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900 NW 63np, Suite 108
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102 SouTtw BTt STREET
Ponca City, OK 74601
{405) 762-8121

August 15, 1990

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

While the country confronts a déveloping crisis in the Middle East,
we face an equally serious crisis at home: our desperate need to
balance the federal budget.

More than four months ago, you called for high level negotiations
between Congress and the White House. You have - recently
acknowledged that since that time the Democrat negotiators have
contributed nothing to the process of deficit reduction.

Now, Mr. President, I urge you to insist that deficit reduction be
based on lower spending instead of higher taxes. The fact that the
appropriations bills passed so far by the Democrat-controlled House
already exceed last year's levels by approximately $40 billion
demonstrates that the Democrats are far more serious about taxing
and spending than they are about reducing the deficit.

Effective deficit reduction will only come about when we cut
spending, enhance revenues through efforts like by bill,

H.R. 5364, to cut the tax on capital gains, and reform entitlement
programs.

I urge you to take taxes off the table and insist on balancing the
budget by lowering spending. Furthermore, I pledge to you that I
will vote to sustain any and all vetoes you many hand down on
appropriations bills that exceed levels compatible to serious
defigit reduction.

ardé&uw S

best reg
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MICKEY EDWARDS
FIFTH DISTRICT, OKLAHOMA
APPROPRIATIONS COMMITTEE

SUBCOMMITTEES:
FOREIGN OPERATIONS (VICE CHAIRMAN)
MILITARY CONSTRUCTION

CHAIRMAN
REPUBLICAN POLICY COMMITTEE

VICK! LOVE MARTYAK .
CHIEF OF STAFF

SUSAN CLOUD
ADMINISTRATIVE ASSISTANT

\

Congress of the Enited States
PBouge of Representatives
®ashington, BE 20515

August 16,

The Honorable John H. Sununu
Chief of Sstaff to the President
The White House

Washington, DC 20500

Dear John:

1990

14, CHIEF of STAFF
has seen
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ASHINGTON, DC 20616
(202) 225-2132

DISTRICT OFFICES:

1200 SE FRANK PHILLIPS BLVD.
BARTLESVILLE, OK 74003
(918) 336-5436

900 NW 63ap, SuIte 105
OktaHOMA City, OK 73116
(405) 231-4541

102 SouTH 5TH STREET
Ponca City, OK 74601
(405) 762-8121

I wanted to share with you and the other Republican budget
negotiators a copy of a letter I sent to the President today.

-
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CODE OF CONDUCT

** The summit negotiators will designate one representative from
each party and the Administration to serve as official spokesmen
for the budget summit.

*% All other summit negotiators and Administration officials will
refrain from speaking to media representatives about the
negotiations.

** All summit negotiators will instruct their staff to refrain from
~speaking to media representatives about the negotiations.

** The summit negotiators will encourage all organizations within
their respective party caucuses and all Administration officials
to refrain from issuing official statements which will prejudice
the negotiations. All summit negotiators will refrain from
associating themselves with any statements issued.

** The summit negotiators will encourage the Democratic National
Committee, the Republican National Committee, the Democratic
Congressional Campaign Committee, the Republican Congressional
Campaign Committee, the Democratic Senatorial Campaign Committee
and the Republican Senatorial Campaign Committee to refrain from
issuing statements which will prejudice the negotiations.

All summit negotiators will refrain from associating themselves
with any statements issued.
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July 13, 1990 {904) 268-2038

The Honorable George H. Bush
President

United States of America
1600 Pennsylvania Avenue
Washington, DC 20500

Dear Mr. President:

We are deeply concerned over the possibility of deficit
reduction proposals which include a freeze in the Social
Security cost-of-living-adjustments. It is inconceivable
that Congress should attempt to balance the budget on the
backs of this nation's senior citizens when there are so many
other options available to us, such as reforming the
budgetary process and eliminating unnecessary spending.

We believe that a temporary elimination of Social
Security COIA's would fail to accomplish any of these goals.
It would only serve as a short~term solution to the age-old
spending problem that has been spinning wildly out of
control far too long.

Your leadership in the ongoing budget negotiations has
presented us with an opportunity to correct the reckless
spending practices that have existed in the past. Let us not
perpetuate the problem and break our promises to the elderly.
Therefore, since we, the undersigned, would be unable to
support any deficit reduction proposal that would include a
freeze in Social Security COLA's, we urge you to oppose any
attempts to reduce the deficit by cutting vital Social
Security benefits.

Sincerely,
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July 23, 1990

Dear Craig:

Thank you for your recent letter to the President, cosigned by
57 of your colleagues, regarding the negotiations between the
Administration and the bipartisan leadership of Congress on
deficit reduction.

We appreciate being apprised of your opposition to any deficit
reduction proposal that would include a freeze in Social Security
cost~of-living adjustments (COLAs). In addition to providing the
President with your views, I have shared your remarks with his
budget advisors so that they, too, are aware of your views on
this matter.

Thank you again for your interest in writing.
With best regards,

Sincerely,

Frederick D. McClure
Assistant to the President
for Legislative Affairs

The Honorable Craig T. James
House of Representatives
Washington, D.C. 20515

FDM:SIM:jfc (7FDMG)
Deficit.Hpf

bcec: w/copy of inc to Governor Sununu - FYI
bcc: w/copy of inc to Secretary Brady - FYI
bcc: w/copy of inc to Dick Darman, OMB - FYI
bcec: w/copy of inc to Roger Porter, OEDP - FYI
bcc: w/copy of inc to Michael Boskin, CEA - FYI
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Nnited States Senate

" OFFICE OF THE REPUBLICAN LEADER
WASHINGTON, DC 20510-7020 -

July 25, 1990

" The Honorable George J. Mitcheli
United States Senate
Washington, D.C. 20510

Dear George:

This letter is a follow-up to my previous letter to you,
dated July 6, 1990, in which I responded to your 5-point campaign
finance reform proposal. -

As promised, I have attached for your review a Republican
counter-proposal. In a nutshell, the counter-proposal
incorporates the "flexible" approach endorsed by the Bipartisan
.Campaign Finance Reform Panel, Wthh we establlshed jointly last
February.

As you know, the Bipartisan Panel distinguished between
"potentially corrupting" sources of campaign financing (PACs and
- out-of-state contributors) and "desirable sources," such as a
\ candidate’s own individual constituents. The Republican counter-
proposal reflects this dlstlnctlon by adopting the follow1ng
three key prlnc1ples.

™

1. A Ban--on Political Action Committee (PAC) Contributions.

ﬁf_ 2. "Flexible" Fundraising Targets establishing aggregate
S limits on personal- funds, contributions from out-of- -
‘ state individuals ‘in excess of $250, and contributions
from PACs (if the PAC-ban is declared unconstitutional).

3. A Reduction in the Out-of-State Individual Contribution
- Limit from $1,000 to $500. : , .

Like the Bipartisan Panel, the Republican counter-proposal
also recognizes the importancé of expanding the role of.the
national and state political parties and the need to reduce the

- cost of campaigns by making television advertls1ng more :
affordable.

George, I lock forward to hearing your thoughts on the ,
Republican counter-proposal at your earliest convenience. It is
C ~ k.

-,, e,
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‘my sincere hope that the counter-proposal can serve as the basis

for a comprehensive and bipartisan compromise on this very
important issue for all Americans.

Sincerely,

Bots Dot _

BOB DOLE

BD/ds

T N

JR w2



July 25, 1990

CAMPAIGN FINANCE REFORM COUNTER-PROPOSAL

1. "Flexible" Fundraising Targets. Adopt "flexible"
approach advocated by Bipartisan Panel. Establish aggregate
state-by-state fundraising targets based on voting age
population. Fundraising targets would cap contributions from
- political action committees (if PAC-ban is declared
unconstitutional), personal funds, and contributions from out-
of-state. individuals in excess of $250.

Flexible Component. Exempt donations from in-
state individuals. Exempt donations of $250 or
less from out-of-state individuals.

Conditions. "Flexible" fundraising targets must be

a) "reasonably high," b) conditioned on "a significantly
expanded role for the parties," and c¢) subject to
automatic cost-of-living adjustments (See Panel Report,
pages 6-7).

Voluntary. Acceptance of "flexible" fundraising target
would be voluntary. . Participating candidates would be
entitled to 1) reduced broadcast rates (discussed below)
and 2) reduced postal rates. A

2. Political Action Committees. Pxohibit all PACs from
participating in the federal election process.

. Fall-back: If PAC-ban is declared unconstitutional,

" reduce the maximum allowable PAC contribution from $5,000
L to $1,000. Limit aggregate PAC contributions to 20% of '
fundra151ng target.

3. Out-of-State Contrlbutlons. Reduce from $1,000 to $500 2
the contribution limit for individuals reSLdlng outside of a '
candidate’s home state.

4. Polltlcal Parties. Exempt certain organizational .,
activities (e.dq., research, get-out-the-vote, voter reglstratlon)
from the coordinated expendlture limitations.

5. Broadcast Rates. Lowest Unit Rate. Requlre broadcasters
to offer Congressional candidates non-preemptible lowest unit.
rate 45 days before the primary and 60 days before the '
general election. Mandate candidate access to non-
preemptible, lowest unit rate time slots. .

~
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6. Challenger "Seed Money." Allow political parties to
match early, in-state contributions to challengers. Party
committee matching funds would be permitted to a maximum of
$100,000 for House and Senate candidates.

7. Tax-Exempt Organizations. Prohibit all tax-exempt 501(c)
organizations from engaging in any activity which attempts to
influence a federal election on behalf of a specific candidate.
Prohibit tax-exempt 501(c) organizations from engaging in voter
registration or get-out-the-vote activities if a Member of
Congress solicits donations for the organization.

8. PFranked Communications. Prohibit franked "mass mailings"
" during the election year of a Member of Congress.

9. "Soft Money." Codify Supreme Court’s Beck decision.
Prohibit corporations, unions, and trade associations from
financing the administrative expenses of. their connected PACs.
Prohibit corporations, unions, and trade associations from
engaging in voter registration and get-out- -the-vote activities in
connection with a federal election.

10. Bipartisan Commission. Establish a Bipartisan
Commission to review effects of legislation on campaign spending -
and the cost of campaigns during the 2 general elections
following enactment. Require Bipartisan Commission to submit a
report to the Senate Majority and Minority Leaders and to the
House Majority and Minority Leaders outlining its findings 5
years after enactment.

1l. Sunset Provision. Establish a sunset provision after 3
general elections (i.e. 6 years). At that time, legislation
would expire unless reenacted Congress and signed by the \
President.

—_— ALL OTHER ISSUES TO BE NEGOTIATED.

~ Y
-
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Governor of Washington Washington, D.C. 20001-1572
Vice Chairman Telephone (202) 624-5300
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July 26, 1990

The President
The White House
Washington, D. C. 20500

Dear Mr. President:

The nation's Governors commend you and the Congress for taking the
initiative to develop a balanced deficit reduction package. Reducing
the deficit by $50 - $60 billion for Fiscal Year 1991 and $450 - $600
billion over five years should enhance 1long-run economic growth and
protect future generations from increased public debt. As you develop
your package, it is important, however, that you recognize the special
concerns of the states. State governments have been severely impacted
by reductions in discretionary grants over the last decade and the
current fiscal situation of many states is precarious. Therefore, we
are particularly concerned over several proposals that have recently
been discussed during the summit negotiations.

Governors are concerned about the impact of federal actions on state
and local tax policies:

o First, they are opposed to any restrictions on the
deductibility of state and 1local taxes as unacceptable
encroachment on state systems of taxation; and

o Second, they are opposed to increasing fuel taxes for deficit
reduction. It is critical that fuel taxes continue to be
dedicated to the trust fund for federal transportation
spending.

With respect to low-income entitlement programs we are opposed to the
following proposals:

o Eliminating enhanced matches and capping the administrative
costs for the AFDC, food stamps and Medicaid programs.

o Reducing the federal share of state administrative costs for
child support enforcement.

o Reducing the floor on AFDC and Medicaid matching rates.
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These proposals are particularly troublesome in light of proposals to.
increase the deductibles, coinsurance and Part B premiums of.Medicare.

Given that many individuals are both Medicaid- and Medicare-eligible,

such proposals will increase the cost to stdte government significantly

over the next five years.

With respect to , productivity investment, it ~is important that
expenditures for infrastructure be protected. We are particularly
concerned that sufficient spending be available in the final agreement
to spend down. the balances in  the transportation trust funds.: Such
investments are critical to maintaining our overall competitiveness as
well as to maintain the trust of the American people.

The nation's Governors support your efforts to develop a balanced
package and state government. is willing to contribute its share.
However, we hope that you will Kkeep our concerns in mind as you
finalize the deficit reduction package.

- Sincerely,

Governor ry E. Branstad
Chairman — Vice Chairman

ce: All Govefnors
Members of the Budget Summit



1615 H Street, N.W.

Washington, D.C. 20062

U.S. Chamber of Commerce 202/463-5620

Richard W. Rahn April 22, 1989

Vice President, Chief Economist

TO: Governor John Sununu
From: Richard W. Rahn
RE: Your Question Regarding the History of Corporate Tax Rates

From 1909 to 1913 a 1 percent "excise" tax was imposed on corporate net income.
Following adoption of the Sixteenth Amendment to the Constitution in 1913, the Congress
passed an income tax that applied a 1 percent levy on corporate net income. Rates rose
steadily from this initial 1 percent to a top rate of 52 percent by the Korean War.

Attached is a more detailed history of corporate income tax rates, and a rate chart
for your information.



Federal Taxation of Corporate Income

From 1909 to 1913 a 1 percent "excise" tax was imposed on corporate net income.
The 1909 tax provided for the exemption of the first $5,000 of net income. Intercorporate
dividends were excluded from the tax. Depreciation allowances were provided, and
interest expenses were deductible.

Following adoption of the Sixteenth Amendment to the Constitution in 1913, the
Congress passed an income tax that applied a 1 percent levy on corporate net income.
The 1 percent levy applied to corporate capital gains as well as ordinary income.

Corporate tax rates were increased to finance World War 1. The war also brought

_ the imposition of both a capital stock tax and an excess profits tax on corporations. The

capital stock tax was essentially a national property tax on corporations. This tax was
imposed from 1916 to 1945 (though it was not assessed from July 1, 1926 to June 3, 1932).
The excess profits tax was imposed during both World Wars and the Korean War (the

'Nat1ona1 Industrial Recovery Act of 1933 imposed an excess profits tax based on net

income and declared value of capital stock).

The 1936 Revenue Act included a surtax on undistributed corporate profits. Rates
on undistributed profits ranged from 7 percent to 27 percent. This tax was curtailed in
1938, and totally eliminated in 1939.

Regular corporate income tax rates ranged from 10 percent to 20 percent of net
income in the 1920s and 1930s. Rates rose in the 1940s to a top corporate income rate
of 40 percent from 1942 to 1945. This was on net income above $50,000. After the war
the rate went down to 38 percent. During the Korean War the top rate rose to 52
percent. This rate remained in effect through 1963. The Revenue Act of 1964 reduced
the top rate to 50 percent in 1964 and 48 percent in 1965. A 10 percent Vietnam War
surcharge was applied to income tax rates in 1968 and 1969. The surcharge was 2.5
percent in 1970.

_ Intercorporate dividends were taxed from 1913 to 1918. The 1918 Revenue Act
provided that intercorporate dividends would be excluded from taxation. The exclusion
remained in place until 1935. The 100 percent exclusion was reduced to 90 percent in
1935, and to 85 percent in 1936. The Tax Reform Act of 1986 and the Revenue Act of
1987 reduced the exclusion first to 80 percent and then to the present 70 percent for
minority shareholders.

Prior to 1936, dividends received by individuals were excluded from regular individual
income taxes (not from the surtax rates applied to higher income taxpayers).

Prior to 1932, capital gains earned by corporations were taxed at full corporate rates,
and capital losses were fully deductible. From 1932 to 1942, restrictions were placed on
the amount of capital losses deductible in a given year. In 1942 a reduced rate was first
provided for the tax on corporate long-term capital gains (the regular rate in 1942 was 40
percent, and the capital gains rate was 25 percent).



FEDERAL CORPORATION INCOME TAX EXEMPTIONS & RATES

Over $25,000 50

1909-1989
Year Exemption & Brackets | . Rate®
: ___(percent)
- 1909-1913 $5,000 exemption 1
1913-1915 None after March 1, 1913 1
1916 None 2
1917 None 6
11918 $2,000 exemption 12
1919-1921 $2,000 exemption ‘ ' 10
1922-1924 $2,000 exemption : 12.50
1925 $2,000 exemption 13
1926-1927 $2,000 exemption 13.50
1928 _ — $3,000 exemption 12
1929 $3,000 exemption ' , 11
1930-1931 $3,000 exemption ' 12
1932-1935 None . 13.75
1936-1937. Range of graduated normal tax :
' First $2,000 ' 8
Over $40,000 15
Range of graduated surtax on - ’
undistributed profits 7-27
4 1938-1939 First . $25,000 12.5-16
Over $25,000 - . ' ‘ 192
1940 First $25,000 14.85-18.7
$25,000 to $31,964.30 . 383
$31,964.30 to $38,565.89 36.9
Over $38,565.89 24
1941 First $25,000 ' ‘ 21-25
$25,000 to $38,461.54 44
Over $38,461.5 31
1942-1945 First $25,000 | 2529
o $25,000 to $50000 53 . .
Over $50,000 ‘ 40
1946-1949 First $25,000 ' 21-25
: $25,000 to $50,000 - . 53
Over $50,000 38
1950 First $25,000 : 23
Over $25,000 42
1951 First $25,000 " 28.75
Over $25,000 50.75
1952-1963 First $25,000 ‘ ’ 30
Over $25,000 : ' 52
1964 First $25,000 2
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Year Exemption & Brackets Rate’
(percent)

1965-1967 First $25,000 22

Over $25,000 48
1968-1969° First $25,000 24.2
Over $25,000 52.8
1970° First $25,000 \ 22.55
Over $25,000 49.2

1971-1974 First $25,000 22

Over $25,000 48

1975-1978 First $25,000 20

Next $25,000 22

Over $50,000 48

1979-1981 First $25,000 17

Next $25,000 20

Next $25,000 30

Next $25,000 40

Over $100,000 46

1982 First $25,000 16

Next $25,000 19

Next $25,000 30

Next $25,000 40

Over $100,000 46

1983-1986 First $25,000 15

Next $25,000 18

Next $25,000 30

Next $25,000 40

Over $100,000 46

1987-1989 First $50,000 : 15

. Next $25,000 25

Over $75,000 - 34

SOURCE: Facts and Figures on Government Finance, Tax Foundation, Johns Hopkins Press p. 136 (1988).
a. Less adjustments: 14.025 percent of dividends received and 2.5 percent of dividends paid.
b. Includes surcharge of 10 percent in 1968 and 2.5 percent in 1970.

¢. In addition to the rates shown, certain types of "excess profits" levies were in effect from 1917-1921, 1933-1945, and 1950-1953.



A serious, fair, credible, multi-year proposal
to balance the non-social security budget

and raise net national savings to 8% of national income
by FY 95

With an accommodating monetary policy, if Congress and the President enact and
continue a change in fiscal policy on this order of magnitude, the following
real benefits should follow:

]

Real interest rates on 90-Day T-Bonds should go down to about 1% --
if inflation stays about 4% that could mean a return to 5% T-Bonds;
as a result of financing a much smaller debt at substantially lower
rates of interest, by FY 95 the government could save $100 billion

per year in interest costs alone;

Interest rates on AAA rated corporate bonds drop 3%;

Investment, productivity and economic growth go up;

Gross national product would increase, and we would keep literally
tens of additional billions of that greater wealth at home, because
we would be financing a much smaller foreign-held debt; and

The U.S. trade deficit could be eliminated; and

The United States would be more competitive, we would be better able

to meet new needs and new priorities as we move toward the
twenty-first century.

The burden of budget balance must be spread as broadly as possible across the
budget and the economy, demographically and geographically across the country.

(]

This package would cut defense and farm price supports 25% below
current levels over five years. The defense cuts would require
reductions in civilian employment and uniformed military personnel,
base closings, cancelling procurement contracts, and/or burden
sharing. Small family farmers could be protected and still achieve
farm price support savings on this order of magnitude.

The Targest entitlement cut in the package is a net reduction in
social security and railroad retirement benefits due to changes in
the tax treatment of those benefits. That change would make the tax
treatment of those benefits as nearly as possible 1ike the tax
treatment of other contributory retirement benefits. (The savings
could be used to offset part of the general fund contribution to
Part B of Medicare.) The Medicare cuts in the package could be
achieved by taxing a portion of the subsidy value of benefits,
rebasing the PPS system, reducing physician reimbursements, and/or
increasing premiums and/or deductibles for Part B. The package would
require either a one year freeze in non-defense discretionary
spending, or cutting/eliminating some low priority programs.

The package contains a modest spending increase, to offset the impact
of higher energy prices for recipients of means-tested grants which
are not indexed under current law.
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On the revenue side, the package relies principally on increased -
energy taxes, which would encourage energy conservation and help
improve the environment as well as help to balance the budget. It
would raise other excise taxes, increase the top marginal corporate
tax rate 1%, reduce deductions for business meals and entertainment,
and impose new/increased user fees.

° Expanding the Earned Income Tax Credit would offset the regressive
impact of higher energy taxes for the working poor; and an allowance
for middle-income tax relief (lower FICA taxes, IRAs, etc.) would
offset the burden of higher energy taxes on the middle class.

Eliminating the "bubble" and Timiting mortgage interest deductions
would increase taxes on the highest income taxpayers, but a capital
gains tax differential would benefit high income taxpayers who choose
to save and invest for the future. The package would suspend
indexing in the tax code for one year (corresponding to a freeze on
the spending side of the budget) and it would expand social security
and medicare coverage for State and local government employees.

° The package allows for extension of a number of tax expenditures
which are due to expire this year.

The package includes two options to increase energy taxes: a broad
based consumption tax, and a combination of higher motor fuels taxes
and an oil import fee. Either option, plus the balance of the
package, would reduce the deficit more than necessary to achieve the
stated goals. Congress and the Administration could reject and/or
modify some proposals, and/or provide additional funding for high
priority initiatives, and still achieve the balanced budget and
national savings goals outlined on the first page of this summary.

{
In addition to the spending cuts and revenue increases necessary to balance
the budget and increase national savings, any serious deficit reduction
proposal must contain budget process reforms to ensure the whole package is
enacted and enforced.

° If we would ensure that any new revenues raised to reduce the deficit
are devoted exclusively to that purpose, we must control government
spending.

° We are, therefore attaching a draft budget process reform proposal
designed to set and enforce real spending limits.

There are other issues and options the budget summit should address: asset
sales, debt collections, better collection of revenues already owed the
government (but uncollected), tax amnesty, etc. But the summit should focus
on changes in fiscal policy. Savings which may be achieved as a result of
better government management practices and/or asset sales should not be
counted toward any short to medium term deficit reduction -objectives.

The cost of the savings and loan bailout should be reflected in the budget,

but the working capital cost (or income) should not be counted toward any
short to medium term deficit reduction objectives.

summary page 2



Defense

COLA Freeze all non-means-tested
entitlements except social
security and railroad retirement

Tax 85% of Social Security &
RR Retirement immediately, and
phase out thresholds 20% per year

Eliminate COLAS for non-disabled
early retirees

Cut Farm Price supports 12 1/2%
next year and.25% below the
baseline by FY 95

Medicare*

Other Entitlements

Freeze Non-Defense Discretionary
or eliminate old Tow priority
programs

Increases in means-tested program?

Total Spending Reductions (Policy)

SPENDING

(3 in billions)

FY 9] FY 92 FY 93_ FY 94 FY 95
- 10.0 - 25.0 - 40.0 - 55.0 - 70.0
- 2.0 - 2.8 - 2.8 - 3.0 - 3.1
- 3.3 -10.3 -14.5 -19.0 - 24.0

M - 0.5 - 1.1 - 1.8 - 2.6
- 2.2 - 3.1 - 3.2 - 3.3 - 4.1
- 3.6 - 54 - 7.2 - 9.0 - 10.8
- 10 - 15 - 2.0 - 2.5 - 3.0
- 30 - 49 - 57 - 6.2 - 6.6
+ 1.5 + 1.6 + 1.8 % 1.9 + 2.0
-23.6 -51.9 -74,7 - 97.9 -122.2

*  Major structural reform of the health system (pub1ic and private) is a

very important public policy issue which must be addressed, b

summit cannot reasonably be expected to deal with that issue.
reforms should yield medicare savings substantially greater tha
in this proposal. The savings contained in this proposal can be achieved

within the current system, and that is all we believe can be expected of a

budget summit agreement.

ut the budget
System-wide
n contained
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Broad Based Tax on Energy
Consumption (5% FY 91
increasing to 10% in FY 95)

or

Increase Motor Fuels Taxes

25 cents in FY 91 increasing
to 50 cents by FY 95

Impose 0i1 Import Fee

subtotal

Eliminate the Bubble

Increase Top Marginal Tax
Rate for Corporations 1%

Limit Mortgage Interest Deduction

Increase Excise Taxes Beer, Winei
Distilled Spirits & Cigarettes
User Fees (government-wide for
commercial-type services/fees
sufficient to recoup costs and/or

raise prices to commercial rates)

‘Reduce Deductions for Business

Meals & Entertainment to 50%

Suspend Indexing in the Tax Code
for one year (except EITC)

Expand EITC or other Low Income
Offset for Regressivity

Middle Income Offset (Reduce FICA,

Expand IRAs, or other)

REVENUES
($ in billions)

FY 91 FY 92 FY 93 FY 94 FY 95

+25.2 +31.1 +37.0 +42.9 + 48.8
and

+ 85 + 8.8 + 9.2 + 9.8 + 10.5

+ 33.7 + 39.9 + 46,2 + 52.7 + 59.3

+ 1.4 + 2.5 + 2.7 + 2.8 + 3.0
+ 0.6 + 1.6 + 1.8 + 2.0 + 2.2

'+ 10.0 +10.1 +10.2 +10.3 +10.3

+ 5.4 +10.2 +10.8 + 11.4 + 12.0

- 7.1 - 9.9 -12.6 - 15.4 - 18.1



($ in billions)

FY 91 FY 92 FY 93 FY 94 FY 95
Administration Proposals/CBO Estimates

Capital Gains + 3.2 - 1.3 - 3.6 - 4.3 - 3.1
Family Savings - 0.3 - 0.6 - 1.0 - 1.3 - 1.8
IRA/1st Homebuyers - 0.2 - 0.2 - 0.2 - 0.1 - 0.1
Social Security & Medicare Coverage + 0.5 + 1.6 + 2.6 + 3.6 + 4.6
R & E* - 09 - 1.2 - 14 - 1.6 - 1.8
R & E Allocation* - 0.4 - 0.7 - 0.8 - 0.8 - 0.9
Health Ins. Self Employed* - 0.4 - 0.5 - 0.5 - 0.6 - 0.7
Low Income Housing* - 0.1 - 0.3 - 0.4 - 04 -~ 0.4

* Extenders
Range of Revenue Increases (Total) + 31.2 + 41.7 + 44.8 + 49.9 + 56.6
to
+ 50.7 + 61.9 + 65.8 + 71.9 + 79.7

TOTALS
($ in billions)
FY 91 FY 95
.
Range of Deficit Reduction : .
Due to Policy Change { - 54,8 -178.8
- 74.3 o -201.9
Interest Savings - 3.0 - 90.0
- 3.5 * -100.0
Grand Totals - 57.8 -268.8
-77.8 £ -301.9

This range of deficit reduction options provides sufficient room to add

$2-%5 billion in FY 91 and $15-$30 billion per year by FY 95 for new/additional
spending for high priority initiatives from nuclear waste clean up to AIDS
research, from Headstart and health care for the poor to other Education
programs and the War on Drugs.

We would recommend funding for any additional high priority initiatives above
the levels described above be dealt with on a "pay as you go" basis.

-3-
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WASHINGTON WATCH

Read Bush’s Quivering Lips. “My opponent won’t rule out raising taxes. But I will.
The Congress will push me to raise taxes, and I’ll say no, and they’ll push, and I'll say
no, and they’ll push again, and I'll say to them, ‘Read my lips: no new taxes.”” So went
then-Vice President George Bush’s famous campaign pledge at the Republican Na-
tional Convention in 1988. But now, as Congress pushes him to raise taxes, Bush’s lips
are quivering. In negotiations with congressional leaders on budget deficit reduction,
the President refuses to rule out a tax hike.

Yet the budget deficit is not caused by a shortfall in revenue. The federal government
is expected to collect a record $1.073 trillion this year, which is $82.8 billion more than
last year and an 8.4 percent annual increase. The tax burden on Americans, moreover,
is heavier than ever. The average taxpayer must work two hours and forty-five minutes
of each eight-hour day just to pay taxes.

What is worse, a tax increase would not reduce the budget deficit. The
Gramm-Rudman law sets the budget deficit this year at no higher than $74 billion.
Additional revenues only would allow Congress to meet this target at a higher rate of
spending.

Just How Committed Is Congress to Reducing the Deficit? While Bush has as-
sured Congress that “no preconditions” exist — meaning tax hikes for the fiscal 1991
budget are on the bargaining table — Congress has assured no one of its commitment to
cut spending. Just how concerned over the deficit is Congress? The Washington Post re-
ports that the Senate Budget Committee’s spending proposal for fiscal 1991 would add
at least $3.5 billion in new outlays for highway construction, air traffic control systems,
child care, anti-drug programs, environmental initiatives, and veterans’ health care.

The House Budget Resolution is worse. Most so-called “cuts” are nothing more than
reductions from initially proposed spending increases. For example, spending for
Medicare is to be “cut” by $1.7 billion. This only means that outlays are $1.7 billion less
than the proposed increase in the previous budget baseline. Expenditures for Medicare
will actually rise by at least $8 billion over last year. (Available from Citizens for a
Sound Economy, Capitol Comment, April 25, 1990, 202/488-8200.)

The Inappropriate Appropriations Bill. This spring’s supplemental Appropriations
Bill, which gives new government funds to programs deemed “emergencies,” indicates
the lack of seriousness that many legislators bring to the budget problem. Examples of
“emergency” spending, which total more than $100 million, include: $1.9 million for a
fish farm in Arkansas; $900,000 for cotton ginning research in Michigan, New Mexico,
and Texas; $1.3 million to research fruit flies in Hawaii; $285,000 to study the effect of
advertising on milk consumption; $1.3 million to research uses for fish oil; and $185 mil-
lion for an FBI finger-printing center in West Virginia. To garner votes on Election

Day, Members of Congress purchase these generous gifts for their constituents using
the taxpayers’ hard-earned dollars. And now they want to raise taxes even higher.

Published by The Heritage Foundation * 214 Massachusetts Avenue, N.E. «+ Washington, D.C. 20002 « 202/546-4400 ¢ Nothing herein is to be
construed as necessarily reflecting the views of The Heritage Foundation or as an attempt to aid or hinder the passage of any bill before Congress.



Wide Bipartisan Support for a Line-ltem Veto. Some observers speculate that Presi-
dent Bush may accept a tax hike in exchange for budget reform. The Administration is
justifiably eager to restore the President’s prerogative to reject specific spending items
appropriated by Congress. However, raising taxes to obtain it clearly is not the solution.
There are more than seven separate line-item veto proposals, including one to amend
the Constitution sponsored by Illinois Democrat Senators Paul Simon and Alan Dixon.
Both were reported out of the powerful Senate Judiciary Committee in April by an 8 to
6 vote.

One bill that has generated substantial bipartisan support and would not require a
constitutional amendment, is the “enhanced rescission” or “legislative” line-item veto
reintroduced from last year by Republican Senators Dan Coats of Indiana and John
McCain of Arizona. The legislation, S. 1553, would give the President the power to
rescind spending items appropriated by Congress.

Even liberal Democrat Senator Paul Simon says: “The reality is that we have
demonstrated year after year after year that Congress simply doesn’t have the discipline
[to control spending on its own].”

STATE WATCH

Bush Should Read the Taxpayers’ Lips. Americans clearly do not approve of any
tax increases. This overly poll-conscious Administration should look at the latest num-
bers. According to a recent US4 Today poll, six out of ten respondents said they are op-
posed to new taxes. Similarly, a poll conducted by the Wirthlin Group found that 89 per-
cent of the respondents favored cutting spending over raising taxes to reduce the defi-
cit. Only 6 percent preferred higher taxes.

If Bush is still not convinced of public disapproval, he should hear what the taxpayers
are saying to their state legislators. In response to growing taxpayer revolts against
spendthrift fiscal policies, voters in more than a dozen states will have the opportunity
to vote for tax reform initiatives on ballots this fall. Most initiatives would limit tax
increases by requiring either statewide voter approval or a legislative super majority
vote in order to raise taxes. A Massachusetts initiative, for example, would give
taxpayers a direct role in the budgetary process by allowing voters to reject the
Legislature-approved tax hikes for fiscal 1989-90.

A pathbreaking initiative in Illinois would mandate that any proposals to raise taxes
be approved by a special legisiative committee, as weil as 60 percent of the state
legislature. The brainchild of the National Taxpayers United of Illinois, the initiative is
backed by 470,292 signatures, including those of gubernatorial candidates Republican
Jim Edgar (who campaigned for tax increases in his campaign for the Republican
nomination against fiscal conservative Steve Baer) and Democrat Neil Hartigan. (See
Patrick B. McGuigan, “Grassroots to Bush: ‘No More Taxes,”” Wall Street Journal, May
9, 1990. Also contact David Keating, Executive Vice President, National Taxpayers
Union, (202) 543-1300.)
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A Truth In Budgeting Proposal

What are the budget process issues which must/should be addressed as part of
any serious package to solve the budget deficit problem?

1« What should be the goal?

. What should be the term and scope of the agreement?

3 What to do about contingent Tiabilities?

4, What to do about the social security and other trust funds?

> How should REFCOR be treated in the budget?

6. What to do (if anything) to enhance the President's veto, impoundment,

rescission and/or deferral powers?

Ta What if any new initiatives and/or tax incentives for savings,
investment, etc., should be accommodated in the agreement?

8. How to enforce the agreement?

Specifically, how to ensure that any new revenues raised to reduce the
deficit are devoted to that' purpose?

We believe that Congress and the Executive may accept more sweeping and
effective budget process reforms inside a package to balance the budget than
either is likely to accept in any other context. Initially, such reforms
probably would be written into law on a temporary basis, for the term of the
agreement; but if they work, they 1likely would continue in use beyond long
after the agreement has expired.

Therefore, we see this as an opportunity to test some budget process concepts
which have gained wide currency, and to impose a level of discipline in the
budget process which otherwise almost certainly would be rejected out of hand.

The bottom Tine is credibility. It is easy to put down on paper numbers and
policies which promise budget balance. It is far harder to ensure that the
policies will be enacted and that Congress and the President will ab1de by the
priorities and limits represented by the numbers. --—

Nobody wants to balance the budget for the sake of a goose egg on the bottom
line. Everybody wants to free up the resources needed to meet the challenges
the future holds in a rapidly changing world. Everybody wants lower interest
rates and higher savings, investment and productivity. To .achieve these ends,
and to muster support among the electorate, any serious initiative must be
credible. That is why we call this the Truth in Budgeting Proposal.
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The Goal

The short-term goal should be a balanced unified budget, as G-R-H requires by
fiscal year 1993.

The medium-term goal should be a budget in balance over the business cycle,
not counting the social security trust fund reserves.

These goals can be achieved in about five years, if the economy continues to
grow, by reducing the deficit by a specified amount each year. Federal
outlays total more than $1 trillion per year. It probably is impossiblie to
reduce the deficit by 20% of that amount in one year. Cutting 10% in one year
would be extremely difficult. Cutting the deficit by an amount equal to 5% at
the margin, however, does not strike us as an heroic goal; and 5% would be
about $50 billion per year.

Term and Scope

The agreement should cover five years.

Initial implementation should be through a budget containing three year caps
and five-year targets, five-year reconciliation and biennial appropriations.

Everything should be on the table. Everything should be on-budget. (The
REFCOR working capital should be exempted from the sequester calculations and
Congress and the President may decide on special accounting rules for social
security. See separate sections below). Putting everything on-budget will
force Congress and the President to confront directly any arguments which may
be made for special treatment for specific programs, activities or functions.

What to do about Contingent Liabilities?

Contingent Tiabilities of the government arise almost exclusively from credit
activities and insurance programs. :

Credit reform must be part of the agreement. Congress and the Administration
must recognize on-budget the potential cost and exposure associated with
credit activities of the government, and make specific allowance in the budget
for those costs, before rather than after the fact.

Similarly, we should budget for the likely cost of insurance activities, e.g.,
deposit insurance, home loan insurance, etc..

What do to about the ‘Social-Security and other Trust Funds?

First, Congress and the President should consider the basic premise underlying
the creation of highway and airport trust funds, for example. Should some or
all of the federal gas/aviation tax be earmarked for these specific purposes? -
Perhaps those expend1tures should :compete with other. federal. priorities. S
Perhaps there is a better approach:to federal policies directed toward . .
improving the nation's infrastructure.
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In today's environment, Congress and the President well may opt for special
treatment of the social security trust fund. They should bear in mind,
however, that taking social security off-budget is not the same as taking it

off-government.

The federal retirement trust funds are different from either the social
security, the highway or the airport trust funds. In short, there is no
general rule which logically ought to be applied to everything we call "trust
funds" in the federal budget.

REFCOR (The Savings and Loan Bailout)

Current accounting for this initiative is bizarre. It defies logic and runs
counter to any generally accepted accounting rules. The borrowing is
“off-budget" and the working capital is "on budget". Ideally, we would
anticipate the net costs of the bail-out and reflect those costs in the budget
in much the same manner as credit reform would treat other contingent
Tiabilities. Working capital expenditures, however, have the potential to
create such wide and unpredictable swings in expenditures and deficits that
this probably is the exception which proves the rule. We would recommend
accounting for those costs on-budget; but they should not be counted against
the expenditure caps we hope Congress and the President will agree to set; nor
should they be counted for budget enforcement (e.g., sequestration).

Line Item Veto/Enhanced Rescission

Enhanced Presidential rescission power is a viable statutory alternative to
line item veto. A modest shift toward more Presidential power to force
Congress to consider separately spending which the President believes to be
unnecessary or wasteful seems appropriate in this context.

New Initiatives/Tax Incentives

If the agreement is. to reposition the U.S. better to meet tomorrow's needs, it
almost certainly must accommodate some new/expanded high priority spending
and/or tax incentives. Ideally such initiatives/incentives should be
specifically identified in the agreement, and/or the agreement could contain
some allowance for initiatives/incentives not specifically identified.

In addition, if the President and both Houses of Congress should agree at any
time during the term of the agreement to provide for any new/expanded
initiative/incentive on a "pay as you go basis", nothing in the agreement can
or ought to preclude such an agreement. They only would have to agree to cut

other programs or raise other revenues to pay for the new -initiative/incentive. .,

Enforcement

than on projected deficits as under current Taw. ~Further; we propose to

"'Wié propose to enforce the agreement based on actual expenditure.léve]serather_g_ o

. modify sequestration so that only programs in the jurisdiction(s) of - -- = -~ ="
Committees/subcommittees which are over their budget allocations would be

effected. There is attached a more detailed discussion of our expenditure
control proposal. ~ ‘ _
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Real Expenditure Control = Real Truth in Budgeting

Policy and process cannot be separated politically. Process change will not

be considered without regard to policy outcome. Policy proposals are not

1ikely to be agreed to unless the participants in a budget summit are
satisfied that a reformed budget process can and will ensure full
implementation and enforcement of all their substantive agreements. To be
effective, sanctions must create a political/public relations disaster for
offenders.

The key is a comprehensive agreement between the leadership of both Houses of
Congress and the Administration.

That agreement must set priorities. Our proposal expresses those priorities
as caps for major spending categories: defense, international, non-defense
discretionary, entitlements and other mandatory spending.

Once the President and both Houses of Congress agree on priorities, no party
to the agreement (certainly no Executive Branch Agency, Congressional
Committee/subcommittee, no individual) should be able to alter those
priorities without the constructive consent of all three parties to the
agreement. In order to guard against ad hoc changes, our proposal would have

the President and Congress agree to an aljocation of spending within the caps

among Congressional Committees/subcommittees, then hold each Comm1ttee/
subcommittee accountable for spending within its Jur1sd1ct1on.

Problem: The Current Budget Process Bases Enforcement Exc]usive]y on the OMB -

projection of next year's deficit.

The projections can be wrong. (Since 1985, when the law first was
enacted, the actual budget deficit never has been cut to the legal
1imit under Gramm-Rudman-Hollings.)

Under current law, if OMB projects in early October that the
deficit in the upcoming fiscal year will exceed the legal 1limit,
The President must implement semi-across-the-board cuts called
sequestration on October 15.

Supplemental appropriations and/or new entit]ements can be enacted
anytime after October 15. The sequester deadline having passed,
nothing happens. '

vNobody is held accountable for past s1ns. So what 1f we never have :

cut the deficit to G-R-H Timit? We simply pretend that we sha11 do .
so0 next year. But somehow next year -never comes. :

The deficit is the wrong target for enforcement. If wé would =~
ensure that any new revenues raised to reduce the deficit are
devoted to that purpose, we must ‘control spending:™-
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Base budget enforcement on last year's actual spending levels.

Last year's actual spending levels are real numbers.

If last year's actual spending exceeded the Timits in the budget
agreement by more than 1% (for any major category or at the
aggregates), and unless Congress passed and the President signed
legislation to eliminate the overage within thirty days,
sequestration would be triggered.

Sequestration would cut the difference between last year's actuals
and the targets for every major category and would reduce total
federal outlays to amounts contained in the aggregate budget

There are excellent reasons to base budget -enforcement on actual
expenditures for a full fiscal year. Expenditures for many Federal
programs vary from month to month and quarter to quarter, due to
economics and seasonal conditions.

Nonetheless, we understand that the time table outlined in the
proposal above is awful. In even numbered years, the President and
Members of the House and Senate could be running for re-election at
the same time they were supposed to be considering legislation to
correct budget overages. Even in odd numbered years, the President
and Members of Congress would be asked to devote their attention to
budget legislation instead of Thanksgiving.

The fiscal year ends September 30. The final Treasury statements
are available the middle of October. How could we modify the
timetable outlined above, base budget enforcement on actual
expenditure levels in the previous fiscal year, and avoid these
timing problems?

Page 5
Solution:

targets.
Problem: Timing
Solution:

Change the Fiscal Year and/or require that legislation to eliminate
any overage be enacted by January 31 (of calendar year Tollowing
the end of the fiscal year). Failure to enact legislation to
eliminate any overage would trigger sequestration on February 1.

It would make a Tot of sense to change the fiscal year so it is
concurrent with the calendar year. The -holiday season would be a -
real deadline for passing final.budget legislation; .and necessary -
remedial budget legisiation/sequestration would be concurrent with
submission of the President's budget. =~ -

Alternatively, the law could require passage of legislation to -
eliminate any overage--in.the preceeding fiscal year by January: 31..-:.

of the following calendar year. -

In either case, the President's new budget could take into account
any overage in the preceeding fiscal year.
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The President could propose remedial action as part of the regular budget

process.

Sequestration could be designed to eliminate the overage in the

previous fiscal year, and any overage projected in the current fiscal year, if
Congress and the President failed to reach agreement om legislation to
eliminate the overage(s).

Problem: G-R-H punishes the good guys as well as the bad guys, and the good
guys suffer more.
Under G-R-H every appropriations subcommittee but one could keep

~ spending within their budget allocations, but if the deficit

projection for the upcoming year is too high sequestration is
triggered. Every single eligible program in every single
appropriations bill gets cut; but the programs in the jurisdiction
of the one subcommittee which went over its budget aliocation get
cut from a higher base than all the others.
For that matter, all appropriations could be consistent with the
budget, and if entitlement and mandatory spending were too high, if
sequestration were triggered, all the appropriations would be cut.

Solution: Make sequestration Committee/subcomﬁittee specific.
Sequestration should be triggered anytime aggregate spending, or
spending for any major category contained in the budget agreement,
exceeds the caps contained in the agreement by 1% or more.
If Congress and the President fail to pass legislation to redress
the overage, all programs in offending Committee/subcommittee
jurisdictions should be sequestered; but programs in the
jurisdiction of Committees/subcommittees which stayed within their
budget allocations should not be affected.

Problem: The effect of economic conditions on the federal budget.
Budget projections, and therefore spending caps and Committee/
subcommittee allocations must be based on economic assumptions and
technical estimates (number of eligible beneficiaries, spend-out
rates, etc.) Economic conditions change.

Solution: Annual adjusiments for changes in economics.

Caps for entitlements and other mandatory spending would have to be.
adjusted annually for changes ‘in economic conditions, caseloads,

etc. The timing and basis -for such .adjustments should be spelled ™~

out very carefully in the budget agreement.

Some may argue that discrefionaﬁy cabs‘should be adjusted
automatically for changes in inflation estimates. We disagree.

PRI
DI
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The spending side of the budget is much less sensitive than the
revenue side to changes in economics. There is no need to adjust
the revenue floor, as we propose to control based on spending
rather than deficits.

What if The Pres1dent and Congréss agree bn some new spendlgg_
t

Solution:

mnitiative (and revenues to pay for it) during the term of
agreement.

The caps should be adjusted to accommodate any legislation enacted

Problem:

on a “pay as _you go" basis.

The ru]es should require, however, that such ]egis]atioh be enacted
"freestanding", not inside some omnibus Tlegislation.

What to do about supplementals, truly unanticipated needs, and/or

_.Solution:

emergencies?

~Establish a real contingency reserve, and a mechanism to limit

Prob lem:

spending from the reserve.

Some small part of the discretionary caps (1% - 5%) should be set

aside for contingencies. Those funds would not be allocated to any
Committee/subcommittee.

Contingency reserves could be appropriated only for those purposes
for which the President makes a formal request. If the President
requests a $50 million appropriation from contingency reserves for
emergency firefighting, for example, Congress could appropriate
more or less than the President requested for that purpose from the
contingency reserve; but Congress could not, to use another

- -example, appropriate money from the contingency reserve for

emergency drought relief, unless the President specifically asked
for an appropriation from contingency reserves for that purpose.

Appropriations within the caps and Committee/subcommittee
allocations we propose would not be subject to this special rule.
Congress could pass appropriations for any purpose -- without
respect or deference to Presidetial proposals -- so long as those
appropriations could be accommodated within the caps and
Committee/subcommittee allocations which we envision being written
into law as part of the agreement.

Many popular programs are exempt wh011y or 1n4part from

Solution:

sequestration under current -law.

As a result, sequestration never has been the real threat its
drafters envisioned.

Only interest should bé-exéhpt.from seqﬁestration.

Put all programs at risk, and increase the incentives for the
Executive branch agencies and Congressional Committees/
subcommittees to live within their budget allocations.
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Congress must pass 1eg1s]at1on to redress any overage and escape

Solution:

sequestrat1on. How 15 the President equally accountable?

What if the Execut1ve ‘branch initiated or concurred with
underestimates of programatic costs?

The President must propose specific legisJative remedies.

Problem:

If the Administration proposes legislation, and/or Congress enacts
legislative proposals based on Administration cost estimates, and

if actual program costs exceed the Administration's estimates, the
President must propose specific changes in legislation to eliminate

‘that overage -- retrospectively, for the fiscal current year, and

prospectively.

The President may agree to sign spending legislation, but take
exception to Congressionally generated cost projections. If he
does so, and if actual program costs exceed the Congressionally
generated projections to which the President took exception, the
President need not propose legislation to eliminate any resulting
budgetary overage.

If the President does not take issue with the estimates when he
signs spending legislation, and if there is an overage, the
President must make specific legislative proposals to eliminate the
overage.

Solution:

‘We do not have a concrete p[gposa] to address this prob]em._»_“

How to 1imit new “spend1ng programs" on the revenue side of the
budget? _

Expenditure control is the key to sound budget enforcement; but if
we manage to impose real, meaningful, workable spending 11m1ts
(including limits on cred1t activity, borrowing authority, federal
guarantees, etc.) -- and if we do not find a way to Timit new
"spending programs" thinly disguised as tax expenditures -- there
will be a proliferation of new spending initiatives masquerading as
changes in tax Taw.

We do not want to undermine the economic stabilization effects of
federal fiscal policy. Therefore, we do not want to police the
revenue floor in the. same fashion as we would limit spending.

" How then to distinguish between spend1ng programs on the revenue

side of the budget and other changes in tax 1aw, and how to 11m1t
new programmatic tax expend1tures7

1. Definition. How to 1dent1fy and c]earIy def1ne spend1ng

However, the so]ut1on must address two concerns.,

programs on the revenue side of the budget, and how to
distinguish those programs from other revenue legislation?
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2. Enforcement. We have a fair bit of experience with
sequestration. We have chosen to attempt to perfect the
process we know to achieve better expenditure control, because
we think we understand how it works -- its strengths and its
weaknesses. -

We have no similar experience with enforcement of the revenue
side of the budget. Should enforcement be specific to an
individual program, to the whole category of programs, or to
what? Would enforcment trigger a general revenue increase, a
repeal or partial repeal of offending programs? We honestly
don't know.

Solution:

How to keep the same programs from triggering sequestration year
atter year? ‘

Congress should pass and the President should sign legislation to

Problem:

redress the overage, retrospectively, and for the current fiscal
year and In the future.

It may be possible to insist on that ideal, in the event that
Congress passes legislation to eliminate the overage.

Sequestration is an imperfect tool at best. Even sequestration
based on previous year's actual spending would not necessarily
correct problems prospectivey. We have suggested that
sequestration effective February first might eliminate the previous
year's overage -- and any overage projected for the upcoming fiscal
year. We concede, hodever, even that would not necessarily correct
the underlying problem for all time.

Conceivably, the same Committees/subcommittees could see their
programs sequestered, year after year, due to the same overages in
the same old programs. Spending would be cut to the Timits in the
agreement, albeit in a most unsatisfactory fashion.

We believe, however, that creating a visible, accountable process
will discourage that kind of behavior. We think the political/
public relations price would be too high.

Al1 the "keepers of the Numbers" work e1ther for the Adm1n1strat1on

Solution:

or Congress.
There is no authorat1vé,'unb1aséd source of official advice on'thé L

accuracy and/or reasonableness of economic proaect1ons and budget
est1mates.

Establish an Advisory Board to fill that void.

We propose that the President and House and Senate Leaders each
name leading economists or budget experts to serve on the new
advisory board.



A Truth in Budgeting Proposal

Page 10

Summary:

DRAFT

May 10, 1990

Qualification for appointment to the Advisory Board should be
spelled out very carefully in the agreement and implementing
legislation.

Members of the Advisory Board should meet periodically. This
should not be a full time job for any member of the Board.

The Advisory Board should have a small staff. They should not
generate economic forecasts or budget -estimates.

~ Their function should be to comment on the assumptions and

estimates underlying budgets and budgetary proposals.

The Board could include the OMB Director, the CBO Director, the
Chairman of the Board of Governors of the Federal Reserve Sytem
and/or the Comptroller General. It also should include people who
do not work for the government. It should be balanced, in terms of
Presidential and Congressional, Democratic and Republican

"appointees. Its membership should be comprised of highly respected

professionals. Its role should be Tike that of FASBE.

Everything in this proposal presupposes that the President and
Congressional Leaders of both political parties reach agreement on
a serious, substantial, multi-year agreement truly to solve the
budget deficit and debt problems.

Once they reach agreement, that agreement must be written into
law. We recommend that the implementing legislation spell out
priorities to which the negotiators have agreed. Those priorities
should be expressed as caps for major categories of spending; and
spending within the caps should be allocated among Congressional
Committees/subcommittees. The caps and allocations should be
written into law. The enforcement mechanisms we propose would be
based on those legislated caps and allocations.

The bottom line is: once the President, the House and the Senate
agree on budget priorities it should require the constructive
agreement of all three parties to change those priorities. In this
instance, the President and Congress could revise priorities any
time; but they would have to amend the caps and allocations; and
that would require a change in the law. By definition, changing
the law would require the consent of all three parties to the
agreement (or both Houses of Congress would have to override a
Presidential veto to accomplish.that objective).
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NEWT GINGRICH 1620 LONGWORTH BUILDING

WASHINGTON, DC 20516
T IcT, 1A ¢
6TH DISTRICT, GEORG 202-226-0197

REPUBLICAN WHIP

Congress of the United States

BHouse of Repregentatives
Xw OFFICE OF THE REPUBLICAN WHIP

WMashington, ML 20515

June 27, 1990

The Honorable George Bush
President of the United States
The White House

Washington, D.C. 20500

Dear Mr. President:

For nearly 18 months you have led a remarkably successful administration.
As your allies we have all gained fram your popularity and we have enjoyed
considerable success in building an executive legislative team that can
govern with your leadership.

Inevitably we are going to face difficult problems and the budget sumit is
one of them. Working together we can continue to succeed but sametimes it
will take extraordinary efforts. Even then, with your leadership we can
work our way to a successful conclusion.

Unfortunately we will sometimes hit rough spots. Yesterday was one of them.

Yesterday's announcement on "increased tax revenues" and its exploitation by
the Democrats and the news media were destructive to our party and our
goals.

The Democrats are now emboldened to assert even more aggressively their tax
increase demands and their refusal to cut domestic spending, accept budget
reforms or cut entitlements. Based on private conversations I am convinced
they believe the Administration will ultimately concede to their demands as
in their opinion it did on "tax increases."

The press will now exploit Republican disarray, ask which taxes need to be
raised and lead the charge for raising the top incame tax rate. Eliminating
the bubble will become the elite media's test of "fairness." No attention
will be paid to the Democrats' responsibilities after 36 years in control of
the House. If the media has its way the economic growth budget summit will
have decayed into a tax summit and a test of how much Democrats can force
the Republicans to break their word to the American people.

Finally, as a supporter who believed I was on the same team with your
appointees to the summit I am very deeply shaken by the process of the last
week. It is vital that we resume the process of working as a team that
makes collective decisions to find an agreement we can all support.

There is a real danger the summit will proceed on assumptions antithetical
to our values. This might lead to a temporary agreement with liberal
Democrats but it would permanently weaken our party and your Presidency.



Since conservative Republicans would be compelled to openly, vigorously and
aggressively oppose any inadequate sumit agr t it is vital we as a team
resolve to take the steps necessary to insist on a budget sumit agreement
which conservative Republican could vote for. No other approach will get
majority support fram House Republicans.

Yesterday made our jcb harder but if we roll up our sleeves and plunge back
in as a unified team we can insist on a positive sumit agreement worth
supporting.

I write this with the deepest sadness because yesterday was a terribly
destructive day for a generally tremendous team. I deeply hope it was an
aberration and not the beginning of a trend.

K Sincerely your friend and supporter,

e

Newt Gingrich

cc: The Honorable Nicholas F. Brady
The Honorable Richard G. Darman
The Honorable John H. Sunumu
The Honorable Robert H. Michel
The Honorable Bill Frenzel
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DRAFT

BUSH’S FLIP-FLOP ON TAXES

6/28/90 271

If George Bush had pardoned Willie Horton, or burned Old Glory on the lawn of the White
House, it would hardly have rivalled the flip-flop he has committed on taxes. Few palitical figures
have identified themselves in an election with a particular principle or position to the degree that
George Bush pledged himself to protect the American voter from higher taxes.

Even the President’s rationale for breaking his pledge does not stand up to scrutiny. Notwithstand-
ing Bush’s statement that, “...the size of the deficit problem and the need for a package that can be
enacted require...tax revenue increases...”, there is no need for higher taxes. While the deficitisa
problem, it is not a crisis, and it should be addressed through budget cuts, Moreover, there is little
doubt that the big spenders in Congress have been fanning deficit hysteria as a ruse to push through
a tax increase with the aim of spending the money on new programs, not to reduce the red ink.

Both the Congressional Budget Office and the Office of Management and Budget estimate that
the 1991 budget deficit will total about $160 billion if current spending trends continue unabated,
Such a deficit would equal approximately 2.7 percent of Gross National Product (GNP), the lowest
level since 1981, If the deficit truly is about to cause the economy to collapse, as some in the Ad-
ministration and Congress would like Americans to believe, it seems curious that the economy did
not fall apart in 1985, when the deficit was 5.4 percent of GNP. If a deficit of 2.7 percent of GNP is a
¢risis, why did the economy grow in 1987, when the deficit equalled 3.4 percent of GNP?

Deficits are not the issue; the real problem is excessive government spending. By allowing its at-
tention to focus on the deficit, the Administration is treating the symptom and not the disease. Un-
fortunately, it appears that an unwillingness to offend special interest groups, or risk reducing the
President’s high popularity ratings, has precluded any serious effort to control the growth rate of
government spending.

The battle over taxes, however, is not one that can be decided simply by “splitting the difference”
between the two sides. It is a fundamental conflict between two visions for America’s future, On one
side is the bureaucracy, the Washington establishment, and the special interests who feed at the
public trough, For these groups, taxes are the lifeblood upon which their health depends, Because
the Gramm-Rudman Deficit Reduction Act has as least partially restricted how much money
politicians ¢an spend, the big spenders desperately need more tax revenue if they are to increase
spending, On the other side are the workers, consumers, and businesses of America who produce
the country’s wealth, These are the people who elected George Bush to the Presidency, and ex-
pected George Bush to protect them from higher taxes,

Some Administration figures claim that circumstances have changed since the President promised
“No new taxes.” Yet they fail to identify any convincing reason why taxes should be increased. At
least no Administration official has been foolish enough to argue publicly that taxes should be in-
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creased to boost the economy, since both economic theory and real-world evidence suggest just the
opposite. As the 1980s richly demonstrate, lower taxes increase incentives and promote economic
growth by raising the rewards of savings, working, investing, and producing. The 1970s showed just
the opposite: higher taxes result in economic stagnation, And the argument that Congress will use
new tax revenue to cut deficits, not increase spending? That demonstrates a remarkable naivete
about the facts of life in Washington.

Tax collections, in any case, are climbing back to the levels of the late 1970s. Federal tax collec-
tions this year are expected to consume 19.6 percent of GNP, the fourth-highest level in peacetime
history and within range of the all-time peacetime record of 20.1 percent, reached in 1969 and 1981.
But surging revenues are a cause for alarm — and hardly indicate a need to boost taxes. The record-
high tax years of 1969 and 1981 were followed not by good economic times, but by deep recessions.

George Bush said, “There’s no quicker way to kill prosperity than to raise taxes.1” He was right.
He sald, “T've been in government a long time, and I've seen what happens when the government
raises a dollar in revenues — Congress spends a dollar fifty.*” He was right. He said, “The surest way
to kill the recovery is to raise taxes. That will stifle everything from investmentsand personal savings
to consumer spending. It will clamp down on growth. It will invite a recession.™” He was right.

Thus the battle over taxes is a battle not only for the economy; it is a battle for the integrity and
character of the Bush Presidency.

Daniel J. Mitchell
John M. Olin Fellow

1 Boaton, MA, April 15, 1987.
2 Pittsburgh, PA, April 29, 1988,
3 Chicage, IL, September 13, 1988,
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Andy --

Enclosed, and delivered in a "plain brown wrapper," is a

retrofitted memo on eliminating the deductibility of state income
taxes.

You will recall that back during the campaign you said it
was "too risky." 1It's still risky. ‘

But as I replied during the campaign, the first memo was
written as a contingency -- like if we got to mid-October and
were still ten points behind. Similarly, this proposal is only
useful if you all feel that the President needs to re-shuffle the
negotiations deck and get a new deal. From this distance, I have
no idea whether or not that is the situation. (For what it's
worth, however, this proposal is good public policy.)

Best personal regards,

Bob Gleason
245-1856



PROPOSAL:

That the President take the lead in proposing a specific tax
revenue increase (assuming there is to be one), and that it be
eliminating the deductibility of state and local income taxes
from federal income taxes. This "tax expenditure" amounts to
$21.9 billion for FY 1991. .

PURPOSE:

1. To seize the initiative on the question of how to
increase revenues, and to promote the President as taking charge
of the bipartisan negotiations.

2. To create a vehicle for a tax increase which even many
conservatives will like (and liberals with loath). Although
conservatives oppose higher taxes in principle, the deductibility
of state and local taxes from federal income taxes is
objectionable to many, because it is a subsidy rewarding high
state and local taxation.

3. To neutralize -- perhaps turnabout =-- the Democrats'
charge that the President's proposal to reduce the capital gains
rate is a sop to the rich. It is likewise the high income,
itemizing taxpayers who most directly benefit from the
deductibility of state and local taxes.

4. To short-circuit Moynihan's pseudo-populism in proposing
that Social Security taxes be cut for "working people," while
advocating that income tax rates be raised for the rich. New
York will be the most adversely affected state by this proposal,
and Moynihan will surely join Cuomo in leading the fight against
it. The state has a big problem with wealthy taxpayers "voting
with their feet."

5. To avoid anti-populist excise tax hikes. Raise the tax
on beer, and in every blue collar bar the tax (along with the
extra that the bar owner tacks on while he at it) becomes known
as "Bush's Tax." Raise the tax on gasoline, and it gets
advertised on every sign at every gas station in America.

*Property_taxes amount to another $12.4 billion in "tax
expenditures," but for reasons that should be the subject of a
different memo, eliminating this deduction is not proposed.



6. To demonstrate an intellectual integrity in the
President's philosophy about taxes. Adoption of this proposal
would correct a gross inequity in the 1986 tax reform package =--
i.e., eliminating the .deductibility of state-local sales taxes,
while retaining the deductibility of income taxes.

7. To stress economic growth. Deductibility of state and

‘local income taxes is a public sector subsidy which cannot
~ contribute to a growing economy -- in contrast to, e.gq., lowering

the capital gains rate.

TALKING POINTS

- Eliminating the deductibility of state income taxes would
most. directly impact high-income, itemizing taxpayers in
high-tax states (which reads like a list of those states
Dukakis carried). Are Democratic opponents of this proposal
protecting the rich in order to raise excises on the poor
and working class?

- Democrats who would oppose this proposal by the President
are defending a cartel for preserving high state taxes.

-- We know many will say that -- because of interstate tax
competition -- elimination of deductibility will hinder a
state's ability to raise taxes to provide services. . They're
probably right. But what they are really saying is that
they want cover so they ¢an spend more. Interstate tax
competition forces fiscal responsibility.

- States should not be able to use deductibility to export
their taxes to other states. Every time a state raises its
income tax, citizens of the other states end up paying a
larger portion of total federal tax collections. This is
part and parcel of an overall tax fairness theme inherent in
this proposal.

- The majority of taxpayers do not itemize, so deductibility
benefits only itemizing taxpayers who, almost by definition,
are upper-income. To have to raise other taxes on middle
and lower income taxpayers in order to retain state-local
income tax deductibility is to sacrifice the living ‘
standards of the vast majority of a state's citizens to
pander to that state's bureaucracy.
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- Eliminating the deductibility of sales taxes but not income
taxes in the 1986 tax reform bill impacted unfairly on many
states, but particularly those which have a sales tax, but
no income tax. (Note: Most of the unfairly impacted states
are either GOP strongholds or critical electoral
battlegrounds -- with a few very troublesome exceptions.)

- Other than the fact that it is extremely difficult for
taxpayers to document how much sales tax they actually paid
== but easy to document the payment of state income taxes
-- there is no justification for allowing the deduction of
one and not the other. 1In addition, sales taxes are rather
uniform throughout the country while income taxes are not.
Thus, deductibility has now evolved into a subsidy for high-
income itemizing taxpayers in high-tax states.

- Furthermore, state and local excise taxes for items like
: gasoline are not deductible.

—-- The President has found a way to avoid raising federal
: income tax rates which would retard economic growth.

- If the Democrats reject this deal, the sequester is their
fault. The President has negotiated in good faith.

STATE-BY-STATE

While the President must keep the debate on "first
~ principles" of tax fairness and economic efficiency, obviously
~ kthis proposal would have disparate reactions from various states.
This must be the subject of a comprehensive political analysis
before the President could go forward. Among the downside states
are some that are holding very important 1990 elections, and/or
are electoral college battlegrounds -- e.gq., California,
Michigan, and Ohio. Conversely, other important states have
either relatively low income taxes or none at all -- e.g.,
Florida, Texas, and Illinois.

The proposal could also produce some very interesting
political mixes. A few examples:

o It has already been noted that Moynihan would be thrown
on the defensive because this proposal would most
adversely affect the rich. The same guandary would
confront many others, like Dukakis and Florio -- and
some Republicans, by the by, like D'Amato.

o It could split Foley (from no income tax Washington
state), and Mitchell (from relatively high income tax
Maine).



o Bentsen (from no income tax Texas) would have a hard
time opposing this proposal.

o When Dick Thornburgh was Governor of Pennsylvania he
was a strong supporter of President Reagan's proposal
to eliminate the deductibility of all state and local
taxes in exchange for lower rates. Thornburgh might be
able to mollify Bob Walker. (As a percentage of
personal income, Pennsylvania has moderate income
taxes, relative to adjoining states.)

© . Republicans in states that are raising income taxes
(e.g., Massachusetts, New Jersey) might even welcome
the loss of this deduction as a way of heightening the
revolt against higher taxes.

The following is the rank of each state in per capita income
tax collections, along with the percentage the President received
in the 1988 election. [NOTE: Rank is out of 44, because seven
states have no individual income tax.]

Alabama =-- 36th; 60%

Alaska =- 44th; 56%
No income tax; no sales tax.

Arizona -- 33rd; 59%

Arizona relies heavily on the sales tax, ranking 4th per capita
nationally.

Arkansas -- 32nd; 56%

California -- 9th; 52% i

One mitigating circumstance is that lowering the capital gains
rate (if part of the package) would have strong appeal in this
rich state, with much existing individual wealth in exorbitantly
expensive houses. California also relies heavily on the sales
tax, ranking 9th per capita nationally.

Colorado -- 19th; 53%
Connecticut -- 40th; 52%

No taxes on earned income. Only very high income people pay on
interest, dividends, and capital gains. In particular, many of

.these taxpayers would gladly trade-in deductibility of state

income taxes for lower federal capital gains rates. The state
ranks fifth in per capita sales taxes.

Delaware -- 2nd; 57%
Delaware has no sales tax, and relies on the income tax.



Florida -- 44th; 61%

Florida has no individual income tax, and relies on the sales
tax.

Georgia -- 15th; 59%

Hawaii ~-- 8th; 45%

High in income taxes, but even higher sales taxes, ranking 2nd
per capita in the nation (but a lot of that is tourism).
Idaho -- 26th; 66%

Illinois -- 30th; 51% ,
The lowest income taxes per capita of the northern industrial
states.

Indiana -- 25th; 61%

Iowa =-- 16th; 45%

Kansas -- 29th; 56%

Rentucky -- 21st; 56%

Louisiana -- 39th; 55%

One of the lowest income taxes per capita of all of the states
which have an income tax.

Maine -- 20th; 56%

Maryland -- 3rd; 51%

Massachusetts == 4th; 46%

Michigan -- 10th; 56%

Minnesota -- 6th; 45%

Mississippi -- 38th; 61%

Montana -- 34th; 53%

Missouri -- 27th; 51%

Nebraska -- 31lst; 60%

Nevada -- 44th; 61%
No income tax.



.New Hampshire -- 41st; 64% » :

No taxes on earned income, taxes on interest and dividends over
$11,200 only (as of 1986). No general sales tax either. The New
Hampshire Miracle. -

New Jersey -- 23rd; 57%

New Mexico -~ 41st; 53%

The lowest per capita income taxes of all the states which have a
broad-based income tax.

New York -- 1lst; 48%

Alas, New York.. In income taxation it has no "competition." Per
capita collections ‘are close to one-fifth higher than second
place Delaware (which, unlike New York, has no sales tax).

North Carolina -- 1l4th; 58%

North Dakota =-- 37th; 56%

Ohio -- 11th; 55%

Oklahoma -- 35th; 58%

Oregon -- 7th; 48% )

This state has no sales tax, and .relies on the income tax. (Any
wonder that Finance Chairman Packwood agreed to the elimination
of the deductibility of sales taxes, but not income taxes?)
Pennsylvania -- 13th; 51%

Rhode Island -- 18th; 44%

South Carolina -- 24th; 62%

South Dakota -- 44th; 53%
No individual income tax.

Tennessee -- 43rd; 59%
Income tax on interest and dividends only.

Texas -- 44th; 57%
No income tax; state relies on sales tax.

Utah -- 22nd; 66% .
Vermont -- 17th; 52%

Virginia -- 12th; 60%



Washington -- 44th; 49%

Eliminating the deductibility of sales taxes but not income taxes
was the hardest to take in this state. Washington has no income
tax, but the highest per capita sales taxes in the nation.
Furthermore, neighboring Oregon has an income tax, but no sales
tax.

West Virginia -- 28th; 47%
Wisconsin -- 5th; 47%

Wyoming ~-- 44th; 63%
No income tax.
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Council on Competitiveness

MEMORANDUM
TO: Key Administration Appointees
FROM: Kent Hughes

SUBJECT: Competitiveness Assessment of

President Bush’s FY 1991 Budget
e

P

DATE: April 24, 1990

In the enclosed document, A Competitiveness
Assessment of the President’s FY 1991 Budget, the
Council on Competitiveness offers its analysis of
the President’s entire budget in light of its
impact on this nations’s ability to compete in
global markets.

The Congress is about to start the formal
debate over the President’s budget and set its
own priorities in the Congressional Budget
Resolution. We hope the Council’s
competitiveness assessment will contribute to the
debate by highlighting the importance of certain
critical investments as well as budget deficit
reduction.

900 17™ Street NW @ Suite 1050 ® Washington, DC 20006
(202) 785-3990 @ FAX (202) 785-3998
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A Competitiveness Assessment
of the

President’s FY 1991 Budget



INTRODUCTION

President Bush’s FY 1991 budget is the first full fiscal statement of his presidency.
The President’s budget illuminates the Administration’s fiscal policy, priorities, and goals for
the economy. Like all federal budgets, it will have a major impact on America’s long-term
economic competitiveness.

The federal budget sets the macroeconomic framework for the nation and makes a
series of investments that affect America’s ability to educate and train its work force, sustain
a strong technology base, upgrade physical infrastructure, and improve export performance.
Unfortunately, federal budget deficits during the 1980s undermined these investments by
sharply reducing the nation’s saving rate. Coupled with relatively restrictive monetary policy,
federal deficits also contributed to higher interest rates and record trade deficits.

Analyses of the budget are usually built around long-established categories or the
spending of individual departments. The Council on Competitiveness assesses the budget
deficit and critical public investment in terms of their impact on America’s Iong-term
competitiveness.



TABLE OF CONTENTS

é‘[ INTRODUCTION .« e v evetueeneernesnnenneioensaneeneasensonsennennns i
N THE MACROECONOMIC EFFECTS OF THE FY 1991 BUDGET .......coovvvnnnn. 1
ji The Budget Deficit and National Saving .......... et 1
Measuring the Deficit ...........ccccieeee Ceeecersrsaeesssesenennne 2
(}f? The Budget and Trade Deficits ..........cieviiivaeenn ceeesceseseennes 4

PUBLIC INVESTMENT AND COMPETITIVENESS .......cccicevteennrccanssns 5
‘!' Human ReSources . ....oceoeseneosens Ceeet st esess st ersaessas s S
™ Education ......e0vvicieesesaeaasosccoccsosssnsnnasosss vee.. S
L; Training .....cveitoenierencnannces Ceeeseescarsanttans e 8
f; Research and Development ........cccoeeievoescsoocooascsasssnssonns 9
L'J Transportation Infrastructure ......... .0ttt ororsonccscsorosns 13
{ 0 Export Promotion Activities e sessesecesesecetss s o sassaans s e nenes 16
- ACKNOWLEDGEMENTS ........cc0t. Cesasenn Ches sesenesenn Checeesaneeens 18
,ﬁL ABOUT THE COUNCIL ..... Cetieeecsettatecene ssaseseseteecsesteaaanns 18
- MEMBERSHIP .....ctvttueirrsesccessscatosse sosasssons Ceete tesecesans . 19
| :

LIST OF TABLES AND CHARTS

o

! 3 Table 1: The President’s Budget ....... ...ttt erteeceeerrorsssosasccsnsoss 2

o Table 2: Administration, CBO, and Blue Chip Forecasts ..........ci000e0ccenns . 3

L’; Chart 1: Head Start Program .......... R 7

ii 7\ Chart 2: Federal Outlays for the Conduct of Research & Development . ........... 10

- Table 3: Funding of Research and Development by Departments and Agencies ..... . 12
g Table 4: Infrastructure Trust Fund Status  ........c. et iioeetccccacccccnens 15

ii

R

[

LS



J .

e

c

Lo e

{

—

=
|

—

THE MACROECONOMIC EFFECTS OF THE FY 1991 BUDGET

|
A decade of large budget deficits has impaired the achievement of a number of
America’s economic goals. Although they have not proven calamitous in the short term,
federal deficits have created economic inefficiencies that will become more pronounced over
time. Specifically, the deficit has reduced national saving, contributed to the trade deficit,
and acted as a drag on investment.

- pronounced over-time.

federal budget d

dent Bush proposes to hoost saving by cuttin
st level in 12 years, and by creating new saving

The Budget Deficit and National Saving

Throughout the post-war era, the United States has been a low-saving country compared
with our major economic competitors. The overall level of national saving has fallen to an
even lower level during the 1980s. Record federal budget deficits were 2 major cause of this
decline.

Federal deficits, or dissaving, averaged 4 percent of the Gross National Product (GNP)
from 1980 to 1989. In addition, personal saving dropped from more than 7 percent of
disposable personal income in 1980 to 3.2 percent in 1987. Although personal saving has shown
a modest recovery in the last two years, it remains woefully below its historic average.

Gross investment has averaged approximately 17 to 20 percent of GNP during the
post-war era. By borrowing from abroad, the United States has managed to maintain gross
investment at about the same level, but it still falls below that of many of our economic
competitors.

Higher domestic saving would lower interest rates and decrease America’s dependence
on foreign capital. The result would be greater investment, faster productivity growth, and
sustained increases in the standard of living.

President Bush takes two steps in his FY 1991 budget to boost domestic saving. First,
he lowers the budget deficit to $63.1 billion, just below the $64 billion target mandated by the
Gramm-Rudman deficit law. This represents the smallest deficit in 12 years and consequently,
the smallest drain on national saving. Second, the President proposes to boost personal saving
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by liberalizing the existing Individual Retirement Account program and introducing a new
Family Savings Account plan. There is little evidence, however, that such incentives actually
cause a net increase in saving. The families and individuals most likely to take advantage of
the President’s incentives are those that already save. They will simply change their form of
saving to take advantage of the new incentives. ‘

Measuring the Deficit

The Council is convinced that de ficit reduction is the single surest way to boost the nation’s
saving rate. Asshown in Table 1, the President’s projected deficit is $63.1 billion for FY 1991
and is projected by the Administration to balance by FY 1993. The FY 1991 deficit is slightly
more than 1 percent of GNP, far lower than the 6.3 percent level recorded in 1983.

Deficit reduction in the FY 1991 budget is achieved by eliminating certain items from
deficit calculations and adopting somewhat optimistic economic assumptions. In addition, the
budget deficit reflects a growing surplus in the Social Security Trust Fund, which offsets
government spending.

The recent savings and loan crisis has necessitated massive federal economic
involvement in the bailout. A significant portion of the billions needed to meet the federal
obligation to insured depositors is not reflected in the President’s budget. In addition, the
Administration is expected to seek additional billions for the working capital needs of the
Resolution Trust Corporation, which acquires and disposes of bankrupt institution’s assets.
The Administration is likely to keep the working capital outside the budget calculations. As
a result, the actual FY 1991 budget deficit is understated by $10.3 billion dollars for funding
the bailout and possibly as much as $50 billion for working capital requirements.

Further complicating deficit calculations is the Administration’sadoption of optimistic
economic forecasts. As shown in Table 2, the FY 1991 budget assumes real growth of 2.6
percent in 1990 and 3.3 percent in 1991. Both are within the range of reasonable forecasts, but
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decidedly on the optimistic side. The Blue Chip consensus (an average of some forty major
economic forecasters) and the Congressional Budget Office (CBO), a non-partisan arm of
Congress, project a 1.8 percent growth rate in 1990 and a 2.5 percent growth rate in 1991.
There are similar inconsistencies with interest rates. By forecasting short-term rates of 5.4
percent for 1991, the Administration is again on the optimistic side. The Blue Chip consensus
and CBO put the rates almost two full percentage points higher at 7.2 percent. Using the Blue
Chip or CBO assumptions boosts the deficit to the $100 billion dollar range.

For several years, the federal government has collected more in Social Security revenues
than it has paid out to recipients. In FY 1991, this surplus will top $58 billion. The Social
Security system operated on a pay-as-you-go basis prior to 1983 and such surpluses were not
accumulated. Faced with the prospect of the baby-boom retirement early in the next century,
however, the President and Congress agreed to allow a surplus to accumulate to assure that
sufficient revenue would exist to fund this massive retirement.

In earlier reports, the Council has urged the President and Congress to use the Social
Security surplus for its intended purpose rather than allowing it to offset spending on federal
activities. In effect, the Council has applied Ben Franklin’s old saying to a modern economy
-- a penny saved today can mean a dollar earned tomorrow.
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The Budget and Trade Deficits

Throughout the 1980s, the United States has recorded one large trade deficit after
another. Through a combination of dollar depreciation and a pick-up in growth overseas,
however, the 1989 trade deficit dropped to $108.6 billion from the record $152.1 billion
reached in 1987. But because the dollar has gained about 10 percent in value rclative to the
yen, the German mark, and several other European currencies, most forecasters expect the
trade deficit to worsen in 1990.

In effect, we have financed our trade deficit by borrowing from abroad and selling
domestic assets. This has enabled the United States to partially offset the xmpact of the
federal deficit and declining personal saving. Borrowing from abroad has economic costs
different from those associated with domestic borrowing. For instance, the payment of
interest on international loans requires the transfer of domestic resources abroad. Today’s
trade deficit essentially represents a claim by foreign lendcrs on America’s future domestic
production.

Two competing views exist as to what life would have been like during the 1980s

" without this foreign borrowing. Some argue that given the low level of national saving, the

United States would have had much higher interest rates and even lower net investment.
Other analysts assert that the pressures of high interest rates on housing, autos, appliances and
corporate capital spending plans would have forced more rapid and more definitive action on
the deficit itself,

In strictly macroeconomic terms, part of the long-term costs of borrowing depend on
how the borrowed funds are used. In the 19th century, the United States used foreign capital
to settle the West, build infrastructure, and expand industry. These investments generated
enough earnings to pay interest, principle, and still leave some in American pockets. The
11‘19805 have been different. We have borrowed extensively, but gross investment has remained

at.

Persistent trade deficits and growing external debt can have other adverse effects on
the nation’s economy. In the first half of the 1980s, the flow of foreign investment helped
create a badly overvalued dollar which put even the most competitive American firms under
significant pressure. As the external debt has grown and budget deficits have persisted,
America has become even more dependent on overseas investors. When they are not buying,
foreign investors introduce considerable uncertainty in domestic financial markets. Their
impact does not stop there. Rising external debt reduces America’s leverage in international
negotiations and diminishes the scope of America’s international leadership.



PUBLIC INVESTMENT AND COMPETITIVENESS

) The federal budget influences competitiveness both through its effect on national
saving, interest rates, and aggregate economic growth and through the allocation of resources.

Federal spending in thre€ areas is particularly relevant to American competitiveness.
These areas are human resources, research and development, and infrastructure. In addition,
spending on a number of trade-related programs can enhance competitiveness through
increased export activity. The following sections highlight key changes in these areas as
proposed in the Administrations’s FY 1991 budget.

Human Resources

Education

America’s competitiveness and future productivity growth depend on investment in
human capital. The greater our,investment and the stronger our educational system, the higher
the quality of the emerging workforce, and ultimately, the stronger our nation’s
competitiveness. ‘

The United States faces an impending shortage of skilled labor as it enters the 1990s.
The demand for educated employees will far exceed the supply available. Little evidence
suggests that the American educational systems as it stands now is capable of correcting this
impending imbalance.
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An insufficient number of students are being trained in essential technical disciplines;
academic standards are not particularly rigorous; disadvantaged students do not generally have
access to stimulating educational environments; and too many students drop out of school or
are allowed to graduate without basic reading and writing skills. These facts point to deep,
systemic problems in the nation’s schools. They must be corrected if the United States is to
maintain and improve its standing in the global economy.

Unlike most other countries, the primary responsibility for education in the United
States rests with state and local governments. Nonetheless, the federal government provides
support for a variety of programs, including aid for the disadvantaged and the handicapped,
educational research and statistics programs; programs such as Head Start for pre-school age
children; compensatory aid to states at the secondary level; and grants, subsidized loans, and
work-study/job assistance programs for those seeking higher education.

During the early 1980s, federal funding of education programs -- when adjusted for
inflation -- declined. The decline occurred at the same time that the number of minorities and
disadvantaged students, the target populations for many of the federal education programs,
was dramatically increasing. Reductions in federal funding of education programs created
an environment which forced many state and local governments to try to supplement federal
programs. The federal government should intensify its efforts to lead the training and
education of our children if America is to maintain its competitive edge in the global economy.

The FY 1991 budget proposes to increase overall federal spending on education.
Specific emphasis is given to programs for research, statistics, pre-school programs, and
support for the disadvantaged. The question remains whether this is enough, especially in
light of the fact that less than half of the targeted student populations for many of these
programs are currently enrolled. Funds specifically for the Department of Education would
increase 2 percent to $24.6 billion. This represents an actual 2 percent funding decrease after
adjusting for inflation. The discretionary portion of the education budget remains below the
pre-1981 level after adjusting for inflation. Some higher education loan program funding
would be trimmed back and qualification requirements would be tightened.

The Council commends the Administration for making education a top priority, and
specifically for devoting increased funds to science and math education. However, continued
shortfalls in Head Start service to all eligible children remain of concern, as do decreases in the
guaranteed student loan program for those seeking higher education.

Specific Programs

° Research and Statistics. The FY 1991 budget allocates $3.9 billion for the
gathering of educational statistics, research, and educational improvement
activities. The National Assessment of Educational Progress, one of the most
important educational monitoring programs, receives a significant funding
increase over the 1990 allotment.

@ Head Start. The FY 1991 budget proposes to increase Head Start funding 36
percent to $1.9 billion. Head Start is the !argest and most effective federal
program preparing disadvantaged pre-schoolers for school through education,
social, medical, and nutritional programs. The proposed funding increase would
allow enrollment to expand 40 percent over FY 1989. But as Chart 1 illustrates,
the program weuld still serve only 20 percent of all eligible children. The
budget also proposes to terminate Community Services Block Grants, which
provide grants to community action agencies that run 35 percent of all Head
Start programs.
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{ I ‘disadvantaged children. FY 1991 budget authority for this group is $10 billion,
LL an eight percent increase over 1990 levels.

- ° Compensatory Aid. The largest federal elementary and secondary education
} { program, compensatory aid provides remedial education services to
Lo disadvantaged children. In FY 1991, $5.8 billion is requested, an 8.1 percent

increase. Chapter 1 Aid, Local Education Agency and Concentration Grants,
receives the largest portion -- $4.96 billion, an eight percent increase from 1990.
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= ° Math and Science Education. The Bush budget emphasizes the importance of

math and science education to the nation’s development of a world class work
force. The Dwight D. Eisenhower Mathematics and Science Education programs,
which fund state efforts to improve training for math and science teachers and
raise student achicvement levels, would receive $230 million in FY 1991, 70
percent over the FY 1990 level. States are required to spend 75 percent of the
grants for elemcatary and secondary school programs and the remainder for
higher education programs. The National Science Foundation, which oversees
education programs in math, science,and engineering would receive $460 million
for education, an increase of 28 percent over 1990.
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° Higher Education. The FY 1991 budget proposes $18 billion in higher education
aid to help nearly six million students finance advanced studies through grants,
subsidized loans, and job assistance. This allotment targets support services and
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academic counseling for disadvantaged and minority students, vocational
training, and grants to developing institutions, including historically black
colleges and universities.

° Guaranteed Student Loans. Known formally as Stafford Student Loans, the
volume of the guaranteed student loan program is projected to increase $54
million in 1991, assuming interest rates fall, reducing the government’s interest
rate subsidy. Total program budget authority, however, actually drops $500
million to $3.3 billion.

. Pell Grants. The FY 1991 budget request for Pell Grants totals $4.8 billion. If
the Administration’s interest rate forecast holds true, the number of Pell Grant
recipients should increase from 3.2 million in 1990 to 3.4 million in 1991. The
budget would terminate Student Statc Incentive Grants and capital contributions
to the Perkins Loans.

Training

The workforce growth rate is expected to slow to 1 percent annually during the 1990s,
about one-third the rate of the 1970s. Simultaneously, the workforce will become less
adaptable, due to the growing need for specialized job training. Less than one-fourth of all
occupations currently require a college education. Over half of all new jobs created in the
1990s will require some form of advanced education.

Primary responsibility for job training rests with the private sector. American industry
spends approximately $30 billion annually on worker education programs. Federal funds
comprise only 10 percent of aggregate job training expenditures and are targeted to
disadvantaged and less-skilled workers.

Faced with the impending labor shortages of the 1990s, the Administration has made
job training a priority. The budget allots a total of $5.3 billion in FY 1991 to employment and
training, a 3.8 percent increase over FY 1990.

Although the Council supports the Administration’s prioritizing of job training, it questions
the adequacy of spending increases that fail to keep pace with inflation.

Specific Programs

° Job Training Partnership Act (JTPA). FY 1991 budget authority for job
training programs is $4.2 billion, a 7.1 percent increase over 1990. JTPA is the
major federal job training program, which trainseconomically and educationally
disadvantaged youth and adults, as well as other individuals who face
employment barriers, such as Amcrican Indians, veterans, and migrant or
seasonal farm workers. Funding for JTPA decreases 12 percent in the Bush
budget.

° Youth Programs. Youth Job Training Grants would receive $1.7 billion in the
President’s budget, an 11.8 percent rise over 1990. National Job Corps Centers
service economically and educationally disadvantaged children aged 14 to 21,
providing literacy, arithmetic, and vocational training. Spending for the Job
Corps fails to keep pace with inflation, increasing only 1.9 percent to $818
million. The budget also includes $50 million for a new program entitled Youth
Opportunities Unlimited (YOU), whose services would be targeted to youth
living in high poverty zones.
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® Adult Programs Adult Job Training Grants receive $965.5 million in the
President’s budget, the same as. the 1990 levels. Programs for Indians, veterans,
and migrant and seasonal farm workers receive a combined total of $149.5
million, also the same as 1990. Under the Administration’s proposal, dislocated
workers would no longer be served by the Trade Adjustment Assistance program.
They would receive assistance through newly-created worker readjustment
appropriations, which have a budget authority of $440.5 million for FY 1991,
in addition to training under the JTPA. Community Service Employment for
Older Americans drops 4 percent from 1990 levels to $342.8 million.

Research and Development

The development and commercialization of technology is central to America’s long-term
economic competitiveness. Technology is advanced through both research and development
(R&D) and market-driven incremental improvements to existing products. The federal

. government’s role in both processes is critical. The government directly funds nearly half of

the nation’s R&D and creates incéntives for private sector innovation through a variety of tax
and regulatory policies.

Science and technology fare well in the FY 1991 budget, and promoting competitiveness

is a stated goal. The budget increases federal funding for defense R&D by 4 percent and

civilian R&D by 12 percent. As shown in Chart 2, however, non-defense R&D remains well
below the funding level of the 1960s when adjusted for inflation. Within the defense category,
8 percent growth is scheduled for basic research and 4 percent for applied R&D. The Council
supports these spending increases. Higher federal R&D funding would expand the nation’s
technology base and promote a wider pool of new ideas and technical talent. Increased
civilian R&D expenditures would greatly contribute to-industrial competitiveness. Moreover,
the shift toward basic research within defense R&D could increase the number of potential
applications to civilian technology.
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The budget also contains certain non-funding provisions to encourage private sector
R&D. They include making the research and experimentation tax credit permanent, improving
and making permanent the rules for R&D expenditure allocation by transnational companies,
changing product liability laws to alleviate uncertainties, and promoting better intellectual
property protection through the Uruguay Round of the General Agreement on Tariffs and
Trade (GATT). The Council supports these measures. ’

Although the Administration’s priorities reflect pro-competitive thinking, spending for
specific programs that provide the actual knowledge, infrastructure, and incentives for
technology commercialization remain small in scale. At the same time, such "big science"
programs as the Superconducting Super Collider and the Strategic Defense Initiative realize
dramatic funding increases. The Council believes that large projects should not be allowed to
squeeze out funding for many smaller ‘programs that would provide greater bene Jfits to America’s
long-term economic competitiveness. The following is a description of how programs supported
by the Council fare in the President’s budget.

Specific Programs

° National Science Foundation (NSF). The budget requests a total increase of 14
percent for NSF to $2.4 billion. This is part of an effort begun in 1987 to
double NSF’s budget by 1993. The increase supports competitiveness by
strengthening the broad science and technelogy infrastructure of the nation.

10
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National Institute of Standards and Technology (NIST). Outlays for NIST
increase nearly 7 percent to $184 million. These include $10 million for the
Advanced Technology Program to support generic research of promising
technologies and $5 million for grants to Regional Manufacturing Technology
Centers, which transfer manufacturing technologies to medium and small
businesses. The budget does not request funding for state technology programs.

Science and Engineering Education. The budget includes a 26 percent increase,
to $1.06 billion, for science and engineering education funding. This includes
funding to support teacher training and curriculum development and to provide
direct assistance to students.

R&D Facilities. The budget includes only a 1 percent increase to $3.1 billion
for the construction, repair, and modernization of R&D facilities by all federal
agencies. This increase is less than half the rate of inflation and inadequate
to ensure the continued excellence of America’s R&D facilities.

Advanced Technologies R&D. 'Robotics R&D funding is slated to increase 28
percent to $192 million. Because over two-thirds of this goes to robotics for the
space station, however, the increase will not contribute significantly to
manufacturing technology. A 5 percent increase is slated for high performance
computing and semiconductor R&D would increase 2 percent. Advanced
imaging technology R&D funding is held constant at $118 million, with $12
million for High Definition Display Technology. Funding for
superconductivity R&D is to decline 6 percent, due to the completion of
development work for the superconducting magnets for the Superconducting
Super Collider.

SEMATECH. The semiconductor industry consortia, SEMATECH, receives $100
million in the Bush budget, the same as in the past two years.

National Security R&D. Defense R&D, which accounts for 61 percent of total
federal R&D, is a key part of America’s technological base. The budget
requests a 4 percent increase for defense R&D, which represents virtually no
real growth. Defense basic research funding would increase 6 percent to $978
million. A major increase is planned for the Strategic Defense Initiative,
which would grow by $0.9 billion to $4.5 billion.

11
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Transportation Infrastructure

Investment in America’s transportation infrastructure is among the most important
ways the government can influence industrial competitiveness. Bridges, roads, dams, airports,
and waterways underpin the nation’s economy and are essential for economic growth.
Historically, the federal government has played an important role in conjunction with state
and local governments in providing funding for America’s infrastructure in three key areas:
transportation, including airports and the air traffic control system; public transit repair and
modernization; and federal highway construction and maintenance.

President Bush’s FY 1991 budget includes several user fee hikes to help fund new
spending on infrastructure. When user fees are segregated into special purpose trust funds such
as those for highways and airports, the Council believes they should be used for their intended
purpose and not to offset the federal deficit.

The choice of a general versus a user tax is significant to America’s competitiveness
only if the American system differs from that of our international competitors. Differences
can stem both from services needed or provided solely in the United States and from
differences in the funding mechanism. For those services solely needed in the United States
or required more intensively, such as air traffic control, broad-based taxes have the least
harmful effect on competitiveness. For services provided both here and abroad, American
firms benefit from broad-based taxes only if other countries employ user fees. In general, a
broader tax base will have smaller price effects and fewer implications for the nation’s

- competitiveness.

The President’s FY 1991 budget relies heavily on user fees:

° Through the Highway and Airport and Airway Trust Funds, 77 percent of the
Department of Transportation budget would be financed through user taxes.

° . The air passenger ticket tax and the aviation fuel tax would be raised to help
fund increased expenditures for the Federal Aviation Administration.

° To help local areas raise more funds for airport renovations and construction,

the Administration proposes to remove existing statutory restrictions prohibiting
airports from collecting head taxes on departing passengers.

13



“ Overall, the President’s budget request increases spending for the Federal Aviation

L Administration and Coast Guard programs and decreases spending for mass transit, highways,

and railroads. The Council recogmzes the difficulty associated with targeting areas to cut, but

questions whether the proper place is in hzghway and mass transit infrastructure. American

! highway and mass transit systems are a primary means of moving goods to market and workers

L to jobs. As transportation costs increase through lost efficiency and longer shipping and
commuting times, the nation’s competitiveness will suffer.

4 Specific Programs
b p g

° Federal Aviation Administration (FAA). The President’s budget proposes a 16
}{ percent increase in budget authority to $8.6 billion for aviation programs to.
L,j maintain safety and effxcwncy A 7 percent increase to $4.1 billion is proposed

to hire additional controllers, inspectors, and’ safcty personnel. To modernize
- the air traffic control system, a 39 percent increase is proposed to $2.5 billion.
U Also, grants to states for airport security and capacnty improvements would
| increase 5 percent to $1.5 billion.

— ° Federal Highways. Spending obligations for federal highways in the FY 1991
U budget decline 1.6 percent to $12 billion. Overall, federal highway program
levels fall from $14.4 billion in FY 1990 to $13.3 billion in FY 1991, _

) ° Mass Transit. Budget authority requests for mass transit programs in the FY
L" 1991 budget are down 20 percent from FY 1990 to $2.6 billion. Operating
subsidies for large cities would be terminated; no funds are allotted to the
. interstate transfer grants;and funding for the Washington, D.C. metrorail system
5 I : drops 55 percent.
{_J :
) Trust Funds. The Highway Trust Fund in the FY 1991 budget would continue

— toaccumulate funds somewhat more rapidly than it spends them, helping to trim
§ [ the total budget deficit. As seen in Table 4, on a cash flow basis, the fund’s

» increase in cash is less than the interest earned on the carried-over balances.

The future commitments of the Highway Trust Fund, however, more than
() exhaust the projected accumulated surplus. The Airport and Airway Trust Fund
L‘{‘ uncommitted balance, despite the increase in user fees, would begin to decline

in FY 1991, although its cash balance will'still continue to increase.
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Export Promotion Activities

Attention to competitiveness during the 1980s was prompted by the emergence of
record trade deficits. In fact, many equated the nation’s competitiveness problems with its
trade problems. As the issue was studied more comprehensively, it became apparent that other
factors affecting competitiveness -- fiscal policy, science and technology, and the pool of
skilled labor -- were equally important.

Nonetheless, trade policy remains an important facet of the nation’s overall
competitiveness. Reversing America’s trade deficit would significantly enhance efforts to
maintain strong, non-inflationary growth at home and advance America’s economic and
national security agendas abroad.

The federal government’s role in promoting American export activities is two-fold.
First, by creating a healthy economic environment for American industry, the government
indirectly enhances export activity. Second, the federal government operates several programs
aimed at directly supporting American exporters. In the last decade, the federal government
has concentrated its efforts on the first method, working to develop an open and free
environment for all trade. This trend is continued in the Bush Administration’s FY 1991
budget. Notably, the Administration proposés a 6.1 percent funding increase for the Office
of the United States Trade Representative, which oversees all federal trade policy.

Federal programs aimed at directly supporting specific export activities fare less well
in the Bush budget. Funding levels for the Commerce Department’s International Trade
Administration and the Export-Import Bank just keep pace with inflation. Funding for the
Trade and Development program, which targets export opportunities in developing countnes,
decreases under the Administration’s proposal.

Specific Programs

° Office of the United States Trade Representative (USTR). The Administration
has proposed a 6.1 percent increase for USTR to $18.9 million. USTR is
responsible for developing and coordinating American trade policy. Its major
focus during much of the fiscal year will involve concluding the Uruguay
Round of Multilateral Trade Negotiations under the General Agreement on
Tariffs and Trade (GATT).
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° International Trade Administration (ITA) of the Department of Commerce.
ITA’s mission is to promote American exports and a strong trade posture for
American industry. Funding for ITA would increase 4.2 percent under the Bush
budget to $165 million.? Within ITA, the United States and Foreign Commercial
Service realizes a 10.4 percent increase over FY 1990, to $110 million. The U.S.
and Foreign Commercial Service operates of fices throughout the nation and in
65 foreign countries to encourage exporting by American companies and increase
the number of foreign countries which receive American exports.

° Trade and Development Program. Funding for the Trade and Development
Program decreases 4.7 percent in the President’s budget proposal. Funding
would drop from $31.5 million in FY 1990 to $30 million in FY 1991. The Trade
and Development Program targets opportunities for American exporters in
developing countries.

e Export-Import Bank. Funding for the Export-Import Bank increases 4 percent
in the FY 1991 budget. The Export-Import Bank promotes American exports by
assuming commercial risks that exporters or private institutions are unwilling
or unable to take. The Bank provides assistance to American exporters through
direct credit (loans) and guarantees and insurance.

The Administration’s budget proposal reinforces the decade-long evolution of
the Bank from an "entitlement program" for American exports to a program
where financing is used only to neutralize foreign subsidized financing, thus
ensuring that American exporters are not at a competitive disadvantage. Funds
for direct credit authority decline 18.4 percent in the President’s budget, down
from $612 million in FY 1990 to $500 million in FY 1991. Funding for
guarantees and insurances increases 3.9 percent to $10.6 billion in FY 1991,
remaining essentially flat after adjusting for inflation.

1The mission of various departments within ITA is the promotion of American exports, with the exception of Import
Administration. Consequently, the budget figures used in this report exclude funding levels for Import Administration
programs.
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Founded in 1986, the Council on Competitiveness.is a nonprofit, nonpartisan
organization of chief executives from business, higher education, and organized' labor who
have Joxned together to pursue a single overndmg goal to improve the ab111ty of American
companles and workers to compete more effectively in world markcts

To build consensus within the public and private sectors on the actions needed to help
American compete, the Council pursues a three: part agcnda increasing public awareness of
the breadth and severity of America’s economic: problcms mobilizing the polmcal will
required to set the United States on' a positive’ economic course; and assisting in the
devclopment of specxf:c public policies and pnvatc sector initiatives. To that end, the Council
focuses on issues in the areas of fiscal policy, science and’ technology, mtcrnauonal economics
and trade, and human resources.

The Council is governed by an executive committee and draws on the resources of its
national affiliates -- more than two dozen trade associations, professional societies and
research organizations -- to help analyze issues and devélop consensus. The Council is
pr1vate1y supported through contributions from its, membcrs foundations and other granting
institutions. N

18



(]

—

EXECUTIVE COMMITTEE

—

Chairman
U ' John A. Young
Hewlett-Packard Company

Vice Chairmen

[:‘,

Paul E. Gray Donald E. Petersen Howard D. Samuel
Massachusetts Institute Ford Motor Company Industrial ‘Union
of Technology Department, AFL-CIO
o - e — —— — — T T Y - —— — D = ST S S D S S G G S S S S GV N S G S G G SR S G - - — e — > G =
Lg John F. Akers John D. Ong
International Business B.F. Goodrich Company

Machines Corporation

ey

Michael Porter

Colby Chandler School of Business Administration
(! Eastman Kodak Company Harvard University
— Donald Davis Carl E. Reichardt
1 The Stanley Works Wells Fargo & Co.
[) Joseph Duffey , Ian Ross
University of . AT&T Bell Laboratories
i “{ Massachusetts '
} ! Henry B. Schacht
- Thomas Everhart Cummins Engine Company, Inc.
- California Institute of
U Technology Roland W. Schmitt

Rensselaer Polytechnic Institute

George M.C. Fisher

| 5'1 Motorola, Inc. ' Albert Shanker
B American Federation of
David P. Gardner Teachers, AFL-CIO
(7] University of California :
- LJ ' Jack Sheinkman
Earl Graves Amalgamated Clothing and Textile
. Black Enterprise Magazine Workers Union, AFL-CIO CLC
U B.R. Inman Ray Stata
B.R. Inman Associates Analog Devices, Inc.
)
Jerry Jasinowski Arnold Weber
National Association of Northwestern University
- Manufacturers '
1 7 Lynn R. Williams
- Gerald Laubach United Steel Workers
~ Pfizer, Inc. of America
{
U Peter Likins Steve P. Yokich
Lehigh University - United Auto Workers

19




1‘AI
}
|

i

C

GENERAL MEMBERSHIP

William J. Alley
American Brands, Inc.

H. Brewster Atwater, Jr.
General Mills, Inc.

Norman R. Augustine
Martin Marietta Corporation

Philip E. Austin
The University of Alabama System

J.J. Barry
International Brotherhood of
Electrical Workers

Thomas A. Bartlett
University of Alabama
System

Donald R. Beall
Rockwell International
Corporation

S.D. Bechtel, Jr.
Bechtel Group, Inc.

Steven C. Beering
Purdue University

Ronald E. Beller
East Tennessee State
University

Richard Berendzen
The American University

Samuel E. Bodman
Cabot Corporation

Richard L. Bowen
Idaho State University

Albert Bowers
Syntex Corporation

John V. Byrne
Oregon State University

R. E. Cartledge
Union Camp Corporation

20

Robert Cizik
Cooper Industries

A. W. Clausen
Bank of America National
Trust & Savings Association

John L. Clendenin
BellSouth Corporation

Ronald E. Compton
Aetna Life & Casualty Company

Paul M. Cook
Raychem Corporation

James N. Corbridge, Jr.
University of Colorado
~at Boulder

James C, Cotting
Navistar International
Corporation

William H. Danforth
Washington University

Kenneth T. Derr
Chevron Corporation

John DiBiaggio

~ Michigan State University

Gordon P. Eaton
Iowa State University

Richard J. Elkus, Jr.
Prometrix Corporation

Paul A. Elsner
Maricopa Community College

Charles E. Exley, Jr.
NCR Corporation

Saul K. Fenster
New Jersey Institute of
Technology

John B. Fery
Boise Cascade Corporation



'
ot

N

-

Abraham S. Fischler
Nova University

Edward T. Foote 11
University of Miami

James O. Freedman
Dartmouth College

E. Gordon Gee
University of Colorado

Raymond V. Gilmartin
Becton Dickinson and Company

Joseph T. Gorman
TRV, Inc.

Katharine Graham
Washington Post Company

Gerald Greenwald
Chrysler Motors
Corporation

Patrick W. Gross
American Management
Systems, Incorporated

Sheldon Hackney
University of Pennsylvania

Fred L. Hartley
Unocal Corporation

George N. Hatsopoulos
Thermo Electron

John B. Henry
Crop Genetics International

Ira Michael Heyman
University of California
at Berkeley

Larry Horner
Peat Marwick Main &
Company

John J. Hudiburg
Florida Power & Light
Company

21

Theodore L. Hullar
University of California,
Davis

Stanley O. Ikenberry
University of IHinois

Edward Jennings
Ohio State University

James Jones
American Stock Exchange, Inc.

Bryce Jordan
Pennsylvania State
University

Jerry Junkins
Texas Instruments
Incorporated

David T. Kearns
Xerox Corporation

Eamon Kelly
Tulane University

Donald Kennedy
Stanford University

Henry Koffler
The University of Arizona

Donald N. Langenberg
The University of Illinois
at Chicago

Ralph S. Larsen
Johnson and Johnson

Leonard Lauder
Estec Lauder, Inc.

John S. Ludington
Dow Corning Corporation

Frank W, Luerssen
Inland Steel Industries,
Inc.

C. Peter Magrath
University of Missouri



-

C_

T -

,..___,\
Y
:

L

.

-

o O

2

_,\
|

{

Richard J. Mahoney
Monsanto Company

(Rev.) Edward A. Malloy, CSC
University of Notre Dame

Robert H. Malott
FMC Corporation

John C. Marous
Westinghouse Electric
Corporation

James D. McComas
Virginia Polytechnic and
State University

Richard D. McCormick
US West, Inc.

Curtis L. McCray
California State University,
Long Beach

John F. McDonnell
McDonnell Douglas
Corporation

Quentin C. McKenna
Kennametal, Inc.

F.A. McPherson
Kerr-McGee Corporation

William R. Miller
Bristol-Myers Company

Gerald B. Mitchell
Dana Corporation

Larry K. Montcith
North Carolina State
University

Steven Muller
The Johns Hopkins University

Patrick J. O’'Rourke
University of Alaska,
Fairbanks

Peter Peterson
The Blackstone Group

22

John J. Phelan, Jr.
New York Stock Exchange

Charles M. Pigott
PACCAR Incorporated

Frank Popoff
The Dow Chemical Company

Wesley W. Posvar
University of Pittsburgh

Agnar Pytte
Case Western Reserve
University

Harold J. Raveche’
Stevens Institute of
Technology

Lawrence G. Rawl
Exxon Corporation

Hunter R. Rawlings
University of Iowa

James J. Renier
Honeywell, Inc.

A. William Reynolds
GenCorp

Ralph E. Richardson
Thomas Publishing Company

Terry P. Roark
The University of Wyoming .

James D. Robinson III
American Express Company

M. Richard Rose
Rochester Institute of
Technology

Allen B. Rosenstein
Pioncer Magnetics, Inc.

George Rupp
Rice University

Steven B. Sample
State University of New York,
at Buffalo :



C

‘ S T e I G

]

Rogers Sayers
University of Alabama

George A. Schaefer
Caterpillar Inc.

Rosemary S.J. Schraer
University of California,
Riverside

John Sculley
Apple Computer, Inc.

Kenneth A. Shaw
The University of Wisconsin
System

Andrew C. Sigler
Champion International
Corporation

John Silber
Boston University

Bernard F. Sliger-
Florida State University

John G. Smale ‘
The Procter and Gamble
Manufacturing Company

Samuel H. Smith
Washington State University

Paul R, Staley
The PQ Corporation

Malcolm Stamper
The Boeing Company

Thomas M. Stauffer
University of Houston,
Clear Lake

Jerre L. Stead
Square D Company

John H. Stookey
Quantum Chemical Corporation

Donald C. Swain
University of Louisville

23

Robert A. Swanson
Genentech, Inc.

W.R. Timken, Jr.
The Timken Company

Sidney Topol
Scientific-Atlanta,
Inc.

E. Arthur Trabant
University of Delaware

Stephen Joel Trachtenberg
George Washington University

Richard P. Traina
Clark University

R. Gerald Turner

The University of
Mississippi

P. Roy Vagelos

Merck & Company, Inc.

J. Lawrence Wilson
Rohm and Haas Company

Joe B. Wyatt
Vanderbilt University

Charles E. Young
University of California
at Los Angeles



|

COUNCIL STAFF

(]

Kent H. Hughes, President

Daniel F. Burton, Jr., Executive Vice President
Stephanie M. Schoumacher, Director of Public Affairs
Warren E. Farb, Project Director

David W. Cheney, Assistant Project Director

Melissa K. Miller, Research Assistant

Merrilyn W. Watson, Executive Assistant

Allison B. Tokheim, Program Assistant

Jamille D. Turner, Program Assistant

Cathleen McCarthy, Program Assistant

i T e O s

[
-
1
L
‘ NATIONAL AFFILIATES
R American Assembly of Collegiate Schools of Business
o American Association for the Advancement of Science
i i - American Business Conference, Inc.
L American Council for Capital Formation
American Council on Education
— American Electronics Association
f American Enterprise Institute
— American Management Association
- American Productivity and Quality Center

American Society for Training and Development
Aspen Institute for Humanistic Studies
Association of American Universities

L{ Business - Higher Education Forum

,,,

Center for Strategic and International Studies
Collective Bargaining Forum
Committee for Economic Development
Council on Research and Technology
Health Industry Manufacturers Association
IC2 Institute
Industrial Research Institute, Inc.
Institute for Electrical and Electronic Engineers - U.S. Activities
Labor - Industry Coalition for International Trade
| National Alliance of Business
| National Association of Manufacturers
National Association of State Universities and Land - Grant

-

S,
'
e

[

Colleges
‘ ] National Association of Wholesaler - Distributors
- National Center for Manufacturing Sciences

N The Association for Manufacturing Technology
D The Brookings Institution

i The Conference Board

Ty 24



Council on Competitiveness
1331 Pennsylvania Avenue, NW
Suite 900-North Lobby
Washington, DC 20004
(202) 662-8760



Withdrawal/Redaction Sheet
(George Bush Library)

Document No. ' Subject/Title of Document ' Restriction
and Type

01. Outline Budget material-various topics (4 pp.) d. 1}15

Collection:

Record Group:  Bush Presidential Records

Office: Chief of Staff, White House Office of Open on Expiratlcn of PRA
Series: Sunun, John, Files (Document Follows)

Subseries: Issues Files B S/#Z NLGB) on [6/.23/05
WHORM Cat.: | y ( )

File Location: Budget [1990] (2 of 2) [1]

Date Closed: 12/16/2004 OA/ID Number: . 29137-005
FOIA/SYS Case #: 1998-0004-F[1] | Appeal Case #:

Re-review Case #: 2005-0426-S . Appeal Disposition:

P-2/P-5 Review Case #: A Disposition Date:

AR Case #: . . { MR Case #:

AR Disposition: : MR Disposition:

AR Disposition Date: { MR Disposition Date:

. RESTRICTION CODES
Presidential Records Act - [44 U.S.C. 2204(a)] Freedom of Information Act - {5 U.S.C. 552(b)]

P-1 National Security Classified Information [(a)(1) of the PRA] (b)(1) National security classified information [(b)(1) of the FOIA}-
P-2 Relating to the appointment to Federal office [(a)(2) of the PRA] (b)(2) Release would disclose internal personnel rules and practlces of an
P-3 Release would violate a Federal statute [(a)(3) of the PRA] agency [(b)(2) of the FOIA] .
- P-4 Release would disclose trade secrets or confidential commercial or (b)(3) Release would violate-a Federal statute [(b)(3) of the FOIA]
financial information [(a)(4) of the PRA] . (b)(4) Release would disclose trade secrets or confidential or financial
P-5 Release would disclose confidential advice between the President information [(b)(4) of the FOIA]
-| and his advisors, or between such advisors [a)(5) of the PRA] . -(b)(6) Release would.constitute a clearly unwarranted invasion-of
P-6 Release would constitute a clearly unwarranted i mvasmn of . personal privacy [(b)(6) of the FOIA]
personal privacy [(a)(6) of the PRA] - (b)(7) Release would disclose information compiled for law.enforcement
purposes {(b)(7) of the FOIA]
C. Closed in accordance with restrictions contained in donor's deed of (b)(8) Release would disclose information concerning the regulation of
gift. financial institutions [(b)(8) of the FOIA]

o e T L et (b)(9) Release would disclose’ ‘geological or geophysical information
| PRM. Removed_as_a personal record misfile. .




(1)

(2)

(3)

SHORT IL.IST

Process

Enhanced recission
Extension of GRH
Tightened sequester system
Credit reform budgeting
RTC accounting fix

Trust fund accounting f1x

Deficit reduction (50)

Defense (10)

Non-defense discretionary (3)
Mandatories (10)
Fees/offsetting collectlons (5)
Receipts (20)

Interest (2)

Growth
(1) + (2)

Capital gains
IRA/FSA

R&D credit

Selected expenditures



SOME ELEMENTS OF A POSSIBLE SAVINGS PACKAGE [RELATIVE TO A

B o D e T v T

"CURRENT SERVICE" - 1 e., INFLATED -—- BASELINE]

In addition to whatever is done rxe process refornm,

accountlng, and credit reform, the following are the main
categorles for FY'91 savings; ([Possible settling points are
in brackets.]

(1)

(2)

(3

)

(4)

(5)

Defense outlay savings: Sasser is at minus 15-20 B.
Freeze (Rosty) is minus 10 B. Administration is at
minus 3.1 B (for "050") of which minus 3.9 B is for

.DoD. Comment: Under no approach is the Admlnlstratlon

likely to do better than minus 9 B. [10]

Non-defense discretionary savings: Rosty BA freeze
saves 3 B. Administration saves 0.4 B (net of all
increases for international, environment, drugs, space,
education, aviation, etc.). Comment: Many of the
Administration's initiatives (and many Congressional
initiatives) are in this pot. It would be tough to
hold it to the Administration level, not to mention the
Rosty level. On the other hand, this is the pot most
threatened by sequester. [2]

Mandatory/Entitlement savings:

(a) Medicare. Rosty reimbursement freeze saves 2.4 B.
Admlnlstratlon saves 5.5 B. Comment: Without a
big deal, savings here will be about 2 B. Even
with a big deal, they would only reach 3.5 B.
[3.5]

(b) COILAs. 2All options exempt means-tested programs.
Rosty freeze saves 9 B. Administration freeze
(Rosty minus Social Securlty) saves 2 B. NOTE:
CPI - 2% saves 4.5 B; CPI - 1% saves 2.2 B.

.Comment: Without a big deal, savings here will be
zero. This is political flrewater -=- but also a
symbolic measure of "seriousness" in financial
markets. [4.5]

(c) oOther (farm, postal, federal employee benefits,
PMAs, misc.) Rosty saves zero. Adninistration
saves 8.4 B net. Comment: Without a big deal,
savings here will be about 1.5 B. [4]

Fees and Offsetting Collections: Rosty gains zero.
Administration gains 5.6 B. Comment: Without a big
deal, savings might be 0.5 B. [4]

Receipts. Administration raises 13.9 B (net, including
revenue losers and capital gains). Rosty raises 29 B
(net). Comment: 20 B splits the difference in amount.
The problem is composition. (See discussion below.)
[20] '

Bracketed total savings = 48 B (almost 50 B with
interest sav1ngs). Done in the way a big deal would be
done, savings would probably total 350-400 B over 5
years.
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s (D) REVENUE ELEMENTS TO CONSIDER AS PART OF A BIG PACKAGE -- HOW

’ TO GET TO 20 BILLION??
W (1) SELECTED ITEMS FROM THE ADMINISTRATION'S BUDGET

-- Growth set: S
(a) capital gains (as it may be modified) [3]
(b) savings incentive (as it'may be modified)‘ [-0.5]
.(c) R+E incentive [-0.9]
(d) airport [0.5]
(e) enterprise zones [-0.1]
(f) o0il & gas incentives [-0.3]
-- Other:
(g) IRS management/enforéement [2]
(h) State and local HI [1.7]
(i) telephone [1.6 -- likely used for child care]
(j) accelerate payroll deposit [0.9] '
(k) extend HI deduction forlself-employed‘.[-0.2]
(1) extend low income housing credit »[-0.1]
(m) miscellaneous [wash]
| comment: These would total [8.5 B] as part of a big
| deal. Most are doable. After capital gains, HI and
0il are the most difficult politically. The principal
item dropped is State and local OASDI (2.1 B). .

(2) "HEALTH" OPTIONS

(a) Rosty items:
(i) Double cigarette [2.8]
(ii) Double beer & wine [1.4]
(b) Alternatives:
. (i) 25 cents/ounce of alcohol [7.2]
Comment: Cigarette increase would violate a
specific pledge and would trigger a filibuster.
Option (a) (ii) would split the alcohol industry
and have widespread interest group support.

option (b) (i) produces much more revenue, but
unites the industry in opposition.



(b)
(c)
(d)

(3) PMENVIRONMENT"/"ENERGY SECURITY" OPTIONS
(a)

Rosty gas tax @ 15 cents [12] . g}é.
$5/barrel oil impéft fee‘s (8.5] A ﬂ:/7
.5% energy retail value l14.2] _ /p (§4%
"co2 stabilization" (car%on) fee {[22.5]) //

COMMENT: Gas tax doesn't yield as much after likely
Bentsen adjustments and allocation to highways. It also
looks like a tax! 0il import fee bothers many ° %

economist (!), but has something to recommend it. Tax

~on all energy encourages conservation and doesn't
v W discriminate against particular fuels; administer
,3{"' ¢ the retai
it, too, looks like a tax. "CO2 stabilization" is
the equivalent of an additional $28/ton of carbon --. ,
*  $3.50/barrel of oil; 45 cents per thousand cubic feet of"
natural gas; and $17 per ton of coal. With coal's
current price at $24 per ton, this increase would be
prohibitively high. Variations could, of course, be set
at lower rates per unit of carbon.

L (4)
(a)

(b)

(c)

(d)

~ (e)

(£)
(9)

M"FAIRNE

it-mind e e inflati ' ffects

Roll back January Social Security tax increase of
0.16% [~7]

Skip one year of tax indexing (except EITC -- as
per Rosty) [7]

Increase portion of Social Security benefits
treated as taxable income (from 50% over threshold
to 85%) [1.1]

NOTE: If thresholds were eliminated this would
yield 12 B -- but that's not doable.

Eliminate the bubble by lowering the 33% rate to

'31% for the 3.5 million taxpayers in the bubble and

raising the rate from 28% to 31% for the 1 million
taxpayers above the bubble -- i.e., establish a
simple 3-rate system: 15-28-31. [0.2]

NOTE: Rosty's bubble burst -- raising the top rate
to 33% -- increases revenue by 3.5 B the first year
(and by 40-45 B over 5 years).

excise fee for short term pension fund transactions
at 10% of gain (30 days), 5% of gain (6 months),
then 0% -- as per Dole-Kassebaum [0.2]

NOTE: 5% on all short term gain yields only 0.5 B.
0.5% securities transfer fee [7.8].

"Foreign Tax Equity Act" -- as per Gephardt-Rosty

- today.



II.

III.

IvV.

THE WHITE HOUSE
WASHINGTON

MEETING WITH LEGISLATIVE BIPARTISAN
BUDGET  GROUP

DATE: May 15, 1990
LOCATION: Cabinet Room
TIME: 2:00 p.m. (1 hour, 30 minutes)
FROM: Frederick D. McClure;}Tr\\
PURPOSE

To convene the first meeting of the Legislative
Bipartisan Budget Group. »

BACKGROUND

After your series of private meetings with the
Congressional leadership, it was announced last
Tuesday, May 8, that the White House would enter into
bipartisan budget negotiations with Congress. Today’s
meeting is the first session of these negotiations,
which negotiations will generally be conducted on
Capitol Hill. '

PARTICIPANTS

See Attachment A.
PRESS PLAN

White House Press Pool.
SEQUENCE OF EVENTS

Members will be met in the West Lobby and escorted to
the Cabinet Room for their meeting with you.

Attachment A: Participants List
Attachment B: Talking Points
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Attachment A

PARTICIPANTS

The President

The Vice President

Administration Negotiators

Nicholas F. Brady, Secretary of the Treasury
Richard G. Darman, Director, Office of Management and Budget
John H. Sununu, Chief of Staff

Congressional Participants - Senate

George Mitchell (D-ME), Majority Leader

Bob Dole (R-KS), Republican Leader ' ) . _
Robert: Byrd (D~WV),.Chairman, -Appropriations. Committee - -~ -
Mark Hatfield (R-OR), Ranking Member, Appropriations Committee
Jim Sasser (D-TN), Chairman, Budget Committee

Pete Domenici (R-NM), Ranking Member, Appropriations Committee
Lloyd Bentsen (D-TX), Chairman, Finance Committee

Bob Packwood (R-OR), Ranking Member, Finance Committee

Wyche Fowler (D-GA), Majority Leader’s representative
Phil Gramm (R-TX), Republican Leader’s representative

Congressional Participants - House

Thomas S. Foley ( D-WA), Speaker of the House

Dick Gephardt (D-MO), Majority Leader

Bob Michel (R-IL), Republican Leader

Jamie Whitten (D-MS), Chairman, Appropriations Committee

Sil Conte (R-MA), Ranking Member, Appropriations Committee
Leon Panetta (D-CA), Chairman, Budget Committee

Bill Frenzel (R-MN), Ranking Member, Budget Committee

Dan Rostenkowski (D-IL), Chairman, Ways and Means Committee
Bill Archer (R-TX), Ranking Member, Ways and Means Committee

Bill Gray (D-PA), Speaker’s representative
Newt Gingrich (R-GA), Republican Leader’s representative

Others

Frederick D. McClure, Assistant to the President for Legislative
Affairs
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"seek bipartisan agreement on a

TALKING POINTS -—-— BUDGET SUMMIT: 5/15/90

Thank you all for agreeing to participate in
Ihank you
this special budget negotiating group.

As you know, I've met with the Speaker, the
Senate Majority Leader, and the two Republican
Leaders. We agreed to establish this special

group in order to:

"reduce the deficit substantially on a
Year basis;

nmultj-

"allow the eéconomy to continue to grow;

"strengthen the budgep brocess; and
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"avoid the adverse economic and programmatic
effects of a stalemat? that might otherwise

ensue."

We agreed further that this group would

function best if:

"there were no preconditions for negotiation;®

and

"there were.ﬁp.negotiatiog.thrqggh the media." . ..

.agreement as_soon as possible. To that end:

4

We agree that it is important that we reach

I will re-convene this group and the Leadership
Group from time to time to try to help move the

process forward toward agreement.

ey,
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I understand that the Speaker and the Senate
Majority Leader have asked Dick Gephardt to
coordinate meetings of this group on the Hill
-- and that the Leaders themselves will
participate in such meetings, as will our

negotiators. It is my understanding that the

 Leaders may wish to have the first meeting on

the Hill on Thursday.

- Some have' asked that.I'ciarify”whg'guchf.{'

meetings as these are important. The answer is

straightforward:




o ‘It is not that there is an immediate crisis,
We're fortunate that the economy continues to
grow. But it is important that we act now --

while the economy is still growing. For

although the economy continues to grow, growth

is not as strong or secure as it should be

And it would be more difficult to move toward

deficit reduction if we were to wait until the

economy is headed down.

o il vomitiiog

o As it is, interest rates (Ana thérefore
interest eipenditures) are higher than we
forecast. Receipts are lower thén forecast.
And S&L-related borrowing is up. So, the

estimated FY'91 deficit is going up.

PRRPRPREI . S

o That means that the required sequester -- if we

follow business-as-usual -- will be extremely

high. I'l1 ask Dick Darman to _say more about

this in a little while.

Lillio 1i1 & L =




The problem with business-as-usual is that it

simply won't get the necessary deficit-

reduction job done:

My own budget did not receive an overwhélming

| vote of support.

-« - o ' 10
: o T think it fair fo say that Chairman Papetta's
| budget -- which passed with a slim 218-208
- margin -- is inadequate in relation to the
- standards he himself thinks appropriate.
!
o Chairman Sasser's budget would take more out of

defense than I believe many of his own

Democratic colleagues would find acceptable.
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And as for the bigger deficit-reduction plans
of, say, Senator Hollindgs or Chairman
Rostenkowski: these have not exactly taken off

politically.

Thé.ér;ctical.rééiifi is éiﬁpiy tﬁis:. No
serious and responsible plan can take off and
be implemented unless we -- those of us in this
room -- come together in support of it.

Indeed, even then, it will be tough to get the

plan properly implemented.




There has been a lot of understandable worry
apout who's going to get blamed. I understand
that -- and mean to be sensitive to that. But

what I think should be foremost in our minds

is: How can we get this job done right.

. 14
I think tﬁe.Aﬁericéﬁnﬁeébié éfé'tiieé'df”sééiﬁé
the budget process seem to fail yeaf aftér
year. They would welcome our doing the job
right -- and our fixing the process at the same
time. We will not do the job if we focus only
on programs and numbers. We've got to add more

common sense and control to the process itself.




15
- There are more than enough ideas about how to

solve the problem already on the table.
Perhaps new and better ideas will be developed
But what we really need at this point is not

talk about what's on or off the table. What we

need is to sit down and HQZK—QEE—QB_QQEQQEQQE

'16
- ‘1Forimf par£;:‘ |
o I approach these negotiations in good faith,
without preconditions, in hopes of reaching a

responsible agreement soon.

4 o If we fail, it will mean some combination of

higher interest rates, lower growth, and deep

across-the-board cuts. Indeed, it could mean

all of these.

- e - F

&,

k.
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o But that is exactly why we should do oyr very

o best to succeed. I personally intend to stay
involved with this group and with Smaller
groups -- wherever I can be helpful -- ¢q try
to assure that we do succeed.

r e
18
- I'd like now to ask €ach of the Leaders to

offer any introductory Comments,

several of you have asked, 1'gq like Dic

to review the Numbers,

open this up for general discussion.

[Foley
Mitchell
Michel

Dole]

\

Then, because

k Darman
And then, 1 Suggest ye °




TALKING POINTS FOR THE PRESIDENT
BUDGET SUMMIT: 5/15/90

Thank yvou all for agreeing to participate in this special
budget negotiating group.

As you know, I've met with the Speaker, the Senate Majority
Leader, and the two Republican Leaders. We agreed to
establish this special group in order to:

- "seek bipartisan agreement on a package of measures that

would:

o "reduce the deficit substantially on a multi-year
basis:; ,

o "allow the economy to continue to grow;

o "strengthen the budget process; and

o "avoid the adverse economic and programmatic effects of

a stalemate that might otherwise ensue."

We agreed further that this group would function best if:

o} "there were no preconditions for negotiation;" and
o "there were no negotiation through the media."

We agree that it is important that we reach agreement as
soon as possible. To that end:

o I will ) this group and the Leadership Group
' from time to time to try to help move the process

forward toward agreement.

o I understand that the Speaker and the Senate Majority
Leader have asked Dick Gephardt to coordinate meetings
of this group on the Hill -- and that the Leaders
themselves will participate frequently in such
meetings, as will our negotiators.

Some have asked that I clarify why such meetings are

important. The answer is straightforward:

o Although the economy continues to grow, growth is not -
as strong as it should be.

© 0 Interest ratés'(and therefore interest expenditures) ~

are higher than we forecast. Receipts are lower than
forecast. And S&L-related borrowing is up. As a
result, the estimated FY'91 deficit is going up.



o That means that the required sequester -- if we follow
business-as-usual ~- will be extremely high. I'll ask

Dick Darman to say more about this in a little while.

The problem with business-as-usual is that it simply won't
get the necessary deficit-reduction job done:

o My own budget‘did not receive an overwhelming vote of
support. '

o I think it fair to say that Chairman Panetta's budget
-- which passed with a slim 218-208 margin -- is

. inadequate in relation to the standards he himself
thinks appropriate. .

o Chairman Sasser's budget would take more out of defense
' than I believé many of his own Democratic colleagues
would find acceptable.

o And as for the bigger deficit-reduction plans of, say,
Senator Hollings or Chairman Rostenkowskl. these have
not exactly taken off politically. .

The practical reality is simply this: No serious and
responsible plan can take off and be 1mplemented unless we
-- those of us in this room -- come together in support of
it. 1Indeed, even then, it will be tough to get the plan
properly implemented. : .

‘There has been a lot of understandable worry about who's

going to get blamed. I understand that -- and mean to be
sensitive to that. But what I think should be foremost in

our minds is: How can we get this job done right.

There are more than enough ideas about how to solve the-

" problem already on the table. Perhaps new and better ideas

will be developed.: But what we really need.at this point is
not talk about what's on or off the table. What we need is

to sit down and work out an agreement.

For my part:

(o} I approach these negotiations in good falth, without
preconditions, in hopes of reaching a responsible
agreement soon.

o If we fail, it will mean some combination of higher
interest rates, lower growth, and deep across-the-
- board cuts. Indeed, it could mean all_of these. -

‘o But that is exactly why we should do our very best to

succeed.



- I'd 1like now to ask each of the Leaders to offer any
introductory comments. Then, because several of you have
asked, I'd like Dick Darman to review the numbers. And
then, I suggest we open this up for general discussion.

[Foley
Mitchell
Michel
Dole]
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PRE-BRIEF FOR BUDGET SUMMIT

(1) State of Play
(2) Talking points for the President
(3) Darman data on revised estimates

(4) Sensitive.questions that may be raised:

(a) Do you .specifically and categorlcally disown the Sununu

| statements?

‘ : (b)  Since you're redefining the problem, don't you have an
obligation to tell us how you would recommend we deal
with it?

\

\

{¢) You've proposed $37 billion-in savings that are really
more like $30. If you won't raise taxes to make up the
difference, will you propose addltlonal specific
spending reductions?

(d) You said, "Don't mess‘with Social Security." Is Social
Security out of bounds?

(e) Senator Gramm has proposed a no-new-taxes budget with
the Nunn defense figures. Is that the kind of approach
we should look toward? )

(f) Why not just "get rid of the G-R-H targets?" or "get
rid of the Budget Act?" or "go back to the old taxes?"

s e

" m._*)‘» rO o‘f/r.-
L !'A 47A




5/15/90
FY '91 SEQUESTER ESTIMATE:
A PRELIMINARY VIEW OF POSSIBLE REVISIONS
$ billions
(1) January baseline deficit estimate (Admin.)................ NP JISTIIPRS 101
(2) Adjust economic assUmptions for:
(@) 1st two quarters of FY "90 ONnly......cccccceeieiiiivennrienrniieiiesnrenienssseesnnnnne 7
—-—Interest......cccoocvvviennienn. e eetrereretiietaneeteeeerearestrneeenrrernasenntsaraerrnes 1)
L L= 011 ] G S (1)
—— INFlation (COLAS)......ceiviieerieiiriiiicitrenirernrrrrrnnsesteentanensessnnnmnnssssaes 4)
(b) Smooth return to Administration forecast...........ccccvvrrvrniniiiiiiiniiiiiininien 16°
L 11 (=1 (=1 SN PO PPTS vereerrnsenanne (7)
—= ReCeIPES. ..cceiiiiiniirc s ereererenereeenerans (7)
Comment: Although the economy continues to grow, it is not growing as strongly
as it should. In spite of continued growth, the deficit problem is aggravated
by higher interest rates, higher inflation, and lower than estimated receipts. As a
result, the savings necessary to meet the GRH target for FY '91 are probably
in the $45-60 billion range - after adjusting for FY '90 economic changes alone.
(3) Subtotals:
(a) Baseline deficit adjusted for revised economics (1st 2 Q of FY’90)........ 108 - 123
(b) Associated sequester (with target of $64B)............ rereeerrreneriereeranntereres 44 - 59
-~ Defense BA cut (from baseline).....c.....cccceevvevnnnnn. teverernrrensarnesencsnns 11% - 15%
-~ Nondefense BA cut (from baseling)...........ccccocevvcerereriecrennnnecninnnn 16% - 21%



Comment: In addition to economic estimates, technical estimates are changing.

Among the likely adverse reestimates are the following:

(4) Adjust for selected technical reestimates of:
-- Bank Insurance Fund (extrapolation of adverse '90 experience)...........cccccceeveneee.
—~ Old FSLIC resolutions (higher pricing of old deals).............c..oevvvvvmveeceeriieeeeeeann,
~~ Food Stamps (increased partiCiPation)............ccoiivreecereiiioieeeee e e eeereneeeeeeas
—-— Medicaid (higher state SPeNdiNg)..........ceivviiiiiiiiiiiiii et
"——= Medicare (actuary’s model Chan@e)............cccviivuieiiiiiiiiiiice e
~— SSI/DI (Zebley court deCiSION).........ccciviiiiiiiiiiiin e ereee e rens

(5) Subtotals:
(a) Baseline deficit adjusted for FY 90 economics and
selected technicals...........ccovvvvviiiiiiiiiin e, frereree e earanaas
(D) ASSOCIAted SEQUESEEN.......cceeiiir it e e et e e e e rasanae
—- Defense BA cut (from Daseling)............ueeeviiiiiiiiiiiiireeiiirieeeieee e eeseeeeeeeens
~-— Nondefense BA cut (from baseling)............cccccvuvivieiriireiiiniiireeiiieecceeevviienens

(6) Adjust for additional S&L costs (highly uncertain and
dependent on RTC working capital treatment)...........c.coveeviiiiiiiiiiiiieiniceee e,

(7) Total including S&L adjustments:
(@) Revised baseline defiCit.........ccovviviiiiiiriiiecc e
(D) ASSOCIAtEd SEQUESEEN.....uiiiiiiii it eee e s e e eseseeeeteeeeeeereneees
—— Defense BA cut (from baseling)..........ccoovuvuiiieeiiiiieieiieeiei et
-- Nondefense BA cut (from baseline).........ccoooviveiiiiiiiiiiniiiineiecenen e

$ billions

N A= aam

123 - 138
59 -74
15% - 19%
21% - 27%

123 - 188
59 - 124
15% - 31%
21% - 47%
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b Sequester CHANGING PICTURES OF SEQUESTER
(in billions . ’ . Sequester
of dollars)  (required sequester and percentage cut in budgetary resources) Percentage
50%
$120
| $120B —
Non-
| "——Def:rr'\se - 40%
$100B ,
l
| $808B — $12080 — 30%
i Non. (30.6%
| Defense
|
| Defense $1008 |
$60B — (a6.4%! Defense
Non- -
Defense lz'o..g's 20%
Non- $37.6
$40B — Defense Defense — 13.3% £soe ]
l Defense 9.5% - 10%
$20B $16.2
5.3% 4.3%
$8.7 1.4% 1.6%
0 ' . R — 0
8/89 11/89 1/90 potential
estimate negotiated estimate estimates
for FY '90 agreement for FY "91 for FY ‘91
for FY “90
Note: FY "91 estimates assume food stamp reauthorization {$16 billion) and assume military personnel are treated as
sequestrable. RTC working capital estimates are excluded from the 1/90 estimate for FY "91. The potential estimates
for FY ‘81 present different options for additional S & L bailout costs and assume adjustments for lower receipts,
bAighgr inflation. and higher interest rates in the first two quarters of FY ‘80 -- followed by an orderiy return to the
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May 10, 1990

Statement by the Democratic Leadership Group

We rajact the statements made yesterday by the President's

Chicf of staff, They were untrue, unfair and ill-timed.

that there would be no preconditions to budget negotiations,

In our meetings with the President, he repeatedly stated
| 4

: The etatement isasued by the White House yesterday announcing
\
|
|

the establishment of Lhe negotiating yroup says:

"The President and the Bipertisan Congressional 'leadership. - - .. .

_agreed that the special budget group would function best if
there were no preconditions for negotiation, and 1f there

were no negotiation through the media.*

Governor Sununu's remarks directly contradict the
President's assurances to us and the statement issued yesterday

by the White House,
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This is not solely a question of the budget deficit, and

how best to reduce it.

It is a quastion of trust, of whether

or not agreements are tc be honored, of whether or net the

Administzation is prepared to negotiate in good faith on this

important matter.

If these negotiations are to be successful the terms for

their ¢onduct must be observed by all participanta.

Thomes S. Foley

Richard A. Gephardt
' fjﬁxriiamkﬂ.rsraY,‘fri

Jgamie §,. whitten

Dan Rostenkowski

Leon E. Panetta

George J. Mitchell

Robert C. Byrd

'Lloyd bentsen

Jim Sasser

Wyche rowler, Jr.
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