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To: See llie distribution list at the bottom of this mBBsage 

cc: James C. Murr/OMB/EOP@EOP, James J . Juke8/0MB/E0P@E0P, Jill M. Blickstein/OMB/EOP@EOP 
Subject: URGENT -• Treasury (Larry Summers) testimony for today. 

A copy of Larry Summers' testimony on the tax proposals in the President's budget 
Is being faxed/delivered to you. The testimony is for the Ways and Means 
Committee and is to be delivered at 1 PM today. Obviously, comments are due 
ASAP. 

Call (53386) or fax (53109) any comments to me. 

Note tobacco settlement references on page 4. 
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Kathleen Paroff/OMB/EOP@EOP 
Richard P. Emery Jr./OMB/EOP®EOP 
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LAwrrncc H. Sunmcn 
Deputy SwitUiy ofthe Trtuury 

Statemcat on the President*! FY 1999 Budget 
Boa»» Wayi and Manns Commtttea 

February 25,1990 

Mr. Chairman and meniberi of this conunittee, it is a pleasure to speak with you today about the 
President's FY 1999 budget. This is an historic moment: The Preddent is proposing a balanced 
budget fbr the upcoming fiscal year, the first since 1969. The budget is rooted in fiscal discipline, 
yet hivests in areas critioal to fiiture productivity and the American people. Pertu4>s most 
importantly, this budget provides a dear answer to the question of how to use the projected 
budget surpluses. The President proposes that surpluses be reserved pending rcfoim ofthe Social 
Secunty QTstem. 

This budget carriei fbrward the Preadent̂ s successfiil economic strategy. As the President said 
last month during the State ofthe Union, from the beiginiung of this Administration we have 
"pursued a new strategy for prosperity: fiscal discipline to cut interest rates and spur growth; 
investments in education and skills, in science and technology and transportation to prepare our 
people for the new economy; new marlcets for American products and woricers." 

Before I discuss the spedfics of this budget, I think it is important to review the progress we have 
made in getting oiir fiscal house b order. 

When President Clinton entered office in 1993, fbderal debt hsd quadrupled from 1980 to 1992 
and the 1992 deficit was $290 billion, an all time higK These huge defidts kept interest rates high, 
dimfaiished confidence, lowered investment and stifled growth. Budgeu ware bued on economic 
aasumptionB tiiat were fkr too optimastic. When these assumptions fiuled to materialixe, the result 
was higher defidts tfian forecast, and qmldsm about the budget process. 

In 1993, Preadent Cttmon fou^ for, and Congress approved, a powerful ddldt reduction plan 
that wu based on conservative economic assumptions and which brou t̂ the deficit down by 
$500 billion over five years. The defidt reduction increased confidence» helped brî g interest rates 
down, and that, fa) turn, helped generate and sustain the economic recovery, wluch, in turn, 
reduced the defidt forthcr. The resuh was a healthy, mutually reinforcing interaction of defidt 
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reduction policy and consequent economic growth, that brougjit the defidt down to $22.3 bOlion 
in 1997, and sets the stage for going to balance. 

Today, unemployment is 4.7 percent; it has been under 6 percent for the last three yeare. Over the 
last five years, the economy hu generated bver 14 million new jobs, inflation and interest rates 
are low and real wages are liafaig, although too many Americans are itiD ncn paddpstiî  fi% in 

the economic wdl-being that most arc sharing. Last year*s bipartisan defidt reduction package 
has fiirther improved our fiscal plcure, even whHe bcreasing investmenu and cutting taxes for 
the middle dass. 

Moreovw, for a median income Ikmily of four, the federal income and payroll tax burden wiU be 
tower in 1998 than at any time in the last 20 years. And for a flunily of four earning half tiie 
median income, in part because oftiie expansion ofthe Earned Income Tax Credit for 15 million 
ftmilies. the fisdenl income and payroll tax burden b lower than at any time in tiie last 30 years. 
FamiUes* tax burden will M fiirtiier next year when tiie chUd credit enacted last year is fiiUy 
phased in. 

Mr. Chairman, the elfons over the past five years have paid oft the current projection antidpates 
aurpluses wdl into the next cetilury, although long-term budget finecasts faiherentiy involve a 
^ t deal of uncertainty. How we use these surpluses is a oritioally important isaie ia tiie years 
ahead, and a k^ fixus ofthe President's budget 

The overarching point oftiie President's economic strategy going fiwward and his 1999 budget is 
dear: under no circumstances can we take any steps tiiat will undo the fiscsl disdpline we have 

worked ao hard to achieve. The last fow years dearly demonstnta the economic beoafits of a 
strong fiscal position and the glc^ finandal maikets that have emerged in ment years greatiy 
heightens its importance. The global capital markets impOH swift and strict penalties on countries 
whh unsound polides u we have seep in recent montiis in Asia, and oonfisrs great benefits on 

countries with sound polides. 

The surpluses present an enormous oppominhy, one tiiat so maiiy have worked hard to achieve, 
and one that we must not squander. Because this nation has a mi|}or challenge ahead: tiie 
challenge of moving ftom a younger sodety to an older one. 

A time of surplus, a time when a m̂ jor change is coming. IB not a time to spend. It Is a time to 
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save. And tiie bMt way to save for our fiimre Is to save Sodd Security. That is why we believe 
tiie surpluses should be reserved until Sodal Security is plsced on a sound finandal footing for the 
21st century. 

This is the right policy for our nation. It is the rigiht policy ftom the standpoint of the economy, 
vdilch needs to save more In order to invest and grow ftst enough to shoulder the burdens ofthe 
next century. It is the right policy from tiie standpoint of our long-term fiscal heahh, which will 
otiierwise be placed under growing strain by the cosu associated whh aging. And it is the right 
policy from the standpobtt of faidividuala^ who need to make plans to ensure their bng-term 
security bi retirement, and a substantial proportion of whom will inevitably rdy on Sodal 
Security. That is why tiie Pivsldent believes vary firmly tiist notiiing should be done widi tiie 
surpluses until Sodal Security reform is addressed. 

Of course, as we go forward there wiD be a need for new messures to equip our nBdoa for the 
ohsllenges ahead and to compete successfully in this new globsl eoonomy. The Pretident's 
commitment to preserving the suiphises does not predude undertaking these kinds of initiates -
hiduding cutting taxes aad faicreadng spending. But what Is criticd is that those inhiatives are 
paid for in fidl. 

We propose moderete targeted tax outt dist are fiiUy pdd fin* ̂ th $23 biUion in revenue-tailing 
provisions and proposes new spending hi aress criticd to faicreadng fiiture productivity and 
critically hnportant measures to protect and promote America's econondc and national security 
hiterests m the gilobd economy. Today I wouid like to fi»cus oa just a few significant measures 
that reflect those priorities. 

First, to enhance productivity, and msintdn our oountty's oompetithns podtion in the years 
ahead, the Admhdstiition proposes: 

• increased fimdfa\g for education and research, fatdudh^ aa additiond $S billion to nipport 
school construction and modernisation projects, and subsidies to recniH and train more 
teadiere and the creation of a new Research Fund for America for mediod and sdencc 
research 

• fer-reaching measures to auke ddld care more affordable induding a $5.1 biUlon 
atqiandoo of tiie child and depended care tax credit tiiat wiU grant 3 million taxpayers and 

average mud tax cut of $330; a new employer credit to promote employee diild care 
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and expand hs availability; and new spending ft>r chOdsiare aubddles for children from 
poor ftndlies. Hdpfaig parents witii child care is not only good for parents, it is dso good 
fijr tiie economy, because h hdps all to partidpate hi tiic woridbrcc to tiie foil extent of 
Ihcir abilities and wishes, 

• measures to promote growth b our hnerdties and other iconomically distressed areas, 
tiirough as by Increasing the low-hicome houdng tax credh aad increased fimding for 
community devdopment banks. This is a nationd economic Issue: Our economy will never 
achieve hs fiill potentid until wc equip tiie residems of these areas to enter the economic 
mdnstream. 

Second, our budget propoaea mqor new steps to protect the environment, with S3.6 billion in 
nine tax Uicentives to promote energy effidency and bnprove the environment. These bidude: tax 
credits of up to $4,000 for purchasers of highly fed effideM vehides and up to $2,000 for buying 
rooftop solar equipment; new credhs for buying energy-cSdent homes and certain 
eoergy-effident buHding equipment; and a range of new incentives to dean up environmentally 
oomandnated dtes. 

Mr Chairman, a beneficid byprodua of our policy to reduce youtii smoking by increadag tbe 
prices oftobacco products is that we wiU rdse revenues for the government. Our budget 
proposes to share these revenues among three sources. First, we will retum to tiie states roughly 
tiie amount of revenues that they would have recdved under the origind tobacco settlement. A 
large part of tiiis money will be unrestricted; states can use h for whatever purposes they choose. 
The rest ofthe money will go to states for state-administered programs to provide child care 
subddies, reduce dass sitt, and expand children's coverage \fy public hedth insurance. Second, 
we are providing iundhig for a dramatic expandon of hedth.rdated rasaarch in America through 
our Research Fund for America. Finally, we divide the remddng dollars into other uses that 
states see fit, as wdl as fiinds for cessation programs, form support programs, etc. 
Let me repeat: this budget does not noaed the disottionaiy caps, under the structure ofthe 
current Budget Enforcement Act, and all oftiie Inhiatives in tiie President's budget are fidly pdd 
for, b fen aceordance with that act. 

Of tiie $23 billion in nvcaue-zddng measures we propose, $11.1 billion have been proposed 
m prior budgets. These Items hidude the repeal of tiie sales source rule ($6.6 billion); the 
icped of tbe lower-of-cost-or market hiventory metiiod ($1.6 billion); tiic repeal percentage 
depletion for non-fod minerals mhied on Federal lands ($5(X> million); and the reinstatement 
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of tiie oil spill excise tax (S1.2 billion). The budget also raises approximately $11.9 billion 
from new measures to eUminaie unintended subddies and other revenue-nising providons. 
These include several new insurance providons, which raise appraximatdy S4.6 billion in 
revenue; tiuee provisions itstrieting unintended consequences of tiic current real estate 
investment trust (RETT) rules, which raise approximatdy S135 million; and sevecd 
unwamntBd subddies rdating to eitate and gift taxes, induding a proposal to dlntinata 
non-business valuation discounts, which nisc appipxinuudy $1 biUion. 

Kfr. Chairman, these revemiê rdsing proposds will no doubt be the subject of debate. What is 
crudd is tiiat any new expenditure or reductions in tax burdens be paid for. We have finally put 
our nation's fiscd house hi order. That is. an enormous achievement we mud protect And it is an 
enormous opportunity we must sdze. Wc ikcc significant challengei in fostering a strong 
economy and mdntafadng flicd raspondbility hi the years and decades aheul. particulariy with the 
coming retirement oftiie baby boom. As tiie old saying goes, you fix your roof when tiie tun is 
sUdng. 

Mr. Chairman, tiie President's budget canies forward the Preddent's economic strategy that has 
been so centrd to tiie strong economic conditions ofthc past five years. This budget preserves tiic 
surpluses untQ we strengthen Sodd Security, bivests in areas tiutt are criticd to tiie foture of tiiis 
countiy, provides for programs that protea snd promote our oritied economic and nationd 
security faitmts hi the globd economy, and, of disolutdy criticd bnportanoe, h keeps us on tiie 
path of fiscd disdpline that Is so erudd to our economic weO-bdng. I look forward to working 
witii an of you in the days and weeks ahead to approve tiiil budget. Thank you vary much. 
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