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Clintonomics: A Vision of Change

Abstract

Elected on a platform for change, Bill Clinton neither wasted time nor minced words as he outlined his
Vision of Change for America during his first State of the Union Address.President Clinton has proposed a
comprehensive economic recovery plan aimed at reducing the deficit by $477 billion over the next five
years, as well as simultaneously providing short-term relief and long-term solutions to the puzzles of
unemployment and sluggish growth. In general, Clinton intends to meet these seemingly contradictory
objectives by (1) revising tax codes, (2) instituting growth initiatives and (3) reducing government
spending.
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dintonomcs: AVision of Change
by Barb Kube

Wth the Reagan/ Bush years behind us, so too are the days of
suppl y-si de econom cs. Unfortunately, the problens of high
unenp_oKnent and bal | ooni ng debt remain. These, acconpanied by a
sl uggi sh growth rate and an increasing disparity between those
t hat have and those that have not, are the problens facing the
Ainton adm nistration.

E ected on a platformfor change, Bill Qinton neither
wasted tine nor mnced words as he outlined his Vision of Change
for Anerica during his first State of the Union Address.
President dinton has proposed a conprehensi ve economc recovery
pl an ai med at reducing the deficit by $477 billion over the next
five years, as well as simultaneously providing short-term
relief and Ionﬁ-tern1solut|ons to the puzzles of unenpl oynent and
sl uggish growth. In general, Ainton intends to neet these
seemngly contradictory objectives by (1) revising tax codes, (2)
instituting growth initiatives and 8%) reduci ng gover nnent
spendi ng.

Ainton's proposals are consistent with macroeconom c
theory, which advocates using expansionary fiscal policy
(i ncrease spendi ng and decrease taxes) to conbat high
unenpl oynment, and a contractionary policy prescription for
reduci ng the deficit (less governnent spending and nore taxes).
The dianmetric nature of the two policies is obvious. |f a proper
bal ance is not found and stinmulus nmeasures work too well or too
quickly, M. dinton will find hinself fighting another ene
inflation. On the other hand, when trying to provide neani ngful
deficit reduction, the President nust be careful to avoid
crowdi ng out private investment which could push our econony back
into recession. It is a precarious bal ancing act, much |ike
wal ki ng a tlﬂhtrope: M. dinton's proposal s attack these
problens with a simlar dynamc and creative enerqgy.

At the heart of dintonomcs is a belief in the urgent need
to restore a sense of equity to the way government deals with our
econom C s¥sten1 sonething that was lost in the 1980s. Leadin
the fight for equity is the tax reformpackage. |In essence, the
President would 1) raise the tax rates on affluent individuals;

2) increase the corggrate tax rate from34%to 36% 3) tax 85% of
i ncone for wealthy Social Security recipients; 4% create an

i nvestment-tax credit for expenditures on new plants and _
equi pent, provided that the investnent is held for at least five
years and does not exceed $1 million; and 5) initiate a BTU
energy tax that will affect taxpayers who earn nore than $30, 000.
Each change is aimed at creating a feeling of "shared sacrifice"
by maki ng those who have the nost pay nore. Thus, a greater sense
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of progressivity wll emnerge.

In addition to being fair, institutin? a BTUtax at the
production level will help pronote energy efficiency and economc
I ndependence for the United States. Ainton's plan, which is to
be phased in over a four year period, places the highest per unit
rate on oil. This is no accident. It is believed that placing a
high rate on oil will help decrease Arerica' s dependency on
foreign oil as well as encourage research on nore environmentally
safe and efficient forns of energy. Certain politicians and other
critics of the BTUtax argue that this will actually hurt the
Anerican econony by increasing production costs. However, energy

prices under the BTU tax would still be nmuch |ower than the
corresponding prices in Europe and Japan. Sone of these nations
pay higher energy prices and still maintain a trade surplus wth

the United States. This suggests that |ower energy prices cannot
guarantee a better bal ance of trade; perhaps changes need to
take place within the corporate structure.
Fuel ed by corporate down-sizing and increased worker
ﬁroduct|V|ty, the nation's unenplo%nent rate i s unconfortably
igh and wages are stagnant. Furthernore, it has been estimated
that pernanent job |osers accounted for 43. 1% of the unenpl oyed
in 1992 (Hage 42). At the risk of being | abeled "just another
t ax- and-spend Denocrat," President dinton has proposed numnerous
short- and long-run growth initiatives. Included in this agenda
is increased funding for highway and other infrastructure
FFOJeCtS, a national service programfor the repaynent college
oans, a summer jobs program the National Science Foundation
é{esearch grants) as well as prograns for children such as Head
art and WC. oosing to invest in human capital sends a
powerful message to the public—+t tells taxp_alyers that the
?overnnent does care about those who pay the bills; they will no
onger be giving something for nothing. At the same tine, such
prograns wll benefit the entire econony in the |ong-run.

This second result is what distinguishes President
dinton's proposals fromthose of other "tax-and-spend® economc
plans. H's proposals recogni ze two fundamental econom c
principles. First, taxes are a function of governnment. Second,
Increasing taxes as a formof revenue-raising is not inherently
bad, but rather the effectiveness of such fiscal policy is
determned by the manner in which tax dollars are spent. Using
tax revenue to fund long-termgrowh initiatives rather than
one-time pet projects will benefit everyone. Even those who are
bei ng asked to bear nore of the present tax burden will benefit
froman inproved econony in the tuture.

I nvestnents in human capital, infrastructure, technol ogy
will do nore than just create jobs in the short-run. Such
prograns W ll also increase efficiency, productivity and
quality. This can hel p Arerican busi nesses becone nore
conpetitive in the global narketplace in the |ong-run. |ncreasing
Anerican conpetitiveness through greater commtnent to training
and education should increase real economc growh. The
cunul ative benefits—ore tax revenue and fewer governnent
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outlays for automatic stabilizers—far outweigh the costs of such
pr ogr ans.
One way in which the dinton admnistrati on addresses the
I ssue of costs is by calling for spending cuts, particularly in
inefficient and out dated prograns. The dissolution of the former
Sovi et Union has provided President dinton with a unique
historical opportunity—he is nowin the position to reduce
mlitary spending and reap the peace dividend w thout
Leopard|2|ng national defense. Quts in the Defense Departnent
udget account for the |argest pr0ﬁort|on of spending cuts.
Reductions will also be realized through such actions as
establishing a cap on agricultural subsidies, reducing the Wite
House Staff and putting a freeze on federal salaries.
~Oitics conplain that dinton's programw || only cut
spending by $1 for every $2 increase in taxes. However,
di scretionary spending can onuy_be reduced by so nuch. _
Unfortunately, entitlement and interest paynments are assum ng an
increasingly nore promnent role in the governnment budget; and
when governnent has | ess control over where its noney Is spent,
it also has fewer avail able policy options. Thus, the strength
of this fiscal plan can only be seen by assessing the
deficit-reducing benefits of the i medi ate spendlnﬂ cuts al ong
with the long-termdecrease in transfer paynents that will result
fromvarious growh initiatives.

No matter how economcally sound fiscal policy is, it wll
only succeed if it is closely coordinated w th nDnetarK pol i cy.
Such coordi nation was synbolized during the State of the Union
Address, where First Lady HIllary Rodham dinton was seated next
to Chairman of the Federal Reserve A an Greenspan. This marked
the first tine in over a decade that the Fed and the Oval Ofice
are pursuing simlar objectives. Wthout FED cooperation, rising
interest rates could result in a crowding out of private-sector
i nvestnent. G eenspan has acknow edged that the Fed nust play a
crucial role inmaintaining lowinterest rates, and has offered
his silent support to dinton's plan. So far, so good.

_ Utinately the true test of President dinton's budget plan
wll be less a test of math than it will be a test of fairness.
Its fate rests in the hands of the Washington politicians and the
voting public. Menbers of Congress will assess the plan's
strengt hs and weaknesses using a nysterious formula which
i nvol ves same notion of economc theory as well as a hefty dose
of self-interest (re-election maximzing strategy); the ability
of the American people to influence such decisions cannot be
underestimated. |If a majority of both the voting public and the
| aw makers believe that this is an equitable solution, it is
still an open question as to whether or not they will be wlling
to give up certain special interest ("porkbarrel") projects in
order secure a brighter economc future for the entire nation.
WII they denounce their plea for change by reverting back to the
sane old habit of trying to mnimze their individual burdens,
at the expense of soneone el se?

Wil e no single proposal can possibly alleviate all of the
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economc pressures that are being felt in this country, dinton's
Vision can be an inportant turning point toward institutin

meani ngful debt reduction and |ong-termgrowh. These goals are
vitally inportant to all soci oeconomc sectors of Anerican

soci ety. The choices are not easy; no one can please all people
all of the time. Perhaps President dinton identified the nost
appropriate criteria by which to judge his plan when he said,
"My fellow Anericans, the test of this plan cannot be what is in
it for me. It has got to be what is init for us."

Mbdel GATT
Dr. Lowy and Franklin Nnebe

The CGeneral Agreenent on Tariffs and Trade (GATT) is an
international agreenment created to address critical issues
affecting international trade. The current round of GATT trade
negoti ations, The Lku%uay Round, began six years ago and has not
yet been conpl eted. The Moddel CGATT course over w nter-termwas
offered to provide the students with an opportunity to understand
the inner functions of GATT and its role 1n wrld trade as wel |
as attenpt to conplete the Uruguay Round at a nock negoti ating
conference. The course's unusual title coupled with Dr. Lowy's
i nnovative and stimulating teaching skills attracted a broad
scope of majors and backgrounds.

The first two weeks of the course were spent |earning about
t he specific mechani sns of GATT through class |ectures and
readi ng nunerous articles on current IT issues. There were no
exans given on the material, but rather, students were thenselves
responsi bl e for preparing for the conference. In addition, class
| ectures facilitated intense, yet sensible discussion and all owed
for a relaxed class atnosphere. After this initial contact with
the GATT material, everyone in the class (including Dr. Lowy),
was assigned a country or trade group to research and represent
at the Wuguay Round conference. The next week was allocated to
political and economc positions of each student's country or
trade group, as well as conferring with representatives of other
countries, to depict as closely as possible the multil ateral
activities in "real world" negotiations. At the end of the
research, delegates submtted proposal s and anendnents to the
GATT Agreenent for consideration at the conference.

The conference was a seven-hour negotiating session held on
the second to last day of class. Four nmain areas of trade
negoti ati ons were undertaken, consistent with Froposals submtted
by the del egates: Textiles, Services and Intellectual Property
R ghts, Gaduation and Saf eguards, and Agricultural and Topi cal
Products. Al of these issues were arenas for fierce and intense
debate, but gradually the interests of the countries were
synt hesi zed, and the countries successfully reached agreenent in
each area. At the end of the day, the four areas were brought to
the general floor for voting, ere the unani nous passing of the
package marked a delightful conclusion to the six-year W uguay
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