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Changes in the Economy
Overall economic growth—

. Real gross domestic product is expected to grow 2.2 percent in 1996 compared to 2.7
percent growth in 1992 :

Jobs—-
. Ten million new jobs have been created since 1992. The rate of job growth under Clinton
is the strongest since the 1920's. The Bush administration had the worst job growth rate

since the Great Depression.

-- Most of the new jobs have been higher paying full-time jobs. Two-thirds of the
jobs are in high-wage industries, and 90 percent are full-time. )

] The unemployment rate stands at 5.4 percent now compared to 7.4 percent in 1992. The
unemployment rate has been below 6 percent for 23 consecutive months.

Wages and Income—

° Average hourly wages paid to production workers in nonagricultural jobs increased from
$10.57 1n 1992 to $11.80 now.

* Real per capita disposable income measured over the first half of 1996 was $19,185
compared to $18,062 in 1992. The estimates are in terms of 1992 dollars.

Inflation—-
] Inflation measured by the Consumer Price Index (CPI) is expected to be 3.1 percent in
1996, compared to 3.0 percent in 1992. The inflation rate over the last four years has

been the lowest of any administration since Kennedy.

° The interest rate on 10-year Treasury notes is 6.5 percent, down half a percentage point
from 1992 rates.

Misery index—

° The misery index--the sum of the unemployment rate and the inflation rate--fell from 10.4
in 1992 to 8.5 now.

® The economy is enjoying the lowest combined inflation rate, unemployment rate, and
mortgage rate since the early 1960's. The sum is expected to be 15.2 this year and was
17.41n 1992. i




The deficit—

° The federal deficit has been cut each of last 3 years and will decrease again this year. In
1992 the deficit was $290 billion. CBO projects this year’s deficit at $144 billion while
OMB sets the figure at $117 billion. Using the CBO estimates, the deficit is now 1.9
percent of GDP compared with 4.7 percent in 1992.

° The size of Federal Government spending as a percent of GDP has shrunk from 23.3
percent in 1992 to 21.7 percent now.

Stock Market—

. Business optimism is reflected in the Dow Jones index which stands at about 5,700 now
compared to 3,284 in 1992.



From White House Lconomic Briefing Materials

ECONOMIC SPEECH LANGUAGE

Four years ago. Four years ago, our economy was no longer providing the opportunity -
that is the key to the American dream. Unemployment was nearly 8%, the deficit was at an all
time high, and growing; job-growth was anemic. Great American industries were flat on their
back. Our country was drifting toward the 21st Century.

President Clinton changed the country’s course. Bill Clinton ran for President
determined to prepare our people for the 21st century — to restore opportunity to all, to demand..
responsibility from all, and to bring our people together in community. He put in place a tough -
economic plan: cutting the deficit, shrinking the government, expanding exports through over
200 trade agreements, and investing in our people and their skills.

The economy is now growing. Four years later, let’s look at the record. The U.S. auto

- -industry is now number one again. Basic industries are back; there have been 800,000 new
construction jobs. High-tech industries like semiconductors and biotech lead the world. 3.7
million people became homeowners. Hundreds of thousands of women-owned businesses have
been started -- and now one in three businesses are owned by women. Exports have surged to
record levels. The federal government has been cut by 237,000 people. The combined rate of
unemployment, interest and mortgages is the lowest in 30 years. The deficit has been cut by over
half — so that it is now the smallest since 1981. The economy has created 10 million new jobs.
And real wages, which had fallen for a decade, have begun to nse again. America’s economy is
the soundest it has been in a generation. '

A record to build on, not to rest on. Our strategy 1s working. Now, we must press
forward, to keep the economy growing and to make sure that all our people can reap the rewards
of economic change.

So we must keep our economy growing, steady and strong. We should finish the job of
balancing the budget. That would keep interest rates down, and spur even more business
investment. We should do it in 2 way that protects Medicare, Medicaid, education and the
environment. We should reward work by raising the minimum wage. And we should continue to -
invest in technology and other areas that will keep the economy growing.

As we expand opportunity, we must demand that all Americans take responsibility to
make the most of a growing economy. And we must give them the capacity to do so — and that
means education, especially college. We have already expanded preschool, tightened school
standards, and opened the doors of college wider than ever before. Now, we must make the 13th
and 14th years of education as much a universal standard as a high school degree is today. That is
why President Clinton wants to give every family a $10,000 deduction to pay for education after

“high school, and to give individuals a $1500 tuition tax credit for 2 years — enough to pay for the
cost of a typical community college. ' And we should make sure that every worker who needs
education or training, gets it. That is the way to make opportunity real into the 21st Century.



Changes in the Farm Economy

Prices—

Agricultural commodity prices are substantially hiéher than in 1992. A notable exception
is cattle, whose price is lower because of larger supplies and increased herd liquidation in
response to high feed costs.

Com and wheat set record high average prices in the 1995/96 marketing year (corm
$3.25/bu and wheat $4.55/bu). This year’s crops are likely to set new records. Prices in
1992 were more than $1 lower for both crops.

Soybean prices did not set a record in 1995/96 but were extremely high ($6.80/bu), and
are expected to average even higher in 1996/97. Prices could average over $8.00/bu.
1992 soybeans sold for an average of $5.56/bu.

Cotton prices are much improved over 1992 when they averaged 53.7 cents a pound. The
average price received for 1995/96 cotton has been 76.9 cents. USDA is prohibited from
publishing cotton price forecasts but, March futures are selling just under 75 cents a
pound, indicating another year of strong prices.

Rice prices did not set a record in 1995/96, but at $9.10.cwt were substantially higher than
the $5.89/cwt average from 1992. The price for the 1996 crop is expected to average
over $9.00/cwt. '

Hogs prices are averaging over $53/cwt in 1996, which is $10 more than in 1992. Price
strength is expected to continue in 1997.

Cattle prices are expected to average $63-364/cwt in 1996. This is low compared to the
$75/cwt average for 1992. However, steps taken by the administration to increase
demand and ease feed costs pressure on producers have helped move cattle prices up from
the mid-$50s/cwt in May. Slightly better prices are expected in 1997.

- Fed cattle prices (Nebraska steers) were $59/cwt in April. Today they are
$67/cwt, up 15 percent. From the low point in April, which was $53/cwt, today’s
cattle prices are up 27 percent.

- Prices received and prices paid— z

The index of prices received by farmers was record high in July. Overall, farmers sold
their crops and livestock this summer at prices 21 percent higher than in 1992. Prices for
crops are 38 percent higher, while livestock, because of weaker cattle prices, are only 6
percent higher than in 1992. Strong milk and hog prices are holding up the livestock
index. '
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The index of prices paid by farmers has increased more slowly than the index of prices

received. Since 1992 the prices paid index is up 14 percent compared to the 21 percent
increase in prices received. This is a significant transition compared to the 1980s, when
the index of prices paid rose 33 percent while prices received increased just 7.3 percent.

Farm income--

Net cash farm income for 1996 is forecast between $51 and $61 billion (midpoint is $56
billion). The upper half of the forecast range would surpass 1992's $55 billion income.

Direct government payments will be a smaller component of farm income--$7-39 billion
compared to $9.2 billion in 1992.

USDA also keeps track of the economic well-being of farmers by measuring the average
income to farm operator households. The average income from farming and off-farm
sources is forecast at $42,500 to $47,800 for 1996. This compares to an average of
$42,900 in 1992. Average farm operator household income is similar to the average for
all U.S. households.

Farm sector balance sheet—

° Farm assets continue to grow. Led by increases in real estate values, farm assets will
reach the highest level since 1980. Farm sector assets are forecast to reach $982-$992
billion in 1996, about 14 percent more than in 1992.

° Farm sector debt increased from $139 billion in 1992 to about $156 billion in 1996. This
is the first significant increase in debt since the farm financial crisis of the 1980s, but it well
within the debt servicing capacity of the sector. The higher debt levels reflect investments
that are financially sound given the prospects for continued strong agricultural prices.

° Strong asset growth and relatively slow debt growth in farm sector will bring the equity
position of farmers to $832 billion in 1996. This is the highest since 1980 and 14 percent
higher than 1992.

° The debt/asset ratio of the farm sector for 1996 is a healthy 15.6 percent, down from 16
percent in 1992, Debt/asset ratios ran as high as 23 percent in the 1980s.

Number of farms--

° The number of farms seems to have stabilized at just over 2 million. Although the number

of farms showed a small decrease between 1992 and 1996, the rate of decrease was less
than half the rate between 1988 and 1992. The average farm size remains virtually



unchanged at 469 acres.

Planted acres and flexibility—

° Responding to higher prices and increased planting flexibility advocated by the
Administration and achieved in the 1996 Farm Bill, farmers planted 334 million acres to
principal crops in 1996. This is 8 million more than 1992 and the most since 1986.

- In 1992, nearly 20 million acres were idled under annual farm programs; now this
1S Zero.

Food prices—-

° Food remains a bargain in the United states: Americans spend only 11.3 percent of their
disposable personal income on food.

° The CPI for food has been lower than the overall CPI since 1991.

° In 1996, the CPI for food is forecast to increase 2.8-3.0 while the overall CPI increases
3.1 percent. Food prices showed very little increase in 1992 with the CP1I for food rising
just 1.2 percent.

[ J

The CPI for food is expected to increase 3-4 percent in 1997.



Exports booming—

Changes in Agricultural Exports

U.S. agricultural exports are a record $60 billion in 1996--42 percent abdve 1992 levels.
This export explosion reflects both higher export prices and larger quantities (total export
volume up 12 percent).

-- Poultry exports are more than 3 times larger than in 1992, pork exports are 2.5
times larger, and beef exports are up 60 percent.

- Value-added exports--meats and poultry, fruits and vegetables, vegetable oils and
meal, etc,--are about $31 billion--up nearly 33 percent since 1992

Global economic growth and the 200 plus trade agreements negotiated by the
Administration have spurred U.S. exports. Export growth has been especially strong in Asia
which takes 46 percent of U.S. agricultural exports. Exports to Japan are $12 billion--up 50
percent from 1992 while exports to the 4 Asian tigers (Korea, Taiwan, Hong Kong, and
Malaysia) are up nearly 70 percent at a record $8.9 billion..

The NAFTA partners import $10.3 billion of U.S. agncultural products. Exports to Canada
are $5.9 billion--up 20 percent since 1992. Exports to Mexico are $4.4 billion--up nearly 20

- percent from 1995's depressed level due to the peso crisis and expected to grow.

Export potential—

Exports will continue to grow with increases in global incomes and rising population and as
trade agreements are fully implemented. The United States will benefit from expanding
trade opportunities. The 1996 Farm Bill increases producers’ flexibility, productive
cropland is not set aside, publicly-funded research will increase productivity, export
programs will stimulate exports, and further trade liberalization is expected.

Concerns—

The CRP includes productive cropland which diminishes U.S. competitiveness.

Constraints on federal spending may lead to cuts in agricultural research which could impair
productivity growth and competitiveness.

Competition will remain strong and may intensify as countries, e.g., the EU, reform policies.
Success in further negoﬁations to open markets arguably will become more challenging—
particularly with respect to technical barriers to trade, including sanitary and phytosanitary

regulations.

Dzspute settlement rulings against U.S. interests will weaken t:e support for trade
negotiations.



Changes in the Rural Economy

Rural America has shared in the Nation’s improved economic conditions since 1992. Like
the rest of the country, rural places have benefited from lower inflation and interest rates

~ and job growth.

Population rebound—

Population growth was considerably greater and more widespread in rural America in the
1990-95 period than in the 1980's. Rural areas experienced significant population,
income, and employment growth in the 1970's and poverty rates fell dramatically, but
these gains stagnated in the 1980's.

The economic revitalization of the country in the 1990's has lead to a net migration of 1.3
million people into rural counties. Overall, the rural population increased by nearly 2.6
million people.

- Over 75 percent of rural counties have had population increases compared to less

than half in the 1980's.

-- Some areas of population decline continue, notably places in the Great Plains and
Corn Belt.

Rural employment—

Rural employment increased 6.5 percent between 1992 and 1995, bringing employment up
to 24 million persons. The rural unemployment rate fell from 8 percent to 6.2 percent.
Despite these gains, rural places continue to have a smaller percentage of the population
employed and an unemployment rate that runs 0.6 percentage points higher than the
national average.

Income and Poverty—

The mean household income in rural places improved 8 percent between 1992 and 1994
and reached $32,756. Median household income increased from $24,900 in 1992 to
$26,2501n 1994. Data on household income and poverty rates for 1995 will be released
by the Department of Commerce in October.

Rural poverty fell from 16.7 percent in 1992 to 16.4 percent in 1994. In 1994, there were

~ over 9 million rural people in poverty—half of them were children or the elderly. In 1994,

the poverty threshold for a household containing two adults and two children was
$15,02°. |



Tax Changes 1993-Present and Administration’s Current Proposals
I) 1993: The Revenue Reconciliation Act of 1993

The Revenue Reconciliation Act of 1993 was the President’s first budget. That act has been
criticized as the largest tax increase in history. White House analysis indicates it was not; the
1982 deficit reduction tax package included increases that were larger. The 1993 package raised
taxes for the top 1.2% of taxpayers but had some key benefits for farmers and rural residents.
However, there were also many unpopular tax increases.

Tax Benrefits of the 1993 Act:

--Created 3 rural empowerment zones and 30 rural enterprise communities, with
associated tax benefits, to stimulate business formation and job creation.

--Fxpanded the Earned Income Tax Credit--also known as the “Working Families Tax
Credit”--for low income working families. This increased the size of the tax credit and the
number of sole proprietor farms and the number of rural persons eligible for the credit.
Most benefits went to working families with two or more children.

--Extended the 25% deduction for health insurance premiums for self~employed
individuals. About a fifth of all farm returns claim this deduction. This is an issue of
fairness--provide self-employed workers at least part of the benefit available to salaried
workers. ‘

--Reduced the cost of capital for farmers and other small businesses by increasing the
amount that could be expensed (deducted immediately) from $10,000 per year to $17,500
per year. This allowed over half of all investment in depreciable property by farmers to be
currently deducted.

--Extended the Federal income tax exemption on interest on state-issued bonds that are
used to provide low-interest loans to first-time farmers. This provision permits states to
provide loans of up to $250,000 to first-time farmers.

--Provided a tax credit for individuals who make a contribution to a community
development corporation.

--Provided some capital gains tax relief by permitting gains on the sale of publicly traded
securities to be deferred by being rolled over into an interest in a small business
investment company.

Tax Increases in the 1993 Act:

—Increased marginal income tax rates for high-income households (from 31 to 36% for
single persons wi*a taxable incomes over $115,000 and joint returns over $14",000).
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There were other changes such as a 10% surtax on incomes over $250,000 and limiting of
itemized deductions. The marginal tax rate increase affected only 2 to 3% of farm sole
proprietors and the surtax affected less than 1 percent.

--Increased corporate tax rates for corporations with taxable income above $10 million
and put limits on business deductions. Very few farms affected.

--Eliminated the $135,000 cap on income for the Medicare Hospital Insurance Tax.
Now, income above $135,000 is subject to the tax which means self-employed farmers
have to pay the 2.9% tax on earnings above that level.

--Increased the taxable portion of social security benefits. This is estimated to affect 5%
of farm sole proprietors and 20% of farm landlords.

--Increased the top tax rate for estates and gifts. Estates over $2.5 million have to pay
more tax. Only 200 farm estates per year are affected.

--Increased the Federal excise tax on fuels by 4.3 cents per gallon with the funds going to
deficit reduction. Fuel on the farm is exempt from the tax. The only effect is on
transportation costs to market.

II) 1996: The Small Business and Job Protection Act

This act, signed into law on August 20, increased the minimum wage rate and provided tax relief
to small businesses. While the minimum wage increase could increase labor costs for some
farmers there are exemptions for small farms, family farms (those who recruit their own labor) and
certain other farms, so the effect on farm workers and employers is expected to be small. The
effect on rural residents and businesses will be greater than urban. Low wage, high labor cost
firms will be most affected, such as the retail food service industry. Minorities, women and
teenagers will be the wage beneficiaries.

Tax Benefits of the Act:

--Increases capital expensing for small businesses from $17,500 to $25,000. This
reduces the cost of capital for farmers and reduces the record keeping needed for
depreciation deductions.

--Allows tax-exempt agricultural organizations 1o offer associate memberships with
annual dues up to $100 w1thout thlS income being subject to tax as unrelated business
income.
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the taxpayer could claim a tax credit for $1,500 per year for two years of educational
costs after high school. The credit would be refundable to those with insufficient income

and would require the student to maintain a 2.75 grade point average.

--Provide estate tax relief by increasing the value of the estate that is eligible for deferred
payment of estate taxes and reduce further the interest rate on the taxes that are paid over
time. This applies to estates where the value of a farm or other closely held business
exceeds 35% of the value of the estate. The proposal would increase the value of the farm
or business from $1 million to $2.5 million eligible for deferred payment of taxes and
reduce the interest rate from 4 to 2%. This proposal would reduce the need to sell farm
assets to pay taxes and would aid in transferring the farm to the next generation.

--Expand IRAs by raising the income limit for deductible contributions to $80,000 on a
joint return, index the IRA’s $2,000 limit, and create a nondeductible IRA which would
allow tax free withdrawals for certain purposes, such as higher education, medical costs or
first home costs. Few farmers use IRAs, they rely on social security and farm assets for
retirement; this proposal would make IRAs more attractive to farmers.

--Authorize 2 new urban empowerment zones with the same benefits as the first 9;
authorize 20 new empowerment zones (5 in rural areas) with different benefits; and
authorize 80 new enterprise communities (30 rural) with the same benefits as the original
communities. The 20 new zones would not be eligible for the 20% wage credit on the
first $15,000 in wages paid to zone residents but would be eligible for new empowerment
zone facility bonds that would be exempt from any state bond volume caps.



Thoughts on Supply-Side Economics

Budget overview 1997-2002— .

° Based on CBO projections, the deficit will grow to $285 billion in FY. 2002 under current
policy. Total 6-year outlays are $11.3 trillion including $1.4 trillion non-defense discretionary
spending. The accumulated deficit over the next 7 years is $1.4 trillion which would raise the
national debt in FY 2002 to $5.3 trillion—up from current $3.8 trillion.

Key elements of Dole Plan—

° Over a three-year period, cut personal income taxes across-the-board by 15 percent, reduce
capital gains tax by 50 percent, allow a $500 per child tax credit, expand tax breaks for IRA’s
and educational expenses, and repeal 1993 increase in Social Security taxes.

Plan would reduce tax revenues by a reported $550 billion over 6 years and 1s to be
financed from spending cuts and an increase in tax revenues from higher economic
growth (assumes a $1 cut in tax revenues generates $0.27 increase or “feed back” in
tax revenues, a relationship we would not challenge).

Assuming the feedback, spending cuts of about $400 million over 6 years would be
needed to “pay” for the tax cut--about 30 percent of non-defense discretionary
spending. This is the most difficult assumption of the plan.

What economists are saying—

° Attached are articles by 3 economists:

Gai‘y Becker: Dole’s full plan including deregulation could achieve growth rate of 3.5
percent; tax cuts and other incentives could stimulate economic growth so that tax
revenues could increase more than $0.27 for each $1.00 in cuts.

Martin Feldstein: 15 percent tax cut will increase growth by increasing savings and
investment, increasing business activity, and encouraging education and training; tax
revenue recovery high—$0.44 for every $1.00 in cuts--therefore smaller spending cuts
necessary. '

David A. Wyss: 15 percent tax cut without offsetting spending reductions boosts
short-term growth, increases interest rates and inflation, and raises federal deficit; 15
percent cut with offsetting spending cuts stimulates private sector, reduces interest
rates and inflation.
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Received from the Council of Economic Advisers

The Mix Matters: A Compari-"'s"on of Fiscal and Monetary
Policy in the 1980s and 1990s

Advocates of large tax cuts point to the expansion of the 1980s as proof that tax cuts
make the economy grow. But this argument obscures the difference between a
business cycle expansion and sustainable long-run growth.

The importance of the policy mix. When there is slack in the economy, any mix
of monetary and fiscal policies that produces net stimulus can generate a short-term
expansion. But the actual mix of policies matters a great deal when it comes to

- laying the foundation for sustained long-term economic growth and a rising standard

of living. The following charts compare scveral indicators, starting with a business
cycle trough (the fourth quarter of 1982 and the first quarter of 1991) and covering
a comparable amount of time of the subsequent expansion.

Fiscal policy in the 1980s, characterized by the large tax cut of 1981 and large
Federal budget deficits, was
expansionary (see Weekly Economic
Briefing, August 9, 1996). Fiscal policy
in the 1990s, by contrast, has been more
restnictive, marked by serious efforts to
bring down the deficit. These efforts
began with the Omnibus Budget
Reconciliation Act of 1990 and
proceeded through OBRA93 to current
proposals to eliminate the Federal budget
deficit.

Federal Budget Deficit

Peroent ol GOP

In the 1980s, when fiscal policy was
cxpansionary, monetary policy, acting

] S N through higher interest rates, provided
S ,': N \,\ oo the restraint needed to keep the economy
] e N from overheating. In the 1990s, when
i ‘\,--/\\ fiscal policy was more restrained,
§ s Mmeeo monetary policy accommodated private

4 sector growth. In both cases, the

i 19503 cconomy was able to expand following a

r Ul recession, but real (inflation-adjusted)

W Wiz el wee s 1% nterest rates have been lower in the
L 1990s than they were in the 1980s.

The high real interest rates of the 1980s may have discouraged investment, especially
the equipment investment many economists believe ¢ critical to productivity growth.

. hugs bao
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Real Equipment investment Similarly, the lower real interest rates of
- the 1990s may have allowed investment
to grow more strongly. -
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Investment would have been even lower

in the 1980s if we had not been able to

borrow -abroad to offset some of the

national saving depleted by large Federal

Mooy, budgetdeficits. This borrowing put the

ovBY 8 TS el T o™ United States on a path that turned it

from the world’s largest creditor to its

largest debtor. And many of the benefits

Net Foreign Borrowing of investment financed by foreign

1980 borrowing accrue to foreigners, not U.S.

citizens. Foreign borrowing has been
i _ substantially less in the 1990s. -
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., ) Finally, higher interest rates increased
: - demand for dollar-denominated assets.
This factor may have been partly
T responsible for increasing the foreign
i e s e 108 e exchange value of the dollar i_n the mid-

1980s. A strong dollar raises the foreign
price of U.S. goods, making it harder for U.S. producers to sell abroad, and lowers
the U.S. price of foreign goods, allowing foreign producers to make substantial
inroads into U.S. markets. In the late 1980s, the real exchange rate of the dollar fell
sharply, perhaps reflecting lower real interest rates in the United States. The dollar
has not shown similar gyrations in the 1990s, reducing the shocks experienced by
firms engaged in international commerce.

Percont ol GDP
-~

S

Conclusion. The economic expansion of the 1980s (following the deep 1981-82
recession) was no supply-side tax miracle. In fact, the combination of an
expansionary fiscal policy and a restrained monetary policy produced a number of
deleterious supply-side effects (such as restrained equipment investment and a
sharply increasing trade deficit). The current recovery, by contrast, has produced
stronger investment performance and less foreign borrowing, and thereby laid a
better foundation for future prosperity.
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.Economic Viewpoint.. . ..:

BY GARY S. BECKLR

WHY THE DOLE PLAN

WILL WORK

LOGICAL
Voodoo, the
plan isn't. The
tax cut’s
growth divi-
dend might
cover even
more than the
27% of lost rev-
enue that Dole
Nnow projects

Gty & Rt keer, the 1992 Nobel
Ltateqle, L tms AL the Unwversity
of Cliw oy a0y ; A Fallow 0t the
[lHevest §te tien

was surprised when I received a phone

call in early May to attend a meeting in

Washington with then-Semate Majority
Leader Bob Dole of Kansas, other senatars,
and a few economists to discusg the formula-
tion of an economic program for the Presi-
dential campaign. I had been the consummate
Washington outsider: I declined all invitations
to testify before Congress and had never even
set foot in the Capitol, the building where the
meeting was to take place!

But 1 accepted this invitation because I be-
beved that new economic initiatives were much
needed to raise the growth rate of America.
The meetings with Dole and his advisers gave
me a priceless education on the mix of eco-
pomic and other factors that determine an
€CoNomic program.

It was early agreed that cuts in income
and capital-gaing taxes were to be the cen-
terpiece of his program. I believed large cuts
were essential; their precise form mattered
much less. Dole chose a 16% across-the-board
tax cut from several alternatives because fam-
ilies can easily understand how that would
directly affect them. Moreover, this cut is a
major step toward the reforms he promised
for his first Presidential term: a simpler and
flatter tax structure, a balanced-budget amend-
ment to the Congtitution, and the require-
ment of supermajorities in Congress to raige
income-tax rates.

From the beginning, Dole wanted major ed-
ucation and training initiatives because he rec-
ognizes that investments in human capital are
essential to robust lang-term growth in modern

{ economies that depend on knowledge, skills,

and information. Better education and training
will also help narrow the inequality in esrnings
that has grown over the past two decades.
VOUCHERS AND SAVINGS. His program advo-
cates scholarships, or vouchers, for students
from middle-class and poor families that could
be spent at private schools, including parochial
schoals. Poorer students attend the worst pub-
lic schools, since they cannot afford either pri-
vate schools or good suburban schools. Vouch-
ers, choice, and competition among schools
sharply distinguish Dole’s approach from Pres-
ident Clinton’s, since he, along with the teach-
ers’ unions, has strongly opposed school vouch-
ers and choice.

The Dole plan indudes education savings
accounts that allow families to contribute $500
per year to an “education individual retire-

ment account” for each child, which can be
spent eventually on college or other post-high-
school education. It glso gives tax incentives to
companies to pay for training and retraining of
employees—including those who lost their jobs,
possibly becausge of downsizing.

The Dale program plans to first stop and

then roll back the rapid growth in regulations
under Presidents George Bush and Bill Clintan. _|
The Clinton Administration itself estimates |
that the cost of complying with federal regu-
lations in 1995 absorbed almost 10% of gross
domestic product, and the cost is continuing to
rise. Dole would require benefit-cost analysis to
justify new regulations and would reevaluate
all existing regulations.
FEEDBACK. I believe the full program can
reach the target of 3.56% growth per year. The
U.S. and many other countries have enor-
mous reservoirs of skills that are throttled by
high taxes, excessive regulations, and failures
to properly educate and train much of the
workforee. Any country will gain a large burst
in economic vitality if it can improve opportu-
nities for men and women to start businesses
and encourage much greater investments in
human and physical capital.

The tax cuts sand other incentives in the
Dole program would reduce federal revenues
by about $550 billion over the six-year period
to the year 2002. Faster economic growth and
reallocation of assets toward more taxable
forms induced by the whole program, not just
the tax cuts, is assumed to recover during
this six-year period about 279%, or $1560 bil-
lion, of the revenue loss.

I consider this 27% feedback conservative.
Martin 8. Feldstein of Harvard University has
estimated that the 1986 tax cuts yielded a
40% feedback. More than $200 billion, rather
than the assumed $150 billion, will be recov-
ered in six years if the Dole package raises
growth by only 0.2 percentage points each
year for six years: Instead of growing at 22%
each year, the economy would grow at 24% in
the first year, 2.6% in the second, and so on.

Some critics label the assumption of rev-

ﬁ#

enue recovery voodoo economics revisited, but

to me it is a simple implication of elementary
econamics taught to freshmen: that powerful
changes ia incentives have powerful effects
on behavior. Economists should go out of busi-
ness if they deny that taxes, puees,and costs
significantly alter behavior. This is the strength
of Dole’s economic plan.
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3ch Dale has proposed major tax cuis
anc cromised 10 offser the resuinung rev-
e iesses wiih additional spending cuts.
wi such spending cuts. the advan-
a22s of lower tax rates would be under-

:red by higher deficits that absoro sav-
ings and reduce investment. Dole budget
analvsts calcuiate that annual spending
must be cut by an additional S60 billion by
2002—about 3% of projected government
spending—1to offset the proposed tax cuts
and achjeve budgert balance.

Critics of the Dole plan argue both that
this 340 billien is basec on an ur deresti-
mate of the likely revenue loss. and thai
the needed spending cuis cannet be jusu-
Jied by the gains that would result from
lower tax rates. [ disagree with both criti-
cisms. I'll focus my comments on the 15%
rate cut since that's three-fourths of the to-
1al and the subject of almost all of the pub-
lic debate.

Higher Growth

Lower ::ax rales can cause higher
srowth by raising the raie of saving and
imvesiment. incregsing  entrepreneuria:
activiy, and encouraging more education
ang irzining. But when economists guan-
v the economic gains from lowering
marginal tax rates. we focus on the
shorter-term benefit of reducing ax-in-
duced distortions in behkavior. Consider
the potential 1mpact oi the Doie plan on 2
married coupie with S30.00% of taxabie in-
ome. An additienal doller of 1axable earn-
gy now means 2§ ce'm more in fooeral
income 1
ver-emplovee pay b
about five cents more in staie personal
Lwome taxes. a remarkable coribined

mrginal tax rate of 48%. Each extra dol-
warof pretax earnings only adds 32 cents of
spendable income.

The couple’s high marginal tax rate in-
duces them to substitute fringe benefits
and nicer working condidons for taxable
cash. Ever if it costs the company a dollar
10 provide some benefit that the empioves

aiues at only 60 cents. that will be a bet-
:2r deal than paving the dollar in wages
that shrinks to 32 cents before it can be
spent. The logical implication of this is
ciear: Companies will spend money on
iringe benefits and nicer working condi-
tions until the last dollar of such spending
is worth just 32 cents to the emplovee.
What a waste!

High marginal tax rates also affect
how much and how hard individuals

1axabie earnings would therefore mean 36
cents of spendable cash instead of the cur-
reni 32 certs. There would be less incen-
tive 10 substituie low-valued fringe bene-
fits and leisure for spencable irrcome. The
amount of waste would gecline. Although
an 3% increase seems small, experience
shows its effect would be substantal.

Taxpaver behavior after the 1956 tax
rate cuts provides some very useful evi-
dence. In a study based on a large sample
of anenymous 1ax rewurns provided by the
Treasury Department. I compared the tax-
able incomes of high-income individuais in
the vears before the 1ax rate cuts with
their 1axabie incomes aiter the rate cuts.
Zach 1% increase in th'&u@rate in-
creased iaxable income by ui 1%. an
estimate later coniirmed in arelated study
by economists at the Treasufy

Since middle-income taypavers might
be less responsive than tho e high-income

Board or Conrrlbutors

Hign marainal tax rates
affect how much and how
hard indiz1duals work.

taxpayers, I'll cut the earlier estimated re-
sponse in hali ang assume that the S in-
crease in the ne: iax rate causes the cou-
ple 1o increase its taxable income by jus:
1%, from S31900 to 532.606. Such 2n in-
crease 1n taxable income could occur be-
cause the husband or wife worked more or
oecause thev substitute bigger cash wages
for some fringe benefits.

The 52.000 of extra consumption and tax
revenue would otherwise have been fringe
benefits and leisure valued at about 32
cents per dollar, or $1.040. The $960 differ-

“ence between the $2,000 and that S1.040

value measures the reduction in waste that
results from the 13 rate cut. Economists
refer to this 5960 waste as the deadweight
loss of the higher tax rates.

\What happens to the tax revenue? A
couple with $30,000 of taxable income
would pay $1.340 less in tax if their income
were unchanged. In the language of the
Washington tax analysts, that's the
“static” revenue loss.

But the increase in taxable income in-
duced by the tax cut substantially re-
duces this revenue loss. The rise in tax-
able income reflects both the higher net

work. When extra work means S100 of 8#tax rate and the effect of the $1.340 static

pretax earnings but only $52 of additonal
spendabie income. the individual will
substitute more leisure and less demand-
ing work for the cash income that he
would otherwise prefer. Tbe logical im-
plication of this is clear- fhe employee
will pass up the chance to earn an addi-
tional $100 if doing so means giving up
leisure that he values at as little as 532.
What a wasted opportunity’

The Dole proposal. would cut the cou-
nla's marginal federal income tax rate

tax cut on the demand for leisure and
fringe benefits. Statistical evidence sug-
gests that the net effect would increase
taxable income by about $1.500. Taxing
tmsattheredueedmaxmnaltaxrateof

% plus the employer-employee payroll
tax rate of 15% produces $385 of extra tax
revenue. Instead of a static revenue loss
of $1.340, the “dynamic™ estimate of the
revenue loss is only $:35. The “feedback”™
effect of increased taxable earnings cuts
the loss of income tax revenue in this

In summary. {or this zoutie

implyving a total gain of $1.675 10 ihes
payers. The taxpavers gain more thar ~aw
- dollars for every collar of revenue loss.

The storv is similar for high-income
raxpayers except that we can expec: them
10 be more responsive to tax rate changes.
It's appropriate to assume that thev would
respond to the 15% rate cut with the same
responsiveness as in 1986—a 1% increase
in taxabie income for each 1% rise in the
net of tax share.

Consider 1 coupie with S300.000 «f :a%-
able income who now face a fede
Zinal ax rate. of 39.6%. A 157 cute
12X rates would imply a static ax cut
514,173 and a reduction in the margina!
tax rate to 33.7%. e raie cui wouwld
thus raise the ne{Xax share irom 32.3%
tassuming a2 3% effective state tax rate
and the 2.9% Medicare payroll tax: ¢

38.4%. an increase of 11.2%. Their
able income would rise by about $2¢ .
T Yraxing this at 33.7C plus the 37
\Iedxcar 1an implies additionai inTeme
ax revenue 97 31022y, ThHis revenue

Inedback reduces the static revenye s
by 2% 10 33.935.

Cutling tax rates by
couple’s deadweight |
518.000. The coupie save 3i-
initial tax biil and responds
marginal ax rate oy willingly :
{heir 1axaple income eneun G o
more in 1axes Hecause iie gnocs ai
+ices that they can buy with the
cash exceeds the value of in=
leisure and iringe benetits.
Criticisms

With these calculations 'n oiac.
look at the criticisms of the Dieae tax cul.
First, are the Dole assumptions aboui rev-
enue feedback really 100 optimisticT The
Dole budget analysis assumes a revenut
feedback equal to about one-third of the
static revenue 10ss. As my examples show,
the experience after the 194 tax cuts
would actually imply substantiaiiv greater
revenue feedback and therefsre less nei
revenue loss.

Second, can the spending cuts needed
to pay for the tax cuts be economically
justified? Government spending is jusu-
fied only if the benefjt that it produces ex-
ceeds the total cost of paying for those
benefits, inciuding the -deadweight loss of
raising the revenue. With today's very
high marginal tax rates, the toial cost
now exceeds more than two dollars for
every extra dollar of government spenc-
ing. If Congress can use that as the crite-
rion for judging existing spending pro-
grams, it shouldn't be difficult to identify
the $60 billion of additional desirable
spending cuts. "t getting those cuts ern-
acted will ire a Congress and a pres-
ident committed to deficit reduction and
budget balance.

. T2dices this
e n
172 of iheir
Ne ‘nwer

lel’s

Mr. Feldstein, former chairman of tie
President s Council of Economic ddvisers._ is



The Rush to Cut: Tax Cuts

And the Economy
by David A. Wyss

-~3oth Presrdent Clinton and candidate Robert Dole are
being pushed toward a major tax cut as a primary eco-
nomic initiative of their campaigns. Proposals [or a
13¢¢ across-the-board cut in 1ax rates are gaining sup-
port in the Dole campaign team, sometimes tempered
by support for measures to balance the budget. Presi-
dent Clinton’s team has proposed its own set of 1ax
benefits, concentrated on higher-education deductions,
1o blunt the political popularitv of the Lax cut message.
The final versions of both parties’ positions will prob-
ablv emerge over the summer.

The political advantage of proposing a 1ax cut seems
clear. No one likes paving taxes, and all taxpavers be-
lieve thev are paving more than their fair share. Both
parties again seem o be promising the voters the best
of all possible worlds—lower taxes, more spending on
lavored programs. and a balanced budget. Moreover, a
lax cut could, in the short run. increase output and in-
come. With no offsetting spending cuts, the standard
Kevnesian multipliers will assure that increased con-
sumption will boost production.

In the longer run, however, the increased consumption
will necessarily raise interest rates and lower invest-
ment. Potential GDP will decline relative to the base-
line, slowing economic growth. The higher federal defi-
¢its reduce the national saving rate directly, and the
build-up of federal debt puts increasing pressure on the
budget by raising interest costs. In addition the bond
market could be spooked by deficit fears, making the
gains even shorter-term than DRI/McGraw-Hill
forecasts. ‘

Some simple arithmetic should lay 1o rest any hope that
cutting taxes will not hurt the budget. If 1ax rates are
cut by 159 across the board, nation::! income must rise
by 15% 10 keep taxes constant. Even if productivity
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growth doubles as a result of the tax cut, it will take aver
a decade for the added growth to offset the initial 1ax
loss. By that time, the level] of federal debt will be in-
creased by nearlv $2 trillion.

The onlv wav to offset the reduction in investment is 10
match the wax cuts with spending cuts. The amount of
money the federal government takes out of the econo-
my does not depend on taxes, but on spending. Every
daollar the federal government spends must be taken out
of private income, either through taxes or borrowing.
Taxes come partlv out of investment and partly out of
consumer spending: borrowing comes entirelv out of
invesiment.

Tax cuts. which are sold as “supplv-side ™ economics, are
in fact the antithesis of concern for the supply of goods

and services. The primary impact of higher deficits is 10
reduce investment, reducing the funds avaslable for pri-
vate investment. The resulting lower capital stock re-

EXHIBIT 1

Tax Cuts Without Spending Cuts Raise
Interest Rates

(30-year Treasury yield, difference from trend)

3
2
1
™ ==
t
.
4
o “s
L 1 1 L Il [l —|
—1r T ] 1 1 1
94 g6 98 00 02 04 06
e Tax Cuts Only = = = Matched by Siending Cuts

DRI/McGraw-Hill U.S. Review, June 1996 27



Special Study/U.S. Regional Economies

duces the capacity of the economy Lo supply goods and
services.

To examine the full impact, DRI has run simulations of
the impact of a 153%: cut in personal and corporate in-
come taxes. We have also simulated the impact of such
a cut matched by reductions in federal spending.

Raising the Deficit .

A 1ax cut that is not matched bv spending cuts will raise
the federal deficit, despite increasing near-term growth.
The problem is especiallv severe because the economy is
now operaling near capacity, and inflation is thus a
greater threat. So f{ar, inflation has remained stable in
spite of an unemployment rate that is probably below
the long-term NAIRU (non-accelerating rate of unem-
plovment, or “full emplovment™). Faster grawth is un-
likelv 10 be tolerated by the Federal Reserve or the -
bond market. ncither of which believes in the wishful
thinking ahout a 4% potential rate of GDP growth.
Even if the Fed could be coerced by the politicians to
ignore the deficit, the bond market is unlikelv 1o

coope rate.

For this simulation. DRI has assumed a 15 cutin all
corporate and individual tax rates. Pavroll (social secu-
ritv and Medicare) and other non-income axes are as-
sumed 10 be unaffected. The cul is a cut 1in the 1ax rate,
not an increase in deductions or 1ax credits. The Feder-
" al Reserve is expected to follow its narmal reaction 10
changes in the economy, and not 10 try to slow the econ-
omy down in advance of the tax cut. In practice. we
would expect the Fed to react quickly, since the scenario
is familiar 1o them.

In the short run. the tax cut will raise real GDP. Real
GDP is boosted 1.3% in 1997 and 1.5% in 1998. that is.
the growth rates are boosted 1.3 percentage points and
an additional 0.2 percentage point. The unemplovment
rate drops in response to the stronger growth, falling 10
4.8% in 1998 compared with 53.7% in the baseline. The
lower gnemploviment rate raises inflation. with a lag.
On average, the CPl inflation rate is 0.3 percentage
points higher than the baseline over the 10-vear projec-
tion. rising 10 4.4 in 2006 compared with 4.0% in the
baseline. b

The Federal Reserve responds to.the stronger growth by
raising interest rates. Bond markets are further af-
fected by the increased barrowing need” of the federal
government. The federal funds rate rises to a peak of
8.0%% in 1998, compared with 3.8% in the baseline. The

e =L L.~ 10aQ0

EXHIBIT 2 .

The Economy Gets a Demand-Side Boost in the
Short Run '

(Real GDP, billions of chain-weighted 1992 dollars, difference
from trend)
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vield on the 30-vear bond reaches 8.4%, and holds two
percentage points above the haseline level. We have
used the DRI model’s estimate of the reaction of the
Fed and bond markets to increases in the federal budget
deficit. In fact. since they would sec the emerging defi-
cit in advance, both might react faster.

The federal deficit swells 10 $422 billion (unified basis)
in fiscal 2006, compared with an optimistic $97 billion 1n
our baseline estimate. About 60% of the increase is
accounted for by higher interest on the national debt,
which is primarilv the result of the accumulated deficit
over the 10-vear forecast period. The federal debt in
private hands (excluding holdings by the federal 1rust
funds) is $1.8 trillion. or 37% above the baseline levelin
2006. '

Business f{ixed investment would gain in the short run
from the stronger demand for final products and the
improved after-tax corporate cash flow, which will tem-

‘porarily overcome the impact of higher interest rates.

By the end of the ]10-vear forecast period, however, in-
vestment is $30 billion, or 2.9%, below its baseline level
Housing is also hurt by the higher inerest rates. with
residential construction $8.4 billion. or 2.6%. below th¢
baseline in 2006.

On the olher hand, the lower tax rates boa:z: consumer
spending by $78 billion. or 1.4%, in 2006. Even with
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IXHIBIT 3
Spending Cuts Raise Investment

3usiness fixed investment. billions of 1392 chain-weighted doilars.
Jifference from trend)
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this. the saving rate rises o 6.6% in 20006, compared
with 4.7% in the baseline. The higher personal saving,
however. is not enough to offset the higher federal bor-
rowing rcquirement. There is an increased inflow of
forcign capital to close part of the gap. The dark side of
that is @ worsening trade deficit, whick widens to $277
hillion in 20006, nearly twice 1ts baschine level.

Overall, the tax cut improves the economy’s short-term
performance but at the expense of the longer-term per-
formance. The tax cut shifts spending {rom investment
o consumption, and, in turn, lowers the long-term
growth of productivity and thus real incomes. The wid-
cr federal deficit warsens our foreign trade gap, and
raises inflation despite stringent Fed measures.

The danger is that the performance doesn’t look too
bad to those voting for it. The economy improves in the
first four vears, because of the boost given consumption.
The higher inflation is noticeable, but at the current low
rates, not alarming. Proponents will tout the higher
personal saving rates as evidence of supply-side bene-
fits, conveniently forgetting that what counts for invest-
ment is the national saving rate, which is net of govern-
men! borrowing.

A tax cut unaccompanied by spending cuts is simply one
more sacrifice of the future for the present. The widen-
ing budget deficit in our projection reflects the buicup
of {ederal debt. The interest pavment on that debt will
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burden the budget and the taxpaver [or genceratiops.
Today's budget would be balanced were 11 not for the
interest needed to pay off the borrowing of the past.
The 2006 budget would be nearly balanced were it not
for pavments on the barrowings needed w {inance the
1997 wax cut.

Responsible Policy: Less Spending
Matches Lower Taxes

A responsible approach is to match the cuts in taxes
with equivident cuts in federal spending. In our projec-
uon. we have phased in the cuts in two steps. All spend-
Ing companents are cut except social security and inter-
est on the federa debt.

This balanced approach creates a stronger economy.,
The lower federal spending permits a shift to more in-
vestment, and thus raises productivity growth. Iaflaton
1s kept in check by the stronger producuvity, with CPl
inflation averaging 0.1 percentage point lower over the
decade.

Because of the timing of the cuts, there is still a wider
deficitin 1997 and 1998. By 20(}, however, the budget
gap 1s back to its baseline level. Although ideally we
would prefer 1o balance the budget first, then cut taxes.
we have simulated the more hikely political action of
culting taxes {irst and spending Jater. Unfortunately.

il

EXHIBIT 4
Tax Cuts Raise Consumer Spending

(Reat consumption. billions of 1992 chain-weighted dollars.
difference from trend)
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the even more likelv political action is to cut 1axes first,
and promise to cut spending later.

The target for the simulation was 10 return to the same
level of debt at the end of the 10-year period, which im-
plies the same average deficit over the decade. The
Federal Reserve and the bond market respond to the
economic change bv lowering interest rates. The vield
on the 30-vear bond drops to 5.3%, 60 basis points be-
low its baseline level, by 2006.

Real GDP is ﬁmrginali_\' lower through most of the peri-
od, because of the weaker government spending. Pri-
vate GDP, however. is up throughout the period, and is
$40 billion higher in 2006. Baoth consumer spending and
business investment are higher throughout the decade.

The big winner is business tnvestment, which is 3.5%
higher in 2002, at its peak. Stronger investment prapels
productivitv growth: in 2006, potential GDP is 0.5%
higher. This increase sounds modest for a decade. hut
this is about the most that can be accomplished withouot
impacting private consumption. The economy is near
capacity throughout the period in the baseline. so any
increase in investment spending must, in the short run,
be balanced by lower spending elsewhere. In this simu-
lation. the lower federal spending does most of the
balancing.

There is little impact on emplovment or unemplovment
in either of these two simulations. The ¢conomy is near

EXHIBIT 5

Raising Long-Term Potential Growth Requires
Spending Cuts

(Potential GDP, billions of 1987 doflars. difference from trend)
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capacity, and the Federal Reserve will not tolerate sig-
nificantly more growth than is already in the baseline.
The unemployment rate averages 5.8% over the decade,
just abave our estimate of full employment.

By construction, the federal deficit averapes the same as
in the baseline projection. The cuts required to hold
the deficit down after the 15% tax cut are probably un-
realistic, given recent experience in trving to balance the
budget. We assume no cuts in retirement programs.
Medicare and Medicaid are cut 10% from their base-
line. Other transfer programs, such as AFDC, food
stamps, unemplovment, and supplementary social insur-
ance, are also cut 109%: we expect the wellare programs
ta suffer greater cuts, and foad stamps and related
items smaller reductions. Federal purchases are cut
159 . Cuts are spread over the first two vears of the
program, with the larger cuts made in 1997.

This program is not as politically attractive as a pure 1ax
cut. Those who benefit from the government programs
will complain about the cuthacks. The immediate gain
o real output is modest and short-lived. In the Jonger
run. however, this policy provides a more balanced
cconomy with stronger growth. It also prevents the
buildup of debt that will eventually throtde the budget
and the economy.

Spending Cuts Only

From an cconomist’s standpoint. an even more atirac-
tive option would be 10 cut spending withou! cutting
taxes. From a politician’s standpoint. this is attractive
onlv if he wants to collect his pension early.

The large spending cuts, unmaiched by 1ax cuts, create a
budget surplus by 1999. Although there is no recession.
the ecanomy is significantly slower in the near term. in
spite of sharp declines in interest rates. The vield on
the 3(l-vear Treasury bond falls 10 4% in 1998, with the
federal funds rate dropping back 10 3%.

This simuiation is in many respects the opposite of the
first (tax-cut) simulation. Near-term pain is substantial.
but in the long run the lower interest rates and higher
national saving permit stronger growth of the real econ-
omy. Since the simulation is towallv unrealistic from a
political standpoint, there seems little need for detailed
discussion.

Summary

Tax cuts unmatched by spending cuts are an atractive
aption politically, since thev give the economy a near-
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--Expands the definition of first-time farmers that states can provide loans to using the
proceeds from issuing tax-exempt bonds. Now people can have owned more land and buy
land from relatives and still be considered first-time farmers.

--Other provisions of benefit include an expansion of the IRA for homemakers 1o the full
$2,000 even if they do not have sufficient income and simplifies rules for self-employed
pension plans.

IIT) 1996: The Health Insurance Portability and Accountability Act of 1996

This act, signed by the President on August 21, is directed at enabling people to move from job to

job and retain health insurance. It includes some tax provisions of benefit to agriculture.

Tax Benefits of the Act:

--Expands the deduction for self-employed health insurance costs. The deduction, was
extended at 25% in 1993, raised to 30% in 1995, and this act raises it to 40% in 1997 and
slowly thereafter until it reaches 80 percent starting in 2006. Farmers pay $1 billion in
health insurance premiums each year. This change will provide tax savings for some
400,000 families.

—Creates medical savings accounts for a maximum of 750,000 taxpayers who must be
self-employed or work for a firm of fewer than 50 employees. Participants will be able to
deduct contributions (up to a limit) from income and social security taxes and withdraw
the savings for medical expenses tax free. Participants must be in a high deductible health
insurance plan.

IV) 1996: Administration’s Current Tax Proposals

The administration would provide targeted benefits to individuals and businesses. The

administration had previously proposed the increase in capital expensing, the expanded deduction
for self-employed health insurance costs, and pension simplification enacted as described above.

Other Tax Benefits Proposed:

--Provide a tax credit for dependent children. Tax relief for families in the form of a
credit of $300 per dependent child under age 13, rising to $500 after 1998. The credit
phases out for incomes above $75,000.

--Provide a tax credit and dedultion for education expenses to encourage more people to
attend college. The deduction is for higher education expenses for the taxpayer, the
taxpayer’s spouse or children for up to $5,000. Beginning in 1999, the deduction would
rise to $10,000. It is available for joint filers with incomes up ‘0 $100,000. Alternatively,
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termn boost and provide a present for the taxpaver. The
longer-term problems are for the next administration:
however, the long-run cannot be ignored forever. The
build-up of debt and the decline in investment caused

by the siphoning of savings to {inance the deficit eventu-

ally slow the economy.

I the lower taxes are maiched by lower spending, the
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results are clearly positive. at least tor the macroecono-
myv. The microeconomic impacts on the beneficiaries of
federal-programs are the reason whyv such Draconian
spending cuts have so far proven impossible.

David A. Wiss is DRIIMcGraw-Hill's Research Direcior
and Chief Financiul Economisi.

DRI/McGraw-Hill U.S. Review, Junie 1996 31



Talking Points
Vice President Al Gore
Signing Ceremony -- The Food Quality Protection Act
' : August 3, 1996

-~ (Acknowledgments from advance)

Today, we do right by American familiés and their children.

After years of debate over our nation’s food safety laws, the | |
President is about to sign into law a comprehensive overhaul that
will strengthen the nation’s food safety. system.

This law -- which the Clinton Administration has urged since 1993
---will ensure health and safety for American families in three
important ways:

First, the law establishes a more protective, more stringent health-
based standard, so American families can have increased '
protection from pesticide exposure.

Second, special new provisions in the law will protect infants and
children from pesticide health risks--important measures that will
bring the latest science to the supermarket.

Finally, the law includes new measures to expand consumers’
right-to-know about pesticide health risks, more than ever before.

In September 1993, nearly three years ago, we joined together to
chart a new, more stringent system to achieve those protections.

Today, that system is a reality. And it is a reality, above all,
because of the leadership and determination of the person I now
have the honor of presenting. The President of the United States
... Bill Clinton
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USDA PESTICIDE DATA PROGRAM

The Pesticide Data Program (PDP) is designed to improve the protection of consumers by
increasing the amount of data that can be used to assess dietary risk and aids farmers by making
accurate data available on the levels of actual pesticide residues that are detected in food.

The Program is targeted to collect data on foods for which EPA has significant needs in two key
areas:

1) The Program collects data that ~nzbles EPA to implement the recommendations of the 1092
National Academy of Sciences Report on Pesticides in the Diets of Infants and Children which
urged improvements in the availability of residue data on foods widely consumed by children so
that their diets can be better protected. The Report indicated the need for more complete and
statistically reliable data sets on foods that children consume.

2) Actual residue data on crops and pesticides is of major importance to minor crop producers.
Without this data to accurately assess exposure EPA is left with worst-case scenarios, rather than
real world information, in determining whether farmers will still be allowed to use important
pesticides. EPA has indicated that PDP has been crucial in performing risk analyses for more
than a dozen active ingredients that are of importance to farmers. '

On August 3, 1996 President Clinton signed the Food Quality Protection Act which makes
significant changes in the nation’s pesticide laws.

Implementation of the new Food Quality Protection Act requires a more comprehensive
evaluation of dietary risk that will place a premium on high quality residue information.
Congress recognized the importance of this data by including in Title III of the Act language that
mandates pesticide data collection. Section 301 (c) Residue Data Collection states:

“The Secretary of Agriculture shall ensure that the residue data collection activities conducted by
the Department of Agriculture, in cooperation with the Environmental Protection Agency and the
Department of Health and Human Services, provide for the improved data collection of pesticide
residues, including guidelines for the use of comparable analytical and standardized reporting
methods, and the increased sampling of foods most likely consumed by infants and children.”

The data collection activities mandated in this section are identical to those conducted by the
USDA Pesticide Data Program. The monitoring data collected by the Food and Drug
Administration for enforcement purposes does not provide the same representative information
that is collected by PDP for use in regulatory decision- making.

¢



The swift and unexpected passage of the legislation provided virtually no opportunity for the
Administration or members of Congress to coordinate pesticide legislative deliberations with
discussion on other key legislation. In particular, the pesticide bill was passed after work in
con\fezence had been completed on the Agriculture Appropriations Act. mh the
pesticide bill mandated pesticide residue data collection, no funds were included for PDP in the

The most direct impacts from the lack of funding for PDP will be an insufficient amount of
information to adequately meet the data requirements for assessing the diets of infants and
children and the probable loss of important pesticide uses for minor crop producers due to the
shortage of data to accurately assess the actual dietary exposure.
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- EPA Administrator Carol Browner

- USDA Deputy Secretary Richard Rominger

- Food and Drug Administration Commissioner David Kessler
- CEQ Chairman Katie McGinty.

I'd also like to thank former Deputy Assistant to the President Bill
Galston and others in the Administration who have worked on this
legislation.

And I'd like to acknowledge and thank the rest of you here today who
have worked to bring this legislation to fruition. You represent a
remarkably diverse set of interests including, the Crop Protection
Association, the Farm Bureau, the National Food Processors
Association, the Environmental Working Group, and the Natural
Resources Defense Council. You've come together in the interests of
the American people, and | thank you for it.

And I'd like to thank the youth for joining us -- they are here from farm
families in New Mexico, South Dakota, Pennsylvania and from two
local schools, Conner Elementary in Manassas Park and Hunter
Woods Elementary in Fairfax. :
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TO: Jeremy D. Benami
TO: Elizabeth E. Drye
FROM: Carol H. Rasco

Domestic Policy Council

SUBJECT: welfare reform

Bruce and I had a conference call with a group from HHS this
afternoon. Kevin was perky but wow, the rest of the group sounded
like it was straight from a morgue.

The call was to discuss preliminary planning for implementation.
Bruce and I talked afterwards and neither of us was overwhelmed by
their plans. We have told them we want them working with USDA and
SSA, that we want a good comprehensive memo on implementation for
POTUS by August 20.

I will talk with Kevin next Wednesday to get an update.

Bruce and I are going to next week decide if we think we are
headed to a White House led group meeting weekly or bi-weekly like
crime bill..:..the idea excites neither of us! We thought about
asking Ken Apfel to chair it so we won't have to attend every
time! '

Seriously though...let's all keep our ears open...I don't want
screwy stuff happening between now and Nov. on this program.

They did say they are talking about some kind of conference in
Sept. with states and possibily a couple of conferences in
Oct....we'll learn more next week.

The first deadline so to speak is Child Support performance
standards by Nov. 96. The AFDC block starts by July 97 but states
have an incentive to go earlier and they are already calling
wanting to know how to do it. And of course there are TONS of
questions already about how the current waivers will merge into
all this.

The first reg that will require a lot of work is that dealing with
maintenance of effort....others aren't as pressing as they don't
affect things in year 1.

That is about it for now.....I just keep thinking about how chilly
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TO: (See Below)

FROM: David Shipley

Office of Communications

SUBJECT: draft potus statement for bill signing

DRAFT 8/2/96 2:00 P.M.

PRESIDENT WILLIAM J. CLINTON

STATEMENT ON SIGNING THE FOOD QUALITY PROTECTION ACT
THE WHITE HOUSE

AUGUST 3, 1996

Acknowledgments: TK. VP introduces.

We gather today in celebration. This morning, I will sign into
law legislation that will protect the health and safety of all
Americans -- especially our children.

The Food Quality Protection Act is important for several reasons.
It will revolutionize the way we protect our food from harmful
pesticides. It proves that we do not have to choose between a

strong environment and a healthy economy. And it shows that we

can come together -- across special interests and party lines --
to do what is right for the American people. May this bill be the
model for the way we meet all our challenges as we stand at the
dawn of a new century.

It is my duty as President to do everything in my power to see to
it that Americans live

with the basic security of knowing that the food we eat, the air
we breathe, the water we drink will not make us sick.

In the last 3 1/2 years, I have worked hard to meet this
fundamental promise e stood up to and stopped an all-out
assault on our most basic public health and safety protections. ]
We strengthened and expanded the Community Right to Know law,
which requires industries to tell our citizens exactly what
substances are being released into the world around Q§J Last
yvear, we put in place strong new protections to ensure that the
seafood we eat is safe. And last month, I announced steps to
revamp our meat and poultry inspection system for the first time
in 90 years -- to revolutionize the way our nation protects food
safety.

oo
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Today, we add the cornerstone to the solid foundation we've built
for America's families: The Food Quality Protection Act. This
landmark legislation overhauls and strengthens the way we
regulate pesticides. I like to think of it as the "Peace of Mind
Act," because it will give parents the peace of mind_that comes
from knowing that the (fruits, vegetables, and grains:}hey set
down in front of their children are safe. 5%6,)*

This legislation is long overdue. Written with the best
intentions decades ago, the safeguards that protect our food from

pesticides are simply no longer up to the job. Bad pesticides haqve-

stay)on the market too long. Good alternatives are kept out.
A ‘5\/,«,
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There are strong protections against cancer, but not against
other health dangers. There is no uniform standard for what is
safe.

The weaknesses in the law put us all at risk -- but especially
our children. According to the National Academy of Sciences,
infants and young people are particularly vulnerable to
pesticides. Chemicals can go a long way in a small body.

The Food Quality Protection Act puts the safety of our children
first. First, it sets a clear, consistent standard for all
pesticide use on all foods for all health risks. It also sets
that standard high: If a pesticide poses a danger to our
children, then it won't be in our food. Period.

Second, the Act will reform the regulatory process for
pesticides. New, safer substitutes will be approved faster. The
sooner they get on the market, the sooner farmers will be able to
use them to replace older pesticides that may pose greater health
risks. All pesticides will be reviewed regularly using the best
science available.

Third, this legislation will see to it that consumers get the V//

facts they need. Supermarkets will be ;gggﬁ;gszg is laﬁ (I

information telling shoppers what pesticides hav “been

used on the food they are buying. (o ot o b e
(/l\"“"‘
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A family should be able to gather for a summer dinner knowing
that the fruits and vegetables before them will provide nothing
more than nourishment and joy. Americans have enough on their
minds without having to worry about whether or not the food they
eat will put them in harm's way. With this legislation, Americans
will continue to have the security of knowing that the world's
most bountiful food supply is also its safest.

PR public hgalrt

Just as important as what this law does, is h it came into
being. Most of us here have worked for years fo reform our
pesticide laws. Early in my administration, sent reform
legislation to Congress. The Food Quality Pyotection Act meets
the goals I set forth. And it comes to my sk with the support
of farmers and environmentalists, d&erSamer/groups and the
agriculture industry -- and the medéeal’ community. After more
than a decade of work, these diverse groups have come together to
say with this bill: We do not have to choose between a strong

economy a safe, environment. We can have both.

This bill also comes to the White House with the unanimous
backing of Republicans and Democrats in Congress. [Special word
of thanks to leadership of Reps. Bliley, Waxman, and Dingell.]
What a difference a year makes. Last August we were fighting off
an all-out assault to rollback our most basic safeguards for
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PRESIDENT WILLIAM J. CLINTON
WEEKLY RADIO ADDRESS

THE WHITE HOUSE

AUGUST 3, 1996

Good morning. Today I am pleased to announce a major step toward
protecting the health and safety of all Americans -- especially
our children. In a few moments, I will sign into law legislation
that will revolutionize the way we protect our food from harmful
pesticides.

It is my duty as President to do everything in my power to see to
it that Americans live
with the basic security of knowing that the food we eat, the air
we breathe, the water we drink will not make us sick.

M., Adsind
In the last 3 1/2 yearsl( have worked hard to meet this —
fundamental promise. \We /stocd up to and stopped an all-out
most basic public health and safety protections
We strengthened and expanded the Community Right to Know law,
which requires industries to tell our citizens exactly what
subst ing released into the world around usj Last
year, we put in place strong new protections to ensure that e
seafood we eat is safe. And last month, I announced steps to
revamp our meat and poultry inspection system for the first time
in 90 years -- to revolutionize the way our nation protects food
safety.

Today, we add the cornerstone to the solid foundation we've built
for America's families: The Food Quality Protection Act. This
landmark legislation overhauls and strengthens the way we
regulate pesticides. I like to think of it as the "Peace of Mind
Act," because it will give parents the peace of mind that comes

from know1ng that the fraits"*vegetabtes*-and—gfa;ns(they set
down in front of their children are safe. _ o ¢’ A%ﬁ?oL
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This legislation is long overdue. Written with the best ks d
intentions decades ago, the safeguards that protect our od from
pesticides are simply no longer up to the job. Bad pestigides

stay?on the market too long. Good alternatives axe- keptjout.

There are strong protections against cancer, but not against

other health dangers. There is no uniform standard for what is

safe.

The weaknesses in the law put us all at risk -- but especially
our children. According to the National Academy of Sciences,
infants and young people are particularly vulnerable to
pesticides. Chemicals can go a long way in a small body.




The Food Quality Protection Act puts the safety of our children
first. First, it sets a clear, consistent standard for all
pesticide use on all foods for all health risks. It also sets
that standard high: If a pesticide poses a danger to our
children, then it won't be in our food. Period.

Second, the Act will reform the regulatory process for
pesticides. New, safer substitutes will be approved faster. The
sooner they get on the market, the sooner farmers will be able to
use them to replace older pesticides that may pose greater health
risks. All pesticides will be reviewed regularly using the best
science available.

Third, this legislation will see to it that consumers get the éy/
facts they need. Supermarkets will be required to display

information telling shoppers éﬁﬁgtiyswhat pest1c1des/have—beeﬁ-9

used_on_the_fond_they_are_h5¥ing nsko el A4
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A family should be able to gather for a summer dinner knowing
that the s and vegetable efore them will provide nothing
more than nourishment and joy. Americans have enough on their
minds without having to worry about whether or not the food they
eat will put them in harm's way. With this legislation, Americans
will continue to have the security of knowing that the world's
most bountiful food supply is also its safest. ub\k;] Q;Z

being. The Food Quality Protection Act comes " to my Adesk with the <;wa>(
support of farmers and environmentalists, cessemer/groups and theéomp#Jn
agriculture industry -- and the medical community. After more
than a decade of work, these diverse groups have come together to
say with this bill: We do not have to choose between a strong
economy and a safe environment. We can have both.

Just as important as what this law does, is how 1t/g%me into

This bill also comes to the White House with the unanimous
backing of Republicans and Democrats in Congress. What a
difference a year makes. Last August, we were fighting off an
all-out assault to rollback our most basic safeguards for clean
air, clean water, clean food. Our traditional bipartisan
commitment to protecting the public health and our environment
seemed at risk. Today, I am proud to say that today we stand on
common ground.

This is how we can meet the challenges of our time -- not by
drifting apart, but by coming together. In the last week, members
of both parties have joined in common cause to do what's best for
America: to end welfare as we know it, to raise the minimum wage,
to pass health-care reform, and to safeguard our food. This is
truly a season of progress. We are coming together around our
basic values of opportunity, responsibility, and community. If we



keep it up, we will surely make this an age of possibility for
all Americans. Thanks for listening.

Distribution:

TO: Michael Waldman
TO: Victoria L. Radd
TO: Brian J. Johnson
TO: Elizabeth E. Drye
TO: Barbara D. Woolley
TO: Ann M. Cattalini
TO: Kris Balderston
TO: Eric L. Schnure



clean air, clean water, and clean food. Our traditional
bipartisan commitment to protecting the public health and our
environment seemed at risk. Today, as I look out at everyone
here, I see a different story. I am proud to say that we stand
again on common ground.

This is how we can meet the challenges of our time -- not by
drifting apart, but by coming together. In the last week, members
of both parties have joined in common cause to do what's best for
America: to end welfare as we know it, to raise the minimum wage,
to pass health-care reform, and to safeguard our food. This is
truly a season of progress. We are coming together around our
basic values of opportunity, responsibility, and community. If we
keep it up, we will surely make this an age of possibility for
all Americans.
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PLEASE DELIVER TO BARBARA WOOLLEY

ACPA Board Members

Robert Woods (Zeneca) 302-886-1101
}eé’Bomcmpo (Ciba) 910-632-2617
Chatles Fischer (DowElanco) 317-337-4572 .

Howard Minigh (Americen Cyanamid) ~ 201-831-3395

Richard Urbanowski (ISK Biosciences) 216-357-4157

\é}}‘ Al Ungulli (Uniroyal) 203-573-3348
\ Amold Donald (Monsanto) 314-694-3254
Bill Schumann (FMC) 215-799-5884

James Reilly (Ecogen) 215-757-1590

I added the last one.
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July 26, 1996

FFDCA PROVISTONS

-has : The bill establishes a
strong, health-based safety standard for pesticide residues on all foods. It uses “reasonable
cerizinty of no harm” as the general safety standard, the same approach used in the
Administration’s 1994 bill.

¢ A single, health-based standard eliminates longstanding problems posed by multiple
standards for pesticides in raw and processed foods.

#Requires EPA to consider all non-occupational sources of exposure, including drinking
water, and cxposure to other pesticides with a common mechanism of toxicity when
setting tolerances.

#The bill also distinguishes between pesticides with ‘threshold’ and ‘non-threshold”
effects, an important distinction to strengthen health-based risk determinations.

Special Provisions for Infants and Children: The bill incorporates language virtually identical
to the Administration’s 1994 bill 10 implement key recommendations of the National Academy of

Sciences report “Pesticides in the Diets of infants and Children.”
#Requires an explicit determination that tolerances are safe for children.

#Includes an additional safety factor of up 10 ten-fold, if necessary, to account for
uncertainty in data relative to children.

#Requires consideration of children’s special sensitivity and exposure to pesticide

chemucals.
Limitations on “Benefits” Considerations: Unlike current law, which contains an open-ended

provision for the consideration of a pesticides “benefits” when setting tolerances, the bill would
place specific limits on benefits considerations.

#Benefits considerations would apply only to non-threshold effect pesticides (e.g.,
carcinogens), so that no benefits considerations would be allowed when setting tolerances
for all other pesticides that may have reproductive or other effects.

¢Further limited by three “backstops” on the level of risk that could be offset by benefits
considerations. The first is a limit on the acceptable risk in any one year — this limitation
greatly reduces the risks. The second limitation is on the lifetime risk, which would allow
EPA to remove nisky tolerances after specific phase-out periods. The third limitation is
that benefits could not be used to override the health-based standard for children.
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Tolerance Reevaluaion: Requires that all existing tolerances be reviewed within 10 years to
make sure they meet the requirements of the new health-based safety standard.

Endocrine Disruptors: The bill incorporates the Safe Drinking Water provisions for endocrine
testing, and also provides new authority under FFDCA to require that chemical manufacturers
provide data on their products, including data on potential endocrine effects.

Enforcement: Includes enhanced enforcement pf pesticide residue standards by allowing FDA
to impose cvil penalties for tolerance violations.

Right to Know: Requires distribution of a brochure in food stores on the health effects of
pesticides, on how to avoid risks, and on which foods may contain higher pesticide residues
because of benefits considerations. The bill also specifically recognizes a state’s right to require
warmnings or labeling of food that has been treated with pesticides, such as California’s Proposition
65 requirements.

Uniformity of Tolerances: States will be unable to set tolerance levels that differ from national
levels unless the state petitions EPA 1o set a tolerance based on state-specific situations. National
uniformity, however, would not apply to tolerances that included benefits considerations.

FIFRA PROYVISJONS
Minor Use Pesticides:

¢Encourages “minor use” registrations through extensions for submitting pesticide residue
data, extensions for exclusive use of data, flexibility to waive certain data requirements,
and requiring EPA to expedite review of minor use applications.

¢Establishes minor use programs within EPA and USDA to foster coordination on minor
use regulations and policy, and provides for a revolving grant fund to support
development of data necessary to register mmor use pesﬁmdes

Pesticide Reregistration Program: Reauthorizes and increases (from $14M to $16M per year)

user fees necessary to continue the review of older pesticides to ensure they meet current health
and safety standards.

Registration of Safer Pesticides: Expedites review of safer pesticides to help them reach the

market sooner to replace older and potentially more risky chemicals.

Anti-microbial Pesticides: Establishes a new requuemem to expedite the review and

registration of anti-microbial pesticides.

L;ﬂmmkms_{mmﬂmmal Requires EPA to periodically review pesticide registrations,
with a goal of reviewing a8 pesticide’s registration every 15 years, to ensure that all pesticides meet
updated safety standards.
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Major Provisions of H R, 1627

H.R. 1627 would amend the I'ederal Insecticide, I'ungicide, and Rodenticide Act (IF1FRA) and
the Federal Food Drug and Cosmetic Act (FI'DCA) as described below.

FIFRA Amcndments

-- Background

FIFRA requires EPA to regulate the distribution and use of pesticidcs used in the United States
and to evaluate their risks to human hcalth and the environment. Pesticides must be registered
for use by EPA before they can be marketed, and pesticides rggwla,rcd prior to 1984 must be
reregistered based on current safcty standards.

-- Registration and Rercgistration

H.R. 1627 would establish a goal for EPA to review cach pesticide registration cvery 15 years to
ensurc the pesticide meets current health and safety standards. 1t would also expedite
registration of reduced risk pesticides. EPA would be authorized to collect up to $14 million
annually {or pesticide reregistration maintenance fees during 1998-2001 and to collect an
additional $2 million annually in fees during 1998-2000. FPA’s authority to collect pesticide
reregistration fccs would otherwise expirc at the end of 1997.

-- Minor Use Pesucides

LEPA and USDA would be directed 10 establish programs to facilitate the registration of minor
use pesticides. Minor use pesticides are defined as pesticides used [or crops grown on less than
300,000 acres nationwide. Appropriations of $10 million would be authorized annually to
USDA for grants to develop data to support minor usc pesticide registration. Appropriations of
$12 million would be authorized for the Department of Health and [Tuman Services (HHS) in
1997 for grants to devclop data to register pesticides used predominantly in public health
programs.

-- Data Collection

The Sccretary of Agriculture would be required to develop and implemcnt procedures to improve
data collection on food consumption patterns of infants and children. The Secretary is to
undertake this activity in consultation with the EPA Administrator and the Secretary of HHS.

FFDCA Amendments

-- Background

FFDCA requires the establishment of food safety standards (a.k.«. tolerances) for chemical
residues in all foods. FIFNCAs section 409 includces the *Delaney Clause™, which estublishes a
zcro tolerance for cancer risks attributable to chemical residucs in processed food. Section 408



OME/RDI ID:202-385-5691 ~JUL 24'96 17:41 No.G33 P.O3

of FEDCA, howevecr, allows carcinogenic chemicals to be used on raw foods when the risk to the
public is negligible. The Delaney Clause has forced EPA to cancel food safety standard
tolerancces that pose only negligible risks. This has occurred because scientists can now detect
chemical residues in smaller concentrations (parts per trillion) than was possible when the
Delancy Clause was enacted in 1958.

-- Dclancy Clause

H.R. 1627 would replace the Dclancy Clause with a single health-bascd safety standard that
would requirc EPA to determinc that there is “a rcasonable certainty of no hanm” {rom cxposure
(o the chemical residucs in either processed or raw foods. The bill includces requirements to
ensure that infants and children are protected.

-~ HHS Acitivities

Appropriations of $12 million would be authorized for the Secrctary of 1111S for increased .
monitoring of pesticidc residues in imported and domestic food. 'The Secretary would also be
authorized to imposc civil penalties for introducing adultcrated food into inicrstate commerce.

-- Miscellaneous Provisions
‘The EPA Administrator would be required to:
- conduct a safcty review of all existing tolerances and excmptions from tolerances
within 10 years of cnactiment of this Act to cnsure they mect the updated safctly
standards;

--  develop and implcment a program to screen pesticides for estrogenic effects; and

-~ distribute a brochure at food stores on the health cffect of pesticides, how to avoid
risks, and which foods may contain higher pesticide residues.




July 25, 1996
MEMORANDUM FOR DON BAER
v~ Q_’
FROM: Elizabeth Drye §L¢§/)
SUBJECT: Pending Signing of the Food Quality Protection Act

As you know, the Senate passed the House pesticide/food
safety bill unanimously yesterday without amendment. The
President sent similar legislation to the Hill early on in the
Administration and said in a statement yesterday (attached) that
he is looking forward to signing the bill. The legislation
repeals the Delaney clause for pesticides and replaces it with a
tough health-based standard for pesticides in foods, with special
protections for children. Public health, environmental, and
agriculture groups embrace it as sound reform. I thought the
attached materials would be helpful to you as we begin
discussions on a possible signing ceremony.




THE WHITE HOUSE
Office of the Press Secretary

For Immediate Release July 24, 1996
Statement by the President

I am pleased that the Senate tonight passed the Food Quality Protection Act.

Americans have every right to expect the world’s most bountiful food supply will also
be the world’s safest. Earlier this month, I announced tough new measures to improve meat
and poultry safety. Meeting goals I set early in my Administration to strengthen our
pesticide laws, this legislation is another major step forward. It puts in place a strong health-
--—--based standard, provides special safeguards for children, and protects our health and safety
using the best science available. This bill demonstrates how Congress and the '
Administration can work together to help farmers and consumers, and I look forward to
signing it. :
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THE WHITE HOUSE
OFFICE OF THE VICE PRESIDENT

FOR IMMEDIATE RELEASE CONTACT: 202/456-7035
WEDNESDAY, July 17, 1996

STATEMENT BY THE VICE PRESIDENT

Today, the House Commerce Committee took a major step toward
improving food safety for all Americans by strengthening our laws
regulating pesticides in foods.

""""" =77 "The Committee bill meets goals President Clinton set forth early
in his Administration: a strong health-based standard; enhanced
protections for infants and children; and common-sense reform of
regulatory requirements. .

I commend the Committee for setting aside differences to address
this critical issue. And I hope Congress and interest groups will
respect the delicate balance of this bipartisan bill so that the
President can sign legislation this year to improve food safety
for all Americans.
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Progress on Pest1c1des

In a remarkable bipartisan effort, and after
more than a decade. of trying, House Democrats
and Republicans have reached agreement on regu-
lating pesticides in food. This is a welcome and
indeed surprising achievement given the House's
18-month effort to roll back important envxronmen-
tal protections.

The compromise negotlated in recent days
gives something to the food industry and something
to environmental and consumer groups. It would do
away with the 38-year-old Delaney clause, the
law that prohibits adding cancer-causing sub-
stances to processed foods but does not apply to
fresh foods, which are allowed to contain cancer-
causing residues.

Under the agreement, Delaney would be re-
placed by a broader but still tough standard for
all pesticides regulated by the Environmental Pro-

tection Agency. The new standard would allow

pesticide residues in processed and raw foods as
long as there was a “reasonable certainty of no
harm" to consumers. Reasonable certainty is gen-
erally defined as a one-in-a- mllllon chance of caus-
ing cancer.

As a practical matter that is actually more
stringent than what is sometimes allowed today.
The fact that Delaney does not apply to fresh foods
has led to bizarre circumstances in which a new,
‘safer pesticide on raw tomatoes, for example, might
be rejected because it formed a carcinogenic resi-
due when processed as tomato paste or tomato
soup, while an older pesticide, apt to cause more
cancer deaths, was retained. With technology that
can measure even the most minuscule risk of

cancer posed by food substances, the food industry,
supported by a decade-old report from the National
Academy of Sciences, has long argued that Delan-
ey’s absolutist approach is outmoded.

The agreement favors national uniformity for
pesticide-residue tolerances, which was sought by
the food industry, although_a state can still put
warning labels on products that might pose a partic-
ular risk to its population. For consumers, the
agreement calls for the E.P.A. to make more infor-
mation about pesticides available through super-
market booklets. In addition, the agreement specifi-
cally takes into account the different effects that
pesticides have on infants and children and offers
them special protection. _

Apart from its details, the agreement is -most
remarkable for how quickly it came together. Up-
dating the Delaney clause has been a subject of
Congressional debate since about 1980. A 1993 Clin-
ton Administration proposal, offered in response to
a Federal appeals -court decision that would have
required the E.P_A. to stringently enforce Delaney
in pesticides, went nowhere.

But with the court ruling still driving E.P.A.
pesticide policy and an election campaign around
the corner, longtime House members and frequent
adversaries — Thomas Bliley, a Virginia Republi-
can, and Henry Waxman of California and John

" Dingell of Michigan, both Democrats — sat down |

and in just about a week reached agreement.

After an expected favorable vote by the full |
House this week, the hard work of three determined -
Congressmen deserves approval by the Senate and

‘the Administration.
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Sound Compromzse on Pestzczdes

CONGRESS that was supposed to be inca-
pable of compromise on environmental is-
sues appears to be on the verge of a
compromise that has eluded legislators for years. A

_unanimous House :Commerce Committee has re-

ported out a bill, supported by both the food and
- chemical industries and environmental groups, that
would rationalize the regulation of pesticides.

It is the second such major bill the panél has
produced without dissent in a month. Safe drinking
water legislation was sent to the floor and thence
to conference’ with the Senate in June. The drink-
ing water bill still has some obstacles to overcome.
But some congressional aides and lobbyists think
that the pesticide trade-offs so long in the offing
could actually be on the president’s desk by the end
of the month—and he is prepared to approve them.

The great dispute with regard to pesticides has
always been 