIPS

y l ‘he Dunlop Commission on the Future of Worker-Management Relations,
established by President Clinton to recommend changes that would promote bener

labor-management relations, issued a report in December of 1994, One issue that the
.Commission addressed was Section 8(a)X2} of the National Labor Relations Act. That section
is intended to prohibit company unions, In recent years, however, some have interpreted this
section to as prohibiting many forms of employvee involvement, such as guality cm:ics, whose
purposes are not to prevent the establishment of independent unions.

Action Plan

a

The Dunlop Comrnissxoﬁ recommended that there should bc clanﬁmz:on of rhe
application of Section 8(a)(2) of the NRLA, thereby continuing _ 17e L
ynions, and allowing the sort of employee involvement process Z?w! can ke{p em!ayees

and empioyees meet the competitive pressures of the global economy. We concur.

We also believe that 10 ensure such organizations are not used io prevent the
development of legitimate collective bargaining units, swch organizations should not be
allowed for a period of two vears after an employer is found to be in violation of the
National Labor Relations Act.

In recent years, the use of permanent replacements for striking workers has also eroded . ..
labor-rmanagement relations. The National Labor Relations Act prohibits the firing of
workers engaged 1o a legal strike, In 1935, however, the Supreme Court Mackay Radio
decision made sigmificant inroads into this protection from dismissal by allowing the
hiring of permanent replacements for striking workers. 1n the last 15 years, the threat of
using permanent replacement and (he actual use of permanent replacernent has increased,
Rather than addressing differences with legitimately elected bargaining representatives,
thus developing partnerships, employers too often simply threaten 1© replace these
workers. For thai reason, we support legislation 1o ban the use of permanent
replacements in legal strikes.

Common sense would indicate, and experignce has shown, that workers are able to make
better transitions 1o new jobs when they have adequate notice before being laid off. For
that reason, Congress passed the Worker Adjustment and Retraining Notification {(WARN)
Actin 1988. Since that time, however, the GAD and others have found that the Act could
be improved. Pursuant to GAQ's specific recommendations, we believe that 7he WARN
Act should be amended to pravide better enforcement and coverage 10 ensure that the
muxintam number of workers have adeguate notice of downsizing and plant closings.
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MAKING THE UNITED STATES GOVERNMENT AN ALLY OF

AMERICA’S WORKING FAMILIES ...
- BY REFORMING AND IMPROVING EI}’{ECATION and WORKFORCE WG \

American prospetity and standard of living depend on the nation’s global

competitivensss. Competitiveness in turn depends upon workers who have. -
achieved Nigher levels of literacy and problem solving than were needed in the past.  The ..

. American public, educators and the federal government have roles (o play in securing the
conditions in which students can acquire the skills and knowledge they will need. Local
communities are well positioned to devi ise the programs that will help students attain this
knowledge, while other aspects of education infrastnicture require cooperation among various
levels of povernment.

The federal government needs to support the development of 4 essential elements of
infrastructure of the education system: (1} academic and skill standards for students; (2}
professional standards for teachers; (3) new configurations of time for student learning and
achievement; and (4) appropriate access and use of education technology. - . L

Academic and Skill Standards for Students
: l ‘wo related activities are underway that merit national support and encouragement.

First is the development of academic-standards for what al] students should know and be..«
able to do in core subjects of the curriculum if they are 10 be prepared to continue in higher
education, to get and hold and perform well at their jobs, and to function as responsible ¢itizens.
States, local schools, and professional organizations are all working to develop and refine such
academic standards 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 workplace. 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

o The federal government has a stake in continuing support for both efforts, coordmating
the results and encouraging their use in local schools. Funding should therefore be
maintained for the Nationel Skilly Standards Board, the National Educarion Goals
Panel, and Goals 2000,
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Professional Standards for Teachers

ood teaching is recognized as key to helping students reach higher standards, and

efforts to professionalize teaching merit national support, Currently, efforts to
define professional teaching standards and certufy whether interested teachers meet them are
underway at the National Board of Professional Teaching Standards. Such standards can-inform
pre-service and in-service professional development activities undertaken by school systems and
colleges and universities.

0 Federal funding should therefore be maintained for the National Board of Professional
Teaching Standards and associated professional development activities.

.| Congress should enact legislation providing that reachers certified as meeting national
professional standards shall be deemed qualified for teaching in all states (except that
states may require evidence of competence in local or regionat history or culture for . | _ .
teachers with responsibility in these fields).

L States and local school districts should provide additional compensation to teachers whe
become narionally certified, as an incentive for teachers 1o upgrade their knowledge and
skiils.

Q States should provide help 1o teachers willing to apply for certification as meeting ... ..
national standards.

New Configurations of Time for Student Learning and Achievement

As 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 been governed by conventions. Tradition has shaped the fength of the school
day and year and the division of a day into periods and a period fnto minutes. Instructional
time has been held constant andd student learning has varied. Now schools need supportt in
seeking and using extended and flexible methods to bring students to higher levels of
performance.

Action Plar

Q Federal fundsg should therefore be provided for the US Department of Education and its
Office of Educational Research and Improvement 10 support research projects and
publications that explore more effeciive and efficient ways to organize learning time to
heip schools reach their academic standards,



Page 46

Congress should disserninate research and comparative information about, and state and

local districts should enact, models of an “academic school day” for instruction in basic
skills and mustery of the important and enduring knowledge and skills in state zcademic -

. standards. These models should describe the relation of the academic day fothe . . . .

additional, valued, non-academic activities offered by schools.

Congress should provide funds for interested school systems to develop and implement
rew schedules that entei! longer school days and longer school years as well as programs:
that make more efficient and effective usc of currently available time.

States should identify 2 manageable but focused set of important academic standards for
students and ask local school districts to identify a variety of eptions for arranging how
instructional time, technology, and time for teachers’ professional development be used
to insure that students achieve them. ‘

Appropriate Access to and Use of Education Technology

merging technologies have transformed many aspects of American life and need to
be harnegsed to help students and schools 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 technologics was
recognized in A Nation at Risk in 1983 as part of the “new basics” schools should teach and
workers will need. The government needs o ensure broad access o the technology, support - -
for teacher training in its use, and the development and use of sound instructional material that —
give students access to the network of information the technology makes possible.

Action Plan

Q

Federal funding should therefore be maintained for the Technology for Educasion Act of
1994 (Title 1T of the Improving America’s Schoals Act), Star Scheols, and other federal
programs expanding the use of education technelogy, and the coordination of these
efforts. )

Implementation of the Telecommunications Comperition and Deregulations Act of 1995
should be actively pursued to assure schools and libraries universal and affordable
access to information services,

States and {ocal communities should provide resources and tratning for teachers’
professional development in the use of technology and their continual refinement of
their use of technology in their instructional program ard efforts to meet academic
standards,
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School-to-Work Transitions

n addition to ensuring that cach smdent has access 1o adequate education; we believe-

R that federal government has a responsibility 1o ensure. that each graduating studem

has opportunities for a smooth transition into the world of work. Many other nations have
developed apprenticeship structures enabling non-college bound students 1o develop skills.
enzbling themn to enter the workforce as skilled employees. In the United Statcs, however, the
majority of students not entering four-year universitics are not given any skills training.
Indeed, muost drift through low-paying jobs until their mid-twenties before 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 students to enter skilled occupations directly afier finishing high school without
precluding any future academic options. 3Specifically, each American high school graduate not
entering college should have both a high school diploma qualifying the student for & university
education and centified skills enabling her to enter the workforce at a living wage.

For students 1o have these gualifications, schools and employers, and others involved in
employmen: systems must work together to define the skills needed in the workforce, develop
training curricula to teach those skills, and-develop opportunities for students to-gain
meaningful work experiences o use those skills.

The School 10 Work Opportunity Act, enacted in the 103rd Congress, is designed 1o
foster the development of programs that will accomplishk each of these imporntant tasks., . The..._.
Act enables the federal government 1o fund the planning and.development of such systems in ...,
each State, and complements the development of Natiomal Skills Standards enabling employers
and employees 10 measure the skills employees bring to the workplace.

Action Plan

0 We support the continued development of School-to-Work systems at the Stare and local
leve! providing students with academic and skills training, as well gz work experience.
The development of successful School to Work systems requires education officials,
employers, labor unions, and others interested in emplovment issues (o wark together in
identifying skill needs, developing meaningful curricula, arnd providing work
experiences for students.

Q We also support a continued federal role in fransmitiing “best practices” in the
development of such systems to others working to create school 0 work systems
throughout the nation.

Q We encourage emplovers 10 participare in the development and deplovment of school to
wOrk systems in their communities by working with schools and others interested and
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involved in employment issues.  We support this involvenient through A-Corp
provisions encouraging membership in industry associations which require such
participation in focal school to work programs.

Workforce Training

Camixming job training throughout the years of employment is crucial to ensure that
workers have the quahficatwns m be cmp}ayez} in i’ugh~wage occupations.
Numerous studies, including Amg s Chowe: High Si ow, Wages, have documented
that the U.S. is facing a skills shomgc Thc shonagc i5a rcsult of ix}ih a failure of employers
10 invest in their workers and a lack of efficient government investment in general skills
training and infrastructure.

It is anticipated that consolidation of job training programs into block grant funding
will be completad in the 104th Congress. We support these efforts in principle, but believes
that the federsl government should commit adequate resources to these block grants. Indeed, . ..
we anticipate the need to sigaificantly increase the resources available for this function.

Adtion Plan
O We support the use of A-Funds for these purposes.

W Furthermore, we believe that some agpects of job training, including the Job Lorps ... .

program and some demonstration programs should be funded outside of the block grans -
process.  In the case of Job Corps, the ability of students to choose among a variety of
national cemers offering different skills, and in some cases, opportunities to begin a

new start in 3 new environment, can only be preserved in a national program. A
national demonsiration program will ensure that Jeading-edge training strategies can be
developed for implementation throughout the United States.

W We believe that each State should make a comumnitment to several key components in
allocaring job training resources. The first is that the refraining of displaced workers,
must be a kigh prioriry. To the extent possible, such retraining should take advantage
of avzilable private sector.training opporuinities through the use of training vouchers.

a Training opportunities should also be done in the context of good labor market
information. We therefore support Administration efforts to ensure that the best labor
market information is easily accessible to workers receiving training.
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PREPARING THE “A-Check,” Part II:

MAKING THE UNITED STATES GOVERNMENT AN ALLY OF.
AMERICA’S SELF-EMPLOYED WORKERS and SMALL BUSINESSES

J orking families are scrambling to assemble personal economic strategies to “make .
the bills” each month and provide for & salid retirement for themselves and
brighter future for their kids. But several compenents 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 seif-employed real estate professionals, for example. Still more are

employed by small businesses.

T ¢ propose that the government become an ally of these sel f-employed workers
and these small business owners by making more money available to them { the
“A-Check,” Part [} o éepaszt in their checking and savings accounts for their personal

econommc strategies:

Q We propose o cut in half the self-employed worker's OASDI 1ax, from 12.4% 10.6.2%.

For example, a self-employed worker making just $33,000 would pay over $2,000 less

- in taxes each 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-beew.. .
transferred to the old-age and survivers insurance and disability insurance trust funds to ...
compensate for the reduction in trust fund revenues caused by the reduction in the payroll
tax rates. Our proposal to replace the current corporate income (ax, described above,
makes such a tax cut possible.

(W All small businesses with less than 3100,000 in arnual receipts would be exempt from
 federal business raxes.

Small businesses, especially those conducted by self-employed individuals would be, at
their option, 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 rolls.

O We wondd maintain and make permanent the provisions of OBRA of 1993 which provided
Jor a 30% capital gains tax cut for securities held for more than five years and g 100%
capital gains tax eut for securities held more than 10 years, in a qualified small business.



Page 30

In fashioning individual income tax reform, consideration should be given to an increase
in the amouny of losses onsmail compuany stock that individuals are permitted to offses
against ordinary income (from $30,000 to $100,000), . and perhaps increase the sizeof. ..
companies considered “small” for this purpose (from $1 million paid in capital to $5
million paid-in capital).
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MAKING THE UNITED STATES GOVERNMENT AN ALLY OF

AMERICA’S SELF-EMPLOYED WORKERS and SMALL BUSINESSES...
BY SUPPORTING THE DEVELOPMENT OF SMALL, HIGH-GROWTH BUSINESSES

S mall business has been the biggest engine of U S. job creation in recent years,
Smaller businesses have combined the advantages of size (lean and efficient
organizational structures) with dynamic, entrepreneuria)l attitudes to become prime producers of
high wage jobs, But certain market and regulatory barriers have hindered the potential of these
growth engines.

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

Bank loans are the main source of small business capital. Banks usually have closer
refationships and better information on small business. However, current federal law (the Glass-
Steagall Act in particular) prevents banks from also underwriting securities, which are the main
source of capital for new innovations and intangible investments.  Therefore, those with the
- best mformation and strongest relationships with small business are prevented from offering the
kind of help these businesses need most. The regult: the market presents smaller firms with
disproportionately high transaction costs for securities issues.

Since much-of business innovation and growth that drives productivity and wage growth ...
occurs in smaller and start-up firms, access problems and high transaction costs are increasingly
important issucs. We endorse the following regulatory changes that wall improve small business
access (o equity markets and reduce transaction costs;

Underwriting of Small Business Issues by Banks

Action Plan

(W] Revise Glass-Steagall 1o broaden powers of both commercial banks and securities firms.
At minimum, expand access by smali firms to equity markets and reducce their
underwriling costs by exempting commercial bank underwriting of small business debt
and equity offerings through holding companies, with certain conditions,
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Reducing Equity Issuance Transaction Costs
Agtion Plan
0 Amend Securities Act of 1933 to provide SEC with authority 1o raise the ceiling on size ..

of small business equity offerings that qualify for exemption from federal regulation from
$5 million to $10 million. ‘

0 Encourage greater coordination among state securities regulotors, as well as between
state and federdl securilies regulators, to lower compliance costs and streamline
regulatory process for securities offerings.

£ Direct the SEC to facilitate market access and lowcer transaction costs by expanding
“tesi-the-waters " procedure under which issuers may test market interest for an 1ssuc
hefore coming to market, in order to encormpass registered offerings.

Facilitating the Operation of Maiching Facilities
Astion Plan

{3 Expand the pool of financing for entrepreneurial and start-up ventures by directing the
SEC w underiake rulemaking regarding Matching Facilities and other-informal networks
that specialize in mobilizing capital supplied by high net worth individuals to such {irms.
Aim to facilitate process by which prospective issuers could make such info available to. ...
persons participating as investors in such matching facilities.

Facilitating Loan Securitization
Astion Plan

Q Direct Office of Comptroller of Currency and/or Federal Reserve to facilitate
development of a market for small business loan securities by launching pilot program 1o
develop a uniform loan rating benchmark that wonld assist investors to assess the quality
of loans in a loan pool.

Q Direct federal bank regulators to encourage securitization by faciliating creation of
market conditions that would permiir credit rating agencies 1o assess the loss experience
of loan poois.
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Improving the Efficiency of Smali Business Administration Programs

Astion Plan

a

Direct the SBA 1o maximize capacity 1o catalyze additional bank lending to smaller firms.
by instiruting a “tranche-based” pricing system for Section 7(a} small business loan
guaraniees to commercial barkers, Borrowers would be assessed up-front loan
origination fees that increase with proportion of loan guaranteed,

Direct the SBA to underiake siudy of its major loan and invesiment programs to better
inform public policy choices,
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APPENDHCES
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TRADE DEFICIT NUMBERS AND HIGH-WAGE JOBS?

Despite the 1.8, merchandise trade deficit reaching $166 billion in 1994 and on wrget to-
hit $185-190 billion in 1995, conventional wisdom at least in some economic quarters argues
that trade deficits are nothing to worry abouw, that they are in fact a sign of strength as the
growing U.S. economy sucks in imports from more sluggish economies abroad, American
consumers benefit, they argue, as they meet in the marketplace an array of inexpensive, high
quality goods which foree domestic 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
whick will, at some point, correct the trade deficit. Or better yet, if we are patient, America’s
highly successful 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 structurdl rather than the result of disparate growth rates. Recent |
Awmerican growth rates have not been stunming by historical standards and can hardly be used to
gxplain 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, vet its
surplus with the 11.S. has ballooned from $3 billion to nearly $30 billion. In 1998, China’s
surplus with the 1.8, may hit $50 billion.

Quite remarkably, the bulk of America’s trade deficit can be-accounted for-by just one-. —.
region of the world, Asia. Over the last five years, Asia accounted for 96% of America’s global
merchandise deficit. The "Don’t Worry™ crowd needs to explain why so much of the 1.8,
global merchandise deficit remains fixed to the Asia Pacific region.

In 1994, service trade surpluses offset only about a third of the merchandise deficit. And
despite the unquestioned competitiveness of 11.S. airlines, telecommunications providers and
other service industries, our services 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 royalties - hardly a source of encouragement,

Since the Plaza Accord in 1985, exchange rate shifts have helped bring U.5.-European
trade into rough balance. But although the ven has risen in value from 278 in 1985 io a range
between 80-100, our deficit with Japan continues to hit record highs. And of course, a weaker
dollar has the undesirable side effect of making the U.S. a poorer country,

And on the savings front, it is true that our international deficit must match our
imbalance between savings and investment. But if a nation’s imports are pushed antificially high
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and its exports kept low because of barriers abroad, then savings too must be driven lower,
resulting in lower economic growth and incomes. The conventional wisdom has failed to -
understand that this equation of savings, investment, and trade balances can go both ways. -
-“Trade barriers abroad matter and vield muted economic activity in America, not economic
benefits as some argue.

While 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 displacing American workers. In fact, if the U.S. does resch a merchandise trade
deficit of $180 billion in 1995, roughly 3.6 million jobs are Jost 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 sizable slowdown in average economic growth. In fact, average
economic growth since that time has been over a full percemtage point Jower that it was in the
19505 and 1960s when we regularly had trade surpluses.

Other consequences of a 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 1t has created
additional adverse effects on the economy over and above the direct impact of the 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
1.5, businesses {thus causing the profit to flow offshore), and hag'made it even more expensive -
for U.S. companies 1o invest overseas, The latter create an even bigger structural deficit inthe . __
long term, because foreign investment by 1.5 -based corporations generally results in increased
1.8, exports. Furthermore, 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 trads 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 underlying principle for U.B. trade policy in the future will be free trade with equal
access or reciprocity -- we will no'longer continue 1o permit one-way, unilateral free trade ofthe -
type that has severely hurt many U.8. industries in the past, and has contributed 10 our large
structural trade imbalance.

It has, in fact, become clear over the fifieen years that one way free trade can be as
destructive 1o the U.S. economy as a policy of widespread protectionism. The constituency for
real free trade is evaporating in this country because more and more Americans now realize that
it i3 not in our national interest 1o keep our markets open when other countries do not, and when
some of the foreign penetration of our markets is a result of predatory trade practices.



