HEARINGS BEFORE THE

COMMITTEE ON WAYS AND MEANS
(Volume 1 of §)

104th Congress
1995-1996

Contract With American-Overview

Tax Provisions in the Contract With America Designed to
Strengthen the American Family






HEARINGS BEFORE THE

COMMITTEE ON WAYS AND MEANS
(Volume 2 of §)

104th Congress
1995-1996

Contract With America-Savings and Investment
President’s Fiscal Year 1996 Budget

Report of the Trustees of the Federal Hospital Insurance Trust
Fund

Replacing the Federal Income Tax

Tab No.






HEARINGS BEFORE THE

COMMITTEE ON WAYS AND MEANS
(Volume 3 of 5)

104th Congress
1995-1996

Miscellaneous Tax Reforms






HEARINGS BEFORE THE

COMMITTEE ON WAYS AND MEANS
(Volume 4 of 5)

104th Congress
1995-1996

Saving Medicare
Thrift Bad Debt Recapture

Financial Condition of the Federal Hospital Insurance Trust
Fund

Replacing the Federal Income Tax-Volume II

10

11






HEARINGS AND WRITTEN COMMENTS BEFORE THE

COMMITTEE ON WAYS AND MEANS

(Volume 5 of 5)
104th Congress
1995-1996
Tab No.
Replacing the Federal Income Tax-Volume III 12
Examining the Impact of the 1993 Tax Increase on
Transportation Fuels 13
Financial Condition of the Medicare Program 14
Replacing the Federal Income Tax-Volume IV 15
Written Comments on New Revenue Provisions in the
President’s Fiscal Year 1997 Budget 16






CONTRACT WITH AMERICA—OVERVIEW

HEARINGS

BEFORE THE

COMMITTEE ON WAYS AND MEANS
HOUSE OF REPRESENTATIVES

ONE HUNDRED FOURTH CONGRESS
FIRST SESSION

JANUARY 5, 10, 11, AND 12, 1995

Serial 104-20

Printed for the use of the Committee on Ways and Means

2

U.8. GOVERNMENT PRINTING OFFICE
92-037 CC WASHINGTON : 1995

For sale by the U.S. Government Printing Office
Superintendent of Documents, Congressional Sales Office, Washington, DC 20402

ISBN 0-16-052057-6



COMMITTEE ON WAYS AND MEANS
BILL ARCHER, Texas, Chairman

PHILIP M. CRANE, Iilinois SAM M. GIBBONS, Fiorida

BILL THOMAS, California CHARLES B. RANGEL, New York
E. CLAY SHAW, JR,, Florida FORTNEY PETE STARK, California
NANCY L. JOHNSON, Connecticut ANDY JACOBS, JR., Indiana

JIM BUNNING, Kentucky HAROLD E. FORD, Tennessee
AMO HOUGHTON, New York ROBERT T. MATSUI, California
WALLY HERGER, California BARBARA B. KENNELLY, Connecticut
JIM MCCRERY, Louisiana WILLIAM J. COYNE, Pennsylvania
MEL HANCOCK, Missouri SANDER M. LEVIN, Michigan
DAVE CAMP, Michigan BENJAMIN L. CARDIN, Maryland
JIM RAMSTAD, Minnesota JIM McCDERMOTT, Washington
DICK ZIMMER, New Jersey GERALD D. KLECZKA, Wisconsin
JIM NUSSLE, lowa JOHN LEWIS, Georgia

SAM JOHNSON, Texas L.F. PAYNE, Virginia

JENNIFER DUNN, Washington RICHARD E. NEAL, Massachusetts

MAC COLLINS, Georgia
ROB PORTMAN, Ohio
PHILIP S. ENGLISH, Pennsylvania
JOHN ENSIGN, Nevada
JON CHRISTENSEN, Nebraska
PriLLip D. MOSELEY, Chief of Staff
JANICE MAYS, Minority Chief Counsel

(In



CONTENTS

Page
Press releases announcing the hearing ......ccccceeccvvieninmrnnnececeenn s, 2
WITNESSES
U.S. Department of Health and Human Services, Hon. Donna E. Shalala,
ST (21 % ) o U U UV SPPPON 58
U.S. Department of the Treasury, Hon. Leslie B. Samuels, Assistant Sec-
retary for Tax POLCY ... sesisnes e ceesesssssnssassnanesssessssnsseen 251
American Enterprise Institute, Michael Novak .......c.cccoeeevrneininerveccecenrescnrecenn. 360
American Federation of Labor and Congress of Industrial Organizations,
Sheldon FredmMAn ...t sessssnsnreesssss s ssssessesesresrssnesessessesarsaens 706
Anderson, Eloise, California Department of Social Services .. . 653
Ball, Carol L., U.S. Chamber of Commerce .........c.ccererreeerces 686
Beckner, Paul Citizens for a Sound Economy Foundation . 442
Boskin, Hon. Michael J., Stanford University, Stanford, Calif . . 362
Bosworth, Barry P. Brooklngs Institution .......ceeeccvsenniiicniiiennens . 383
California Department of Social Services, Eloise Anderson . 653
Center on Budget and Policy Priorities, Iris Lav ......ooereeen. . 463
Citizens for a Sound Economy Foundation, Paul Beckner ..o 442
Dean, Hon. Howard, M.D., Governor, State of Vermont, and National Gov-
CTTIOTS’ ASSOCIALION +.ovvossreoeeevoeneeeeseeseeseeeserensesseeseeseeesverasnpeeeseeessosereeesrenersenerssrons 511
Filner, Hon. Bob, a Representative in Congress from the State of California ... 196
Foley, Hon. Mark, a Representative in Congress from the State of Florida ...... 226
Foster, J.D., Tax Foundation .....ecceeeevroreecrrccrcreesictcse i e e eeeessesese e e 453
Fr;nks Hon. Bob, a Representative in Congress from the State of New
BIBRY oovercmreiiiiasisissssnatenecesaisssasssesesenbarnsatessss nabreeis e e beas e See S A S bbb e bereee s e nnennnann 197
Fnedman Sheldon, American Federation of Labor and Congress of Industrial
Orgamzat)ons ....................................................................................................... 706
Gephardt, Hon. Richard A., a Representative in Congress from the State
of Missouri, and House Democratic Leader .........cccooveimviiiecieicccieciieen 34
Gingrich, Hon. Newt, a Representative in Congress from the State of Georgia,
and Speaker of the House of Representatives .........cocooivviiccmnncnnin 11
Goldsmith, Hon. Stephen, Mayor, City of Indianapolis, Ind .........ccoccoevriirnnnn, 624
Goss, Hon. Porter J., a Representative in Congress from the State of Florida .. 171
Huard, Paul R., National Association of Manufacturers ..........ccccocooeeiniiine. 702
Keating, David, National Taxpayers Union ........c.cocccvciiinnnnis 448
Kellogg Stress Institute, Virginia Kellogg, Mitchellville, Md 325
Kennelly, Hon. Barbara B., a Representative in Congress from the State
Of ConneCtICUL ...ttt ettt s e e 125
Kettler, Dale, Chesaning, Mich ............ 672
Klapperich, Robyn, San Anselmo, Calif 660
Largent, Hon. Steve, a Representative in Congress from the State of Okla-
HOINE e cenr s sesr s s s s assn s sbe e san i en e e e e e e e e s 221
Lav, Iris, Center on Budget and Policy Priorities 463

Lowey, Hon. Nita M., a Representative in Congress from the State of New

YOTK oottt bbb s st e e 176
McDermott, Hon. Jim, a Representative in Congress from the State of Wash-

B3 Y770 o OO OO 123
Meeﬁtan Hon. Marty T., a Representative in Congress from the State of

MASSACHUSELLS ..vc.rvvvvsorrreenssesseeessnseeesesseeesesseeseseseeeseeemeaseoe s eeeesessesseresereees e 198
Motley, John J., III, National Federation of Independent Business ................... 691

(111)



v

Moy, Peri?' Plum Garden Restaurant, McHenry, Il .....ooeecceroricnrincrrernnnn.
adler, on. Jerrold, a Representatlve in Congress from the State of New
Natlonal Association of Manufacturers, Paul R. Huard and Gil Thurm .
National Federation of Independent Business, John J. Motley II ..........
National Governors’ Association, Hon. Howard Dean, M.D., Governor
National Taxpayers Union, David Keating .........c..ccoevciriniiniececnncnenceccercecnnennnnn,

Norton, Hon. Eleanor Holmes, a Delegate in Congress from the District

OF COMIMDAR v cevveversos e sereceessesesesserecrer oo seeseesemeeeesessessessesermessesssessens oo
Novak, Michael, American Enterprise Institute ....
O’Beirne, Kate Walsh, Heritage Foundation ................
Pataki, Hon. George E., Governor, State of New York ........ccocovvvevecvivvecnnnnnnn.
Pelosi, Hon. Nancy, a Representative in Congress from the State of Califor-

Plum Garden Restaurant, Perry Moy, McHenry, 11l ............
Rendell, Hon. Edward G., Mayor, City of Philadelphia, Pa ..
Ro;xkema, Hon. Marge, a Representative in Congress from
BYSEY ueeererrieissesiossessestossisnatssantosssssntores nestsesssstontestateassstisetassasentintaresnesnestnsanssense
Sanders, Hon. Bernard, a Representatlve in Congress from the State of Ver-
IMOMNE oo ciiiie e caeeteiiine e tes s in e seae e s aaesceeanes saaaas e st aeesssts desssetnesanresarsnsnsesssnnreressnne
Semler, Barbara, Richmond, K
Semler, Philip M., Richmond,
Smith, Hon. xck a Representatlve in Congress from the State of Michigan ...
Souder, Hon. Mark E., a Representative in Congress from the State of Indi-

Tax Foundatlon J.D.Foster ...ccoovevvnervenrieninrannannnnns
Thurm, Gil, National Association of Manufacturers
Trafﬁ(c)xint, Hon. James A., Jr., a Representative in Congress from the State
0 O tieeeernnreressterencsrereaereutsenanantese serreseereesaasteanr tesaaes e ra st s eanrese aesanan e eeaasesbesane
U.S. Chamber of Commerce, Carol L. Ball ......ccoecenoeuvveiiircerecnrenenne
Weld, Hon. William F., Governor, Commonwealth of Massachusetts
Willett & Associates, Craig Willett, Provo, Utah .........cccveeeeverevnreens
W(():ollse Hon Lynn C, a Representatxve in Congress from the St
EE B3 03 o 11 L A OO ECAU USROS

SUBMISSIONS FOR THE RECORD

Shays, Hon. Christopher, a Representative in Congress from the State of
Connecticut, SLALEIMENL .......ccccieecverirerereceeecrererereeeesesssssassasseesressesseesessseseens
Slaughter, Hon. Louise M., a Representative in Congress from the State
of New York, SLALEIMNENL ...ttt et e e s e e
Small Business Council of America, Inc., Al Martin, statement ..........c.............
Solomon, Hon. Gerald BH.,, a Representatlve in Congress from the State
of New York, statement ......cocviiinrmrereeesicrciesescse e rvsecessanscererernsererssesssseerssrenns
Stupak, Hon. Bart a Representative in Congress from the State of Michigan,
SLALEINENL ..o et eae e s e ars s b e s st senefes ssae e s serenen
Young, Hon. C.W. Bill, a Representative in Congress from the State of Flor-
ida, StALEMENL .ociiiceieiiirriecee st e st s et st r e rre e resbesanassane ses

Page
659

170
702
691
511
448

177
360
371
499

132
659
632

205
192
317
315
216
230
453
702
137
686
593
318

188

731

736
738

756
758



CONTRACT WITH AMERICA—OVERVIEW

THURSDAY, JANUARY 5, 1995

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, D.C.
The committee met, pursuant to call, at 1:15 p.m., in room 1100,
Longworth House Office Building, Hon. Bill Archer (chairman of
the committee) presiding.
[The press releases announcing the hearings follow:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE PRESS CONTACT: Ari Fleischer
December 30, 1994 (202) 225-8933
No. 1 ALL OTHERS CONTACT: (202) 225-1721

ARCHER ANNOUNCES CONTRACT WITH AMERICA
VERVIEW HEARINGS

Congressman Bill Archer (R-TX), Chairman Designate of the Committee on Ways and
Means, today announced a series of overview hearings on the Contract with America, the series of
10 bills offered by the Republicans as a national legislative agenda. The first hearing will take place
on Thursday, January 5, 1995, beginning at 1:00 p.m. in the main Committee hearing room,

1100 Longworth House Office Building. On that day, the Committee will hear testimony from
House Speaker-Designate Newt Gingrich (R-GA). Three additional overview hearings will be held
on Tuesday, January 10, Wednesday, January 11, and Thursday, January 12, 1995, in the main
Committee hearing room, 1100 Longworth House Office Building, beginning at 10:00 a.m. each
day.

Oral testimony at these initial bearings will be heard from invited witnesses only.
Witnesses will include individuals from the general public, governors, economists, scholars and
other interested organizations. However, any individual or organization may submit a written
statement for consideration by the Committee and for inclusion in the printed record of the
hearing. Additional hearings on specific elements of the Contract with America will be
announced for additional days in January at which time the interested public may testify.

BACKGROUND:

Five of the 10 bills contained in the Contract with America are under the jurisdiction of the
Committee on Ways and Means. They include:

The American Restoration Act: Families today often spend more money on taxes than they
do on food. clothing and shelter combined. Just the act of becoming a family - marriage - is
penalized by a tax code that makes a couple pay more in taxes than they paid as single people dating
cach other. To allow families to keep more of what they make, the Conrract provides for a $500 tax
credit for each child under the age of 18 for families with adjusted gross incomes under $200,000;
provides relief from the marriage tax penalty, and provides new opportunities for families through a
new Individual Retirement Account, called the American Dream Savings Account.

The Job Creation and Wage Enhancement Act; To create more high-paying, upward moving jobs for
Americans, this bill includes capital gains relief to stimulate savings and investment; neutral cost
recovery; expensing for small business; an increase in the estate tax unified credit; and restoration of
the home office deduction.

The Family Reinforcement Act: To help families come together and stay together, this bill includes
a maximum $5000 refundable tax credit for adoption expenses and a credit of $500 per parent or
grandparent who lives at home and is unable to perform daily living activities.

The Senior Citizens Equity Act: This bill would repeal the Clinton Administration tax increase on
Social Secunty; increase the Social Security earnings limit; provide tax incentives for private long-
term care insurance; and allow accelerated benefits under life insurance policies to aid those with
terminal illness.

(MORE)



The Personal Responsibility Act:  Ending the cycle of welfare dependency in the next century by
revolutionizing the welfare system is essential to our growth as a nation. This bill requires welfare
recipients to work; forces fathers to participate in work programs if they fail to pay child support;
eliminates most welfare payments to most people who are not American citizens; limits the time
people can spend on the welfare rolls; and creates a powerful disincentive so children on welfare
don’t have children they can’t afford to raise.

DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Persons submitting written statements for the printed record of the hearing should submit at
least six (6) copies of their statements by the close of business, Thursday, January 26, 1995, to
Phillip D. Moseley, Chief of Staff, Committee on Ways and Means, U.S. House of Representatives,
1102 Longworth House Office Building, Washington, D.C. 20515. An additional supply of
statements may be furnished for distribution to the press and public if supplied to the Committee
Office, 1102 Longworth House Office Building, before the hearing begins.

FORMATTING REQUIREMENTS:

Cach statmment presested fer pristiag te the Cammitiss by & Withess, sy written statement o exkibit suhmittad for the prixted recard or axy
Wrilen COmMERtS 1 TOPERIS (2 & regiest for WIien SSmEARts Mast semfwrm $o the guidelines listed helow. Axy statement or exhibit act in
complisace with thess Puidelines will st be printed. but wl Do maintatved in the Commitioe files for review and use by the Committee.

LA and axy TR for printing wast be (yped In Single Space e legal-size paper a0¢ MAY Rot exceed & total of
10 page.

2 Captes of whels documants smbmitiod as exhfbit material Wil net be accepted for printing. Instead, sxhidit matarial should be refersaced
aad gostad o paraphrased AN axhibit malwria) 3¢ meeting (hese will be n the flles for review and use by e
Committan

L Malsmeas must cantaln the same and cupacity i which the witsess will appear or. for written cammaents, the 2ame and capacity of the
perna sudmitting e stalsment as well 49 say ciients or parsans. & axy erpaatzation for whom the witaess appesrs o for whom the statement is
submiGad

4 A snppienental shost R Accempany anch stalament Retng the 3ams, fall address, & telophane xumber where the witness o the
dexignaiad rupresantative may be reached and & tepical sutiios & o e and In the tall This
suppienasta) shest will ast be iaciuded in the printad recerd

The above restrictions aad Bmitaniens apply ealy ta maieria) betag for printing. and exhibits or supplementary malarial
selaly for ts the ¢ preas and the padlic Auring e course of & public hearing may be submitted in sther forme.
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS
CONGRESSMAN BILL ARCHER - CHAIRMAN

FOR IMMEDIATE RELEASE CONTACT: Ari Fleischer
January 4. 1995 (202) 225-8933

GINGRICH TO TESTIFY TOMORROW
-OVERVIEW OF CONTRACT WITH AMERICA-

WASHINGTON - Speaker of the House Newt Gingrich (R-GA) will testify on the Contract
with America at an overview hearing of the Committee on Ways and Means tomorrow.
Thursday. January 5. 1995. at 1:00PM. The hearing will be held in room 1100 of the
Longworth House Office Building.

Gingrich’s testimony will follow the Committee’s official organizational meeting at 11:00AM.
which is open to the public. The Committee will reconvene at 1:00PM to hear the testimony
of the Speaker.
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Chairman ARCHER. This being the first officie] hearing of the
Ways and Means Committee, I have a couple of housekeeping com-
ments to make before we proceed. First, I would like to welcome
and introduce all of the new members of the committee participat-
ing in their first hearing in order of their seniority on the commit-
tee, Jim Ramstad of Minnesota; Dick Zimmer of New Jersey; Jim
Nussle of Iowa; Sam Johnson, Texas; Jennifer Dunn, Washington;
Mac Collins of Georgia; Rob Portman of Ohio; Phil English, Penn-
sylvania; John Ensign of Nevada; and Jon Christensen of Ne-
braska.

The members of the committee should also be aware that the
Speaker originally committed to be with us for 1% hours, but we
now have about 1 hour and 10 or 12 minutes left. He does have
other engagements. I have one last housekeeping announcement,
instead of 10 a.m. next Tuesday, the full committee will commence
its hearings at 9 a.m.

This meeting today is truly historic. It is profound, and I, for one,
am emotionalfy touched by it. It is the opportunity that I have
waited and prepared for for a very long time, and it is a respon-
sibility that I will carry out with the interest of the American
worker and taxpayer as my first priority.

It is also historic to commence a hearing with the leadoff witness
being the Speaker of the House of Representatives. I intend to
chair this committee in as bipartisan a manner as possible. I re-
member very fondly my days when the committee was chaired by
one of the greatest legislative craftsmen in the history of the Con-
gress, Wilbur Mills. Much has changed since then, but collegiality,
respect, and simple fairness should not change.

I hope we can again make those virtues our way of doing the peo-
ple’s business for it is the people, working Americans, taxpayers,
to whom we all, Democrats and Republicans alike, owe our alle-

iance. As this committee moves forward with its agenda, an agen-

a for the next century, we must remember that the American peo-
ple are watching. They are watching this great and historic com-
mittee with very short patience.

The people have often heard promises made from Washington
that were abandoned once the elections were won. Voters were
ﬁromised a smaller government that spends less, but it did not

appen, and voters before were promised tax cuts for which they
are still waiting.

No one knows better than you, Mr. Speaker, that this year is dif-
ferent. Congress is different. We are different, and because of that,
America will be different. Beginning today we will take action to
implement the promise, no, the Contract that we made with the
American people last fall, and in the next 100 days we will cut
spending and we will cut taxes, and we will revolutionize welfare
to put America on a better track.

ur agenda for the next century will renew the American peo-
ple’s faith in Congress, their government, and most importantly in
the direction of our country, and we are going to do this in a new
manner. We will carry out these changes with fewer staff and less
money. We have already cut this committee’s staff dramatically
and the spending dramatically to maintain that staff. We have cut
the staff gy more than one-third, and we will do more with less.
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As I have always done, I will continue to fill out my own tax re-
turns. We passed as our last act last night the placing of Congress
under all of the laws that we put on other people. I personally be-
lieve it would be wise if every member of this committee prepared
his or her own tax return so that we will either fix it or we will
suffer with it.

I will also continue my longstanding policy of not accepting PAC
money. America is a very different place today than it was when
the last Republican majority controlled the House of Representa-
tives in 1954. In 1954 the Federal Government spent $71 billion.
Last year the Federal Government spent $1.5 trillion.

In 1950 the Federal Government spent $282 for each American
citizen. In 1990, the Federal Government spent $5,032 per capita,
and it has increased since then. In 1954 the Federal Government
took $30 billion from the taxpayers through the income tax. Last
year we took more than $510 billion in income taxes. In 1955 there
were 409,000 words in the Internal Revenue Code. Today there are
over 110,000 people working for the IRS and 1.3 million words in
the Tax Code.

Those 110,000 people working for the IRS compares to only
51,000 in 1955, and in 1954 the Federal deficit was $1 billion. Last
year it was $203 billion. In 1954, 5 percent of American children
were born out of wedlock. In 1991, the last year on which we have
any statistics, that number of all children born out of wedlock was
30 percent. In 1954 the average American city of 100,000 suffered
with 175 people per year victimized by violent crime. In 1991, a
city of that same size had 758 people fall victim to violent crime.

Those facts are why the Republicans made our Contract With
America. The Government is too big, and it spends too much. The
American people question whether the high taxes that they pay for
countless social programs are doing any good. We believe our Con-
tract With America will begin to fix those problems.

Mr. Speaker and fellow members, the next century is almost
upon us. These numbers and the human lives whose sufferings and
joys they chronicle remind us that a big government who taxes
more and spends more does not necessarily accomplish more. Over
the last 30 years government in this country has spent over $5 tril-
lion on welfare programs, and yet the Census Bureau tells us that
there are more people in poverty today after all of that money than
there were when it began 30 years ago.

I believe we must stop measuring compassion by the amount of
money the Government spends. We must measure compassion on
how much better life becomes. Qur committee, the oldest in the
Congress, had its first meeting in 1789, and it has a tremendous
obligation to wisely rewrite the tax laws so that we may make life
better for American people.

Our obligation to the people today remains the same as it was
when it began. We must ask working Americans for the least pos-
sible amount of taxes so that Government will do only those things
that they cannot do for themselves. The five bills in the Contract
With America that are within the jurisdiction of this committee
kick off our agenda for the next century, and they will do just that.

Before hearing from our witness, I would like to recognize the
ranking minority member of the committee, Mr. Gibbons.
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Mr. GiBRONS. Thank you, Mr. Archer, and I shall be brief, be-
cause I want to hear the witness and I want members to have an
opportunity to examine the witness.

First, Mr. Gingrich, we welcome you here. We remember your ap-
pearance here and work with us on the trade legislation last year,
and your constructive input.

Second, we recognize that the voters have spoken. I want to com-
mend Mr. Archer and Mr. Moseley of the staff for their orderly
transition. We worked together and worked out our differences, and
we were treated fairly under the ground rules that were estab-
lished. We are ready to go to work.

Mr. Chairman, your Democratic members are organized and pre-
pared to shoulder their part of the responsibility. We deem it to be
primarily our responsibility to make sure that mistakes of the past
are not repeated and that we look forward to the future with as
clear a vision as we can command.

One of the mistakes of the past is that in 1981, in this commit-
tee, we entered into a rather massive tax cut but found that there
was no followthrough on the spending cuts. As a result, the na-
tional debt of this country ballooned from about $1 trillion to about
$4 trillion. That has become the heaviest burden upon middle-class
America. I think the continued reduction of this indirect tax bur-
den, or debt burden, is the most important thing that we can do
for middle-class Americans.

Our middle-class Americans live largely on borrowed money; they
are not lenders. Some save and more should, but the burden that
has been cast upon them by failure to follow through with the so-
called revolution that began in 1981 has been the cruelest hoax to
those people and we need to correct that.

Certainly in this time of relative prosperity, we should continue
very vigorously to reduce the Federal budget deficit. I don’t want
to be partisan and I don’t want to be critical, but I noticed the very
first pamphlet that has been prepared for us today has all the nice
beaut(ilful pictures in it, but has nothing in it as far as cost is con-
cerned.

We Democrats will be asking a lot of penetrating questions about
the cost of all of this. We have learned our lesson on that, and we
do not intend to repeat it. Finally, let me say that I realize that
the rules have changed, that there will be only one opening state-
ment from each side before we begin these committee hearings. I
do not intend to monopolize my ranking position here so I will
share it amongst our Democrats in a democratic manner.

Thank you, Mr. Chairman. We are ready to work.

Chairman ARCHER. I thank the gentleman from Florida. Without
any objection, any opening statements that might be desired by any
other single member of the committee can be submitted and put in
the record.

[The opening statements follow:]



BARBARA B. KENNELLY
STATEMENT ON THE "CONTRACT WITH AMERICA"
THE WAYS AND MEANS COMMITTEE

JANUARY 5, 1994

Thank you Mr. Speaker for coming before our committee today.

I know that both Democrats and Republicans are looking
forward to your explanation of the legislative provisions in the
Contract with America. My first concern when I look at the
Contract is - what impact will this have on the budget deficit.
We have finally begun to make some progress on reducing the
deficit and I would hate to see that improvement undone.

I hope you agree that the deficit is one of the most serious
long-term problems facing our great nation. Every dollar of debt
represents more than a dollar in future taxes and high deficits
tend to drive interest rates and therefore monthly mortgage
payments up. This is a double dose of bad news for the middle
class.

Some have said that certain tax cuts may pay for themselves
and that perhaps we should adopt a "dynamic" method of budget
scoring to reflect that philosophy. With all due respect, that
kind of thinking helped create the deficit we are now attempting
to shrink. Advocates of the tax breaks of 1981 made the same
arguments. It is no accident that our deficit began to soar
shortly after those tax changes, as well as increases in defense
spending, were enacted. Now it seems it’s deja voodoo all over
again.

I am also concerned that some of the Contract’s welfare
provisions seek to punish the poor, more than move welfare
recipients into work. Let me first say that I support strong
welfare reform legislation, including mandatory and strict time
limits on benefits. However, some of the Contract’s provisions
seem aimed more at punishing children than demanding personal
responsibility.

For example, the legislation prevents children in poverty
from receiving AFDC if paternity is not established, regardless
of whether the mother does everything possible to cooperate in
identifying the child’s father. This means a mother could give
the exact name and address of the presumptive father but still
not receive AFDC benefits for her child because the state has a
large backlog of paternity establishment cases. In fact, states
now take an average of six months to a year and half to establish
paternity, largely because of staff shortages. For this reason,
it is has been estimated that this provision alone might deny
AFDC assistance to 2.8 million children. Rather than
"empowering" poor families, this requirement appears as though it
will hold mothers and their children hostage to government
bureaucracies.

While it is not it in our committee’s jurisdiction, I must
also voice my strong reservations regarding the Contract’s
proposal to repeal funding for community policing and crime
prevention. Are the authors of the contract content to merely
see thesge crimes committed and then to punish them?

Mr Speaker, I look forward to your discussion of these and
other important issues in the Contract with America.



STATEMENT OF REPRESENTATIVE JIM RAMSTAD
WAYS AND MEANS COMMITTEE
HEARING ON THE CONTRACT WITH AMERICA
January 5, 1994

Mr. Chairman, it is a pleasure to be here this afternoon to begin consideration of the most
proactive, innovative and positive legislative agenda Congress has considered in decades.

‘When Americans elected a Republican majority last November, they signaled their support
for changing the way business is conducted in the nation’s capital.

They told us they wanted Congress to comply with the laws it imposes on the rest of the
nation, cut committee staff, employ intellectual honesty in the federal budget process and
raise the threshold for increasing income tax rates.

Yesterday, we proved to the American people that we are committed to these procedural
reforms.

Today we begin consideration of legislation that will prove to voters that we are sincere
about balancing the federal budget, promoting economic growth, easing the tax burden on
American families, reforming the dependency-breeding welfare system, strengthening our
national defense, reducing burdensome federal regulations and implementing substantive
legal reforms.

This committee alone will have the awesome responsibility of considering five of the ten
bills included in the Contract.

I look forward to working with the other members of the committee on these critical
legislative initiatives, and I look forward to working with the architect of our revolution --
today’s witness, Speaker Newt Gingrich.
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WAYS AND MEANS COMMITTEE HEARING
REP. MAC COLLINS (GA-3)
JANUARY 5, 1995

As Chairman Archer has indicated, today does mark an historic meeting of the Ways and
Means Committee under a new majority and a new leadership.

The Contract with America means a new agenda for Congress, as well as for the entire
nation. But more than symbolic, this combination of legislative reforms means substantive
change. It is an aggressive agenda that has, at its foundation, the intent to reduce the
oppressive power the federal government has accumulated in the last several years. The
components of this reform package return the power to govern one’s affairs to where it
should be: on a local level, in the hands of American citizens.

Opponents of the Contract with America argue that the costs of the reforms outweigh the
benefits provided to the American public. Detractors blindly argue that the budget deficit;
the requirements of the Balanced Budget Amendment; and budgetary restrictions mandated
by Congressional "pay-as-you-go" rules, will prohibit the ability of Congress to "pay" for
these reforms. But a realistic look at these reform measures, and the process necessary for
passage, indicate these measures will be self-financing as they are implemented in "real
world" market place settings.

The annual budget process will provide the major vehicle for the passage of these reforms.
Each year, the Budget Committee reports a resolution to the House that provides the
necessary blueprint for all federal spending. This budget blueprint is then sent to the
Appropriations Committee that divides these spending "directives” into 13 different
spending, or "appropriations" bills. The Appropriations Committee and Subcommittees
must spell out the details of all federal spending according to the direction given in the
Budget Resolution.

By reducing spending levels set by the Budget Resolution and the appropriations process,
we will offset the costs associated with tax-related reforms in the Contract with America.
These savings will provide the necessary offsets needed for the aggressive tax reform
measures currently before the Ways and Means Committee.

Additionally, many of the reform measures will prove to be self-financing in the "real”
world of economic behavior and growth. A tax credit for children will enhance family
income, savings and buying power. Correcting the marriage penalty will provide the same
savings and investment power for families. Provisions to reform welfare and restore self-
dependency mean fewer people will be receiving government checks; and more will be wage
earners, paying taxes. Eliminating the unfair tax penalties placed on able-bodied senior
citizens who choose to work, means that more seniors can return to the work force, earn
wages and pay taxes on their earnings.

Tax reform affecting the private business sector means increased investment and a higher
turnover of money. More ivestment means more economic growth and more job creation.
Creating new jobs means a stronger workforce and a larger pool of citizens saving,
investing and paying taxes.

The Contract with America offers a series of reforms encouraging economic growth through
savings, investment and increased job opportunities. Through the budget and appropriations
process, the new Republican leadership of Congress, will provide the financing framework
for these necessary reform measures.
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Chairman ARCHER. Now it is my great privilege to welcome the
gentleman who has had a bigger role in inspiring and crafting the
Contract With America than any other single person in this coun-
try, the new Speaker of the House, Newt Gingrich. We will be
pleased to receive your comments.

STATEMENT OF HON. NEWT GINGRICH, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF GEORGIA, AND SPEAKER
OF THE HOUSE OF REPRESENTATIVES

The SPEAKER. Well, let me begin by thanking you, Chairman Ar-
cher, and I want to thank the Ways and Means Committee for the
way in which it has prepared for this historic day. I am not sure
we have ever had a committee hearing of a committee of this im-
portance that began on the second day of a Congress. And, I have
to say, I don’t know about the rest of you, I am a little bit tired.

I closed the House last night at about 2:25 a.m., and 1 just really
appreciate the workmanlike attitude of the committee. I also want
to thank Mr. Gibbons again for the courtesies you showed me last
year and the great honor you showed me in allowing me to sit as
sort of, I guess, an honorary member of the committee during a
hearing on the GATT agreement. I think our bipartisan work on
NAFTA and on GATT were good for America. They are good for job
creation, and I feel in that sense that with this committee I have
always had a long relationship of being able to try to find some bi-
partisan agreements. In 1986, for example, this committee was
very bipartisan in a very difficult process. I look forward to work-
ing with you now.

It is also, as you immodestly point out, an extraordinarily impor-
tant committee, both in its historic background and in its obliga-
tions to the Contract. This is a committee which, in the tradition
of governments, had to be created immediately because without
this committee there was no resources for the government at all,
so you have a very distinguished, but also a tremendously respon-
sible job.

I want to say that I think that we are at the edge of a potential
opportunity of historic proportions. We met with the President this
morning. Bipartisan leadership meeting, Congressman Gephardt
and Congressman Bonior and Congressman Fazio were down there.
All three of them were down along with Congressman Armey,
DeLay and myself and Senator Dole and Senator Lott and Senator
Ford and Senator Daschle with the President and Leon Panetta. I
want to report to you that I thought it was an extraordinarily posi-
tive meeting, that there was a spirit in that room—to use the term
I had picked up from Congressman Wolf yesterday in the prayer
service—there was a spirit of reconciliation, of trying to work to-
gether openly, of trying to solve problems and of trying on a bipar-
tisan or nonpartisan basis to listen to the American people. And I
left that meeting feeling that we had just a remarkable opportunity
to work together, to maybe put off the rhetoric of the 1996 Presi-
dential campaign for at least 9 or 10 months and to genuinely focus
on getting some things done.

So in that spirit, I would like to outline sort of my thoughts as
the newly elected Speaker and give you a framework in which,
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from my limited perspective, I would hope you would engage over
the next 10 or 12 months.

Let me start at the larger level for a second, and then come down
to the specifics of the Contract. I believe that we have reached a
turning point in American history. I believe there are four primary

oals that are at the heart of where we have to go, and they are
airly precisely definable, and they should shape every committee
in the House, and they should shape the way in which we work
with the administration, and by the way, this morning we had a
very good talk with the President about the possibility of Vice
President Gore coming in January to the Republican Conference
and having a discussion of Reinventing Government—again, to es-
tablish this notion that a bipartisan team is going to do everything
it can to reach out and work together.

The first goal, I think, has to be to take seriously the Alvin and
Heidi Toffler concept of the third wave information age that follows
on a first wave agricultural society and a second wave industrial
society. I mention this because if it is true, and I believe it is, I
think this concept then makes us rethink a lot of the Tax Code,
and it makes us ask questions.

For example, why are we discouraging home offices when maybe
in the information age we should be encouraging them? Why do we
make it harder to be a small entrepreneur when maybe we should
be making it easier to start your own business? If you look at Cali-
fornia, which is in many ways the forerunner State of this econ-
omy, and I know that Congressmen Thomas and Matsui and Stark
ang Herger can cite their own experiences back home, the fact is
we are entering a period of enormous change. And maybe just as
there was an agricultural era economy and then Adam Smith wrote
the “Wealth of Nations” to design the transition, and then there
was an industrial era economy, we literally need to be thinking
about the totality of change.

We are being listened to and interestingly I just came from the
Library of Congress where we put the Thomas system—named for
Thomas Jefferson, not Bill Thomas—online through the internet so
that the U.S. House will now be accessible worldwide in 84 coun-
tries in real time by anyone who wants to access it. Now, that is
an example of the direction we are going; I would suggest to you
and to your staff and to the witnesses you bring in that on about
every policy we should ask the question: Does it accelerate our
grans’i’tion into a third wave information age or does it slow it

own?

Does it increase the freedom of entrepreneurs and individuals to
have the resources to get there or does it weaken them? I believe
you will find that you are shaped by different considerations than
you might have expected.

Second, we are in the world economy. A bipartisan majority ar-
gued aggressively for being in the world economy, but I believe that
means we should ask of every corporate witness the following ques-
tion; Under what circumstances would you create the next thou-
sand high-value-added jobs in the United States? If you are—rath-
er than gripe and complain and whine and browbeat, if you are a
multinational corporation, how do we have to change the American
government, the American litigation system, the American regula-
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tion system, and the American taxation system so that the best ra-
tional investment to create jobs in the planet is the United States
of America? We need to be advised by those who are making the
decisions.

I want every community in America to be the first stop for the
next good job, and that is a totally different agenda than, first of
all, punishing businesses until they get ready to leave and then
complaining because they are not patriotic after we drive them off-
shore. So we need to really think about it if we are going to be in
the world market; I worked with this committee to maximize that
process. And I hope when Chile and Venezuela and Colombia and
others are back this year, we had better make sure that while we
are in this giant world market the best place to create a job is the
United States.

Third, as I said yesterday, the welfare state has failed and in
failing has had an extraordinarily destructive impact, but I was
told and I still find this so hard to believe that maybe one of you
can correct me if I am wrong, I was told that the act of marriage—
under the earned income tax credit at $11,000 a year for one per-
son and $11,000 a year for another person—the act of marniage
costs you, on a $22,000 income, $4,600 in earned income tax credit.

I have had my staff check that three times with the Ways and
Means staff, so it is probably the right number, but I can’t E‘;elieve
it. I mean, how can we have a Tax Code—my younger daughter,
who is fairly well off, has an MBA and is married to a CPA, called
me 1 day and first got me really going on this. This goes back to
Millicent Fenwick when Bill Thomas and I were freshmen working
on this issue; the Tax Code punishes you if you get married. It
punishes us if you stay married and in Social Security it punishes
you if you decide not to get divorced.

The signal we send economically in this country is destructive.
Then we designed a pattern of rising so that we punish you if you
start to be successful. We punish you if you try to get off welfare.
A member of Jimmy Carter’s Atlanta project, a woman whose cre-
dentials are impeccable—she is African-American, she is a cultural
anthropologist, she is a Ph.D. from Berkeley, she is working in At-
lanta with the poor—tells me, you know, in every public housing
project, there is a candy woman. A “candy lady” was the term she
used. She goes down and she buys candy wholesale and she ille-
gally sells it to the children for a markup, not having a business
license, but providing a service, and we have made it legally impos-
sible for her to take the risk of opening a candy store.

We have raised the first step to dignity and capital accumulation
and profitability so high that she can’t take it. Now, this is not
Gingrich the suburban Republican, this is a very leftwing intellec-
tual working in Atlanta, telling about the reality of what she en-
counters when she sees people. And, by the way, the most powerful
statement of that is Mario Vargas Llosas’ introduction to Hernando
DeSoto’s “The Other Path,” which is a study of the poor in Lima,
Peru. It shows how the Government punishes the poor and pre-
vents them from going into business, and how in Peru they simpl
created an entire economy which is not legal, but it is not crimina{
it is just out there.
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Well, guess what, in every major city in America, you will find
an economy which isn’t criminal, but it is not legal, and so I would
hope we would look at these, notice how these three fit together.
If we are moving into an information age, don’t we have to figure
out how we carry the poor with us? Don’t they have to have every
right to have as much access as anybody else? Shouldn’t the Tax
Code favor them in having a chance?

I will give you a nutty idea. I am just tossing it out because I
want to start by getting you to think beyond the norm. Maybe we
need a tax credit for the poorest Americans to buy a laptop. Now,
maybe that is wrong. Maybe that is expensive. Maybe we can’t do
it, gut I will tell you, any signal we can send to the poorest Ameri-
cans that says we are going into a 21st century third wave infor-
mation age and so are you, and we want to carry you with us, be-
gins to change the game.

Second, we want to say to every American, the world market is
going to be tough, but we are at least not going to have our govern-
ment punish us while we compete, and so we have got to find a
way to be honest about it, and I believe it is going to be very tough
to compete with China, Germany and Japan. I think anybody who
thinks we are going to take on the Asian tigers, and that it is going
to be a lark totally misunderstands the intensity, the competition
and the aggressiveness of our competitors, so I think we better
rethink that.

Third, if we do it right, we actually liberate the poor to seek
prosperity while making those transitions, but that requires chang-
1ng our core laws.

Last, I want to pick up on what Congressman Gibbons said, be-
cause I agree with him, and this is going to make it much harder,
and I know that my dear friend, Mr. Archer, one of the most fis-
cally conservative Members of this Congress, agrees entirely with
this. We have to make these three transitions while moving to a
balanced budget by 2002.

Now, I don’t believe you can honestly get there faster, at least
not without a crisis mentality, but I don’t see any reason why as
mature adults we can’t establish a glidepath this year that is hon-
est and serious and has integrity, that gets us to a balanced budget
by 2002, and that means doing things differently. I would rec-
ommend you look at the major folks who have been successful in
transforming companies, starting with Peterson at Ford Motor Co.,
and listen to them and say, all right, what do we have to do? We
are goinf to come right back to this again and again.

Now, let me give you one example of breaking out. Many of you
know about the old consult answer gimmick of what they call the
nine dot problem where you ended up trying to cover the nine dots
with four lines, and you finally had to go outside the dots to do it.
I am not going to spend your time as a witness trying to show you,
but conceptually what the consultants were getting at is that we
artificially create frameworks that stop us from thinking cleverly.

I want to talk about Medicare for 1 second, then I will talk about
the Contract. What this city wants us to do is to be so stupid that
we are guaranteed to fail. We just went out—Dick Armey and Tom
DeLay and I went out and did a totally positive press conference
about our meeting with the President, and we stood at the White
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House, you will see this later on today on C-SPAN; you can watch
it on videotape and measure it for yourself,

We said it was a great meeting, a terrific dialog, a positive start.
We are going to cooperate on every front. We are going to set up
staff task forces. We are going to try to find ways to work together.

The second question we got from a reporter was “How do you
think it will break down”? Let me just say bluntly if we allow the
lobbyists and the press culture of this city and the bureaucrats of
this city to guarantee that we fight, we will get nothing done and
we will be one more failed Congress leading to one more bitter elec-
tion, and I believe there will be a third party in that campaign. I
am just appalled.

Medicare is my favorite example. Medicare is a large, clunky, in-
efficient government system. Everywhere in Eastern Europe—we
told Eastern Europeans from Poland to Hungary to Russia, large,
clunky, centrally designed bureaucratic systems don’t work very
well; market driven systems work better. Now, I believe we can de-
sign a Medicare program which gives every senior citizen greater
choice of better health care at lower cost and, as a consequence,
saves a heck of a lot of money.

In some States that is starting; there are HMOs out there today
which offer senior citizens prescription drugs for 95 percent of the
cost of Medicare. I believe if we were creative and we were coopera-
tive and we brought in representatives of senior citizens and we
brought in doctors and hospitals and pharmaceuticals, we could ex-
plain how we can create the greatest marketplace choice. I am will-
ing to give you, as an examlﬁz, a smaller deductible if you go into
a program that saves the American taxpayer rather than a larger
deductible if you decide you want a program that is more expen-
sive.

I am willing to find ways so that the average senior citizen
doesn’t say, “Oh, why are those politicians punishing us”! or so the
interest groups can’t send out mailings that say, “Let’s go beat up
on the politicians who don’t give us what pork we want.” Instead,
the senior citizens will come in and say, “I like this townhall meet-
ing. I like this proposal. I think this is actually better for me.”

Now, that is such a different mindset, and I don’t mind, by the
way, if it is totally bipartisan. I am perfectly happy if we go in to-
gether and we sit down together and we have joint meetings and
joint townhall sessions. But our goal shouldn’t be to say how many
groups can we punish before they rebel; yet that is the mindset of
this city when you talk about balancing the budget. Who are you
going to hurt? Who are you going to punish? Who are you going
to cripple? It is a sick, out-of-touch culture; we have to reach be-
yond it to the American people and work with them.

Now, let me talk very briefly within this larger framework about
the Contract With America. You have an enormous job, and I sym-
pathize with my good friend from Florida’s comment that this
paper, which I frankly was sort of impressed got printed so fast,
happens to have mostf; the good parts. I am sure that we will find
a handful of bad parts presently, but I think it is very encouraging.
And I would say to the American people that to be able to contact
the Ways and Means Committee and get a brandnew document
called “Description of Provisions in the Contract With America



16

Within the Jurisdiction of the Committee on Ways and Means” is
a positive first step and I would say also to those of you who are
technical experts, it is a pretty overwhelming challenge to say we
are going to get all this out of committee in the next 60 days or
so, but let me tell you, we are going to get all of this out of commit-
tee in the next 60 days or so.

Let me make it very clear, a lot of people said to us, you can’t
really pass nine reforms on the opening day. We did. We are going
to break on the date we announced so %ami ies can have a vacation
at Easter, period. The committees are going to report and have to
report in order to be able to keep that schedule. We don’t want to
report bad or ill thought out or hastily drawn legislation, so we are
%oing to start hearings at the earliest date in the history of the

ongress. We are going to ask our witnesses to come and be very
prepared, and be very tough-minded, and they are all going to be
open to improvement.

We don’t think that we wrote in stone. We thought we had in
September some good ideas. That was months ago. The world
changes. Those ideas give us a direction. We have five very major
ideas in this committee: First, the American Dream Restoration
Act, which looks at the family tax credit, at the marriage penalty
tax relief, at the American dream savings account. Let me say |
would hope this committee would also openly look at the Presi-
dent’s ideas.

I think his new concept of encouraging people to get better edu-
cated, to recognize that intellectual capital may be a key to the in-
formation age, I hope you will very soon have the administration
come up to testify. I would like to try to find a way to accommodate
it if we can. I don’t think we should reject out of hand an idea just

-because it comes from the President. We ought to look at it.

Second, the Job Creation and Wage Enhancement Act, with
thinﬁs like capital gains relief, neutral cost recovery, expensing of
small business, increasing the estate and gift tax, the home office
deduction. I want to make two key points here. One, if you don’t
have a job, having a tax credit for the American dream doesn’t help
you much. Two, having a job, as Ronald Reagan used to say, is the
most important social program there is, and if we are going to be
in the world market, we had better have the best jobs in America
and so this particular bill becomes a very important vehicle for re-
designing the American Tax Code to create the best jobs in the
world by liberating entrepreneurship.

I will say to all of you, capital gains is often an intellectual-lib-
eral battle. Liberals say, oh, it is terrible. You are going to help the
rich. Conservatives say we need it and nobody can explain why.

If you will, bring in the biotech industry, and you will let them
tell you what not having access to capital has cost in jobs in Amer-
ica in the largest job-increasing industry in the country. Let them
tell you what 1s happening to foreign countries buying American bi-
ological breakthroughs because we don’t have the capital here to
create the jobs and create the companies. Let them explain to you
the factories they would like to build, the products they would ﬁke
to have, the opportunities that are forgone, I think it will begin to
be obvious to the American people that we are talking about the
key to the 21st century when we talk about creating enough capital
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to build enough factories to have enough research and development
to have enough products to dominate the world market. And that,
by the way, 1s an area where we are currently totally dominant,
but the absence of capital may mean we will lose that domination
by the end of this decade.

Third, the Senior Citizens’ Equity Act, which looks at increasing
the Social Security earnings limit, repealing the Clinton tax in-
crease on senior citizens, instituting the tax incentives for long-
term care insurance, and accelerated death benefits. Let me make
a point here again. If the society sends a signal that working all
gour life and saving and being prudent and being frugal is stupid

ecause we are going to take away your savings to give it to your
twin brother or twin sister who dicf nothing and therefore throw
themselves on the State, I think we send a very, very destructive
signal. And when a society says to senior citizens at a time when
we all know we are living longer, “We are going to punish you if
you stay at work, even though we know that when you stay at
work you are healthier, you are more active, you are less expensive
on Medicare, and by the way, you are earning a living and paying
taxes, but we are going to punish you and send the signal to quit
working,” I think those are exactly the wrong signals.

Fourth, the Family Reinforcement Act, refundable tax credit for
adoption, refundable tax credit for home care of the elderly. There
are a number of steps at strengthening and rebuilding the family
that aren’t speeches about Murphy Brown, they aren’t arguments
about orphanages. They are practical, common sense. Why are we
punishing people who are doing the right thing, and why don’t we .
want to send the economic signal to people to do the right thing?

And finally, the Personal Responsibility Act which looks at work
requirements. It cuts welfare spending, it attempts to reduce ille-
gitimacy, and it looks at restricting welfare for non-Americans. I
just think we have to engage in an honest discussion, and I indi-
cated yesterday that I hope in the next few months that virtuall
every Member who represents a poor district will match up wit
somebody who represents an economically better off district and
that we will have a genuine bipartisan effort to educate each other
and to really open a dialog.

I don’t know what the details are. We have a bill we think a lot
about. The Governors, as you all know, are very excited, and have
their ideas. I think in the next few weeks—the President has al-
ready indicated a strong interest in working together on this—we
should be able to craft a bold new direction on welfare reform, and
we should be able to start the move from dependency to independ-
ency and back to behaviors that work in America, and I think that
you play the major role in getting that done.

I appreciate your patience with me. I will just sai'1 in closing, this
Contract never leaves my coat, whichever coat I have got this is
with me, and I just say that to say, we are going to get this done.
It is going to happen, we are going to get the votes on the floor.
I believe we are going to pass almost all of it, but we are going to
pass it the way we did yesterday. If you look at yesterday’s votes,
I am very proud of the fact that on virtually every vote we had an
enormous bipartisan majority. We had from 23 Democrats—and I
think that was the smallest vote for a Republican proposal—up to
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unanimous on both sides of the aisle. I would hope as we go
through the hearings and the markups and the rules process that
we could design a procedure where, on virtually every bill in the
Contract, there is a strong bipartisan majority. It would be a proce-
dure where the President can work with us in such a way that
when it gets to the White House, after, of course, going through the
other body, that the President will feel comfortable signing it be-
cause we will have worked together to cooperate in doing good
things for the American people. Let me now just throw it open to
questions, Mr. Chairman.

Chairman ARCHER. Mr. Speaker, thank you very much for taking

our time to come and launch the official discussion of the agenda
%efore this Congress. I will waive my right to question and recog-
nize Mr. Crane for his questions.

Mr. CraNE. Thank you, Mr. Chairman, and thank you, Mr.
Speaker. I am uplifted by your presentation.

Chairman ARCHER. Would the gentleman suspend for a moment?
Considering the time constraint which the Speaker has to live
with, I would like to alert every member that we will attempt to
limit the questioning to 2 minutes per member so that we can
cover more members. That has been agreed to by the ranking mi-
nority member,

Mr. CRANE. Very good. I commend you for your recognition of the
fact that as a former history professor, which I was, we are at an
epochal turning point in the history of this Republic. I commend
you also for your recognition that this has nothing to do with Re-
publicans and Democrats, but all Americans.

I spoke to a college Republican convention one time a few years
back in Illinois, and I told the kids in describing my district, it was
the fastest growing in the State of Illinois. And they said, well,
aren’t you right next to Chicago, and I said, yes. And they said,
well, don’t you shudder, those people have to be coming from Chi-
cago. 1 saig, yes, but kids, I grew up in the old neighborhood in
Chicago, and your typical city Democrat is, first of all, a God-fear-
ing person. Second, he believes in family and traditional values.
Third, he believes in the work ethic and finally when the country
goes to war, he is trying to jump in front of you in the line to en-
list. And the kids said, didn’t you just define your basic Conserv-
ative there? I said, no, your basic American, but you are born with
two very intense loyalties, the religion of your parents and the poli-
tics of your parents, and it is hard to in effect turn your back on
the faith of your father.

I think we can join in a bipartisan effort to change the direction
this country is headed, and focus on two of, to me, the most dis-
turbing things that have been going on in my experience here. One
is that escalating national debt, out of control, and two, the de-
struction of so many of the traditional values upon which this Re-
public was founded. So I salute you, look forward to working with
you, Mr. Speaker, and I think we can cooperate toward guarantee-
in% we leave something better for our kids.

hairman ARCHER. Mr. Gibbons will inquire.

Mr. GIBBONS. Mr. Speaker, I am sure it pays for the country to
have a visionary like you, but I want to try to get us down to the
nitty-gritty of what we are talking about here. Your Contract has
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been scored by the Treasury Department as losing revenue of $712
billion over a 10-year period. I haven’t seen any other scoring esti-
mate on it, so I would have to accept these as being correct.

How within the 100-day period, are we going to proceed in this
committee to reduce the stream of revenue by $712 billion, almost
three-quarters of a trillion dollars, add it to the $4 trillion debt we
have now, and make sure that the spending cuts that you talk
about in gossamer terms are going to take place? I will not go down
the road again, having once made the mistake of voting for tax re-
ductions and just taking an empty promise that we are going to get
the spending cuts.

The SPEAKER. Let me say, first of all, Mr. Gibbons, I agree with
your premise, that I think we should, in fact, pay as we go and if
anything, pay more than we need. Also, I think Mr. Kasich, the
Budget Committee chairman, was very clear I think last Sunday
on the Brinkley show in saying that we ought to cut spending first.

Now, I haven’t seen the Treasury estimate, but I want to make
several comments about Treasury estimates because I have worked
with them over the last 16 years. First of all, I believe if you check,
all Government estimates were explicitly wrong on the Jimmy
Carter capital gains tax cut, literally wrong to such a degree that
it wasn’t a question of scale. They had a negative number for their
estimate when it was a positive number, so they were saying it will
cost us money if we cut capital gains under Jimmy Carter, and in
fact we made money. Now, I would just suggest to you that that
is not an unusual situation.

Second, the boat tax, I believe, was explicitly scored wrong. Both
the congressional and executive branch estimators said the boat
tax would raise money. In fact, the boat tax destroyed the boat in-
dustry, killed businesses, laid people off, cost us money, and was
a net loser, so if you are saying to me that the same socialist men-
tality bureaucrats who have been consistently wrong were wrong
again, that is possible, but I want to make a third point about the
years you used.

One of my frustrations, and this is not partisan, I mean I was
as frustrated under Reagan and Bush as we will be, I am sure,
with the current gang down at the Treasury Department because
they don’t change. They are the same technicians. They pick which-
ever year you lose money. If they say let’s do 5-year scoring, we say
terrific. We will come in with a back-ended IRA. You will make a
huge amount of money in § years. They say, oh, but you will lose
money 20 years from now.

If t{ney come in and say, well, let’s score over 20 years, we will
come in with a current IRA and you will gain money in the short
run, whichever way you want to go, they will count it against you,
so I just think we have to recognize there are some people in this
city who have a passion for more money for Washington and less
money for America.

Now, if we sit down and we can’t solve that, then we may have
a big problem. We will have a fight on the floor, but I will tell you
flatly, I believe you can find honest estimates and not just by one
or two people who for ideological reasons fudge. We can find honest
estimates we can broadly agree on, and we can find a way and we
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can reshape the bill to work within those honest estimates. Thank
ou
Y Chairman ARCHER. Mr. Thomas will inquire.

Mr. THoMas. Thank you, Mr. Chairman. I want to thank the
Speaker for once again indicating that ideas are not just important,
they are essential, and that what we are largely talking about in
his five goals is an examination of where we are and where we
need to go in terms of prioritization. There is no question 1 can ask
in a 2-minute period or you can answer that would expand beyond
your opening statement and therefore I yield back the balance of
my time.

Chairman ARCHER. Mr. Shaw will inquire.

Mr. SHAW. Thank you, Mr. Chairman. I would like to congratu-
late you, Mr. Speaker, on a very good opening statement. I think
you hit some hot buttons, particularly as to the negative effect that
many of our laws have upon the goals that we would like to accom-

lish, both Republicans and Democrats, and I would like to dwell
or just a moment on welfare.

Your figures, I believe, are quite right as far as the earned in-
come tax credit and how we penalize marriage, but we tell young
people, particularly a young girl, that you can have a child, not get
married, not go to work, not live by any of the other rules, and we
are going to have a package for you that is worth anywhere from
$12,000 to $16,000 a year.

On the other hand, you can go to work, earn minimum wage and
not quite get up to $9,000 a year. The system is totally backward.
I think we have put together a very compassionate welfare reform
package, and I think the President has correctly enunciated some
of the basic principles that are in our package, and hopefully we
can work together. Some of the details that we are going to argue
about, unfortunately, are going to be the details that wiﬁ be mak-
ing the news, but I think the cruelest welfare system of all is the
one that we already have in place—paying people to stay in their
place, not to succeed, not to break out.

I think you made the point very well yesterday in looking at
some of the words from the “Battle Hymn of the Republic” on what
is freedom. Someone living on welfare is not free. They don’t even
have the basic principles that we guarantee as far as the rights of
basic Americans, of basic citizens, and we are going to make that
happen.

I have spoken to many of our colleagues on the other side of the
aisle who are going to be on my Human Resources Subcommittee—
many of whom who are on this committee aren’t on that commit-
tee—who want to help and want to get involved, and I am going
to be meeting with members on both sides in order to try to deter-
mine where we come down together and where we are going to
agree to disagree, and move that process forward, and I will tell
you that we on our side, on the Republican side, we are committed
to delivering on the Contract, and we are committed to the time
that you have set, and we are going to be here on Mondays and
Fridays working very, very hard because the full committee is tak-
ing up Tuesdays, Wednesdays, and Thursdays, and we are going to
be here next week working and starting the hearings, and we are
going to deliver on that Contract, and I appreciate the leadership
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that you have given in pushing this forward as one of the major
planks. And I feel that it is the most major plank that we have in
our Contract With America.

If we are truly going to change America as we would see it, we
have got to bring everybody along, and we cannot leave people
enslaved by a system that has broken down and encourages people
not to succeed, and I thank you for your leadership.

The SPEAKER. Can I make two very quick observations? I know—
I don’t want to use up the time on this, but I want to use this as
an example of how different we could be because I want to go back
to Mr. Gibbons’ correct point. There is no reason in a budget-
neutral way that we could not redraft the earned income tax credit
to simply provide that we will reduce the amount available for indi-
viduals while expanding the amount available for couples so that
you at least get the same, you get two times individual, do it all
on a budget-neutral basis and at a minimum have eliminated the
antimarriage penalty.

That should be something that the staff could do in 1 week if you
want to. You could do it with no budget consequences, so, first of
all,dthere are ways to rethink how we do things if you are willing
to do it.

Second, I would be very interested, and I am using this as an ex-
ample for a whole range of bills, and I am not in any way trying
to preclude the Chairman’s leadership, but I want you to think
about this possibility. Rather than get into our classic tax fight
where somehow we produce massive bills and the minority on ei-
ther side has to produce a bill and then each side’s lobbyists get
together, then there is a big brawl, then the President vetoes it, let
me suggest if we could agree that an antifamily earned income tax
is stupid. We could agree that a budget-neutral way of reforming
it would be smart, and if the President and Senator Dole and Sen-
ator Daschle would agree so that they would protect the bill as
written, I would entertain, if the committee came and asked me to,
as Speaker, bringing a bill like that in as a very narrowly drawn
bill, widely supported on both sides and pass through—not to be
used in the Senate as a vehicle to send us back a bunch of stuff,
but with an agreement in advance that it would go through the
Senate and be protected by both parties and get to the President
and be signed. We would literally early this year make the earned
income tax credit no longer antifamily.

Now, I don’t know if that is good or bad. I am just saying today,
it is a way of thinking about trying to get to some reform and some
solutions that could actually be signed into law quickly and not just
degenerate into a partisan fight, and I thank you for raising your
point, Mr. Shaw.

Chairman ARCHER. Mr. Rangel will inquire.

Mr. RANGEL. Thank you, Mr, Chairman. Mr. Speaker, yesterday
your speech raised a lot of eyebrows in the press and throughout
the country and people were shocked, surprised, some were even
critical because they had never heard you express such sensitivity
to the plight of poor folks in this country, and even today you
pointed out that as America moves forward you would want to
make certain that at least as a part of everyone’s dream those that
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find themselves in this city, that they are part of that. It is reach-
able, that it can be done.

Throughout the Contract and the rhetoric of the campaign, it
seemed as though the Republicans were able and far more effective
than Democrats in pointing out the frustration of American people
in wrestling with these problems, and that is, the problems of chil-
dren irresponsibly giving birth, children shooting each other in the
street, the problems of crime, AIDS, violence in jails, and so forth.
So, as we move forward in this global economy, we face now 1 mil-
lion people in jail, 1 million people waiting to get in jail, 1 million

eople under some type of control. Yet the answers in the Contract
ook like, well, cut off the checks and get more cops and get more
prisons and show that we won’t tolerate it.

When you said we expect more from the private sector, we are
getting closer to reading from the same page if what you are really
saying in addition to what you have said is that the private sector
has a responsibility to tell us what that work market should look
like. The private sector has a responsibility to be working with our
schools and educational institutions to make certain that not only
will the kids be able to read this diploma, but will be employable
because it is the private sector that dictated what these needs are.

It would seem to me that as we reach out in asking them what
we should and should not be doing to remove regulations and tax
impediments for them to succeed, glat if we can agree that we can
look at the poor very much the way the Army looked at me when
I was a high school dropout. They did not ask me what kind of job
I wanted. What they did was tell me what had to be done and once
I found out that I could do it, I was excited about the job, and I
succeeded.

I do hope that we can go beyond the Contract which somehow
doesn’t really give those incentives for people to stay in school, to
know they are going to have a job, and to be working but rather
deals mostly, from what I see, with those Americans, poor as they
may be, minority as they may be, that are falling between the
cracks. I look forward to working with you to see whether we can
get a full contract for all Americans.

The SPEAKER. Let me say very briefly, first of all, I think we are
very close to the same page. I don’t know if that is because you
have on occasion gotten the Republican nomination in your district
and there is really this secret compatibility, but there is no ques-
tion that in many ways in our conversations over the years we are
very—we are much closer than our debates and our votes some-
times imply.

As a minor example, last night I was very pleased to be able to
announce at the Republican gala which celebrated our victory that
we have raised at least $10,000 for Horton’s kids to use in Ana-
costia this year in an “earning by learning” program where we go
in with volunteers and we he%p poor children by paying them §2
a book to read in the summer and we help second and third grad-
ers in public housing. That was done deliberately to say here is a
political event that i1s fun, but let’s turn it to the good of the com-
munity of the National Capital.

I believe if we could work together and if we could work with
your mayor, who I have great respect for and I think is doing a
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good job despite one minor slip-up in October, I think that we
ought to be able to pick up on exactly what you just said: How do
we ensure that we have the incentives to stay in school, how do we
ensure that there are jobs in that neighborhood when they get out
of school, and I think we would go to the people. And that goes
back to my other point, for example, the biotech companies.

We have one district in your city whose largest single employer
is a pharmaceutical company. Now, to adopt a Tax Code and a reg-
ulatory code which drives that pharmaceutical company to go to
Germany thereby closing the largest single manufacturing facility
in that congressional district is irrational if you want the people of
that district to have jobs. I would like to work with you and I know
Chairman Archer has a deep desire to work with you, and I can
just assure you in the Speaker’s office we will do all we can to
shape a full contract for every neighborhood and every community
in the country.

Chairman ARCHER. Mrs. Johnson will inquire.

Mrs. JOHNSON. Thank you, Mr. Chairman. 1 just wanted to com-
ment on a statement that you made, Mr. Speaker, because it is
something that this committee is already aware of, that some in
this city want us to do stupid things and fail. There is a certain
truth in that, but also our process sometimes encourages us to do
stupid things that force failure, and as we go into this, your admo-
nition to think big, to think beyond the dots and beyond the lines
is the only way we can avoid the kinds of failure that our own proc-
ess has forced on us in recent years. I want to thank you for that
comment, but I am going to yield back the balance of my time be-
cause I would like my colleagues on the other side to get through
their questions. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Stark will inquire.

Mr. STARK. Thank you, Mr. Chairman.

Mr. Speaker, I do have an area which I think we might want to
talk about redrafting. In your Contract, the bill called the Senior
Citizens’ Fairness Act, or, as I think you said, Equity Act, helps
high-income individuals by repealing the 1993 increase in the
amount of Social Security benefits subject to tax.

The 1993 change applied only to the 13 percent of the wealthiest
beneficiaries. That change would increase the deficit by $15 billion
over 3 years. The Republican estimate was $17 billion. We think
it is a little lower. And because the revenue generated from the
1993 increase was dedicated to the Medicare Trust Fund, you are
in effect increasing the income of 4%2 million upper-income bene-
ficiaries and cutting Medicare for the remaining 30 million Social
Security recipients with low incomes.

I hate to suggest taking from the poor and giving to the rich, but
in effect you are giving $15 billion to this upper-income group and
taking the $13 bi%i‘ion in effect away from the 87 percent with the
lower income.

I think that this may have been unintended, because quite frank-
ly, when the Contract was drafted, someone may have overlooked
the fact that that money had to go into the Medicare Trust Fund.

Would you encourage us to rewrite this portion of your Contract
to protect the low-income beneficiaries from this Medicare cut?
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The SPEAKER. Well, let me say first of all, Mr. Stark, since I am
not on the committee and I am not an expert, maybe you can help
me and the country understand. When you talk about increasing
taxes on upper-income retirees——

Mr. STARK. Lowering them.

The SPEAKER. What is the level at which it became upper in-
come? Where did this tax increase go into effect?

Mr. STARK. Well, it is $44,000 for families, which, as I say, is
about 13 percent of the——

'{:}le SPEAKER. $44,000 per family, and what was it for an individ-
ual’

Mr. STARK. That is where it starts. The median is probably closer
to $80,000 or $90,000. The 30 million under that, the median is
about $7,500 a year.

The SPEAKER. See, what we said was that in effect $44,000 for
a couple, you are now rich enough that since we don’t have the
courage to directly means test Social Security and take it up front,
we will simply steal it from you from the back door by raising your
taxes.

Mr. STARK. But for the poor people, you are going to cut Medi-
care——

The SPEAKER. I am not necessarily going to cut Medicare. We
don’t agree on the initial definition. You may think $44,000 is
upper income. That may explain why the——

Mr. STARK. I am happy to support any tax cut you want to make.
I am just saying, do you want to do it by cutting Medicare? Is that
your intention?

The SPEAKER. Not necessarily. But let me make two points. First
of all, the last, I think, three Republican budgets have proposed
that at the $100,000 retirement income, senior citizens do not have
to be trapped into Medicare against their will, nor will we subsidize
them if they decide they want to buy Medicare.

So we were prepared to say at the $100,000 income level, in
budgets that I voted for, at least, that you could buy your own
health insurance, you could buy Medicare, unsubsidized if you like,
or if there is a better plan at a fully unsubsidized rate, you can buy
it.

But we were prepared in that sense to approach the Medicare
question in a way which directly affected-—we thought $1,000 was
closer to bein% a serious number than 44, but to begin to say to

eople at a fairly high income level, why should we tax the
§20,000-a-year person with a family of three to transfer the subsidy
to a multimillionaire?

So I am prepared to look at ways that change it. But second, I
want to go back to my other point because maybe it wasn’t clear,
or maybe I didn’t make myself clear.

Mr. STARK. The question was, Mr, Speaker, do you want to cut
Medicare by $15 billion?

The SPEAKER. That is the second point I want to make. It is my
understanding that we have a Medicare option available only in 15
States which allows people to take an HMO at 95 percent of the
Medicare average for that State, which means by definition every
citizen who decides to take a Medicare HMO in that State is saving
the taxpayer 5 percent of the average cost of Medicare.
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Now, if you were to say to me, if I found a good enough package
that voluntarily enough senior citizens wanted to improve their op-
tions, and in the process they saved $13 billion, would I be willing
to take the savings that they voluntarily gave back to the govern-
ment because the market gave them a better option? Sure.

If you are saying to me, am I going to punish senior citizens, the
answer is, of course not, that is silly, we are not going to do that.
And if that is not the way we pay for it, we will find some other
way.

I certainly want the committee in its hearings to explore all the
options and not do something which would be dumb. I agree with
you: We should not be dumb if we can afford it.

Chairman ARCHER. The gentleman’s time has expired.

Mr. Bunning will inquire.

Mr. BUNNING. Thank you.

Mr. Speaker, it is good to hear from you, it is always enlighten-

ing.

%)n the Senior Citizens’ Equity Act, there are some other provi-
sions in the act that are in my opinion probably the best ideas that
we have seen for senior citizens and for people to get back into the
marketplace. After we force our senior citizens to become inactive
after the age of 65 by the Tax Code, we can do away with the Tax
Code and do away with the money. We would all be better off.

Do you do your own taxes or are your taxes done by a public ac-
countant?

The SPEAKER. I want to confess up front I lack Mr. Archer’s cour-
age. I also want to confess up front that it is basically all handled
by my wife who hands me a document from a CPA which I sign.

I also want to say up front, I can say this without sounding too
defensive, that given my track record and my public disclosure and
my media relationships, I would be an idiot if I did my own taxes
because I need a CPA and a tax lawyer to stand next to me and
say, Yes, it is OK.

But I agree entirely. I was going to mention earlier, I feel very
badly I didn’t mention it, that I would hope once you get beyond
the éontract, you would have hearings both on Mr. Armey’s flat tax
concept, and on the Domenici tax approach. I would hope you look
in an aggressive way.

I was very cheered 2 or 3 days after the election when Chairman-
elect Archer said to the national press that he intended to very ag-
gressively look to getting to a simple, direct Tax Code.

You mentioned something that is a good example of where Mr.
Gibbons and we may have a debate later on, or he may decide we
are right. If you do not take into account changes in be{avior, low-
ering the tax penalty for working costs the Federal Government a
lot of money in terms of Social Security.

That is, if you allow senior citizens to work and you don’t punish
them, but you don’t take into account the fact that more of them
will work, the Treasury can come up with some horrible number
abmlit what it costs us to allow people to keep their own money and
work.

On the other hand, if you have any assumption, and this goes
back to the boat tax example, where Treasury was totally wrong
and totally destructive and killed thousands of jobs, and if you say,
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“Gee, if we allow senior citizens to keep the money if they work,
they may pay tax, including Social Security tax, you get a totally
different number for what that costs.

There ought to be some bipartisan way to set up a panel of ex-
perts who are not trapped into a Socialist mindset and find the
k}ind of solution that I think you would agree with that gets us
there.

But I appreciate your raising it. I think the Code should be sim-
pler. I think we should encourage people to behave in ways that
are healthy. And I believe in the long run the country will actually
make money from those kind of changes and not lose it.

Chairman ARCHER. Mr. Houghton will inquire.

Mr. HouGHTON. Thank you.

This is going to be very brief, Mr. Speaker, because I would like
to relinquish my time to others on the other side. I think the bind
is going to come in making the arithmetic work out, because when
you basically cut taxes, increase military, and then cut spending,
the basic spending cuts have to come from the discretionary ac-
count, because you can’t touch interest, and you are not going to
touch Social Security, and you are probably not going to cut very
much out of Medicare. And probably defense is going to be touched
a bit. That falls on a third.

And so when you take the arithmetic of balancing the budget
with all those things, and level it on that discretionary or that
third of the amount of money we spend on our expense account, it
is going to be a difficult task, and that is what we are going to be
facing. But I wanted to share that thought and that worry with
you.

The SPEAKER. I agree.

Chairman ARCHER. Mr. Jacobs will inquire.

Mr. JacoBs. Mr. Chairman, I have a gift for the Speaker and for
the committee. I pass.

The SPEAKER. I accept my preemptive Christmas gift and I thank
Mr. Jacobs.

Chairman ARCHER. Mr, Herger will inquire.

Mr. HERGER. Mr. Speaker, I want to join in thanking you for
your leadership, for your ideas. It is the greatest breath of fresh
air I have seen in my tenure here in Washington. Again, I com-
mend you.

You have been out to my district in northeastern California
which contains some 17 percent of the land area of California. It
is very rich in agriculture and produces many wood products. My
concern has to do with the vast majority of businesses in our dis-
trict, which are small family businesses, like so many throughout
the Nation. I worry about their ability to transfer these businesses
from parents who have worked hard all their lives to their children
who have been working with them.

Statistically, in our district and in the Nation, some 67 percent
of all small businesses do not survive that first generational trans-
fer because these businesses do not have large liquid assets, wheth-
er it be in cash or whatever, with which they can pay these large
Federal inheritance taxes. Therefore they are forced to sell these
farms and businesses in order to pay the taxes.
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My specific question is, how will the provisions in the Contract
With America that increase and index the estate tax credit help
these small family businesses need to survive the transfer between
these generations?

The SPEAKER. Well, I think that is one of the reasons, frankly,
we put it in. We felt there were three powerful reasons for encour-
aging people to be able to work very hard and be successful. The
first was to strengthen family ties, to say to people, We think it is
a good thing if you try to help your family, we think it is a good
thing if you care about your children and grandchildren.

The second was to recognize if you really want to have capital
accumulation, if you look at those countries which have had very
rapid growth rates, they almost all have strong extended families
in which the families acquire the capital over time. It is very im-
portant to have a dynamic model where you are thinking about
time, and something that 1 day is not very powerful, over 10 years,
may become extraordinarily powerful.

And so we have until now adopted a very anticapital accumula-
tion, antifamily business, antientrepreneur attitude which punishes
those who have worked the hardest and tried the most in order to
achieve things.

Last, I think our approach to this is to say that the government
should not intervene in a way which destroys a local community.
When {ou set up a situation where a family suddenly learns that
basically in order to pay the Federal Government they ought to sell
their company to a Japanese company or to a German company or
to some other country where they have capital because they have
more savings, they have a better Tax Code for capital.

And you are in effect disinvesting America of its own ownership
because your government now punishes those families that worked
so hard for their children and grandchildren. We think there is
something profoundly wrong, and that is why we want to pursue
those kind of changes.

Chairman ARCHER. Mr. Matsui will inquire.

Mr. MaTsulL Thank you, Mr. Chairman.

I want to congratulate you, Mr. Speaker, for your election yester-
day and I appreciate the fact that you are here today. We appre-
ciate your testimony. Two minutes certainly doesn’t give us enough
time to analyze the Contract With America. But just to underscore
the lack of time and the inability to really delve into this, you men-
tioned, for example, senior citizens and the wage cap and the fact
that if you lifted it they would find more opportunities for work
and therefore there might be a positive dynamic impact on the
economy.

One of the reasons the Joint Tax Committee never scores that as
a positive revenue impact is because there is another impact, too,
and that is that you may displace some others who are moving up
into the job marlz'et. Getting into macroeconomic policy by making
a microeconomic change is a very dangerous game. I hope all of us
will be very careful when we do this.

Another example: You mentioned the marriage penalty, which
obviously we would all love to change. Mrs. Kennelly attempted
that last year, but it was estimated to cost $70 billion in taxpayer
money in order to make that change over 5 years. Your Contract
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provision only deals with $10 billion or one-seventh of that particu-
lar problem.

Let me conclude, because I don’t want to take any more time. I
would hope that you—and I am sure you have—would review the
book written by Dave Stockman, and particularly page 98 where he
talks about rosy scenarios. I recall that I was here when you were
here in 1981 and we did do the Reagan economic plan. This book
talks about those that were the ideological fathers of the Reagan
supply side economics; Paul Craig Roberts, Norman Ture, Steve
Entin, Art Laffer, Jude Wannisker, Jack Kemp, and Lou Lehrman.

Many of those same people are behind and had input to the Con-
tract With America. I just hope that they are not as wrong this
time as they were in 1981, when we had the massive deficits, as
the ranking member, Mr. Gibbons, has talked about. Last year we
went through a lot to get that deficit at least starting the trend line
down over the next decade, with a view to continuing that trend
well into the next century.

For us, now, to eliminate that budget discipline will result in
more pain for the average middle-class taxpayer because their in-
terest rates will go up. They are the ones that borrow in this coun-
try, they are the ones that will really pay for any kind of undisci-
plined activities we take over the next 6 months or so.

The SPEAKER. Let me commend you first of all for getting a lot
into 90 seconds. I will try to match you, at least in brief comments,
in about 40 seconds.

First, I agree with the need for fiscal discipline. That is why, for
example, with the earned income tax credit, I suggest we find a
rev&anue-neutral way for eliminating the penalty for getting mar-
ried.

Second, we are aware of the fact that the marriage penalty re-
placement would be expensive. That is why we suggest gradually
phasing it in. But we think by setting a pattern of phasing it in,
we are at least moving gradually in the right social policy.

Third, I believe that the Reagan tax cuts, without any question,
increased the size of the American economy. We doubled the reve-
nues of the Federal budget in the eighties. When you go back and
look at the numbers, the revenues went up. Now, the Congress
then had no fiscal discipline, and so we managed to increase spend-
iing e(lit a rate even faster than doubling the revenues during the

ecade,

But look at 17 million new jobs created; look at the capital in-
vestment which allowed Ford Motor Co. and others to be competi-
tive in the world market; look at the explosion of the biotechnology
and computer industries, look at the fact that we retook our advan-
tage in computers back from the Japanese; it was a very powerful
period of economic growth. That doesn’t mean we in the Congress
don’t have an obligation to have fiscal discipline.

But, finally, I want to say one last thing. Mr. Stockman wrote
an interesting and sadly cynical book about the fact that he
couldn’t dictate to the U.S. Congress. He couldn’t dictate to the
U.S. Congress because he wasn’t prepared to start with the first
premise, which is a dialog with the American people.

I was in a lot of those meetings. I watched that system break
down. That is the reason I am suggesting to us here today, we have
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to have a different approach. You cannot get to a balanced budget
on the current structure of this government. It is impossible. You
have to rethink the entire structure to get to a balanced budget.

Stockman was not prepared to do that kind of very deep think-
ing, and he wasn’t prepared to be honest and open with the Amer-
ican people. And you cannot in the long run hoodwink the Amer-
ican people into changes they don’t agree to.

Chairman ARCHER. The gentleman’s time has expired.

We have time for one last questioner. Mr. McCrery will inquire.

Mr. McCRreRY. Thank you, Mr. Chairman.

Thank you, Mr. Speaker, for sharing with us today your vision
for the future of this country and the change in direction that you
think we must head.

Beyond the very important things that we should have gleaned
from your vision, you also said something very important of a very
practical nature, and that is that the Contract With America and
the legislation that backs up the Contract With America is not
written in stone. In fact, it is going to be a dynamic process. We
can add to it, we can subtract from 1t, we can alter it, we can mod-
ify it, and that is good news for those of us on the committees of
jurisdiction, and it is good news for the American people, I think.

One thing, for example, I think we ought to add to our welfare
reform package is reform of the SSI disability for children program.
It has tripled since 1990, since the Supreme Court decision. We
need to correct the Supreme Court decision or correct the incen-
tives in the system that caused it to bloom.

Also, with respect to welfare reform, I like your analysis of the
consultants causing us to think outside the dots. I think we ought
to start thinking outside the dots in a lot of areas of public policy,
and particularly our welfare system.

For example, rather than starting with the current system and
try to modify it, as President Clinton has done and as we have
really done to a certain extent, why not reject the system as it ex-
ists now, start anew with the premise that welfare should only be
given to people who are truly unable to care for themselves, they
are disabled mentally or physically, and to people who work. Start
with that premise and build a system off of that.

If you do that, then you end up with an EITC, a disability pro-
gram and an unemployment compensation program. That should
be our welfare system, put very simply. We can think outside the
dots. We should. We should scrap a lot of what we are doing now
and start anew.

With respect to the Medicare cuts: Mr. Stark, my good friend
from California, knows very well that we have cut Medicare con-
sistently through the latter part of the eighties and into the nine-
ties. What he means by that is we have cut the growth of Medicare.
We have never cut in nominal terms what we spend on Medicare,
what we spend on the elderly. We have only cut the rate of growth.
And the example he gave is exactly that, only cutting the rate of
growth, not cutting Medicare.

And he also knows that every time we have cut the rate of
growth in Medicare spending, those cuts have fallen not on the el-
derly, but on the providers in the health care system. And I am
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sure that that will continue to be the case as we try to downsize
Medicare.

I, for one, hope that we can cut Medicare some more. We are
going to have to if we are ever going to get this budget into bal-
ance. Again, when I say cut Medicare, I am saying we need to cut
the rate of growth and spending in the Medicare program.

The SPEAKER. Can I just say one or two quick things in closing?
I want to build on what Mr. McCrery has said.

First of all, I don’t know that I would ever use the term “cut
Medicare.” I think we need to transform Medicare into a different
system. And I think it is nonsense for us to talk about a system
which is highly bureaucratic, extraordinarily expensive, and in
many parts of the country now is beginning to actually offer a
lower quality of care as doctors begin to withdraw from it because
they don’t want to deal with the redtape and they don’t want to
deal with the Health Care Financing Administration. And so senior
citizens are finding it harder to get good care because the Federal
Government is making the system unworkable.

So I don’t know that I want to increase or decrease what I think
}s a system that needs to be transformed, that needs to become dif-
erent.

Let me build on that at two levels, and I will close on this, but
I really commend this to all of you. First, I mentioned yesterday
Marvin Olasky’s “The Tragedy of American Compassion.” Olasky
goes back for 300 years to how we dealt with people who did not
have money and people who needed care and needed help. The
book is so radically different than anything I expected to read. He
describes an America that was more effective at helping individuals
in trouble and was constantly blocking itself from creating classes
of people who were entitled to money,

When you read quote after quote for 250 years of active philan-
thropic reformers saying, “Don’t set up a class structure where peo-
ple are entitled to money or they will find a way to get the money,
and they will change their behavior in ways that destroy them,” it
is the most staggering indictment of our current structure.

The one thing I didn’t agree with my good friend Mr. Houghton
about is, except for Social gfecurity, which I think should be off the
table because I think it will tear us apart to deal with it, I believe
there are no other entitlements that do not deserve to be looked at
and transformed. And I am not afraid. As I said yesterday, I am
an FDR Republican. We have nothing to fear but fear itself. I want
to have a public dialog about these things.

Mr. Archer knows full well, and I would encourage you to have
both Democratic and Republican Governors come here and share
with ({ou the courage they have had: Talk to a Bill Weld who cut
spending by 13 percent in 3 months; he got 71 percent of the vote

etting reelected because people thought about it and decided the;
iked smaller, more effective government better than bigger, less ef-
fective government; I talked to a John Engler, who changed the
system in Michigan and got 70 percent of the vote. And it is not
just Republicans, Democrat mayors like Rendell in Philadelphia,
who changed the structure of Philadelphia, or Norwest in Wiscon-
sin, or talk to my Democrat Governor Miller, and these leaders will
tell you, if you have the courage to look the American people in the
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eye and tell them that it makes sense to do it better, we can dra-
matically change the size and shape of this government.

And that is the way I would like to approach it, not timidly,
backwardly, not in the closed room, not afraid, but walking out in
public and saying to the American people, “Your children and
grandchildren are going to have a balanced budget, a better gov-
ernment that is more effective, that delivers goods and services bet-
ter and that, where possible, helps every American pursue happi-
ness by having the best paying jobs in the world.”

That is our challenge. It is a hard challenge, and I simply say
to my Democratic friends—and I apologize, I have got to go to an-
other meeting—but as I said to the President this morning, and it
was a great meeting, we will reach out, we will work together. I
believe we can get most of this Contract, virtually all of it passed,
and I believe if we work together, it will be good for America.

Thank you very much, Mr. Chairman.

Chairman ARCHER. Thank you for giving us your time out of
your busy schedule, and for your vision and for your presentation.

With apologies to the members who were denied the opportunity
to inquire because of the constraint of time, I do think we should
be grateful to the Speaker for the time he has given.

When we adjourn, we will adjourn until 9 a.m. on Tuesday morn-
ing. Normally we would hold our hearings at 10 a.m., but a number
of Members of Congress wish to testify, and in an attempt to ac-
commodate them on Tuesday, we will begin at 9 a.m.

The committee is adjourned.

[Whereupon, at 2:35 p.m., the hearing was adjourned.]






CONTRACT WITH AMERICA—OVERVIEW

TUESDAY, JANUARY 10, 1995

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, D.C.

The committee met, pursuant to call, at 9:05 a.m., in room 1100,
Longworth House Office Building, Hon. Bill Archer (chairman of
the committee) presiding.

Chairman ARCHER. Today we begin the second day of overview
hearings on the Contract With America. Last week we heard from
the Speaker, Newt Gingrich, and today we will hear, first, from the
distinguished Minority Leader Richard Gephardt, followed by Sec-
retary of Health and Human Services, Donna Shalala, other Mem-
bers of Congress, and from Les Samuels, Assistant Secretary for
Tax Policy with the Department of the Treasury.

In addition to items under consideration by the full committee,
the subcommittees are having their hearings, and when we are fin-
ished, we will have heard from hundreds of witnesses on all of the
details that are included in the Contract.

The Contract and the five related bills that are subject to the ju-
risdiction of this committee represent a powerful agenda to get
America on a positive track. I call it an agenda for the next cen-
tury. And while the Contract’s main principles of less government,
less spending, lower taxes, and more freedom will not be changed,
we are holding these hearings so we can benefit from the very best
ideas of the American people and their representatives. And we do
welcome and should welcome new ideas and thoughts.

As I have stated before, I intend to carry out the taxpayers’ busi-
ness of this committee in a bipartisan manner. I believe the Amer-
ican people will benefit from the best ideas from both parties. No
party has a monopoly on good ideas. Our work is important and lis-
tening carefully to each other is equally important.

Dick, I welcome you to the Ways and Means Committee and I
look forward to your testimony, but if I may, prior to hearing that,
I would like to recognize my friend and the leader of the minority
of the committee, Mr. Gibbons, for a statement.

Mr. GiBBONS. Thank you, Mr. Chairman. I am going to yield to
Mr. Rangel, who will make a statement for us.

Mr. RANGEL. Thank you, Mr. Gibbons.

Mr. Chairman, thank you for the bipartisan way in which you
have started the operation of this committee under your chairman-
ship, and I look forward to working with you on the agenda for the
next, century. It is going to be exciting for all of us to see how we
can dramatically reduce capital gains taxes, move forward into the
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next century as the leader in trade and the global economy, and,
at the same time, manage to see what we can do for the jobless
and the homeless and the hopeless people in this country.

Right now we have over 1 million people in jail, 1 mri{lion people
waiting to go to jail, 1 million people under some type of court su-
pervision, and we also find millions of young children being born
to irresponsible parents into poverty, destined to live in poverty,
and their children to follow them. And so, when Republicans and
Democrats and the American people focus on this, it is interesting
to see that one of the solutions could be just to say that the Federal
Government has no responsibility for this and we will pass it on
to the States; another novel solution is to say that if you are 18
or younger, that the child receives no assistance at all.

An additional approach could be that if the mother cannot iden-
tify the father, then, obviously, she would not be entitled to health
care or any other type of assistance. And whether she is trained
for work or whether work is available, if somehow in 2 years she
is not working, then certainly it is not a Federal responsibility.
This is interesting because I suppose that it means that the child
and the problem have disappeared, and since it bothers all of us
to carry this burden into the next century, I am very anxious to
see how these solutions are going to work,

So, Mr. Chairman, as we move forward together with this agen-
da, I do hope that when it is proven that it will not work, that
some of us can come up with some constructive criticism, try to
make amendments, and see whether or not for the American people
we can find some solution to what everyone has identiﬁeJ> as a
real, serious problem.

Thank you, Mr. Chairman.

Chairman ARCHER. Thank you, Mr. Rangel.

Without objection, any other opening statements may be inserted
in the record at this point.

Let me say at the outset that Mr. Gephardt’s testimony will be
limited to 1 hour, including the questioning, and not because of
him, because he is willing to stay on, but because our schedule is
so full today and we need to hear from all of the other witnesses.
I apologize to you, Dick, for that, but as succinct as I know you are,
I think we can get a lot done in 1 hour. And having said that, we
would welcome your thoughts.

STATEMENT OF HON. RICHARD A. GEPHARDT, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF MISSOURI, AND
HOUSE DEMOCRATIC LEADER

Mr. GEPHARDT. Thank you, Mr. Chairman, very much.

It is a great honor, always, to appear here, as it is today. I think
it is very fortunate that much of the Contract that we are going
to be considering over the next weeks is coming through this com-
mittee, which I served on at one time, as most of you know, and
I say that because this committee has always had a tradition of re-
sponsibility and bipartisanship, which I think will serve us all well
as we go through this very important set of issues.

I would ask that my formal testimony be made a part of the
record. I would like to cut it way down and be very succinct, if I
can be, so we can get to as many questions as we can.
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Chairman ARCHER. Without objection.

Mr. GEPHARDT. Let me start by saying that I speak today not for
the Democratic Party, although I am the leader in the House of the
party, I speak as an individual and I am going to offer some ideas
and suggestions that I hope will be constructive and helpful for
your consideration on a number of the issues that you will be tak-
ing up in the next weeks.

We have a very new and aggressive policymaking process within
our caucus in the party. It is fully engaged now and we are work-
ing to develop ideas on many of these proposals, and we will have
those ideas as we go along at the proper time. But I do not pretend
today to come here to speak for all the Democrats in the House.
I come today as an individual and to offer some suggestions, con-
structive suggestions.

Let me first say that, before delving into the specifics, let me just
give some of my observations about the Contract in general, and
then I will get to the specifics.

First of all, I commend the Republicans for putting forward a set
of ideas. I think that is a constructive way to operate. The Demo-
cratic Party in the House has always tried to do that, and I com-
mend you for doing that. I have two worries about the Contract,
and then I am going to talk about what I hope we can do with it.

The first is that even if you accept, in my view, everything in the
Contract as being positive, and even if we were to enact all of it
as is, I do not believe, with all humility, that it addresses directly,
as we must and should, the major problems that face our society,
or the core challenge that faces our society.

It is not that there is anything wrong with these areas. We do
need to do welfare reform, we do need to do something about the
budget, we do need to do something on taxes and on down the line.
Term limits need to be considered and so on. But the core challenge
that I sense in talking to my constituents is the standard of living
of the American people, and especially middle-income Americans.

For a variety of reasons, some in our control, some not, in my
view, the standard of living has been stuck in place or moving
backward, and that has created a set of problems for families that
are very serious. And it goes way beyond just the economic issues.
Clearly, if people are not making enough money they have eco-
nomic problems, but it creates human problems. If families are not
able to be together because parents are working two jobs and on
split shifts, they are not spending the time supervising children, re-
lating to one another as a family, and doing the things that fami-
lies have to do that take time.

And so this whole cluster of economic problems, which I think we
are all aware of, are being compounded by becoming human prob-
lems, quality of life problems, whatever you want to call them, and
I think that is the core challenge that our country faces as we move
into the next century, and we have to do something about.

Some things in the Contract indirectly, some more directly, affect
that cluster of issues, but, clearly, we have to do more. And I am
sure everybody here would agree that once we are finished with the
Contract, whatever happens with it, we have to move on to those
central challenges and deal with them very directly.
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Second, I have expressed since the beginning of the discussion a
concern that if the totality of the Contract is enacted, that there
will be very negative serious financial implications for the Federal
Government's budget. We can argue about that, we can differ about
that, but the way the numbers add up for me is that if we did ev-
erything as written we would wind up blowing at least a $1 trillion
additional hole in the deficit, and I think that is something that
this committee especially needs to be very careful about, because,
obviously, that would have negative economic consequences.

Finally, I am—and I will talk in the tax section—I am worried
about who gets the tax benefits and whether or not we get into a
bidding war and whether we size the amount of the tax cut. I am
going to talk about that more in just a moment. But I wanted to
raise those concerns that I have while saying that I think any time
anybody or any group in this Congress presents serious ideas to
improve the country, it is a good thing, and you can be assured
that the Democratic side, and I am sure the Republican side, will
come forward to this debate in a constructive way and we will try
to offer suggestions, as I will today, to make these ideas work bet-
ter, and we ought to work in a bipartisan way as much as we can
to try to approve these ideas and make them work for the Amer-
ican people.

Now, let me go to welfare reform and then to some of the other
issues in greater specificity.

As I understand the proposal on welfare reform, as the gen-
tleman from New York said, it has become probably a question of
passing much of the responsibility for welfare to the States. I want
to first submit that I do not think that anybody would try to argue
that the welfare system we have is perfect or that it works the way
we would all like 1t to work or that it could not stand improvement.
Clearly, it could. The question, however, is what kind of improve-
ment? Who do we help? Who do we hurt? How does it work? What
is the outcome? What is the result?

If we make a decision that more responsibility should be pushed
to the States, I think we have to be very careful about how that
takes place. I think all of us believe in work and personal respon-
sibility, but I think that we have to not just pass the buck but we
have to figure out how to solve the problems.

Block grants toss the ball to the States and hope they do better,
but I think we have to require them to do better. We cannot just
cross our fingers and hope for the best approach.

I am not talking here about mandates. I am not suggesting that
we fly in the face of another effort that we are engaged in in the
Congress of getting rid of unfunded mandates. I am saying that if
we are going to be contributing huge amounts of money to the bet-
terment of the welfare system in the country, that it is not wrong
for us to demand real results. Not complex bureaucratic require-
ments, but basic human requirements. And let me just quickly sug-
gest four possible standards that we might think about if the deci-
sion is to give the States more responsibility.

First, we might want to say that all children and families under
90 percent of poverty should receive adequate nutrition, housing,
and health care. The Speaker in his speech last week emotionally,
and I think very movingly, talked about what is happening to chil-
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dren in our society, to some children in our society. There is not
an American, I believe, who does not want to change that situation.
But if we just send money to States without some sense of what
we are trying to achieve, then we have really missed the boat.

Why should we not set a goal for them to reach for that says that
kids in families under 90 percent of poverty should not be left out
in the cold, should not be starving, should not be in grave dif-
ficulty? That seems to me to be a place to start.

I might note that protecting children is a Democratic priority on
a whole host of issues: Health care, crime, education, job training
and so on. So that is the first suggestion.

A second standard or requirement might be with regard to fa-
thers. Could we say fathers of illegitimate children should be iden-
tified and either paying child support or married and part of the
family? All of us believe strongly that if there are two parents
available that there is a better chance that children will get a prop-
er start and will be dealt with properly.

Why should we not encourage a requirement or a standard that
States should move toward a goal which would bind families to-
gether, push families together, rather than requirements or induce-
ments that pull them apart? Something we have talked about in
past versions of welfare reform and needs to be addressed again in
this version.

Third. Should we not say that a large proportion of AFDC recipi-
ents should be placed in jobs as a goal, with child care and health
care for kids? Under the Personal Responsibility Act, which was an
original provision in the Contract, only 2 percent of a State’s wel-
fare recipients were required to have jobs, and by the year 2003
that commitment rose to only 50 percent.

Do we really want to leave this question with States with a goal
that says we are only trying to get half of the people into jobs? Why
should we not go for 100 percent? Should the goal for welfare not
be, as the President said in his speech of about a year ago, to get
this not to be a way of life, but a way up, a way out of a system
that no one really wants to be in?

Finally, could we not suggest that States have programs serving
parents living in poverty to help them be better parents? We have
a f)rogram in Missouri that has now been copied in most States
called Parents as First Teachers. Parents as First Teachers. It is
a family-based program. It tries to help parents be not only good
parents but teachers. And we all know that our parents are our
most important teachers throughout our life. Should we not encour-
age, as a goal, States to have programs like that?

We know Head Start works. There is little disagreement that
Head Start is an important way to deal with youngsters who are
in tough situations, who have families that are not intact, who are
having learning problems, who need help. It is a way to keep chil-
dren in families, not a way to separate them from families.

In the crime bill last year, I suggested an approach of getting
schools to be a major instrument in helping families stay together
and helping children succeed in difficult poverty circumstances. I
have been to the Comer Schools in New Haven, Conn. We have
Comer Schools in St. Louis. They start earlier; they go later. Thef'
have lower pupil-teacher ratios. They bring families into the school;
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they send people out to get families to bring them into the schools.
Some of them require that families be present in the school for a
certain amount of time a week and they show tangible results. This
is the important thing, tangible results, in getting better test
scores, more intact families, and in helping families succeed at
what they are trying to do.

At the original Comer School in New Haven, Conn., in the tough-
est, poorest part of New Haven, the school that 20 years ago had
the worst test scores and the worst outcomes for children, now has
the second best in the New Haven system. I visited it, I talked to
the children, I talked to the parents, and any of you who would go
there would be deeply impressed with what tﬁey have achieved.

So those are four suggested things that we might look at if in-
deed we are going to give States more latitude and ask them to try
to produce with the dollars that we are sending.

Again, I think simply sending money, without any sense of what
we are trying to do, will not work. If we shift responsibility but we
do not demand results, I think we are going to be hypocritical and
we are going to fail. This is not micromanagement, this is not try-
ing to tell everybody how to do everything, but broad basic goals.

t me say one ot¥1er thing. I think people’s frustration with our
political system in government has been that we do not get the re-
sults. I think a lot of the frustration in the last two elections was,

ou know, people look at us as plumbers or doctors. Do not tell me
ﬁow you are going to fix it; fix it. If I have a broken leg, or I have
a broken pipe, I want it fixed. Do not bother me with how you are
going to do it.

I would hope in this welfare reform, in addition to these kind of
broad requirements we could say to State governments, if you do
better from wherever you are starting at these kinds of standards,
whatever they wind up being, we will give you more money. We are
trying to get the result. We will pay for results. If you get more
people employed, if you get more kids covered and not standing out
on street corners and not being malnourished, we will give you
more money.

And on t,ﬁis point, I know there is a desire to save money in wel-
fare reform. Well, I am not so sure that needs to be our goal. Our

oal is to get people off of welfare. Our goal is to get people in jobs.

ur goal 1s to make sure kids are not malnourished. If that is our
goal, let us not start off by saying we are going to save money, nec-
essarily. We may not be able to do that.

I would be thrilled if we could use the money we have and get
better results. And if we could spend a little more money and get
the result, if we could really get people off of welfare, then we
ought to try to do that if we really think the results are being
achieved.

Now, let me go to tax proposals in the Contract. I think all of
us believe that taxes are too high. All of us want to see how taxes
can be reduced. I want to say that I am very happy that Repub-
lican leaders, including the chairman of the committee and others,
the Speaker, the majority leader, have said that in this tax debate
we are going to not have a bidding contest, as we have sometimes
in the past, and we are going to try to do the cuts and bank them
and pay for the tax cuts gefore we do them.
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I totally agree with that sentiment. And for my part, and I think
for the Democrats’ part, we will try our best to {ive under that re-
gime. We think that is the right way to do it.

I think that if that is what we do, there is going to be a limit
to the tax cuts we can produce. I know a lot of the Republicans
want to do every tax cut that is in the Contract. I would hope that
we will again limit ourselves to what room we are able to find in
the budget.

For my part, I think we should move the tax cut to the people
who need it the most, and I will not bore you with the facts that

ou have heard me give before. You may not a%ree with my facts,
gut I believe in the last 20 years the middle class has stood still
in income while their taxes, especially at the State and local levels,
have gone up. I think people at the top have had their income go
up dramatically while their taxes have gone down dramatically.
And, therefore, I think if there is a limit to what we can do, we
should focus it at the people who need it the most.

I think that what I hope we will talk about is how to best focus
this at these middle-income people. I have an idea that I presented,
which is one that I hope you will consider, that simply says we give
a wage credit. We do not try to get too fine, we do not try to get
too worried about who exactly gets this, but go at people who earn
under $75,000 a year and give them a simple credit against their
wages, period. Not on how many kids they have; not on how much
tuition they pay. Everybody is treated the same way.

The President has a difterent and a very good proposal. He says
do it on tuition. Do it to help for education. I think it is another
very sound and good idea. Whatever the idea is, I simply hope that
you consider focusing whatever moneys we are able to produce at
the middle-income taxpayers.

Finally, let me talk about the balanced budget amendment, be-
cause I know this committee is going to be involved in that discus-
sion. What I have been trying to say in the last days is that I hope
whatever the balanced budget amendment turns out to be—and I
don’t know whether we will agree on one—but whatever it turns
out to be, that along with it, the Congress passes a balanced budg-
et resolution for 7 years, 8 years, whatever it is, and that that be
presented before the amendment, whatever amendment it is is sent
out to the States.

Why do I say that? I say that because I think people, as they are
considering it in the States, should not buy a pig in a poke. This
has real consequences in people’s lives. It is easy to say let us bal-
a}rllce the budget; it is hard to say how to do it. And you all know
that.

The American people deserve honesty. We need to lay out for
them what this means in their lives so they can determine whether
or not they want to do it. I will not bore you with my version of
a balanced budget. I have authored one. 1 ﬁ’ave been for one. I am
not for a supermajority to unbalance the budget. I will not bore you
with why I think that should be.

I am for exempting Social Security because I think it is in a sep-
arate category and we do not want to break that contract. But
whatever the amendment turns out to be, and the Congress will
work its feelings about this, I would hope that we would pass the
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Honest Budgeting Act or the Right to Know Act and put the specif-
ics out there before the States take it up.

Let me end with this, Mr. Chairman. I think this is an important
time in our history, as the Speaker said it was the other day. I
think we have a chance to do some very important things. I would
hope that we can work hard to find the common ground together.

I have been here now for 18 years. I know how hard it is to com-
promise. The reason we are here is that we are here sent by peorle
who largely disagree over most issues and we are here to resolve
conflicts. And as I said the other day, it is a marvelous achieve-
ment that we can do this peacefully and with respect and dignity.

If we are to find common ground, it only comes through hard
work and compromise and reaching for an agreement that we can
all live with. That is very hard to do. Not because we are trying
not to agree, but because we do not agree. You can go down to any
street in any district, houses that all look the same, walk door to
door, and you will find serious disagreements not only between the
people in the different houses but sometimes between the people in
the same house. So to think that we do not have disagreements in
the Congress representing 240 million people is just crazy. We do.
The question is can we overcome the disagreement.

And I just pledge to you that we will work as long and as hard
as we possibly can to find common ground, to move these issues in
the proper direction, and to give answers and results to the Amer-
ican people. That is what they send us here to do and that is what
we must do.

Thank you very much.

Chairman ARCHER. Mr. Gephardt, thank you very much for your
input and for your very strong expressions of cooperation. With it
we can move ahead to try to do the right thing for all the people
of this country. I appreciate that.

[The prepared statement and attachment follow:]
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NEWS FROM THE HOUSE DEMOCRATIC LEADER

For Immediate Release: Democratic Leader Richard A. Gephardt
Tuesday, January 10, 1994 H-204, U.S. Capitol

Testimony House Democratic Leader Richard A. Gephardt
On the "Contract With America"
Committee On Ways and Means

Chairman Archer and members of the Committee:

I thank you for the opportunity to testify this moming, to share my views on the
package of proposals that is now before the 104th Congress -- the "Contract With
America. "

But let me begin by saying how pleased I am that so much of this crucial debate
will take place right here, in the Committee on Ways and Means. As a former member
of this Committee, 1 have a great deal of respect for your tradition of parmership before
partisanship.

Frankly, that's the only way this Committee can meet its broad mandate, which
touches on virtually every area of our nation’s government. So I look forward to working
with Chairman Archer, and with each and every one of you, to make sure that all
Americans have a stake in this Contract -- before we sign on the dotted line.

Before delving into the specifics of the Contract, I think it’s useful to take a step
back, and ask ourselves two broader questions: first, what do we really hope to achieve
by passing this Contract? And second. for whom do we hope to achieve it?

It is clear by now that there was no massive mandate for this Contract. Most
Americans hadn’t even heard of it when they cast their votes this November. Many
Americans still don’t know what’s in it.

That doesn’t mean the Contract can’t be a useful vehicle for reform and progress.
It can. And with a great deal of discussion and revision, 1 hope that it will.

But let’s not fool ourselves into thinking that this Contract is the be-all, end-all of
the 104th Congress. Let’s not fool ourselves into believing that the Contract With
America -- whether you like it or hate it -- will really bring the kind of progress we need
to build a better America for ourselves, and for our children.

You see, there’s one question Republican pollsters failed to ask in the countless
questionnaires and phone surveys that shaped this Contract:

Even if every clause in the Contract is signed into law, do America's hard-
working, middle-class families really think it will make their lives any better? Or our
schools any stronger? Or good homes any more affordable?

Congressional terms would be limited. But would the fifteen-year slide in
America’s wages and standard of living be limited?

Capital gains taxes would be slashed for wealthy investors. But would families
who can’t afford to play the stock market really gain?

A balanced budget would be required by Constitutional Amendment. But would
an average family have an easier time balancing their checkbook?

The President would have the line-item veto. But would a struggling young
couple be able to buy the items they need to support a family?

1 daresay the answer to all these questions would be a resounding "no." And
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ultimately, this is my biggest concern with the Republican "Contract.” At best, it is a
marginal, peripheral diversion from the real task at hand: improving our standard of
living, raising real incomes, and protecting America’s jobs.

At worst, it’s trickle-down economics all over again: huge tax breaks for the rich,
massive defense increases, and only two ways to pay for it -- exploding the deficit, or
carving huge chunks out of programs that benefit hard-working, middle-class families.

Ultimately, this is where the two parties diverge -- and this is where the great
debates will take place in the new Congress. The Republican Party remains committed
to a trickle-down approach that serves the best off, and hopes that somehow the rest of
us can feed on the leftovers.

The Democratic Party thinks that government has to stand up for those who have
been left out or locked out of good jobs, decent incomes, and real opportunities for the
future.

While some of the issues the Contract raises are useful, even at its best it has
little capacity to help the people it threatens to hurt.

When 1 look down the list of items -- a balanced budget, a welfare system that
rewards work and responsibility, giving a break to overworked, underpaid, overtaxes
families -- I find a lot of goals that I agree with.

But on just about every issue, the devil is in the details.

That may be why, in focus group after focus group -- and I know there were many
-- people universally liked the Contract.

Reduced to sweeping statements of principle, the goals are unassailable. But
when you read the fine print, it’s a different story altogether.

Let’s start with the critical issue of welfare reform. I believe very strongly in the
value of work and personal responsibility. We’ve got to reform a system that simply
doesn’t do enough to emphasize those core values. I'm committed to doing that.

But the leading Republican proposals -- the Personal Responsibility Act, and the
more recent effort to shift to Block Grants to the states -- amount to passing the buck,
when we should be solving the problem.

The American people have a right to know that every dime they send 1o
Washington to pay for public assistance programs is easing the transition from welfare to
work. Under the Republican plan, all we’re really doing is tossing the ball to the states,
and hoping they do a better job.

We don’t require them to do better; we don’t even really ask them to do better.
It’s a cross-your-fingers, hope-for-the-best approach -- and an irresponsible way to spend
taxpayers’ dollars.

I say: as long as we're going to commit federal dollars to the states, let's focus on
the notion of rewards for results. And let’s demand that states meet some minimum
standards -- not complex, bureaucratic standards, but basic human standards. 1 would
suggest four:

First, let’s draw a line in the sand when it comes to America’s most precious and
vulnerable resource -- our children. Let’s say from day one that we will not design, or
condone, or tolerate welfare reform that punishes children, period.

Let’s tell the states that in return for a welfare block grant, they must ensure that
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children in the poorest families -- say, those under 90 percent of the poverty level -- all
have decent nutrition, housing, and health care.

And this is a principle of protection that must extend far beyond the narrow
confines of welfare reform. On crucial challenges such as crime, and health care, and
education, and job training -- we must ask ourselves at every step of the way: are we
doing enough for America’s children? Are their needs being served? That is one of my
highest commitments as a Democrat, and as an American.

Second, it never ceases to amaze me how, when we talk about welfare reform,
when we talk about personal responsibility, usually that means the mother has to take
responsibility. That’s only half the equation. What about the father? Why are we going
after welfare moms, but tolerating deadbeat dads?

What about a system of carrots and sticks to get fathers to play a role when a
child is born out of wedlock? Let’s ask the states to ensure that fathers be identified,
and required either to join families through marriage, or pay child support. Fathers who
can’t support their children because they’re unemployable should receive job training and
job placement.

Third, it’s time to move beyond the rhetoric of replacing welfare with work, and
focus on the reality. We need a real commitment to creating jobs and opportunities, and
to helping welfare recipients find them and qualify for them.

Under the Personal Responsibility Act, a paltry two percent of a state’s welfare
recipients are required to have jobs, and by 2003 that commitment rises to only 50
percent. Do we really think half a loaf is good enough? Can we really say to struggling
families on welfare: we think half of you deserve a job?

We should ask states to ensure that a much greater proportion of those receiving
A.F.D.C.are placed in jobs, and offered child care and health care for their children as
well. I don’t see why our goal shouldn’t be 100 percent, not 50 percent. That’s the only
way "welfare to work" becomes a solution, not just a slogan.

Fourth and finally, we’ve got to stop pretending that the cold authority of a
welfare check -- whether it comes from Washington or from the state house, whether it
comes with carrots or with sticks attached -- will solve the problems of our neediest
communities.

I’ve spent enough time in the needy neighborhoods of St. Louis to know that
without positive role models, without a way to learn the skills of successful family life,
we’ll never build the kind of strong families that break the cycle of dependency. Let's
ask states to develop programs that teach parents living in poverty to be better parents.

These may be mentoring programs, such as an outstanding program here in the
District that both Speaker Gingrich and I have supported; programs for teenage parents
in our schools; or existing programs such as "Parents as Teachers”™ or Head Start.

But the point is this: welfare reform that simply changes the logos on the checks
until they run out will get us nowhere. Welfare reform that shifts responsibility, but
doesn’t demand resuits, will be doomed to failure. Welfare reform that gives lip service
to strong families and work but doesn’t lift a finger to provide them isn’t just bad public
policy -- it's plain old hypocrisy.

That’s why I'm advocating the four standards I've outlined. It’s not an effort to
micro-manage: let the states meet these broad standards any way they please. But let's
not just throw money at the states and abdicate the true federal role in this debate,
which is leadership. Setting the goals. Laying out the vision.
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We need a real partnership with the states. Partners don’t just mail checks to one
another; they work with one another. Dollars without direction and accountability is a
recipe for disaster.

If the states show real progress toward meeting these standards for a substantial
proportion of welfare recipients, I believe we should pledge them greater federal
funding, to serve even more people the next year. Rewards for results. It's the only way
to make sure the system really works.

I'd like to raise just two further points about welfare reform. First, I think it's a
mistake to slash overall funding by 15 percent to reduce the deficit, as the Republican
proposals do.

Ask any Governor: assuring decent jobs, feeding hungry children, helping people
to live lives of decency and dignity, is neither cheap nor easy. Channeling all of the
savings from welfare reform into deficit reduction, as the G.O.P. plan does, is like
starving your children to speed up your mortgage payments. It just doesn't make any
sernse.

At the same time, let’s not pretend that we have all the answers to this crushing
complex of problems we call poverty and dependence. If we move to a system of Block
Grants, let's give it five years to work. At the end of those five years, let’s be prepared
to reassess it, and start over if it doesn’t work.

In the final analysis, it’s a question of the kind of America we want to build. It’s
a question of the kind of people we want to be.

Speaker Gingrich has spoken very eloquently about his dream of America -- about
the Monday morning we can all wake up and find that no child has been killed over the
weekend; that our children have decent schools in which to learn and grow; that it is
easy to find a job or create a job.

That’s an admirable vision. But I have some caveats to that vision.

I dream of a Monday morning when our children are safe not because they have
been ripped from their families and thrown into indifferent, big-government institutions
-- but because we’ve made their families and neighborhoods strong.

And I dream of a Monday morning when it is not just easy to find or create a job,
but when every American is ready to fill those jobs.

Now let’s turn to the tax proposals in the Republican Contract.

Let me say as plainly as I can that I agree that taxes are too high, and it’s time 1o
cut them. [I’ve fought for tax reform for years -- and you won’t find a stronger advocate
of a simpler, less burdensome tax system.

But let’s talk brass tacks for a moment. Tax cut proposals may be a dime a dozen
-- but they cost billions of dollars apiece. The 104th Congress isn't going to pass ten
different tax cuts; we can probably afford to pass one.

So the question becomes: who needs that tax cut the most?
The Contract’s answer is clear. Seventy-two percent of the benefits of the Capital
Gains Tax Cut would go to Americans earning over 100,000 dollars a year. The family

tax cut would go to families earning up to 250,000 dollars a year.

Over half of the benefits of the Contract’s tax provisions for individuals would go
to those earning over 100,000 dollars a year -- and a third would go to those earning
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over 200,000 dollars a year.

The flat tax proposal advanced by Leader Armey follows the same formula.
According to the non-partisan Citizens for Tax Justice, if you earn 30,000 dollars, you’ll
pay 1,700 dollars more in taxes. If you earn 530,000 dollars, you'll pay 44,000 dollars less
in taxes.

Even the Wall Street Journal predicted last month that the Contract’s tax
provisions would create, and I quote, a "new generation of tax shelters,” allowing "some
big and profitable companies to escape taxes altogether.”

I'm not saying we should penalize the rich, or get into a big debate about who’s
middle-class and who's wealthy. But after years of tax giveaways to upper-income
Americans -- after years of declining incomes for hard-working families -- I think it's
clear what our priority should be.

We’ve tried trickle-down tax policies -- based on the notion that if you feed those
who already have food on the table, some of the crumbs will fall to those who really
need it. And according to any reputable or reasonable economist, that approach failed
miserably. Isn’t it time for trickle-up economics? Isn’t it time for tax cuts and incentives
based on the notion that if most Americans are struggling, we can hardly sustain our
nation’s businesses and corporations, let alone our own families?

That’s why both the President and I have proposed a tax break for working
people, anyone earning less than 75,000 dollars a year.

My approach is a straightforward tax cut, with no strings attached, whether or not
you have children. I believe the best way to help working families is by letting them
decide how to spend their own money. The less government interference, the better.

Astonishingly, the Republican approach denies all tax relief to those without
children -- as if the childless haven’t got a care in the world. Let’s face it: the size of
your family isn’t always related to the size of your wallet. My tax cut proposal recognizes
that reality.

Here are some of the details of my Working People’s Tax Break:

25 percent of a family's wages and earned income would be exempt from taxes, up
to a maximum of 5,000 dollars. In other words, if you earn 20,000 dollars, you won't
have to pay taxes on the first 5,000. It’s like having three months tax-free. The
maximum family tax cut would be 750 dollars.

Individuals could exempt a quarter of their earned income up to 3,000 dollars, for
a maximum tax cut of 450 dollars.

The plan would cost about 33 billion dollars per year for two years, and would
give the average taxpayer a tax cut of 486 dollars. Overall, about 69 million Americans
would benefit. Those receiving the Earned Income Tax Credit today would have to
choose between the two.

I want to make it very clear that when I talk about giving a tax break to working
families, instead of wealthy investors, I'm not advancing an anti-growth agenda. I'm
proud of the President’s programs and policies that have created more than five million
jobs; cut the deficit for three years in a row; and brought unemployment down to an
impressive 5.4 percent. I'll be the first to say that we have to do even better.

But the Democratic Party has a sacred commitment to help hard-working, middle-
class Americans. Those are the people we’ve fought for -- and those are the people
we're going to keep fighting for in the 104th Congress, with tax policies, and with all
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policies.

For that reason, I must say that I'm deeply concerned that last week’s drop in
unemployment could lead to another damaging interest rate hike. The fact is, in recent
weeks and months, some Federal Reserve officials have expressed the view that the
economy is too strong.

I don't criticize the Fed lightly. But I wish some of the Fed officials who think
the economy is too strong would come back to my district in St. Louis, and meet some of
the families and workers who are barely making ends meet.

Our people are working longer hours, for less pay, with fewer benefits -- in jobs
they’re not even sure they can keep. If you ask them if the economy is too strong, 1
daresay they’d give you a very different answer than the average Fed official.

The Fed has already done a lot to tighten the economy. To take another drastic
measure before fully gauging the results of these recent rate hikes could cause needless
economic distress for millions of workers.

At the same time, the traditional view of inflation -- that strong growth leads
immediately to higher prices -- simply doesn’t hold true in a super-competitive global
economy. [f our manufacturers raised prices, they’d suffer serious setbacks in world
markets. So while we must be careful, we need not be overzealous about this risk.

Unemployment may be down, but the fact remains that underemployment is
rampant. Many of the jobs created in the past two years are not good jobs, and lack the
kinds of benefits and security that ensure true, long-term economic strength and stability.
Unemployment among young people and minorities is far higher than the national
average.

If many of America’s families are condemned to joblessness and hopelessness,
what kind of recovery is it anyway? So I urge the Fed to move very carefully in this
matter.

Let me raise one final issue today -- one which is not strictly within the
jurisdiction of this comumittee, but raises questions that are of grave concern to this
committee. I’m talking about the Balanced Budget Amendment -- and unfortunately,
there’s not much I can say about it, because it’s a proposal wholly devoid of detail.

Let me be very clear about this: I believe in a balanced budget. But the question
isn't whether you do it -- it’s how you do it, and on whose backs. That’s where this
comunittee ought to be concerned.

Will Social Security or Medicare be on the chopping block? Will veterans’
pensions be submarined? Will farm assistance be put out to pasture? Will major tax
changes be required to balance the budget?

We simply don’t know the answers. And it seems that some don’t want us to
know.

House Republican leader Dick Ammey says that if the people know what a
Balanced Budget really means, they won't like it, Congress’s "knees will buckle" -- and
it'}l be doomed 1o failure.

But we say: we’re not signing this contract until you show us the fine print. We
don’t believe in cloak-and-dagger public policy.

The people have a right to ask: Is there some hidden agenda here? Is this a
veiled attack on Social Security or Medicare? We need to know. And if the plan can’t
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withstand the bright light of scrutiny, maybe they’d better go back to the drawing board.

That’s why Senator Daschle and I have introduced the Honest Budget bill in both
the House and the Senate. It's a bill that requires us to be honest with the American
people --to tell them exactly how they would balance the budget.

Under our proposal, before a Balanced Budget Amendment can be sent to the
states for debate, Congress must present an actual balanced budget plan with
reconciliation instructions -- a clear, line-by-line accounting of how they would achieve a
balanced budget over the proposed seven-year period.

We won’t delay a vote on the Amendment. But neither will we allow this
Congress to balance the budget on the backs of working people and senior citizens. If
we’re serious about balancing the budget -- let’s lay our cards on the table, and let the
people be the judge.

I believe this same principle of open, honest debate should be applied to the way
that this Congress calculates its budget estimates.

As you are all aware, some of our colleagues want to use something known as
"dynamic scoring.” It means that when we consider a proposal, if its authors believe it
will create economic growth, they can subtract that growth from the cost of the proposal
-- even if no respected economist or budget expert in the nation agrees.

Dynamic scoring isn’t about objective fiscal analysis -- it’s about blind ideology.
It’s about cooking the books when we don’t like the real recipe. Supply-side economics
has always been far outside the mainstream of economic opinion in this country. And its
critics have been proven correct.

The American people demand that the numbers we use to measure a bill’s impact
on their lives be real, not rhetorical. Based on policy -- not politics.

That’s the way this committee has always worked -- and I trust that tradition will
continue. Quite frankly, there have been a lot of times when Democrats didn’t like the
numbers. But we never dared to corrupt the system to serve our own agenda. The truth
isn’t always easy. But it’s always pecessary.

And this isn’t about partisan politics, as some have charged.

I think the new Republican majority will be surprised by Democrats® willingness to
work with them, as partners, if we can have a frank and honest debate about the costs
and consequences of the Contract.

That's where the Ways and Means Committee has a crucial role to play.

I served on this committee for 12 years -- and ’'m very proud of the work I did
with this committee, under presidents of both parties. This committee has always had an
abiding commitment to the public interest -- to reasoned analysis, and serious scrutiny of
each and every proposal.

Many party leaders have wished this committee would simply steamroller their
agendas -- but the work that is performed here is too important, the stakes too high, for
politicized public policy to reign supreme.

I urge you, in the days and weeks ahead, to hold fast to that commitment. To
think not of the focus groups, but of the families where the husband works during the
day, the wife works at night, and they barely ever see each other.

The families that have given up every minute of family time working two, three,



48

even four jobs -- working in plants and factories where they're treated like robots, devoid
of all meaning and fulfillment.

The families that want government reformed, and improved -- but don’t want to
see our safety net shredded, and our decency denied.

I think a lot of good can come of this Contract if it is redrafted with those
families in mind. In its present form, its impact on their lives will be marginal at best,
and devastating at worst.

) Let’s move through these first hundred days diligently and prudently -- and then
let’s get down to the real business of working America.

Thank you. Now I'm happy to take your questions.

# # #
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Working People's Tax Break

25 percent of a family's wages and earned income would be tax-free up to a maximum
exclusion of $5,000.

In other words, an average working family making $20,000 would not have to pay taxes on the
first $5,000 they earn.

That works out to a family making $20,000 not having to pay federal income taxes for the first
3 months of the year under this proposal.

The maximum credit for working families would be $750.

100 percent of the benefits of this tax proposal would go to taxpayers with adjusted gross
income of less than $75,000.

individuals would be able to exempt 25 percent of wages and earned income up to a
maximum of $3,000, for a maximum credit of $450.

The cost of this plan would be roughly $33 billion per year. The tax break would be available
for two years.

An average taxpayer would get a tax cut of $486.
63 million taxpayers would benefit.

Individuals eligible for the Earned Income Tax Credit could elect to continue to get either the
E{TC or the Working People's Tax Break. They could not receive both.

Preliminary Distributional Analysis

Income Class Distribution of Average
{AGH: o F - Beneft - Tax Cut
Less than $10,000 1.6% $149
10-20,000 12.3% 325
20-30,000 20.4% 475
30-40,000 236% 590
40-50,000 18.7% 634
50-75,000 23.3% 523
75-100,000 0.0%
100-200,000 0.0%
200,000 and over 0.0%
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Chairman ARCHER. Let me say to the members that I would hope
we do not get into the balanced budget amendment because that
is not within the jurisdiction of this committee. I am pleased to re-
ceive your views on it, but I was part of the debate in the Judiciary
Committee yesterday, and I think we are going to have to leave the
details to them to work out. We have plenty on our plate here that
we can discuss with you.

Second, 1 am pleased that you support the concept of putting in
place spending cuts and that we will then know how much revenue
we can lose, in effect, in this committee without exacerbating the
deficits. I can assure you that this committee will not exceed what-
ever the limits are of spending cuts when we pass any tax cuts.
That is the procedure, I understand, that we will follow, and I sup-
port it very strongly.

It is my intention, because we have a limited period of time for
questioning, to begin to recognize members at the cutoff point when
Speaker Gingrich 1s here so that each member will have an oppor-
tunity to question. Without objection, I would ask the committee to
accommodate me in that regard in fairness to the members.

In addition, I would ask the members to attempt to limit their
questioning time to 2 minutes so that more members will have an
opportunity to have a colloquy with you. Prior to starting that pro-
cedure, however, I will recognize the minority leader of the commit-
tee for inquiry.

Mr. GIBBONS. I am not going to take my time. I would rather
yield my time to some other member junior to me, Mr. Chairman.

Chairman ARCHER. I thank the gentfeman.

I will also recognize the ranking Republican who was here at the
time the gavel went down for inquiry, and then I will proceed down
the list beginning where we left off with Speaker Gingrich.

The gentleman from California, Mr. Thomas, is recognized.

Mr. THoMAS. Thank you, Mr. Chairman. Being a junior member
to the gentleman from Florida, do I get his 2 minutes?

Chairman ARrRCHER. I don’t think so.

Mr. THoMAas. OK. Then mindful of the 2 minutes, I am going to
ask you some questions and I would appreciate succinct answers so
we can move forward. But, first of all, welcome back to the commit-
tee. It is good to see you.

You talked at the opening of your statement about children, and
all of us are concerned about children. You made the comment
about Speaker Gingrich’s statements about children in his opening
speech. The President, in his presentation of his tax plan the other
night on television, talked about children as well. My understand-
ing is the President’s tax break is denied to parents of teenage chil-
dren over 13 years of age. Do you agree with that aspect of the
President’s program?

Mr. GEPHARDT. As I said in my testimony, I guess I would prefer
in the tax area we not get too fine and get into all those kinds of
questions. I support what the President has presented in concept.
I would urge the committee to look over the details and to filling
out exactly how you want to do it.

I guess 1 am most comfortable, although I could live with what
the President has or something like it, with a tax cut that does not
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decide it on the basis of children or nonchildren and simply be a
wage credit.

Mr. THOMAS. On page 2 of your testimony, Dick, you say at the
bottom, “Let’s tell the States that in return for a welfare block
grant, they must ensure that children in the poorest families, say
those under 90 percent of the poverty level, all have decent nutri-
tion, housing, and health care.” In your mind, is that an unfunded
mandate?

Mr. GEPHARDT. No, I think it is a goal or a standard that you
are reaching for. I think we should shoot high, and I think all of
us want children to not be out in the cold and not be starving to
death, and so I think we ought to set a very high goal and then—
look, the Governors have come here and said, in a bipartisan way,
they can do this. They can do well. They want to be freed up so
they can see what they can achieve. I am not unwilling to think
about doing that, but I do not want to just turn the money over
with no admonition of what we hope can happen.

Mr. THOMAS. But you do not see it as an unfunded mandate?

Mr. GEPHARDT. I do not. I think if you set a standard—this is
not micromanagement.

Mr. THOMAS. Last question. On page 7, where you say you “will
not delay a vote on the amendment”—that was the balanced budg-
et amendment—*“but neither will we allow this Congress to balance
the budget on the backs of working people.”

Just let me say that those kinds of phrases—because, frankly,
there are not enough people in this society who clip coupons or who
do not work. Folks may want to define work one way or another,
but when you use the phrase to balance the budget on the backs
of working people, that really is the kind of statement that does not
move us forward in trying to solve the common problem I think
that both of us are looking for.

There are an awful lot of people in this society who work for dif-
fering amounts of wages and what we have to do is solve a real
problem. And saying that you will not allow the Congress to bal-
ance the budget on the backs of working people really does not ad-
vance the debate very far. But I thank the gentleman for his testi-
mony.

Mr. GEPHARDT. I thank you.

Chairman ARCHER. The gentleman’s time has expired and the
Chair recognizes the gentlelady from Connecticut, Mrs. Kennelly,
to inquire.

Mrs. KENNELLY. Thank you, Mr. Chairman; and thank you, Mr.
Gephardt.

We talk about children—and I would like this to be highlighted
once again—we talk about children, all of us, because when we are
talking about welfare, 10 million of the 15 million concerned are
children.

I want to go further with something you mentioned at the begin-
ning, Mr. Gephardt, and something that is important to many of
us and that 1s child support enforcement. The Contract has child
support enforcement included in the block grant back to the State,
and yet we know over the past years, as we have wrestled with this
very difficult question, any real progress that has been made has
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been through the Federal level, through the IRS, or through really
increasing grants and increasing paternity establishment.

Could you expand further how you would address child support
enforcement? Does it go back to the block grant and compete with
jobs programs, or are we to try to keep it on track with the Con-
tract going quickly, because we know we try to get teenage mothers
to be responsible. We should make fathersri,)e responsible also. How
would you handle child support enforcement at this time on this
schedule?

Mr. GEPHARDT. Well, what I was suggesting is that one of the
four standards or requirements, general requirements, that I would
want to set is that we identify parents, that we have an active
child support enforcement program in the States. And if we need,
as we have thought we have needed in the past, a Federal partner-
ship with that to make it work effectively, so people do not move
around and escape their responsibility, we should do that.

All I am saying is to have welfare reform without an important
element of identifying fathers and getting fathers to live up to their
responsibilities, I think, is a terrible mistake. We would send a ter-
rible message if we go through this and do not make that a big
part of what we are doing.

Mrs. KENNELLY. Thank you, Mr. Gephardt.

Chairman ARCHER. Mr. Hancock will inquire.

Mr. HANCOCK. Thank you, and welcome, Dick.

Last Wednesday, at the opening of this Congress, you made the
comment, let the great debate begin. And I think that is exactly
where we are now. We do need to let the great debate begin and
see if, in fact, we can make some major reforms in the direction
that this country is heading, has been heading for quite some
years.

You mentioned, and I just want a real brief statement here, in
your opening statement that you are not impressed very much with
dynamic scoring when it comes to economic activity. Our whole sys-
tem is based on dynamic scoring. If it was not for dynamic scoring,
there would not be any risk takers, nobody would do anything, be-
cause if they operated on a static model everybody would say, well,
it is hopeless; you cannot change anything. Every businessman op-
erates on dynamic scorinﬁ. He invests his money for the future.
Every person going to school operates on dynamic scoring. Even
when you get married you operate on dynamic scoring because you
are looking for future benefits.

So I would like to point out, Mr. Gephardt, that dynamic scoring
is what has made this country great for almost 200 years, and I
wish you would really take a real good look at that aspect of every-
thing that we do should be judged on the basis of how that is going
to impact in the future instead of in the immediate, just based on
the exact past history. Anyway, thank you very much.

Mr. GEPHARDT. I B;ank the gentleman for his suggestion.

This is an area where, I would hope, we could have a bipartisan,
serious, open, honest discussion. It is one of those areas where we
are not flying completely blind. We have past projections and past
results, and I talked to Majority Leader Armey some about this,
and I would hope that we could maybe engage in a real inquiry to-
gether on history to see what has workeg and what has not. Be-
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cause we are talking about something very important here, and
that is what happens to the Federal budget, the deficit.

We do not want to go off with a bad projection that winds us up
further in the hole, which is sometimes what we have done in the
past. But it is one of the areas where it is not all theory and ideol-
ogy. It really gets down to some hard facts and we should be able
to look at those and make some judgments.

Chairman ARCHER. Mr. Ramstad will inquire.

Mr. RaMSTAD. Thank you, Mr. Chairman, Mr. Gephardt.

As I understand—you can tell I am a new member of the com-
mittee, I don’t know how to turn on the microphone—Mr. Gep-
hardt, as I understand your tax cut proposal, it 1s a credit for all
taxpayers with an adjusted gross income of less than $75,000; is
that correct?

Mr. GEPHARDT. That is correct.

Mr. RamMsTAD. Wouldn’t your proposal, if it applies to single indi-
viduals, really exacerbate the already onerous marrying penalty?

Mr. GEPHARDT. I am more than willing to look at solutions to the
marrying penalty problem. We have done that in the past, and you
could do that in this proposal as well. I was trying to deal with a
concept, what this tax cut might look like, who would get the major
benefit from it. But I am not against trying to figure out how to
undo the marrying penalty.

Mr. RamsTaD. I appreciate that recognition of that penalty. I was
struck by the contrast to the provision in the Contract, expressly
proposing to reduce that penalty, and I appreciate your willingness
to work with us toward that eng.

The second area I would like to examine, in the 2 minutes allot-
ted, concerns another real problem facing our economy. I am
alarmed when I read and hear about the low net national savings
rate. One economist at Harvard concluded recently that even if all
the net savings went into machinery and equipment, the level of
such investment in this country would still be too low to sustain
long-term economic growth,

My question is, what tax policy do you believe would best encour-
age Americans to put more of their income into long-term savings
to address this problem? As I am sure you know, Mr. Gephardt, we
rank number seven in the G-7 nations in terms of our savings rate.

Mr. GEPHARDT. Representative, I have, through the years, been
increasingly unimpressed with our ability to induce the actions we
want in a lot of areas by what we do with the Tax Code. I do not
agree with Dick Armey’s flat tax, because I think it is very unfair,
and we will have more on that later. But the general concept of
what he is doing is something I am interested in, and a number
of Democrats mﬁ be working on an alternative, so-called flatter tax
proposal, and that is the way I think we ought to move.

I do not think we can micromanage the society in the Tax Code.
I think we have overcomplicated it. I think we wind up confusing
ourselves and our constituents, and I think if we could get most
Americans on a 10, 10V2, 11 percent rate, without any complica-
tions, then people would save and invest according to what makes
sense, and that is what they should do.

Chairman ARCHER. Gentleman’s time has expired. Mr. Coyne
will inquire.
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Mr. CoYNE. Thank you, Mr. Chairman, and welcome, Mr. Leader,
and thank you for your statement.

My question is, 1s it realistic to think that we can do meaningful
health care reform without first doing welfare reform? I raise the
question to see what your thoughts are on whether or not single
parents would be able to get off of welfare without health insurance
with two or three children.

Along with that, what should our priority as a party be regarding
health care reform in this session of Congress?

Mr. GEPHARDT. Well, first, I believe and I think most people be-
lieve, if you could get everybody included in a health care policy,
and that is a big statement, a lot of people would leave welfare. V&ye
induce people to be on welfare to get Medicaid. That is exactly
what we are doing today. And if we could solve the health care
problem, which is easier said than done, as we all know, we would
make probably the most important step toward welfare reform in
getting people off welfare.

I do think that as we do welfare reform, we ought to, as a Con-
gress, address health care reform. And, again, I offer my hand to
the other side to figure out what we can do. And I am now of the
opinion that we could not do a big reform, so let us do smaller sen-
sible reforms. And I am willing to start small. I would say tiny
steps for tiny tots, and I think we should do something that we can
agree on and then let us make it work. Let’s show the American
people that we know we have some sense of what we are doing;
that what we did made intelligent sense and then demonstrate to
them, again results, that it works. And then we can take the next
step.

Maybe the first step is insurance reform. And maybe a few other
minor things with it. Let’s do that and figure that out together and
let’s walk before we run. And I am fully prepared to do that and
it would be a very important step, along with welfare reform.

Mr. CoyYNE. Thank you.

Chairman ARCHER. Mr. Zimmer will inquire.

Mr. ZIMMER. Mr. Gephardt, in recent weeks you have spoken elo-
quently and movingly about the plight of many middle-class fami-
lies whose income has stagnated over the last 20 years and we Re-
publicans share that concern. I appreciate your expressed willing-
ness here to work on a bipartisan approach to this problem.

Would you agree that a major element behind that stagnation in
living standards for many Americans is the fact that our rate of in-
vestment and savings has been extraordinarily low, as Mr.
Ramstad has referred to?

Mr. GEPHARDT. I think it is part of the answer. I think there are
building blocks we can all agree on: Economic success, infrastruc-
ture, education, research, and certainly savings and investment,
along with labor management relations and motivated workers to-
gether make a high standard of living and high productivity.

I just guess I have come to the conclusion, and I may be wrong
and others may be right, that we can easily use the Tax Code to
induce the result that we want on savings. fl do not think it works
very well. I think it winds up substituting the way money is saved
rather than actually increasing the savings pool. And I just think
if we could work to lower tax rates as low as we can get them for
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all Americans, that we would get more savings and the right kind
of savings that we should have, and that is what I would like to
work to do.

But I understand the opposite point of view. People love IRAs,
capital gains and other methods of making this happen. I just am
not impressed with the results.

Mr. ZIMMER. Let me put a hypothetical question to you, then. If
there was a tax rate cut which would substantially increase sav-
ings and investment in this country, which would create more good
paying jobs for middle America, and if that tax rate cut would not
reduce Federal revenues, would you support it, even though the di-
rect beneficiaries initialfy woulcf, be disproportionately people who
earn higher incomes?

Mr. GEPHARDT. I guess the problem is the if.

Mr. ZIMMER. Well, it is a hypothetical question. We can argue
about the details later. Now we do not have time.

Mr. GEPHARDT. I cannot say I agree with the if. Obviously, you
can assert that and you may be rigﬁlt; and I may be wrong. I cannot
agree with the assertion. I think the best way to go about this is
to simply get income tax rates down as low as we can get them for
everybody, and I think that alone will allow people to spend more
time and more effort either earning money or investing money than
they are doing today.

I think we have been so cued, not in a negative sense, we are
all trying to do the right thing, but we have been so fine and so
sophisticated in what we are trying to get people to do that we
have frustrated our intent.

You know, we set up a tax break and then people all run to that,
and then we worry somebody is going to abuse it and then we re-
fine it and write more regulations and make it more complicated.
People are driven crazy by this Tax Code. It is a disaster. It just
does not work anymore. We are not smart enough. We are winding
up trying to write a boutique Tax Code for everybody in the coun-
try. It does not work. We have to make it simple. Throw it all out
and just say, this is what you pay.

Now, I want it to be progressive, as it is today. I do not want
to go backward on that. But you could get four out of five Ameri-
cans at a 10 percent rate andy that, to me, would be real progress.

Mr. ZIMMER. Well, I would just point out your proposal would
make the Tax Code even less simple than the one you are criticiz-
ini;[I look forward to working with you on this issue. Thank you.

r. GEPHARDT. Thank you.

Chairman ARCHER. The gentleman’s time has expired.

I want to thank the minority leader for his embracing that we
need to perhaps replace the income tax with a better form of tax-
ation.

At this point, Mr. Levin will inquire.

Mr. LEVIN. Thank you, Mr. Chairman. I am tempted to ask more
on the tax proposal because, Mr. Zimmer, I think your question
really is not hypothetical in the sense we tried that in the earl
eighties, and I think there is some history we at least need to loo
at.

Let me ask you, Mr. Leader, and welcome, a question about wel-
fare reform. ¥ou have urge(i results-oriented welfare reform. I
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speak as someone who has been, over the recent years, in favor of
much more State flexibility, but let me ask you a question about
the potential tension between some of the block grant proposals
and the results-oriented approach.

Some of the block grant proposals say give the State the same
amount of money for 5 years in a block grant and let them do as
they see fit. You are suggesting a results-oriented approach.

What happens if there is a recession during those 5 years? In the
States, having a set level for AFDC or for food stamps, unlike the
present, where the Federal portion goes up, how do you put those
two things together?

Mr. GEPHARDT. Well, I think we can think about a capped enti-
tlement for States as opposed for individuals, and we could make
it sensitive. You could write it so that it was sensitive to a number
of outside factors if you wanted to do that, such as recession and
so on. That would be possible to write.

But I also think that whatever amount of money we put into that
capped entitlement, the theory of what we are doing is that States,
if given more flexibility, can get more coverage, more results, more

ood things out of the money they get. And, in effect, that is why
flike reward for results. I would like to put a little bit of reward
on top of it, so that if they are really showing more progress from
wherever they start toward those results, you even help them some
more.

So you induce almost a national competition to see who can do
this the best; who can get the result. But you have to have some-
thing to judge people against in terms of a result or you are just
cutting a check and hoping for the best, crossing your fingers. And
I do not think that works. But I think you can write a formula for
a capped entitlement for States that is somewhat sensitive to exog-
enous factors.

Mr. LEVIN. Thank you.

Chairman ARCHER. Mr. Johnson will inquire.

Mr. JOHNSON OF TEXAS. Thank you, Mr. Chairman, and good
morning.

Chairman ARCHER. If the gentleman will suspend. We are going
to reach the hour here in about 3 or 4 minutes and I intend to rec-
ognize Mr. Collins and then we will release Mr. Gephardt and Sec-
retary of HHS, Donna Shalala, will then appear as a witness.

Mr. JoHNSON OF TEXxAS. Thank you. Thank you, Mr. Chairman.

Mr. Gephardt, you talk about us not identifying the family and
the children as a problem, and yet you are the one that says we
do not need to give a deduction for children; that it should be for
the individual. glan you explain the dichotomy of those viewpoints?

Mr. GEPHARDT. I guess it goes back to my basic philosophy about
taxation. I really believe we have confounded ourselves in the last
40 years by trying to write a Tax Code that is adjusted for
everybody’s personal situation. I think it is too hard, I think it is
too complicated, and I think it is self-defeating. I think the Amer-
ican people are fed up with a tax system that drives them crazy.

I think we should let people make their own decisions about how
they spend their money. We ought to get tax rates as low as we
can get them and we should turn people loose to do what the
want. If they have 10 children, then they have to deal with 10 chil-
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dren. If they want to invest, they have to figure out what to invest
in that will make them the most money. But we cannot
micromanage it and figure it out for everybody from here. I think
we have to leave those decisions about their money to them, take
as little of it as we can to run this government, and we will have
a raging debate over what the government should and should not
do, and then turn them loose with their creative powers to do what
they want to do. And I want it to be progressive. We may have a
fight about that.

Mr. JOHNSON OF TEXAS. I think that is exactly what Mr. Archer
has in mind, but we need to put money back into the people’s pock-
ets right now, and I think those credits do that for the people who
have kids. You keep talking about being aware of the children and
a welfare program and we are talking about tax reductions which
would put money in people’s pockets today.

Mr. GEPHARDT. I understand. I understand. And I am not unwill-
ing to be for something for kids and tuition and so on. But you get
into all kinds of complications. What about a couple that has kids
that have just gotten out of college and they are still sitting there
with loans they have to pay off? Are they included?

The world and families are complicated. Everybody is in a dif-
ferent situation. And you start trying to write something that takes
care of everybody’s deal and reality 1s tough.

Mr. JOHNSON OF TEXAS. I will draw one more conclusion. You
made a point earlier, as Ross Perot says, just stop the car and fix
it. Well, that is what we are trying to do, is fix it, right now. Then
we go on from there with Mr. Archer’s idea of possibly no income
tax at all.

Thank you for your comments, sir. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Collins will inquire.

Mr. CoLLiNs. Thank you, Mr. Chairman.

Mr. Gephardt, I find it of interest that you mention you would
be willing to go with a lower tax rate that would apply to all, be-
cause, to me, all would mean those with the higher incomes who
would then reap a greater benefit from a lower tax rate than the
families that you have put an emphasis on.

But my question to you deals with an area of the tax laws that
I think 1s one of the biggest disincentives for capital investment
and also has resulted, I think, in the loss of many jobs around this
country, especially in the area of manufacturing and assembly
lines, and that is the alternative minimum tax. And I would like
to have your views on the alternative minimum tax as to how to
change it, repeal it, or what you think we should do with it.

Mr. GEPHARDT. Again, if you went to what I am talking about,
or Dick Armey’s talking about, although I do not agree with his
total approach, you would not need an alternative minimum tax be-
cause everybody would pay tax. You would not have deductions and
gxemptions and all the other things we use to get our tax rate

own.

I think it is wrong for anybody in the country to get themselves
in a position, even though they are doing all these wonderful things
that we have said in the Tax Code we want them to do to pay no
tax, it is hard for somebody to swallow out there working for
$30,000 or $40,000 a year somebody making $2 million a year pays
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no taxes. They may be doing a lot of wonderful things we ask them
to do in the Tax Code but it grates on people that that is the case.

So again, if we could simplify the code, get out of the business
of micromanagement, trying to figure out for everybody what they
should do, we would not have to worry about a minimum tax. Ev-
‘erybody would pay a minimum tax at the lowest possible rates.

Mr. Coruins. I take it then that you would be very interested in
doing away with or repealing the alternative minimum tax?

Mr. GEPHARDT. I am for changing this Tax Code, and I will be
offering ideas; and then, as was said, let the debate begin.

Mr. CoLLINS. Good. Thank you, Mr. Gephardt.

Mr. GEPHARDT. Thanks.

Chairman ARCHER. Dick, thank you very much for your excellent
testimony.

Mr. GEPHARDT. Thank you, Mr. Chairman. I always enjoy being
in this great committee. You all serve on—and I hope you won’t re-
peat this—but the best committee in the House, maybe in the Con-
gress, probably, certainly in the Congress.

Chairman ARCHER. I think there are people here who will repeat
it, but of course we won’t argue with it, as members of this commit-
tee. Thank you very much.

Mr. GIBBONS. Of course, we remember your distinguished service
here for so many years, too, Mr. Gephardt.

Mr. GEPHARDT. | enjoyed every moment of it. It was the best
time I spent in the Congress, believe me.

Chairman ARCHER. The committee will stand in recess momen-
tarily for the arrival of the Secretary of HHS, Donna Shalala.

[Recess.]

Chairman ARCHER. If our guests will please take their seats so
we can proceed. We have a lot of witnesses today to hear from.

The Chair now welcomes our next witness, the Honorable Sec-
retary of Health and Human Services, Donna Shalala. We welcome
you to our committee, the committee that Minority Leader Gep-
hardt just said is the most important, influential and powerful
committee in the Congress, and we are pleased to hear your testi-
mony. Immediately prior to that I will recognize Sam Gibbons for
any comments that he would like to make.

Mr. GiBBONS. The only thing Mr. Gephardt could have said that
he didn’t say, was that it was filled with the most charming guys
and gals that we have around here. And perhaps I think it better,
though, that I yield my time to the next ranking Democrat who
hasn’t had a chance to inquire.

Chairman ARCHER. Madam Secretary, we welcome your testi-
mony.

STATEMENT OF HON. DONNA E. SHALALA, SECRETARY, U.S.
DEPARTMENT OF HEALTH AND HUMAN SERVICES

Secretary SHALALA. Thank you very much, Mr. Chairman.

I should add my comments to Mr. Gephardt’s about my admira-
tion for this committee and for the work that you have before you.

I would like to thank the members of the committee for the invi-
tation to appear before you today. I am pleased to be with you to
talk about the Contract With America and to begin with what I be-
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lievelis an important dialog with each other and with the American
people.

I also have been asked to announce that the President will host
a bipartisan working session on welfare which will include State,
Federal and local elected officials on January 28, and the White
House will extend the invitations today.

I would like to begin today by talking about our vision for wel-
fare reform and the President’s view of the Personal Responsibility
Act found in the Contract With America. I have submitted more de-
tailed testimony for the record.

I think it is fair to say, after consulting with Members of Con-
gress, with people on welfare, with business leaders, with welfare
experts, with religious leaders, with Governors, with State legisla-
tures and county officials all across this country, the President hon-
ored his promise to the American people by submitting the Work
and Responsibility Act to Congress last year. This was a bold, his-
toric piece of legislation which would fundamentally change our ap-
proach to helping young parents move from dependence to inde-
pendence, and it grew out of the President’s longstanding commit-
ment to welfare reform.

As Governor of Arkansas he worked closely with national and
State officials from both parties to pass the Family Support Act of
1988. That act served as the impetus for States to begin changing
the welfare system to one that encourages work, not dependency.

In the last 2 years we have worked with Governors and other
elected officials to grant 24 waivers that give 23 States the flexibil-
ity to design welfare reform strategies that meet their specific
needs. We have approved more welfare waivers than all the pre-
vious administrations combined.

The President’s bold approach to welfare reform is based on a
simple compact—job training, child care and child support enforce-
ment will be provided to help people who are willing to work, make
the move to independence. Time limits will ensure that welfare is
seen as a hand up, not a handout.

Our approach emphasizes three American values: Work, respon-
sibility, and reaching the next generation. But today welfare does
not emphasize work, responsibility, and reaching the next genera-
tion. We agree on this, and both Republicans and Democrats have
sought to change this with welfare reform. Yet from our perspective
some elements of the Contract With America seem inconsistent
with these values.

Let's talk about the value of work first. We are committed, first
and foremost, to ensuring that everybody who can work does work
and that current welfare recipients become taxpayers. That is what
this great national debate on welfare reform must be about.

More something for nothing is not the answer. We believe that
work is the answer. Our innovative approach to welfare reform
puts work first, and in doing so it differs from the Contract’s pro-
posal in some important ways.

First, we send a critical message to people from the very first day
they apply for welfare. You must work, we expect you to work, and
we will help you prepare for work so you can stay off welfare for
good.
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We require those who are employable to move into work as
quickly as possible by engaging in an up-front job search in edu-
cation and in training, and we expect States to hold up their end
of the bargain. And for those who refuse to train for work, for those
who refuse to look for work or accept work once it is offered, the
consequences are clear—cash assistance will first be reduced and
then eliminated.

We also believe that people who can work should be treated dif-
ferently from those who can’t. Here I draw a sharp distinction be-
tween our approach and the Contract With America. We propose
that everybody who can work does work. People who reach their
time limits but can’t find jobs must work for their benefits in tem-
porary, subsidized jobs.

In contrast, the Contract ends all adult assistance after 2 to 5
years. Even if the recipients are willing to work but can’t find
work, even if the recipients are caring full-time for disabled chil-
dren and even if the recipients are disabled themselves, the Con-
tract ends all of their assistance.

Moreover, this is a lifetime limit. Once adults reach their limits,
even if they have gone to work for many years and then lose their
jobs d(lile to a serious accident or an illness or recession, they cannot

et aid.
8 We are pleased that the Contract’s welfare provisions have been
revised since when it was introduced last week to eliminate the
mandate that aid to children must be cut off after their adult care
givers reach their 5-year lifetime limits.

The second key value in our approach is responsibility. We be-
lieve that because every child has two parents both of them should
be required to provide support. That is why, as an integral part of
welfare reform, we have proposed a tougher, more uniform child
support enforcement system as well as a stronger requirement for
paternity establishment.

We also would impose tough new penalties for those who refuse
to pay, including stronger wage withholding efforts, suspension of
drivers and professional licenses and even property seizure. In
stark contrast, the Contract includes few child support enforcement
provisions and could actually reduce funds for child support en-
forcement.

In addition, our approach would deny AFDC benefits to the
mother only after the State has determined that she will not iden-
tify the fatger. Once the mother has identified the father, then the
responsibility properly rests with the State, which is given 1 year
to establish paternity or face penalties itself under our proposal.

The Contract, on the other hand, denies benefits to any child for
whom paternity has not been established. Even when the mother
has identified the father and the State has not made a serious ef-
fort to locate him, the innocent child is held accountable. This is
unfair. I think we can work together to address this issue.

We also demand responsibility and accountability from govern-
ment by requiring States and the Federal Government to work to-
gether to implement new state-of-the-art measures to detect and
prevent many types of fraud and abuse. These new systems will
also help locate absent parents who are not paying child support.
The Contract With America does not create any otg these systems.
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Our final bedrock value is reaching the next generation. We
would put into place preventative measures to break the cycle of
dependency. Welfare dependency could be reduced significantly if
young people delayed sexual activity and childbearing until both
parents were ready and able to assume the responsibility of mar-
riage and supporting and raising children.

Our approach is aimed toward preventing teen pregnancy, and it
requires that a minor parent live at home, identify the child’s fa-
ther and stay in school to get benefits.

Our plan of time limits and work requirements sends a strong
message to young people that welfare will never be the same, that
it will be a second chance, not a way of life. But we strongly dis-
agree with the Contract’s approach of denying benefits to children
born to mothers under 18. Whether or not their parents are able
to work, whether or not their parents are properly caring for their
young children, the Contract With America raises the possibility of
sending them to orphanages.

Of course, we are not suggesting that all of these children will
wind up in orphanages. In fact, some parents will move on to lives
in the mainstream. But States will have to find a way to care for
the others.

We believe that the solution to welfare is not to make children
go into foster care or into orphanages, it is to make their parents
go to work. Yes, we have to take bold steps to tackle the problem
of teenage pregnancy, but we can’t give up on teenage parents.

To be eligible for support, we must insist that they stay in school.
We must insist that they live at home. We must insist that they
prepare for work. We all must be part of a national effort against
teen pregnancy to make it clear that young people should not be-
come parents if they were not prepared to take on the responsibil-
ities for their children’s futures. This is a critical element of wel-
fare reform.

As we join forces to move people from welfare to work, we also
have to address the bureaucratic absurdity and the human tragedy
of welfare lock for people who want to work but go on welfare or
stay on welfare because they have no health insurance and need
the Medicaid program. The way to address this tragedy is to reform
our health care system so that working families have access to af-
fordable private health insurance.

Mr. Chairman, while the Contract With America does not ad-
dress health care reform, the statement I have submitted for the
record outlines our views on the specific health care provisions in-
cluded in the Contract. Let me say that the administration remains
firmly committed to providing insurance coverage for every Amer-
ican and to containing health costs for families, for businesses and
the Federal, State and local governments. As you know, the Presi-
dent has written to the new leadership in Congress to express his
strong desire to work in a bipartisan way to take steps toward
achieving these goals.

We can pass legislation that addresses the unfairness in the in-
surance market. We can make coverage more affordable for work-
ing families and children. We can assure that the population
served by Medicare and Medicaid are protected. We can reduce the
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long-term Federal deficit. And we can strengthen tools available to
combat health care fraud, waste and abuse.

Mr. Chairman, we in the administration look forward to working
closely with you and your colleagues in the new Congress on these
critical healtK care and welfare issues.

I believe that we have a rare opportunity to move this country
forward. I believe we can pass bold initiatives in welfare and
hiealth care. I believe we can pass the President’s Middle-Class Bill
of Rights. We can help all Americans to renew their faith in gov-
ernment.

We are ready to sit down and work with this committee, with
this Congress, with elected officials across the country and, of
course, with the American people to get the job done.

Thank you very much.

[The prepared statement follows:]
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Testimony
Donna E. Shalala
U.S. Secretary of Health and Human Services

Introductijon

Thank you Mr. Chairman and members of the Committee for the
invitation to appear before you today.

I'm pleased to be with you to talk about the Contract with
America and to begin what I believe is an important dialogue with
each other and the American people.

In the last two major elections —- the presidential election
of 1992 and the congressional elections of 1994 ~-- the American
people sent Washington a crystal clear message: They want
change.

They want us to stop the gridlock, stop the infighting, and
make sure that everything we do makes a positive difference in
people's lives.

That is why we are here today.
To write a new chapter in bipartisan government.

One that begins with a conclusion -~ And that is to make
sure that at the end of the day we have taken action to improve
the lives and prospects of every American.

I am here to pledge the commitment of the Clinton
Administration to this approach.

We have already picked up the mantle of change and for the
past two years we have been about the business of carrying out
the will of the people.

We passed the largest deficit reduction plan in history --
nearly $500 billion dollars over five years.

We created over 5 million jobs.

We worked with many of you on this committee to pass NAFTA
and GATT -- historic legislation that will open up foreign
markets for our products and open up lucrative job opportunities
for millions of Americans.

We expanded the Earned Income Tax Credit -~ which reduces
taxes for 15 million working families .and creates a powerful
incentive to work and stay off welfare.

And as a next step, we have proposed the Middle Class Bill
of Rights to reduce taxes for hard-pressed working families who
are struggling to save money, send their children to college, and
prepare for a better economic future.

We did one more thing that should not be overlooked or
forgotten. We worked long and hard to put the American people
first by addressing two of the great domestic policy challenges
of the century -- health care reform and welfare reform.

I want to begin today by talking about our vision for
welfare reform and our view of the Personal Responsibility Act
found in the Contract with America.

Welfare Reform

After consulting with members of Congress, people on
welfare, business leaders, welfare experts, and governors all
across the country, President Clinton honored his promise to the
American people by submitting the Work and Responsibility Act to
the Congress last year.
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This legislation would fundamentally change this country's
approach to helping young parents move from dependence to
independence, and it grew out of the President's long-standing
commitment to welfare reform.

As governor of Arkansas, he worked closely with national and
state officials from both parties to pass the Family Support Act
of 1988.

That legislation served as the impetus for states to begin a
major effort at changing the welfare system to one that
encourages work, not dependency.

When he ran for President, he called for "an end to welfare
as we know it."

In the last two years, we have worked with governors and
elected officials to give 24 states the flexibility to design
welfare reform strategies that meet their specific needs.

This is more waivers than all other previous Administrations
combined.

Rooted in the bedrock American values of work and
responsibility, the central focus of our approach to welfare
reform is a few simple goals:

The first is to move parents off welfare and into jobs as
quickly as possible so that they can support themselves and their
families.

The second is to require absent parents to meet their
responsibilities and pay child support.

And the third is to reduce teen pregnancy.
Mr. Chairman, I believe we all share these goals.

The President's approach to welfare reform emphasizes three
important values: Work, responsibility, and reaching the next
generation.

I think these are widely-shared values ~- American values --
values that built this country in the past and are critical to
our future.

Today, welfare has the values wrong: We know this, we agree
on this, and both Republicans and Democrats have sought to change
this with welfare reform.

Yet, from our perspective, there are elements of the
Contract with America that seem inconsistent with these values.

Let's talk about work first.

We strongly believe that welfare as we know it will not have
ended until we fundamentally change the system: Welfare must be
about earning a paycheck, not collecting a welfare check.

As the President has said, "Work is still the best social
program ever invented, and it gives hope and structure and
meaning to people's lives."

To reinforce and reward work, our approach is based on a
simple compact. Job training, child care, and child support
enforcement will be provided to help people who are willing to
work to make the move to independence.

But time limits will ensure that welfare is seen as a hand
up, not a handout.
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We are committed first and foremost to ensuring that
everybody who can work does work. The American people want a
government that honors their values and rewards people who play
by the rules.

1f we want to help welfare recipients become taxpayers, we
must challenge individuals to take responsibility for their own
lives -- and help them get ahead when they do.

For years, Republicans and Democrats alike have agreed that
the central goal of welfare reform must be work. That's still
the case: People who can work ought to go to work and earn a
paycheck, not a welfare check.

That is what this great national debate on welfare reform
must be about. More "something for nothing” is not the answer.
More orphanages are not the answer. Work is the answer,

our approach to welfare reform puts work first, and in so
doing, it differs from the Personal Responsibility Act in some
important ways.

First, our plan sends a critical message to people from the
very first day they go on welfare: You must work; we expect you
to work; and we will help you prepare for work so you can stay
off welfare for good.

To prepare people to work and support their families, we
would require those who are employable and who would benefit from
having more skills to move into work as quickly as possible by
engaging in upfront job search, education, and training -- and we
would expect states to hold up their end of the bargain.

Indeed, we believe that people on welfare ought to sign a
personal responsibility agreement and develop an employability
plan.

Most of them will welcome the opportunity to move rapidly to
work. But for those who refuse to train for work, look for work,
or accept work once it is offered, the consequences are clear:
cash assistance will first be reduced, then eliminated.

We also believe that people who can work should be treated
differently from those who can't. And here is where I draw a
sharp distinction between our approach and the Personal
Responsibility Act.

In 1988, Congress passed and Ronald Reagan signed the Family
Support Act, which established the important principle that
welfare should be a transitional system leading to work.
Education and job training were to be required for most job-ready
applicants.

Unfortunately, over one-half of the caseload was exempted,
and, among those who were not, only twenty percent were required
to participate. For example, broad exemptions were made for
women with any child under age three, young mothers under age
sixteen, and women in the second trimester of pregnancy.

We believe that these exemptions should be significantly
narrowed, but we have suggested exemptions for people with
disabilities or for those who need to care for disabled children.
Temporary deferrals also would be narrowed: Twelve months for
the birth of a first child, and twelve weeks for the birth of a
second.

In addition, under our approach, once people reach their
time limits, if they are able to work but can't find jobs, we
require them to work for their benefits in temporary subsidized
jobs.
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This also sends an important message ~~ it says to people on
welfare and to their children that work is an expected and
necessary part of life and one of our society's greatest values.

In contrast, in the Personal Responsibility Act, all adults
simply are cut off from assistance after two to five years, even
if they are willing to work but can't find jobs, are providing
full-time care for disabled children, or are unable to work
because of disabilities.

Moreover, this is a lifetime limit: Once adults reach their
limits, even if they go to work for many years and then lose
their jobs during a recession or due to illness, they cannot get
aid.

The second key value in our approach is responsibility.

We believe that because every child has two parents, both of
them should be required to support their children.

That's why we have proposed the toughest child support
system ever. Both parents must live up to their responsibilities
-~ and child support enforcement is an integral part of welfare
reform.

Today, 63 percent of absent parents contribute no child
support, and an average parent who receives child support
receives a total of only $2,995 a year.

That's just §8 dollars a day for a parent who's lucky enough
to get child support, and nothing at all for the majority of
single parents and children who have been financially abandoned.

These are shocking statistics.

Overall, the potential for child support collections is
estimated at $48 billion per year. Yet only $14 billion is
actually paid, leading to an estimated collection gap of about
$34 billion.

We must close that gap -- and we will.

We have proposed a comprehensive child support strategy to
help custodial parents escape welfare and stay in the workforce.

It includes a tougher, more uniform child support
enforcement system, as well as a stronger requirement for
paternity establishment.

We also would impose tough new penalties for those who
refuse to pay: Wage withholding, suspension of drivers' and
professional licenses, and even property seizure.

In stark contrast, the Personal Responsibility Act includes
few child support enforcement provisions and could actually
reduce resources for enforcement by capping funding for child
support enforcement and other low-income programs.

The Family Reinforcement Act does include some minor changes
in the rules governing interstate enforcement processes, but, by
themselves, these changes would do little to increase
collections.

We must do much more. That is why child support enforcement
is a central part of the President's approach. Governments don't
raise children, parents do.
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Moreover, attempting to implement welfare reform without
strengthening child support enforcement sends the wrong message:
It says that the non-custodial parent who is one-half responsible
for the birth of a child does not have any responsibility for
supporting that child.

In addition, our approach would deny AFDC benefits to the
mother only after the state has determined that she will not
identify the father.

once the state determines that the mother has identified the
father, then the responsibility properly rests with the state to
establish paternity. We give the state one year to establish
paternity or face penalties.

The Personal Responsibility Act denies benefits to any child
for whom paternity has not been established -- whether or not the
mother has identified the father, whether or not the state has
made a serious effort to locate the father, and regardless of how
long ago the child was born.

One of the most basic ways to reinforce responsibility is to
hold the right person accountable: What sense does it make to
hold children accountable when, in fact, their mother has
cooperated and the state has not done its part to establish
paternity?

I hope we can work together to address this issue.

In our approach to welfare reform, we expect individual
responsibility, but we also demand responsibility and
accountability from government. That's why our approach requires
states to work with the federal government in implementing new,
state-of-the-art anti-fraud nmeasures.

These new systems are designed to detect and prevent many
types of fraud and abuse, such as unreported employment and
earnings, misrepresentation of the numbers of children in a
family, and duplicate receipt of welfare, food stamps,
unemployment compensation, and other government benefits.

These new systems also will help to locate absent parents
who are not paying their child support.

The Personal Responsibility Act does not create any of these
systems; in fact, it reduces funding for anti-fraud efforts.

The final bedrock value in our approach to welfare reform is
the importance of reaching the next generation.

By that, we mean putting into place preventive measures to
break the cycle of dependency and ensure that future generations
don't pick up where their parents left off.

A key to doing that is taking a strong stand against teen
pregnancy.

We recognize that welfare dependency could be reduced
significantly if young people delayed childbearing until both
parents were ready and able to assume the responsibility of
supporting and raising children.

That's why our approach requires that a minor parent live at
home, identify her child's father, and stay in school to get
benefits.
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Our plan of time limits and work requirements sends a strong
message to young people that welfare will never be the same.
From now on, welfare will be a second chance, not a way of life.

But we strongly disagree with the approach taken in the
Personal Responsibility Act, which would be to deny benefits to
children born to mothers under age 18 =-- whether or not their
parents are able to work, and whether or not they're properly
caring for their young children.

Ironically, under the Personal Responsibility Act, those
mothers can receive aid for themselves and additional children if
the children are born after the mothers turn 18 (or 21 at state
option).

The question we have to ask ourselves is what would happen
to the hundreds of thousands of children who would be denied aid
by this provision -~ and the millions more who could ultimately
be denied assistance because of other sections of the Personal
Responsibility Act.

The Personal Responsibility Act suggests sending them to
orphanages. We are convinced that this proposal is both wrong
and unworkable.

It will divide families when we should be strengthening
them. It will let teen fathers off the hook when we ought to be
holding them accountable. And it could lead to more poverty,
more spending, and more bureaucracy at a time when we desperately
need less.

According to the Child Welfare League of America, the
average annual cost per recipient of orphanage care is $36,500
per child. We estimate that the federal AFDC savings from the
Personal Responsibility Act returned to the states could fund
fewer than 9,000 orphanage slots for the entire country -- all
fifty states!

Even if we add in all state and federal dollars for AFDC
recipients on AFDC, Food Stamps, WIC, the school lunch program,
and housing aid, the average benefit per recipient amounts to
only about $3,300 per year. The Personal Responsibility Act
returns far less than that.

So, what will happen to the other children?

Oof course, we're not suggesting that all of them will wind
up in orphanages.

In fact, some parents will move on to lives in the
mainstream.

But, for those who cannot do so, there are several things
that could happen.

First, states could pick up the bill for orphanages at
$36,500 per child -- potentially a huge cost shift to states.

States could try to expand the already strapped foster care
system -- but foster care costs $10,950 per child per year and is
four times the cost of caring for a child in the AFDC program.

Or, governors and citizens could hope and pray that private
charities or the children's other relatives rise to meet the
demand.

We don't believe that's right or realistic.

The solution to welfare is not to make children go to
orphanages, it's to make their parents go to work.
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We must take bold steps to tackle the problem of teenage
pregnancy -- but that does not mean that we should give up on
teenage parents.

To be eligible for support, we must insist that they stay in
school, live at home, and prepare for work.

We know that there are abstinence-based programs that are
working in communities all over this country.

We must give more of those programs a chance to succeed.

All of us must be part of a national effort against teen
pregnancy, and make it clear that young people should not become
parents if they are not prepared to take responsibility for their
children's futures.

Teenagers must be discouraged from having children, but if
they do, they must also get the help they need to become good
providers and role models.

That is to say, welfare reform must strengthen families, not
weaken them.

It should help young mothers and their children escape
welfare, not support long-term dependency.

That is why the President's approach would require work, not
encourage orphanages; put a two-year time limit on welfare
benefits and then insist that recipients go to work; devote more
resources to child support enforcement -- not less; and mount a
new effort to fight welfare fraud.

The American people deserve a government that honors their
values, spends their money wisely, and rewards people who work
hard and play by the rules.

We stand ready to work with this Committee and this Congress
to make these values the centerpiece of welfare reform.

I am hopeful that as these issues are debated we remain
committed to seeking bipartisan solutions through an open
dialogue that will benefit all Americans.

Mr. Chairman, as we join forces to move people from welfare
to work, we will need to address the bureaucratic absurdity and
human tragedy of "“welfare lock," which occurs when people who
want to work go on welfare or stay on welfare because they do not
have health insurance and therefore need the services provided by
our Medicaid program.

The way to address this tragedy is to make sure that all
working families have access to affordable private health
insurance.

This will require some reform of our health care system,
which is another area where this Administration has taken up the
people's call for change.

Health care Reform

While we are disappointed that we could not achieve broad-
based agreement on a health reform initiative in the 103rd
Congress, there can be no disagreement on the fact that we still
face the enormous problems of increasing health care costs and
decreasing coverage.
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The Administration remains firmly committed to providing
insurance coverage for every American and to containing health
care costs for families, businesses, and Federal, State, and
local governments.

As the President has said, in this session of Congress, we
can and should take steps toward achieving these goals.

We can pass legislation that addresses the unfairness in the
insurance market, makes coverage more affordable for working
families and children, assures that the populations served by
Medicare and Medicaid are protected, reduces the long-term
Federal deficit, and strengthens tools available to combat health
care fraud, waste, and abuse.

We stand ready to work with the 104th Congress in
confronting these challenges on a bipartisan basis.

Long~-Term Care
Another health challenge we must face is long-term care.

on long-term care, we continue to endorse assistance to
states to develop home and community-based care systems that
support people with disabilities, regardless of age, condition,
or income;

that strengthen families' abilities to care for their
disabled family members;

and that allow flexibility so that states and communities
can tailor services to their specific needs.

Such support is an essential component to assuring the
availability of services for people with disabilities throughout
our country.

Alongside promotion of home- and community-based care, we
support changes in the tax code that would give long-term care
insurance (and services) the same preferred tax status as
standard health insurance, provided that insurance policies meet
certain consumer protection standards.

While we agree with the notion of extending preferred tax
treatment to long-~term care insurance, we feel strongly that
insurance should include information and be marketed in ways that
help seniors understand the benefits and limitations of insurance
policies.

We also agree with the notion of helping caregivers, but the
tax credits proposed in the Contract may not be the best way to
target limited resources to caregivers and families in need. We
may be better able to help caregivers and people with
disabilities with grants to states for services tailored to
community needs. We look forward to working with you on this.

Balanced Budget Amendment

All of the policy issues I have discussed today would be
profoundly affected by the provision in the Contract with America
that would require all federal budgets to be balanced in the year
2002 and afterwards.

Let me be clear: While we support the goal of a balanced
budget, the proposal that is included in the Contract would
require an unprecedented level of reductions in our programs --
including Medicare, Medicaid, SSI, Head Start, and NIH research.
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This is because all of the savings likely would have to come
from the domestic spending side of the federal budget.

If Social Security is protected as some have promised, and
defense reductions and tax increases are not on the table, all
other domestic spending programs, including those at HHS, would
have to be reduced by 28 percent. Such reductions would drive
millions more families into poverty.

Analyses conducted for my Department by the Urban Institute
suggest that even a 20 percent cut in our programs would reduce
incomes for over seventeen million individuals and families and
result in 3.7 million additional people being on the poverty
rolls,

We should not forget that our Department also has
responsibility to ensure the safety and health of all Americans
through the work of critical HHS agencies charged with protecting
the public health. The cuts that could be required under the
Contract proposal for a balanced budget could seriously
jeopardize our capability to meet these obligations.

Conclusion

Mr. Chairman, we in the Administration look forward to
working closely with you and your colleagues in the new Congress.

We still have a big job ahead of us as we work to improve
health care for the American people by promoting health insurance
security and containing costs.

And, in welfare, we must work together to put in place a
system that moves people from welfare to work, that protects
children, that rewards people who work hard and play by the
rules, and that holds parents accountable.

I believe that we have a rare opportunity -- on welfare and
many other issues -- to move this country forward, to help all
Americans, to renew our people's faith in government.

Just as it's time to end welfare as we know it, we also must
end politics as we know it.

We're ready to sit down and work with this Committee, this
Congress, elected officials across the country, and the American
people to get the job done. Thank you.
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Chairman ARCHER. Thank you for your testimony.

The Chair will yield his time to the ranking Republican, Mr.
Crane, for inquiry.

Mr. CRANE. Thank you, Mr. Chairman, and Madam Secretary.

Madam Secretary, in your statement you indicated that the Per-
sonal Responsibility Act suggests sending children to orphanages,
and I was wondering where in the act you came to that conclusion.

Secretary SHALALA. I suggested that one of the alternatives sug-
gested in the Personal Responsibility Act is orphanages, and it 1s
listed in the bill, and money is provided to the States.

The point I made both in my press conference and here again is
that large numbers of children are turned away from the welfare
rolls because their parents are teenagers, and the question that I
raise is what will happen to these children.

Mr. CRaNE. Well, on page 25 of the bill it says use of grant
funds. And under that provision it says each qualified State that
receives grant funds shall use these funds, one, to establish or ex-
pand programs to reduce out-of-wedlock pregnancies; two, to pro-
mote adoption; three, to establish and operate orphanages; four, to
establish and operate closely supervised residential group homes
for unwed mothers; or, five, in any manner that the State deems
appropriate to accomplish the purpose of this part.

There is no effort in the Contract to insist that kids have to be
placed in orphanages. That is a State decision and has been a State
decision, and all the Contract attempts to do is to provide some di-
rect grant funds.

Secretary SHALALA. And outlines orphanages as one of the op-
tions that is available to the State.

Mr. CRANE. Well, to be sure, and it is right now, has been.

Secretary SHALALA. I think we are consistent. I think we are say-
ing the same thing.

Mr. CRANE. Well, except your statement is a little bit misleading
in that it says the act suggests sending them to orphanages.

Secretary SHALALA. The act suggests that one option available to
the States is for the States to establish and operate orphanages.
The point——

Mr. CRANE. Which States do right now.

Secretary SHALALA. Some States operate alternatives for at-risk
children.

The point I was making was a point about what is going to hap-
pen to millions of American children who are not eligible for sup-
port because their parents happen to be teenagers.

Mr. CrRaANE. Well, do you see any inconsistency with current law
in this provision in the Contract?

Secretary SHALALA. Well, the inconsistency with current law is
that current law does not throw millions of children or does not ex-
clude millions of American children who are born to teenagers and
born into poverty, into destitution or—on to the hands of the States
without any Federal support at all and then give a limited amount
of money to the States, which is what this proposal does, to deal
with a variety of different kinds of options.

Mr. CrRaNE. Well, I was going to say all under the provisions of
the'IC(l))Illtract that is gone is AFDC. The other benefits are still
available.
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Secretary SHALALA. Benefits are not available to children of teen-
agers, to children born of teenagers under the Contract’s provisions
fv_vov.ﬂgldnot be eligible, their parents and they would not be eligible
or aid.

Mr. CRANE. Why do you believe that to be the case? What lan-
guage in the Contract?

Secretary SHALALA, Under our original analysis of the bill—and
I could give you the page numbers of the bill—5 million children
would lose AFDC eligibility under the original Personal Respon-
sibility Act which was presented to the pub%lc with the Contract in
September. Now, there were some recent changes made to the leg-
islative language that would no longer make this provision retro-
active. Our analysis of the revised bill shows that almost 1.3 mil-
lion children would lose their eligibility for AFDC the first year of
implementation if the States adopt the least restrictive option
available to them.

So the issue that I raise is what is to happen with millions of
American children who are not eligible for aid because they are
born to teenage parents? And the only options presented in the bill
is this list of options for those children, and those are the resources
that are provided by the Federal Government under the bill.

Mr. CRANE. There is no provision, Madam Secretary, in the bill
that is retroactive.

Secretary SHALALA. No, that is correct, and 1 indicated that.
However, 1n the first draft there was such a provision. In the sec-
ond draft, which is the new legislation, H.R. 4, that provision has
been deleted. But what I have said is that in the first year of im-
plementation, even without the retroactivity, assuming that the
States took the least restrictive approach, that there would be chil-
gren.t(;ihat would be born to teenage parents who would be ineligible
or aid.

Chairman ARCHER. The gentleman’s time has expired. Mr. Gib-
bons will inquire.

Mr. GieBoNS. I will yield to whatever Democrat is eligible.

Chairman ARCHER. Mr. Gibbons yields to Dr. McDermott.

Mr. MCDERMOTT. Thank you, Mr. Chairman.

Secretary Shalala, this country in the thirties had a system of or-
phanages and workhouses at the local level. The national program
that we now call welfare really grew as a response to that failure
of that system. Can you explain to me why the Governors of this
country are coming in here saying they want to take welfare back
and get less money from the Federal Government? How are they
going to provide a better system than they presently have with less
money? Because they surely will get less money with these caps
that are in the Contract With America.

Secretary SHALALA. I cannot explain it, Congressman
McDermott. The only thing I can suggest is that I don’t think that
all the Governors have looked at the implications of either the pro-
posal they are negotiating or what exists in the Contract because
they are giving up the flexibility of the program to respond to eco-
nomic changes in their States. And they are agreeing, depending
on whether they agree with the Contract or in their own negotia-
tions, on block grants with a program that may well exclude Fed-
eral money from large numbers of children.
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What would happen to those children in their States? I can’t
come to a conclusion. My hope is, knowing some of the Governors,
that this is the beginning of a longer conversation about the impli-
cations of this proposal, of the President’s proposal, and we will go
back to the principles. The principles of all this are work and re-
sponsibility, making parents take responsibility for their children
and turning the program a complete turn to make it focus on a
transitional program to get people into work.

Mr. MCDERMOTT. Are you suggesting that it is good national pol-
icy that a child born, let's say, in the State of Florida where they
might have a humane Governor onﬁht to be treated better than a
child who is living in the State of Michigan where the Governor is
less humane? Would there be any fairness in the arbitrary system
that would result from giving welfare back to the States?

Secretary SHALALA. Congressman, welfare has been a Federal-
State partnership. We have left some of the setting of benefits to
the States. That would continue under the President’s proposal as
he has laid it out.

The fundamental issue that you are raising is what is the re-
sgonsibility of government for t]}qle children in this country. Should
there be some minimal benefits available for every child so that a
child born in Mississippi doesn’t go hungry because the State is
poor versus a child born in Michigan or in my own State of Wiscon-
sin? Is there a minimal role for national standards and national
framework?

And that is essentially the real core of the welfare debate. And
the President and this administration has concluded that there is
indeed a place for the National Government in a partnership with
the States.

We have also conceded and enthusiastically supported the efforts
by the Governors to get more flexibility in designing the programs
themselves. And no one can accuse us, having approved over a 2-
year period, 24 waivers, of not helping the Governors to find and
explori ideas that they want to test for moving people from welfare
to work.

So it is a fundamental issue. It is the most fundamental issue.
I would argue it is what defines us as Americans on what the role
is of the National Government versus the State governments and
what that partnership is about.

Mr. McDERMOTT. I would like to raise one other question, and
that is as I read these proposals—and I am not sure which pro-
posal they are finally going to roll out here—but the proposals look
to me to be very sexist. The proposal says we will punish women
for having babies, but we won’t really go after the fathers who fa-
thered the children. It is very clear that there is an unbalance, and
I wonder about your position on that.

Secretary SHALALA. Well, as I indicated in my testimony, I was
disappointed that the Personal Responsibility Act, the Contract did
not have more on child support enforcement because there are
members of this committee on both sides who have spent part of
their careers fighting for very strong child support enforcement
measures. And, Mr. Chairman, I hope that that is one of the things
that we can work on to make sure we don’t move ahead with a wel-
fare reform bill that doesn’t hold both parents responsible and
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make sure that both parents take the responsibility for both pro-
viding resources as well as nurturing the children. And that needs
to be a very important element that is introduced as part of this
effort, Congressman.

Mr. McDERMOTT. Thank you, Mr. Chairman.

Chairman ARCHER. I will assure the gentleman from the State
of Washington that on this side of the aisle we intend to go after
the fathers and see that they are responsible for taking care of
their children. It is a major thrust of our effort.

Mr. Ensign will inquire.

Mr. McCDERMOTT. I would just say, Mr. Chairman, I don’t see
that in the proposal yet, and I hope that you would.

Chairman ARCHER. You can believe that we intend to do that.

Mr. Ensign will inquire.

Mr. ENSIGN. Secretary Shalala, the concern that I have with the
administration’s welfare proposal and actually with a lot of the pro-
posals coming out of Washington and at the State level, is that
when you are trying to design a system that has make-work type
programs, job training, and so on, we have programs where an in-
dividual can get around the various requirements, such as in job
training.

Has anybody put a pencil to it in the administration? How long
someone could actually stay on welfare without actually going to
work, going in and out of some of these job training programs,%)ut
actually not fulfilling the spirit of what you are intending to do?
hSecretary SHALALA. In the President’s proposal, 2 minutes, and
that is

Mr. ENSIGN. No. How long could they actually continue receiving
benefits while actually not legitimately going after work?

Secretary SHALALA. In the President’s proposal, the maximum is
a 2-year period in which someone would prepare for work. That is
excluding a teenager that would have to finish high school first.

And so what I meant by the 2-minute response is from the mo-
ment someone walks into a welfare office, the purpose of that wel-
fare office—and we need to change the culture of that welfare of-
fice—is to get people ready to go to work. For some people, it lit-
erally will take a few weeks to get ready and to do the job search
because they are job ready. For other people, it may take up to 2
years of some kinci of a training program.

We recommend an employability plan, an actual contract, with
the kind of contract with the individual that lays out what the ex-
pectations are. And my point here is that the goal must be to move
people into private-sector jobs.

In our proposal there are subsidized jobs only if the State cer-
tifies that there are no private-sector jobs, and those public-sector
jobs are temporary jobs while the person continues the search.
Those public-sector jobs are temporary jobs as the person continues
the search for a private-sector job. Our goal is to move people into
private-sector jobs.

The timeframe that we have put together is based on research
in this area. So for many people it may be 3 months.

We know something about people getting off welfare: 70 percent
get off in 2 years; 90 percent get off in 5 years. The problem is
staying off og welfare. Some of that is related to child care. Some
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of it is related to health care. And some of it is related to the kind
of job readiness expectation piece of it.

fVIr. ENsIGN. Would your proposals in the administration be just
new people coming into the system? Or would people, everyone ex-
isting in the system now, be also required to get into work pro-
grams and training programs?

Secretary SHALALA, Well, it is interesting. We had originally rec-
ommended when I first testified before this committee last year
that we start with the youngest people. That is the most high-risk
group. The proposals that are in the Contract, some of them sug-
gest that we start with the older people because, frankly, you will

e more successful.

All the research shows that you will be more successful with the
people that are currently on the system that have been for a period
of time, where their children are older, for example.

We have come to the conclusion, after listening to the Governors,
that this is exactly one of those issues, and in fact we put the flexi-
bility in our own first draft of the plan that we actually introduced,
that it is really up to the Governors on what group they want to
start with.

For some States, it may make sense when they look at the profile
of their older population. For other States who want to deal with
the teenage pregnancy thing immediately, they may want to put
their resources—it really is a resource question. There are States
in this country where the Governors will grab these reform propos-
als and do it for everyone and immerse everyone in the program.
So it clearly is one of those issues where in conversations between
us I think we all probably end up letting the Governors do that
kind of design because that is one of those appropriate things.

Mr. ENSIGN. Thank you.

Secretary SHALALA. You are welcome.

Chairman ARCHER. Mr, English will inquire.

Mr. ENGLISH. Thank you.

Secretary Shalala, in your testimony you state that the Personal
Responsibility Act is flawed because it would actually reduce re-
sources for enforcement by capping funding for child support en-
forcement and other programs. I was wondering, could you please
clarify for this committee the programs that you feel should not
have spending limitations?

Secretary SHALALA. Child support—it is not a question of spend-
ing limitations; it is a question of providing appropriate resources
so that we can get the job done. And what we need to do—and it
seems to me in conversations with the Governors and with other
people that deliver these programs and decide what are the prin-
ciples we are trying to achieve I would suggest that holding both
parents responsible is a very important principle. And, therefore,
child support enforcement ought to have the kind of investment
that is necessary to put the national program out there that will
do the job for us. And we have enough experience State by State
to have some sense of what that would cost.

I would also suggest that we ought to have a serious program on
waste, fraud and abuse, that part of the principles of making cer-
tain that we have the credibility that we need with the American
people is to make sure that we have put in place an effective sys-
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tem to reduce waste, fraud and abuse, whether it is a computer
system that connects up across States, in regions, as we have test-
ed in certain parts of the country. But we need to make that kind
of investment.

-1 am not sayin%——

Mr. ENGLISH. Those are principles, Madam Secretary——

Secretary SHALALA. Pardon?

Mr. ENGLISH. I guess I should reframe the question. Where in
our welfare reform legislation, our welfare reform proposal, would
you be willing to accept Federal spending limitations?

Secretary SHALALA. The Federal spenging limitations in our pro-
posal, the Federal spending limitations are based on putting time
limits on the periods of time that people can invest and budget lim-
itations on the investments. We have made our proposal budget
neutral, and the decisions about how much child care, for instance,
to put in place is part of the proposal. So we have submitted a
budget-neutral proposal.

at I am suggesting, in answer to your specific question, is
that by lumping together a set of programs, some of which may be
priorities that ought to be fully funded and others ought to be the
choices of Governors, we ought to make some of those decisions.
And I, in particular, believe that child support enforcement and
waste, fraud and abuse ought to be two of those.

Mr. ENGLISH. Thank you. Can you—can the administration sup-
port any restrictions on additional AFDC benefits specifically for
those already on welfare who have additional children?

Secretary SHALALA. We have in the welfare waivers—we have in
our own proposal left that decision to the States, and we have ap-

roved in welfare waivers from one end of this country to the other
imitations on additional money for a child born while the person
was on welfare. So we have been consistent both in the President’s
recommendation as well as in our approval of waivers.

Mr, ENGLISH. How would you feel about writing that in as a
standard in Federal legislation?

Secretary SHALALA. Qur preference—we have indicated that our
preference is that that decision be left to the State and to the Gov-
ernors and to the representatives of the State. It is, as you know,
a very sensitive issue. We are consistent. The Federal-State part-
nership has always allowed the States to set the budget, the spend-
ing limitations in terms of the payments, but our preference is to
leave that decision to the State.

Mr. ENGLISH. Thank you. Madam Secretary, what is the position
of the administration on encouraging through Federal legislation
the random drug testing of welfare recipients?

Secretary SHALALA. ‘%’e have supported welfare recipients being
mandated as part—for addicts as part of the requirements of the
job to go into drug treatment programs. Most of those drug treat-
ment programs actually have testing as part of them, and we have
accepted that as part of the drug testing programs.

Anything beyond that I understand—and I am not a lawyer—
raises some constitutional issues, and we would be happy to ex-
plore that with the committee. But as part of the requirement for
a welfare recipient to be in a drug treatment program, and that
being built in as part of the program, we have been supportive.
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Mr. ENGLISH. Thank you, Madam Secretary.

Secretary SHALALA. You are welcome.

Chairman ARCHER. Mr. Neal will inquire.

Mr. NEAL. Thank you very much, Mr. Chairman.

Madam Secretary, I had the chance a few months ago to ask you
that famous Murphy Brown question here, and you shed new light
on it. I want to thank you for that, and I thought you did a very
good job this morning.

You focused on four areas that I think we all ought to be able
to agree on: The minor ought to live at home; that we ought to
identify the father; that we ought to encourage, if not require,
work; and that we certainly ought to encourage staying in school.
In fact, we ought to insist upon those options.

I would suggest today that every member of this committee, as
we begin this debate on welfare which is surely to be contentious,
make reference to an April 1993, article that appeared on the cover
of the Atlantic magazine by Barbara Dafoe Whitehead. While the
article is entitled, “Dan Quayle Was Right,” the truth of the matter
is that Pat Moynihan was more right 30 years ago, and we haven’t
come very far in advancing those arguments.

I just want to suggest to you today that this is an item that I
think belongs on the front of the American agenda for Democrats
and Republicans alike. There is nothing—and I served as mayor of
a big city before coming to Congress a few years ago—there is noth-
ing that has done more to destroy the reputation of urban living
than the current framework of welfare. It is linked to crime. It is
linked to a lack of adequate health care. It is linked to the issue,
in my judgment, of the deterioration of the American family and
its current fate.

I think you and the President deserve credit for having had the
courage to force some debate on this issue. You have taken posi-
tions, and I think those positions are clarified for the American
people that we are going to find a lot of common ground here on
both sides of the aisle.

I would hope that we wouldn’t shrink from this notion here of
identifying the father. I think that ought to be the cornerstone of
our initiative on the Democratic side. And this can be done—and
there is evidence in Massachusetts where there are experiments
that have taken place that that can be done far more aggressively.

So my point in using this time, this short time I have, is to give
you a chance to go on about those initiatives but most importantly
to thank you because I think you have been forthright, I think you
have been very candid with us, and I think the options you have
laid out for us today ought to be options that everybody on both
sides of this forum can agree on. Thank you.

Secretary SHALALA. Thank you very much, Congressman.

Let me repeat the issue of paternity because I think it is very
important here the differences between the President’s proposal
and what, unfortunately, is in the Contract because I have a feel-
ing that this committee will come down somewhere near where we
came down.

What happens in paternity establishment is that the mother is
asked to identify the father, and before anyone gets on welfare they
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are asked to do that in all of the proposals. The issue is then whose
responsibility is it to establish legal paternity.

We have argued, and it has been consistent around the country,
then the State must follow up. The mother fully identifies the fa-
ther, gives his address, all the information she can—the baby may
have been born a number of years ago—and then the State must
follow up. Some States are very good about following up, they do
it immediately, and we hold them accountable to do it within 1
year.

The issue is while the State is following up should the child be
penalized and not be able to get aid because the State doesn’t have
its act together and has a bureaucracy in which it hasn’t followed
up? When the mother has done what is expected of her, when we
argue that the current welfare system has its values all messed up,
we have got to get the values right this time.

And our argument here is if the mother has followed all the rules
that we have laid out, she has identified the father, should she and
the child in particular be penalized because the bureaucratic mech-
anism of the State has not followed up for the legal establishment
of paternity?

Most people don’t understand this. They think the mother just
isn’t identifying the father. But our point is once she has done that
to the satisfaction of the State, it is only fair that she get some
temporary help for that child while she gets ready to go to work.

Again, it is a fairness issue, but we must get the values right
this time. We cannot get all confused about our values in terms of
who is responsible. The responsibility must be both of the parents
as well as the institutions themselves, and in this case the State
as well as the Federal Government.

Mr. NEAL. Thank you.

Chairman ARCHER. Madam Secretary, if I may jump in here very
quickly. I would like to ask you two brief questions. Number one,
what percent of the welfare recipients will be covered by your work
requirement in your proposal?

Secretary SHALALA. In the President’s proposal?

Chairman ARCHER. Yes.

Secretary SHALALA. Well, it is phased in over time. What we
have done in the President’s proposal is narrowed down the num-
ber of exemptions that are allowed. We are somewhat more flexible
than what is in the Contract. The Contract, for instance, does not
allow for an exemption for a mother that is taking care of a dis-
abled child. We would actually allow for an exemption for a mother
that is taking care of the disabled——

Chairman ARCHER. I am sure others will inquire as to the de-
tails. I just simply wanted the percentage.

Secretary SHALALA., Well, we provided enough money to start
phasing in the program, and the first group that was phased in
were all of the youngest recipients who are under 25, and I will
have to give you the percentage.

Chairman ARCHER. But can you tell the committee the percent-
age?of the recipients at the beginning and the percentage at the
end?

Secretary SHALALA. Yes, I will give you that number right now.
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Chairman ARCHER. While you are getting that information, let
me ask another question. In the event that a welfare recipient does
not show up for work and fails to comply with the work require-
ment, what sanctions do you contemplate?

Secretary SHALALA. We start by reducing the benefits. And, even-
tually, if someone does not play by the rules, does not show up for
work, does not show up for their schooling or their educational
training, they can be cut off of the program.

We expect people who play by the rules to have the opportunity
to move into a private-sector job or a public-sector, subsidized job
if necessary for a short period of time, but we are tough minded
about people that are unwilling to participate in getting ready for
work or to take a job when offered.

Chairman ARCHER. I assume that there would not be any great
leniency for people calling in sick or having excuses for failing to
show up for the work requirement?

Secretary SHALALA. I think that what is important, Mr. Chair-
man, is that the work requirements for workers in the United
States are the same work requirements that we have for the wel-
fare group that is moving in to work. The reason that we are so
anxious to have people earn a paycheck and not simply work off
their welfare is to make a very simple point, that what we are try-
ing to do is to move people into real private-sector jobs where they
get a paycheck.

Chairman ARCHER. I understand that motivation, and of course
I think most all of us would agree with that, but I am just curious
specifically as to the sanctions. You have said, as I understood you,
that all welfare benefits would ultimately be taken away from
these people.

Secretary SHALALA. Can be taken away if people do not——

Chairman ARCHER. Then what happens to the children?

Secretary SHALALA. We cover the children.

Chairman ARCHER. How do you cover the children?

Sﬁcretary SHALALA, With Medicaid and with food stamps and
wit]

Chairman ARCHER. You continue to give those to the mother?

Secretary SHALALA. We continue to give them to the mother for
the child. And we cover AFDC, right? I think the fundamental—
I have got the phase-in numbers, too.

Let me say that a parent that is unwilling to play by the new
rules under the welfare reform proposal, who is unwilling to do
what is necessary to get into a private-sector job, that gets both the
sanctions as well as in a relatively short period of time perhaps the
benefits taken away, that those children eventually—within that
period of time, the child welfare system has to take over because,
again, this is an issue of responsibility. If a parent is not prepared
to take responsibility, then the child welfare system must move in
to take responsibility for those children.

I do have your phase-in

Chairman ARCHER. So you contemplate that under those cir-
cumstances the children would be taken away from the parent by
the State authority and be taken care of perhaps in an orphanage
or in a foster home or something of that nature?
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Secretary SHALALA. There would be a number of options that are
available if the parent doesn’t fulfill their responsibility under the
welfare reform plan. Under our plan, one-third of the recipients are
phased in immediately, we reach one-half in 5 years, and every-
body is phased in eventually. All of that depends on the financing
of t{e system, the financing we presented, which was about a $10
billion bill. If there were more resources available, we, of course,
could do this more quickly.

This phase-in plan, which was discussed with the Governors in
terms of what they thought they could absorb and to make the
kind of dramatic changes that are necessary, was very much part
of the decisionmaking in our proposal. There is no question if there
were more resources available we could phase-in more quickly if
thz:lt is what the States had the capacity to do and were prepared
to do it.

Chairman ARCHER. OK. Now let me be certain about this. Your
plan does contemplate that where the mother refuses to comply
with the work requirement that the children can be taken away
from the mother. If you take away the AFDC cash benefits from
the mother, you take away the source of support for those children.
Under those circumstances, if the children are to have adequate
monetary support, I hear you saying that the State could then take
the children away from the parent and that the children then, I as-
sume, under current law and under your proposal could be put in
orphanages. Is that not correct?

Secretary SHALALA. Let me repeat. .

Chairman ARCHER. No, but is that correct? Is that or is that not
correct?

Secretary SHALALA. The children would be taken into the child
welfare system. In foster care, in some cases put into an adoption
situation, in some cases put into group homes depending on their
ages.

Chairman ARCHER. Could they be put into orphanages is my
question.

Secretary SHALALA. Well, they wouldn’t be put into 19—

Chairman ARCHER. Not would they, could they be?

Secretary SHALALA. If they were babies, it is likely they would
not.

Chairman ARCHER. Could they or could they not be put in or-
phanages? It is a very simple question.

Secretary SHALALA. If they were teenagers they could be put into

oup homes, which is the modern version of residential settings

or children.

Chairman ARCHER. If they were less than teenagers, if they were
preteens, could they be put into orphanages by the States under
your program?

Secretary SHALALA. Most of the residential settings in this coun-
try, most young children are put into foster care in this country.
Most of the residential homes are for slightly older children,
but-—

Chairman ARCHER. Could they be put into orphanages by the
State? That is a simple question. Yes or no?

Secretary SHALALA. As part of the overall series of options that
a State has before it, the answer is yes.



82

Chairman ARCHER. Yes.

Secretary SHALALA. But they would not be put in there because
they were born to a teenage mother who was willing to work, who
was willing to go to school, who was willing to stay at home. There
is a difference between cutting off large numbers of children be-
cause they were born to a teenager.

Chairman ARCHER. I understand. Simply put, under the sanc-
tions contemplated in your proposal, children could be put in or-
phanages, is that correct?

Secretary SHALALA. Some children could be put in residential set-
tings. No one is calling them orphanages.

Chairman ARCHER. You can call it whatever you want to, but
that is the reality as I understand your proposal. I appreciate your
testimony, and I thank the committee for their indulgence.

The Chair recognizes Mr. Christensen to inquire.

Mr. CHRISTENSEN. Thank you, Mr. Chairman. I thank the Chair-
man for helping the Madam with the definitions there because, ba-
sically, you have already said that they could be put into orphan-
age homes.

I have heard a lot of rhetoric today mouthing the words of Ron-
ald Reagan and Bill Bennett, a lot of talk about values, but I have
seen very little in terms of action as far as the administration is
concerned.

I want to be exactly clear on your proposal as far as when we
send this back to the States that they will be allowed to form their
own kind of program. Let me ask you, would a Governor be able
to cut off welfare payments, for example, after 6 months rather
than 2 years under your proposal?

Secretary SHALALA. If someone chose not to work, if someone did
not participate in the program and chose not to work, could the in-
dividual be cut off? The responsibility parts are very clear. One is
expected to participate in the program. So during the 2-year period,
which is the period in which someone is given to participate, they
could be cut off for not participating at all or refusing to participate
in preparing for work or in searching for a job.

Mr. CHRISTENSEN. But could a Governor have discretion to cut
off that welfare recipient based upon their own standards, not
based upon your standards?

Secretary SHALALA. No. The answer is no because the standard
is

Mr. CHRISTENSEN. Thank you. So, really, the Governor

Secretary SHALALA [continuing]. Work requirements.

Mr. CHRISTENSEN. So, really, the Governors will not have the dis-
cretion that you were impl ing here earlier?

Secretary SHALALA. Pardon?

Mr. CHRISTENSEN. The Governors will not have the discretion to
formulate their own program as you have just stated here?

Secretary SHALALA. No, that is not true, and I think it is a bit
unfair. One of the things that I pointed out is we have already
worked with the Governors in over half the States where they have
shaped programs to move people off welfare into work. And what
we see the President’s proposal as is providing a framework which
is based around two—three principles actually. One is work and
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that everybody goes to work, and the other is the responsibility of
the individual for getting prepared for work.

Mr. CHRISTENSEN. But if we send this back to the States for
them to create their own program, basically you are going to tie
their hands? ‘

Secretary SHALALA. No, I do not believe that the President’s pro-
posal—I think it has enormous flexibility.

I think that one of the things we learned as part of the hearings
and one of the reasons we are prepared and enthusiastic about
working with this committee is that in 1 year working with the
Governors on a number of these welfare proposals they clearly
have indicated that there are other kinds of flexibilities they would
like to have.

Mr. CHRISTENSEN. Madam Secretary, for example, if a State like
Nebraska wanted to eliminate benefits for any additional children
to teenage mothers.

Secretary SHALALA. They would be allowed to do that under the
President’s proposal.

Mr. CHRISTENSEN. Within the 2-year timeframe, 6 months, im-
mediately? You name it. Could they do it right away?

Secretary SHALALA. They could do it right away.

Mr. CHRISTENSEN. Thank you.

Secretary SHALALA. You are welcome,

Mr. CRANE [presiding]. I think Ms. Dunn is next.

Ms. DUNN. Thank you, Mr. Chairman.

Madam Secretary, I am pleased by the fact that you have given
waivers to 24 States during the last 2 years, and I agree with your
emphasis on the Federal-State partnership. Certainly, our reform
proposal is along that line.

What I would like you to clarify for me or perhaps contrast is the
differences between the administration’s proposal and the major-
ity’s proposal on what responsibilities would be retained by the
Federal Government in this partnership.

Secretary SHALALA, The Federal Government would agree to pay
its share of the bill under the partnership. One of my problems is—
do you want me to talk about the contrast between the Contract
or this new negotiation with the Governors, or—I am trying to fig-
ure out what bill I am comparing myself to. Let me give you——

Ms. DUNN. Tell me what the administration’s proposal is on what
responsibilities the Federal Government would keep.

Secretary SHALALA. The Federal Government would have a hand-
ful of responsibilities. One is that we develop a framework, and
that is, every program must move people to work within a time-
limited period of 2 years. The States would design the training pro-
grams, the employment programs. They would work with the re-
cipients. They could put the recipients in their own training pro-
grams. They could contract out for the training programs. they
wanted to use. The whole process of getting people into job train-
ing—we have taken the recommendations, for instance, for teen-
agers to stay in their own home, to stay in school. Those come out
og our welfare experiments from around the country. So those are
consistent with what the Governors have been wanting to do all
along. Again, that is part of a framework.
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What the third piece of the Federal Government would do is
work with the States to develop the child support enforcement
piece, because there is a national piece to that as well as a data
bank and other kinds of roles for the National Government. But
the States would basically use resources to develop a kind of pro-

am that worked for them, though the basic information would

ave to be shared between the States if they were going to follow
somewhat up.

So what we see the President’s proposal, which has only a hand-
ful of elements on work and responsibility by both the individuals
as well as the State, is providing the basic framework, and the
States would design the programs to fit with how that State want-
ed to operate its program.

We have put a time limit on it. We have insisted on child support
enforcement. We have insisted that teenagers stay in school and
stay at home. We have left a number of things to the States’ discre-
tion, including, for instance, benefit levels as well as whether they
want to continue to pay benefits to people who have an additional
child on welfare.

Ms. DUNN. Thank you. Thank you, Mr. Chairman,

Mr. CRANE. Next is Mr. Payne.

Mr. PAYNE. Thank you very much, Mr. Chairman, and welcome,
Madam Secretary, and I want to first commend you and your de-
partment and the administration for the work you have done on
this issue over the past 2 years. As my colleague Mr. Neal said ear-
lier, certainly you have moved this debate forward so that we are
in a position to act on this very quickly, I would hope.

Let me go back to some things you said in your testimony and
then I have a question. You stated that 63 percent—this has to do
with child support enforcement—63 percent of the absent parents
contribute no child support—63 percent. The potential then in the
country is that there are now on an annual basis $48 billion that
shoul:iy be paid in child support, yet only $14 billion are currentlfv
paid, leaving $34 billion uncollected that is available for our chil-
dren in this country.

You then in your statement mention that the Personal Respon-
sibility Act coul)(’i actually reduce the resources for enforcement be-
cause it does cap the amount of money that is available for child
support enforcement.

I was very pleased to hear the Chairman, Mr. Archer, say that
he felt that was something we needed to work on in a bipartisan
way, and 1 feel that is the way we will get the very best welfare
reform, is to work on this in a bipartisan way.

My question, though, really has to do with fiscal responsibility
and money and back to the $34 billion that is there that could be
collected. Some of this money now our taxpayers are paying in lieu
of the people who should be making these payments. Is there any
estimate concerning how much exactly that is? How much money
might be made available to assist us in welfare reform if, in fact,
we vy)ere able to implement the collection programs that you antici-
pate?

Secretary SHALALA. I think the number is 25 percent, that there
would be a 25-percent reduction in current welfare expenditures if
we were able to collect from the parents.
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As you probably know, I am sure you do know, most of the
noncustodial parents who have not paid child support are not the
fathers of children that are on welfare; that we have a large num-
ber of noncustodial parents whose children are not on welfare, but
simply are not living up to their obligations.

So the child support enforcement piece should be seen not simply
as part of the welfare effort in this country, but part of our effort
as a country in partnership with the States to make certain that
the children in this country are supported by both parents.

So I think that our enthusiasm for doing this in the context of
welfare reform is that while it is significant for welfare reform on
expenditures, it is more significant for us as a country to hold both
parents responsible and to be clear about responsibilities for
parenting.

Mr. PAYNE. And this is money, though, that would be returned
to families, just as any kind of tax reduction that we are discussing
would also be returned to them?

Secretary SHALALA. And it would make a difference of lifting
families out of poverty.

The proposal that we have made would also move this out of the
courts, which will get clogged into an administrative procedure
with regular updates, perhaps every 3 years. And I know that a
number of people here have worked on this issue on both sides of
the aisle, have worked on the child support issue, and I am very
pleased that the Chairman has agreed this is something that we
can work through.

I think child support enforcement, paternity, there are a number
of issues here we ought to be able to work on together.

Mr. PAYNE. I agree with that and thank you very much, Madam
Secretary.

Secretary SHALALA. You are welcome.

Mr. CRANE. Mr. Camp.

Mr. Camp. Thank you, Mr. Chairman.

Madam Secretary, I look forward to working with you and the
administration on this particular issue, and I note in your testi-
mony that you—your written testimony—you mentioned writing a
new chapter in bipartisan government. I would like to work on that
with you, but I do believe we are going to need more direct re-
sponses from you.

Your testimony, in some ways, was misleading, and I am glad,
in response to Chairman Archer, that we did establish that both
the administration bill and the majority bill will terminate the cus-
todial parent’s AFDC benefit at some point. We may differ as to
when and how, but both bills are similar in that respect.

Second, the suggestion that the majority welfare bill in our Con-
tract With America sends children to orphanages is absolutely
wrong. And I think it has been clarified to some gegree, but under
current law States may send children to orphanages or group
homes. Under the administration bill States would continue to be
able to do that, and under the majority bill, States would continue
to do that.

I just think it is important to understand that we have
similarities in our bills in that respect.
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Last, you made a comment that the majority bill denied welfare
benefits to the children of minors. And I just want to make it clear
that the majority bill would continue to allow the children of a
minor parent to receive, and the parent, him or herself, to receive
Medicaid and food stamps, as I think the administration bill does.

We do change the nature of the AFDC in housing benefits, which
would change to a block grant to the States, and the States then
would be free—and I know you also agree with greater State flexi-
bility—to establish programs for minor parents to replace the
AFDC in housing grants.

The Washington Post has an editorial today that says that since
election day politicians have been engaged in a largely self-serving
debate about what to do with children caught in the welfare trap.
Each side has been behaving as if it had discovered a political gold
mine; each mischaracterizing the other’s position. And I want to
make it very clear as to what our position is, and, in some cases,
V\{e have greater similarities than your earlier testimony had made
clear.

Thank you, Mr. Chairman.

Mr. CRANE. Thank you. Next is Mr. Kleczka.

Mr. KLECZKA. Thank you, Mr. Chairman.

Madam Secretary, like you, I am concerned about the proposal
that Mr. Camp just talked about, and that is the denial of benefits
to unwed teenage mothers.

My reading of the bill is the same as yours, Mr. Camp, wherein
the dollars saved would be going to the States in block grants, at
which time the State could use the dollars for programs to dissuade
young females from getting pregnant, underage females; it would
also permit the States to use the dollars for group homes, foster
homes, and, like the Secretary, I think that the possibility should
exist of a possibly reduced AFDC payment but one which would go
to the teenager who remains at home.

Having been a State legislator, like probably most of us on this
panel, and dealing with group homes and foster homes, those
things do not come cheap by any stretch. If we can encourage the
unwed mother to, one, remain at home; and, two, hopefully remain
at school, I think the payment that goes in that situation will be
well spent. But to put it in block grants and encourage group
homes, 1 think we will be costing the taxpayers a lot of money and
doing damage to society in the same respect.

Madam Secretary, would you like to comment on that?

Secretary SHALALA. Yes, thank you very much, Mr. Kleczka.

Let me simply say the difference between the two bills is when
ou get sanctions and what your behavior is to get the sanction.
n our bill, the only time that an individual who 1s needy gets pe-

nalized is when they refuse to work. In the Contract, if you are a
teenager and you have a child, you lose the possibility of getting
a payment, a cash payment, in addition to the fact if you do not
work you also lose it.

The issue is, is that fair? We all agree that teenagers ought to
live at home, all of us. There is not anyone here who does not want
to say to American teenagers and do everything we can to send the
clearest possible message that they should not be engaging in sex
in the first place, let alone getting pregnant. But the point here is
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should we, because a child is born to a teenager, because of the fact
of age, because the child is born to a 17-year-old as opposed to a
kﬁi‘%%r-old, arbitrarily make a decision that they should not get

I am simply saying if we are going to get our values straight,
that penalizing someone because they refuse to go to work makes
sense, because those are the standards of the bills, but making in-
nocent children suffer because of a teenager, a child themselves
had a child, it seems to me is so unfair and indefensible. And we
will argue about this, I am sure, for the next few months, but we
are not disagreeing on what happens if someone refuses to work.
What we are simply disagreeing on is how America’s youngest and
most vulnerable citizens ought to be treated by the Government of
the United States and by the States.

Mr. KLECZKA. Thank you.

On another point, Dr. McDermott mentioned that there will be
a migration of poverty from one State to another if in fact one
State happens to be more generous than the other, and as we all
know, poverty and pollution cannot be confined to a particular
State or its boundaries.

We find in the State of Wisconsin, where I hail from, that our
payment levels are somewhat higher, and we do serve in some re-
spects as a magnet to recipients from Illinois and Texas and other
parts of the country. So I say that with the knowledge that total
States’ rights will promote that, and also encourage my colleagues
to look at some continued Federal role as far as benefit levels or
some other programming to make sure that does not occur.

Last, Madam Chair, there are members of the panel who are
working on an SSI reform for the SSI children’s program, and al-
though we do not have time today to discuss that, hopefully, we
couif possibly include some reform for the SSI kids’ program in
t{:is welfare reform bill, and maybe you might have a thought on
that.

Secretary SHALALA. Congressman Kleczka, let me make a com-
ment on the last point, the last two points you made quickly.

One of the advantages of having national work requirements and
some kind of a national framework is that it will do someone no
good to try to go to another State in which there will be time lim-
1ts, because they will have to fill the work requirement and they
\évill not be able to add on 2 years because they went to another

tate.

Second, on the issue of SSI and children, in the independent So-
cial Security bill, you and your colleagues asked me in January,
this month, to appoint a commission to take a look at that pro-

am. I have done that and the chair of that commission will be
ormer Congressman Jim Slattery of Kansas, who has agreed to
chair that very important commission. They will report directly
back to Congress. I think it is the end of November they are ex-
pected to report back.

Mr. KLEczZKA. Well——

Mr. CRANE. The gentleman’s time has expired.

Mr. KLEcZKA. If I might finish with one comment, Mr. Chairman.
That commission was part of the Social Security reorganization
bill. The bill was also signed in August and we have waited from
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August until now. I am fearful that there are members of the com-
mittee, including myself, who are going to want to move ahead on
this issue prior to November. So maybe you can tell our former col-
league, Jim, and the commission members to speed up their review.

Secretary SHALALA. They are going to come up and talk with you
and they are well aware og the speed that is required.

There is also an internal review going on within the administra-
tion of the program.

Mr. CRANE. Mr. Houghton.

Mr. HOUGHTON. Secretary, good to see you. Thank you very
much for being with us this morning.

Secretary SHALALA. You are welcome.

Mr. HoUGHTON. It still is this morning, isn’t it?

I would like to revisit the job issue problem for a moment. Mr.
Gephardt was here and he talked about four basic human stand-
ards, and one of them was creating jobs and opportunities. You
have mentioned this in your testimony, a few simple goals, and the
first is to move people off welfare and into jobs. And then you fur-
ther expand on that when you talk about the possibility of their not
being able to get jobs then to move into temporary subsidized jobs.

Seems to me this is really the key issue of this whole program,
is to get people back to being well-serving, proud citizens of this
country, but they have to have work. Many times those jobs are not
available. So what will we do? What does the private sector do?
What are these temporary jobs? Maybe you would like to expand
on that for a moment.

Secretary SHALALA. The States can create the temporary jobs in
any way they wish. They can provide a small subsidy to the private
sector. They could get some private sector-—some employers to vol-
unteer to do some temporary jobs. It is really up to the State. The
point is that what we are trying to do is to move people into perma-
nent private-sector jobs an?qwhat we do not want to do is to over-
develop the public sector or put in someone’s head that what they
are going to be in is a subsidized public-sector job forever as op-
posed to that as a transition, given the economy of the community
they happen to be in.

So I think we would like to stay very focused on private-sector
jobs and on taking and staying in a private-sector job.

Mr. HouGHTON. Thank you.

Mr. CrRANE. Next, Mrs. Johnson.

Mrs. JOHNSON OF CONNECTICUT. Thank you, Mr. Chairman, and
welcome Madam Secretary.

Secretary SHALALA. Thank you.

Mrs. JOHNSON OF CONNECTICUT. First of all, let me commend you
on the number of waivers you have granted States. It has been ex-
citing to watch and it has taken some courage to allow States to
do some of the experimenting you are going to allow them to do,
and I commend you on that.

I also commend you on this bill in lowering the participation age
requirements. I tried hard in 1988 to get the right to bring to the
floor an amendment that would have required young mothers when
their first child was 1 year old to be subject to the work require-
ment and was denied the right to even bring it to the floor. So I
am very pleased to see you looking to bring young people into the
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work program when their youngest child is 1 and when their sec-
ond child is 12 weeks.

There is, however, some misunderstanding about the provisions
in our bill that deny benefits to children who have children. It
seems to me from your comments that you are not acknowledgin
or perhaps understanding the aspects of our legislation that wi

ive States the same dollars that they used to spend on benefits
or teenagers, teen mothers, but will free them to use those dollars
in a way that I think will far better serve those teen parents.

I think it is unwise at this point in our history to treat children
as adults simply because they have a child. And that is what the
old mandate ig. It mandated that the only way a State could re-
spond to a teenager who had a baby was to give them an income.

What we are saying is, States, you get the same money. Now you
can use it for very, very much better developmental day care, you
can require teenagers to not only go to school but also to come back
to the developmental day care center after school and participate
in parenting education, or supervised study, or money management
courses, or whatever. We will have resources now to much more ag-
gressively address the career development, the personal develop-
ment needs of these young mothers. And I think that has been the
big failing of the system in the past.

So, far from looking at the repeal of the mandate to provide an
income to kids under 18, who are not prepared to manage an in-
come, much less a family, we are going to free those resources to
pair with the parent. After all, the law requires if you have a child
when you are under 18 you are responsilﬁe for him or her. So we
are merely going to hold parents to their continued responsibility,
their legal responsibility, and require States to provide services and
to use the money to provide services to that group. I just wanted
to clear that up.

I have two questions. One is, why do you oppose denying benefits
to anyone applying for welfare who does not identify the father?
Now, recognizing that there is a small, very narrow slice of a prob-
lem in this issue of paternity determination, putting enormous
pressure on people to identify the father, given our ability to verify
paternity, seems to me far more progressive public policy, both for
men in America and for women in America, and for children. So
I am interested in your thoughts of paternity determination.

And my second question concerns the lack in our bill of any pro-
hibition on supplanting, on eliminating public-sector jobs. I do be-
lieve that it is wise at this point to use welfare benefits to pay
wages for jobs that welfare recipients could easily do that local tax-
payers are currently funding and that that old prohibition in the
119%{8 bill prohibiting supplanting public jobs was simply backward
ooking.

It w%]l take some time, but through attrition we should be able
to open up some jobs that welfare recipients can cycle through, so
that they learn to get there on time, they learn to take supervision,
they learn a lot of skills and then can move to the private sector.

S)c') I think both of those “outside the dots” issues in paternity de-
termination and in using welfare dollars to actually pday for real
work and keeping those options available, a whole different ap-
proach to what we used to call public employment, are very con-
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structive aspects of the Republican bill that are not being acknowl-
edged for the potential that they have for us in the dialog that I
think has to produce a really good welfare reform bill.

Secretary SHALALA. Let me say quickly on your first point, if the
explanation is that those dollars are available to work with those
teenage mothers in other sorts of ways, then why the need for a
lifetime limit on those children never having access to public funds
for any purpose?

Mrs. JOHNSON OF CONNECTICUT. The lifetime limit is only in the
Contract bill. It is not in the bill that went through the Republican
conference and not in the bill the Ways and Means Committee
members introduced 2 years ago. That is an issue we will all talk
about. The logic for the limit, of course, was to try to deal with the
issue of people residing in public service jobs for a decade.

But Governors will iave some ideas about that. We will all talk
about that. But certainly in a number of major radical welfare re-
form bills proposed by Republicans, our interest is work.

Secretary SHALALA. Well, I am happy to hear that, and, obvi-
ously, you and I have agreed on a number of aspects of welfare be-
fore and I am sure that we will again. But it is a harsh program
when you give a lifetime limit to a child because they were born
to a teenage mother when they are off for 18 years from getting
any kind of aid other than Medicaid and food stamps. So my point
there is that we need to look at it.

On paternity, let me say I must have been misunderstood. My
point was if the mother has identified the father, and, that is, she
has done her part of the paternity establishment, she has done her
part, then our view is she would be able to get aid for herself and
for her child for the limited period of time of the program.

Mr. CRANE. The time

Secretary SHALALA. Because the establishment of paternity, if
the State does not do its part, why should she be harmed? She has
done what she is expected to do. The State has certified she has
provided the information.

Mrs. JOHNSON OF CONNECTICUT. Just to conclude, since our
time

Mr. CRANE. Time of the gentlelady has expired.

Mrs. JOHNSON OF CONNECTICUT. I would say current law does re-
quire that and we are not really forcing paternity determination
and we have to be much tougher than that to find a way to do it.

Mr. CRANE. Mr. Lewis.

Mr. LEwis. Thank you very much, Madam Secretary. Thank you
for being here.

Like my colleagues from the State of Washington and from the
State of Wisconsin, I am deeply troubled by this rush to embrace
State rights. I think the welfare system must be uniform. You can-
not have one system in New York and another system in Georgia.
In another period of our history we had a great migration in our
country from one region to another region, for many reasons, but
one was because of welfare benefits.

The Federal Government has played the role of a sympathetic
referee. Could you explain, elaborate, how we are going to avoid
one part of the country receiving better benefits?
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Secretary SHALALA, Well, I think that the proposal that we have
put before this committee last year tries to establish, to find a bal-
ance in this Federal-State partnership. It tries to establish mini-
mum benefits to protect children, which, after all, is the fundamen-
tal point here. And, second, tries to raise the bar and have expecta-
tions for parents.

So it tries to change the current welfare system for everyone
from one end of the country to the other. So the focus is on a tran-
sitional system, on work, and on the responsibility of parents for
supporting their children.

So I think that, Congressman Lewis, what we are trying to at-
tempt here is a framework in which we all agree that work ought
to be the purpose of transitional help for our citizens; that children
ought to be the responsibility of both parents, not simply of the
government, and we must do everything we can to help citizens
move into work so that they can support and provide for their fami-
lies. And that that requires some minimal national standards.
What we do not want to do is establish a program in which because
you are born in Georgia you might go to bed hungry, and if you
are born in Wisconsin, the State is more generous in terms of the
kinds of benefits it provides.

So there is a national interest in a small number of things. We
have established it for the elderly, to make certain that we lift peo-
ple out of poverty, and I believe that this country has long had a
commitment to children. How we do that and how we maintain the
kind of flexibility that the Governors very much want and need
but, at the same time, have a floor and a flexible floor that re-
sponds to different kinds of economic situations State by State,
which is very important, because many of those people who come
on are workers who need temporary help, is what this debate is
really all about.

Mr. LEwis. Madam Secretary, let me move to another question.
The new Speaker spoke a great deal about preparing our children,
I guess last week, last Wednesday, preparing our children for the
21st century.

The Republican Contract With America will reduce funding for
the Federal nutrition program, including the school lunch program,
by $11 billion over the next 5 years. I do not understand how re-
ducing school lunch programs will help our children prepare for the
future. When they are hungry, they cannot learn. I do not under-
stand how poorly educated children will help business create jobs
in America.

Do you believe that the Republican proposal to cut nutrition pro-
grams is consistent with the Speaker’s statement about supporting
children?

Secretary SHALALA. I believe that the food safety—that eliminat-
ing or substantially reducing the food safety net t{lat has been put
in place in this country in a bipartisan manner and supported over
the years, that it would be a national tragedy. That fundamental
to learning, to working, to being able to live to get to the 21st cen-
tury is proper nutrition. And we have long, as a Congress and as
a Nation, supported providing fundamental nutrition programs to
our citizens.



92

I sat in a food stamp office in a Southern State a number of
years ago when there was an economic downturn, where working
parents came in for food stamps, ashamed and embarrassed but
wanting very much to do the best for their families, at least until
they found another job, and these programs are not simply for peo-
ple that are a part of a long-term ipendency that we need to
break, but they are also for short-term needs as there are economic
downturns in different parts of the country. There is no way to
write a formula that will solve that problem.

There have to be some fundamentals here of what we believe as
a country and what defines us and one of them ought to be that
children ought not to go hungry, that adults ought not to go hungry
when they are willing te work, and when they want to do the best
for their families.

Mr. CRANE. The time of the gentleman has expired.

Mr. LEwis. Thank you, Madam Secretary. Thank you, Mr. Chair-
man.

Mr. CRANE. Mr. McCrery.

Mr. McCRrERY. Thank you, Mr. Chairman.

Madam Secretary, certainly the issue of welfare reform is a very
complex one and involves much more than AFDC or food stamps,
but we appreciate your coming before us today and sharing with
us your thoughts on the issue and we look forward to working with
you and the administration in trying to solve some of the problems
that we have in our welfare system.

Let me ask you, though, your estimate of children to be deprived
of AFDC benefits has changed, I think, in the last couple of weeks.
What is it now that you are estimating the number of children that
would be thrown off, as you say, welfare when you really mean
AFDC, I think? According to the Contract proposal.

Secretary SHALALA. If the States adopt the least restrictive op-
tion available to them, 1.3 million would lose their eligibility for
AFDC after the first year of implementation.

Mr. McCrERY. On what methodology is that figure based?

Secretary SHALALA. It is based on an analysis of the bill that was
submitted.

Mr. McCRrERY. I am sure it is. But what was the methodology
that was used to reach that figure?

Secretary SHALALA. We assumed that the States would adopt the
least restrictive options, which would include denying benefits to
children born to mothers under 18, denying benefits to children of
AFDC applicants who do not establish paternity for those children,
and denying benefits to children conceived or born after their par-
ents received AFDC,

So we took three of the major elements of the plan and worked
our way through those numbers.

Mr, McCrERY. Let me see if I can be more precise in my ques-
tion. Since this is a prospective provision, and since none of those
children have been born, how did you reach the figure of 1.3 mil-
lion? Did you just reach in the air and pull that down or ?

Secretary SHALALA. No. We calculated-—we know what the trend
line is of children born to mothers under 18, obviously. We know
something about a paternity establishment in the States and how
effective the current State systems are. And since there was not
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child support enforcement, though there obviously is going to be as

art of this, we made a calculation based on that. And we also

now something about children born while their parents are on
AFDC, so we made a calculation based on that. So we based it on
behavior and on the trend lines of behavior, and these are the least
restrictive options.

I would be happy to provide this to you in some detail showing
you what our assumptions were, but we used 1993 data.

Mr. McCreRY. OK. I would be interested in receiving from you
the methodology that you used.

Secretary SHALALA. Be happy to.

[The following was subsequently received:]



94

The Department of Health and Human Services estimates that the welfare proposal will deny
AFDC to 1.3 million children one year after implementation. This analysis assumes the
following provisions within the proposal are in place:

- deny AFDC to children born to unmarried mothers under 18

. deny AFDC to non-exempt non-citizens

- deny AFDC to children conceived or born after the AFDC case began
- deny AFDC to children without paternity establishment

- deny AFDC to minor mothers not living with related adults.

The mandatory five year time limit on AFDC receipt (2 years at state option) has no effect onc
ycar after implementation.

The Department's estimate is based on data from the 1993 Quality Control file (QC) and
generated via the AFDC-QC microsimulation model. Data from the QC file were collected
during fiscal year 1993 and includes demographic characteristics and average monthly income
amounts for the month in which the case was reviewed for the sample, Characteristics used in
tire analysis included age of mother, age of children, reason for eligibility (i.e. parents unmarried)
and immigration status. The full AFDC-QC dataset contains roughly 54,000 unweighted
households. Each observation is a "snapshot" of the sampled unit in a particular month. The
results of the AFDC-QC model simulations represent effects on AFDC caseload in the "average
month" of the fiscal year.

The Department's estimate represents the combined affect of each provision of the proposal as if’
1993 was one year after implementation. The AFDC-QC microsimulation model tabulates the
number of children affected by each provision. The model applies the rules of the AFDC
program - both actual and proposed - and applies them to each AFDC unit in the QC sample.
The effects of the proposal are determined by comparing the results generated by the modified
AFDC program to the results simulated under the actual rules.

The estimate assumes no change in behavior. For example, no reduction in teenage fertility, no
increase in teenage marriage, etc.. The estimate above also assumes that states do not take the
more restrictive options such as two year time liunits and denying AFDC to children born to
unmarried mothers 18-20 years of age.
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Summary Revenue Table
(Numbers in Billions)

Revenue Provisions

Administration’s
Original Estimates

Emergency

Assistance 1.6
Immigrants 3.8
DA and A 0.8
Farm Income 0.5
EITC 0.3
Superfund 1.5
Day Care Homes 0.5
Other Expiring

Provisions 0.3
TOTAL 9.3
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Secretary SHALALA. Could I say something about your first com-
ment, because I think it is important that I set a tone here?

Mr. MCCRERY. Sure.

Secretary SHALALA. And that is that this is hard to do. We are
all so glib. We can have our fun with the orphanages issue, and I
appreciate the fact that you want to make sure that everybody has
orphanages in their plans. But this is hard to do. It is hard to move
people. Every single one of those States that we granted waivers
to, every single one of those Governors—doesn’t make a difference
whether they are a Republican, a Democrat, a Liberal, or a Con-
servative—will tell you it is very difficult to break long-term de-
pendency, to move people into jobs.

So we can debate about whether our plan moves people quickly
enough, We can look at the literature. But what every experiment
that we have approved, and we do not have finals, obviously, on
these, what every Governor and every county official, what every
welfare worker and recipient has told us is this is tough to do and
that we should not——

Mr. McCRERY. I agree, and, as I said, we are looking forward to
working with the administration to try to solve the problems.

But let me get back to the methodology for just a moment. Did
you in your methodology assume a change in behavior due to the
change in public policy?

Secretary SHALALA. We did not——

Mr. McCRERY. Or did you take numbers from 1993 and move
them forward into 1995 or 19967

Secretary SHALALA. I think what we did was simply assumed
that the first year there would not be a major change in behavior.
But even if we assumed a 50-percent change in

Mr. McCreRrY. What about the second year? Did you assume a
change in behavior in the second year?

. Secretary SHALALA. I don’t think we did. I don’t think we did,
ut-

Mr. MCCRERY. And on the third year?

Secretary SHALALA [continuing]. But let me say——

Mr. MC%RERY. My question, Madam Secretary. How about the
third year? Did you assume any change in behavior?

Secretary SHALALA. No, and I have not given you numbers for
the third year. I have given you numbers only for the first year.

Mr. McCreRY. My point, Madam Secretary, is I am afraid we
may have a basic gisagreement. Throughout your testimony you
keep going back to government as the answer. If people cannot get
a job, we will give them a public job. And we are not going to re-
strict the time they are on that public job. If people cannot have
any personal responsibility and take care of themselves or not have
a baby when they are not economically able to care for that baby,
fine, we will take care of them.

I think maybe that is a basic disagreement that the majority has
with the minority and perhaps with the administration. That re-
mains to be seen. But we think that if you make very powerful
changes in public policy, then you will drive, to some extent, more
responsible behavior in our society, and that may, just may, affect
the numbers that you have given us. So I think—and I am anxious
to see the methodology.




97

Maybe I am wrong, but I suspect you used what we might call
a static model of projecting the numbers of children who would be
deprived of AFDC in your analysis. And if that is the case, then
I think it is a faulty methodology.

We think public policy changes can affect behavior in this coun-
try. That is what the welfare reform debate, I think, should be all
about: What public policy changes can we make to positively affect
behavior in this country, because we think public policy for the last
30 years has affected behavior negatively.

Mr. CRANE. The time of the gentleman has expired.

Secretary SHALALA. Mr. McCrery, we have no disagreement on
the power of what is very strong reform changes in the President’s
bill as well as in the other bills, The issue for us is to what extent
we wish to punish innocent children as part of the process of
changing——

Mr. McCRreRY. Madam Secretary, the current system is punish-
ing innocent children every day. If you deny that, you are missing
the point.

Mr. CRANE. Time of the gentleman has expired.

Secretary SHALALA. Congressman, we are in this bill’s business
because we want to change and provide opportunity for innocent
children. That is exactly why we are both in this business. And all
of us use powerful incentives, and all we are saying is that there
is a point at which that perixaps the proposals are too punitive,
where we can achieve the same result without being overly puni-
tive,

Mr. McCRrERY. And I agree with that, Madam Secretary, and we
look forward to working with you to make sure that occurs.

Secretary SHALALA. Fair enough.

Mr. CRANE. Mr. Gibbons.

Mr. GiBBONS. Madam Secretary, you have done a great job dur-
ing your 2-year tenure here, and you have done a great job this
morning testifying and working in a very factual manner,

I think one of tie most important provisions of any child welfare
bill that we develop here is parental responsibility, not only for
those who qualify for welfare but those who are just above the pov-
erty line.

There has been a great neglect, mainly, I regret to say, on the
part of fathers of their offspring. And what I want you to do for
me right now is to outline what the responsibility is of the father,
whether the child was born in or out of wedlock, will be under the
ne(;v legislation, as you see it developed, versus the status quo
today.

Se)clretary SHALALA. Well, we have basically—the father will be
expected, under the new proposal, to provide financial support for
their child. That is an uneven process today in this country, It will
be uniform under the President’s proposal. Whether or not they are
the custodial parent, whether or not they are living with the moth-
er and with the children.

Mr. GiBBONS. Whether or not the child was born in or out of
wedlock?

Secretary SHALALA. Whether or not the child was born in or out
of wedlock. We will establish paternity and expect the other parent
to take responsibility for helping to provide support for that child.
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Mr. GiBBONs. Whether or not the child is a welfare recipient or
a nonwelfare recipient?

Secretary SHALALA. Whether or not the child is a welfare recipi-
ent, or whether or not the child was born out of wedlock, we will
expect both parents to take responsibility for supporting that child.

Mr. GiBBONS. Now, how are we going to do that in the future
versus the way we do it now?

Secretary SHALALA. By putting in place a very strong child sup-
port enforcement system that begins with the establishment of pa-
ternity. And in the process that we had outlined last year for the
committee, the mother identifies the parent—the father—and the
State has 1 year to legally establish paternity. The child support
enforcement system kicks in,

Nationally, every State will have a system in which they will be
expected to follow up. It will be an administrative procedure as op-
posed to clogging up the courts, with regular updates, and there
will be sharing of information between States.

As you know, one of the problems now is that a father escapes
to another—I am trying to be careful about the language, there are
some mothers involved, too.

Mr. GiBBONS. I understand.

Secretary SHALALA [continuing]. And where a father leaves the
State and will want to follow up. We will use W-2 forms. We will
use sanctions, The State of Maine this year, last year, wrote a let-
ter to every father who had not paid their child support and said,
what is at risk now is your driver’s license, your professional li-
cense, and people came trotting in very quickly to start paying
their child support payments. So it is not only access to wages and
perhaps to property, but also to licenses. And the States will be
able to use these tools to collect child support.

The updating is almost as important, Congressman Gibbons, as
anything else because there are child support orders out there, but
‘often they are not updated and the mother does not have the
wherewithal to go back into court to do that.

Mr. GiBBONs. I understand that. Answer this question, if you
can, please, ma’am. It is very frustrating now to go across State
lines and enforce an order. How would that be improved?

Secretary SHALALA. There are a number of recommendations
that have been made for approving that, including putting a na-
tional system in place. The Interstate Commission made some rec-
ommendations that would allow one State to pass the information
on and make the collection and allow a national information sys-
tem to kick in as part of this. And this will make it very easy to
move from one State to another to collect child support enforce-
ment.

There will be a national clearinghouse. We will use national W-
4 reporting as a way of identifying parents.

Mr. GIBBONS. Let me tell you, one of my practical experiences in
trying to enforce these types of orders has been that once the re-
sponsible person goes to another State, the other State takes very
little interest in the mutual support. It drags on and drags on until
finally the family has to abandon any real hope that they can ever
get help. And I think that child support enforcement is one of the
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most important things we can do here. Our interstate enforcement
is, frankly, not good and we need to improve that substantially.

Secretary SHALALA. Right.

Mr. CRANE. Time of the gentleman has expired. Mr. Shaw.

Mr. SHAW. Thank you, Mr. Chairman. Madam Secretary, 1 would
like to join my colleagues in welcoming you to this meeting.

As you recall, we spoke very briefly at the White House over the
Christmas holidays and were talking about how we were going to
move this forward and wanted to work in a bipartisan way, and I
certainly would want to repeat that today, because I think it is im-
portant to emphasize the similarities between the administration’s
bill and the various Republican bills, including the Contract With
America bill, which, in itself, I think has the same philosophical
underpinnings. I think they both recognize that the present system
we have is going the wrong way. It encourages illegitimacy, it dis-
courages marrying, and it discourages work.

My criticism of the administration’s bill, I have a number of
them, but the main eriticism is it did not go far enough. I was in-
terested in the answer you gave to Mr. Archer in response to his
question on who was covered under that bill and the percentages.
And if I recall correctly, you said one-third was included in the first
year, and after 5 years it went up to 50 percent.

As I recall, and I have not looked at the administration’s bill in
a number of months, but as I recall in the administration’s -bill,
after 5 years, there was a dispute as to whether it covered 190,000
or a quarter of a million people, but because of an age cutoff it only
applied to the younger people and did not attempt to apply to the
mothers who were born before 1975, and that it was almost anemic
in the coverage that it gave.

Could you review those figures with us again?

Secretary SHALALA. Yes. Let me explain, first, the phasing in
strategy that we used in the bill, though. I think one of the things
we want to make very clear is that in that bill, while we suggested
we start with the younger people, the States had the flexibility of
taking on a much higher percentage of their population if they
were prepared to do that, and that was, in fact, part of the pro-
posal.

The reason that we put together a bill that in fact phased in over
time is the answer that I really gave earlier; that it is very expen-
sive to put the program together.

Mr. SHAW. I understand that, if I could reclaim my time.

Secretary SHALALA. Because the Governors themselves indicated
they would have to phase in. It is a function of resources and the
willingness of the Governors to move much more quickly.

Mr. SHAW, Oh, I am very aware of that.

Let me—it is my time, Madam Secretary, and I am going to have
to insist that you answer the question. Does it cover 50 percent of
the population after 5 years, of the welfare population?

Secretary SHALALA. Yes, it did, it covers 50 percent of the tar-
geted, phased-in population.

Mr. SHAW. I will be very, very interested to review those figures.
Does it cover more than a quarter of a million people?
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Secretary SHALALA. Our numbers indicate that we phased in one-
third right away and got to 50 percent after 5 years and everybody
was phased in eventually.

Mr. SHAW. This is of t};e total AFDC population?

Secretary SHALALA. This is of the total AFDC population. But,
remember, the difference between our bill and what is in the Con-
tract is that there were some exemptions in our bill.

Mr. SHAw. Fifty percent of the total AFDC population would be
2.5 million, Madam Secretary,. You must reexamine your figures
because you do not cover that.

Let me go to another point.

Secretary SHALALA. OK, 2.3—let me read you the—let me read
you the numbers. Remember that when we are talking about phas-
ing in, you are using the number of jobs and we are talking about
people that are parenting in the mandatory training in the edu-
cation placement programs, and so we are counting the whole num-
ber as we are moving through.

In 1997, we are assuming that there were 1.6 million adult cases
with a parent born after 1971. Two hundred eleven—I can give you
the chart—211,000 would be working or off welfare; 904,000 would
be in time-limited mandatory training, educational placement pro-
grams with strict participation standards; and about 500,000 were
deferred or exempted by the States due to a disability; they were
caring for a disabled child or an infant or some other exemption the
State gave them.

Mr. SHAW. Let me begin by expressing disappointment in your
statement in which you said attempting to impl%ment welfare re-
form without strengthening child support enforcement sends the
wrong message. It says the noncustodial parent is not one-half re-
sponsible for the birti. Your statement indicates that the Repub-
licans have not addressed that issue.

I can assure you, Madam Secretary, we did not require paternity
establishment in order to advise the father he can hand out cigars.

I might also say I was very disappointed that you chastised the
Republicans in that bill when the Republicans have been talking
to the ladies and gentlemen right be%ind you. We said that we
wanted to move forward with a separate bill in a bipartisan man-
ner to address that issue. That issue is of prime importance. Pater-
nal responsibility is something that this country has to come down
on with a hard foot. We are going to proceed with that. Madam
Secretary, you know that, your staff knows that, and I would hope
that we can put this aside and move forward on that as a separate
bill. That is tremendously important and it is one that this Mem-
ber, as chairman of the Human Resources Subcommittee, plans to
make of prime importance.

You heard from Chairman Archer. Now you have heard from me.
We are going to do it, and we would like to do it in cooperation
with the administration.

Chairman ARCHER. The gentleman’s time——

hSecretary SHALALA. We would, obviously, love to cooperate, Mr.
aw.

Chairman ARCHER. Gentleman’s time has expired. The Chair rec-
ognizes Mr. Hancock to inquire.

Mr. Hancock. Well, thank you, Mr. Chairman.
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I just wanted to get back and follow up a little bit on Mr.
McCrery’s comments about the static and the dynamic model. I
mentioned it earlier when Mr. Gephardt was testifying. I think
that is something that we fail to look at; we consistently fail to look
at it.

You have been testifying for about 1 hour and 50 minutes now.
I appreciate your coming by, and thank you very much for the in-
formation, but, seriously, let’s look at the impact of the changes
that we make on the dynamics of a dynamic country where people
do have the opportunity to solve their own problems rather than
to ask us to sit here in the U.S. Congress and solve the problems
for them. Thank you.

Secretary SHALALA. You are welcome.

Congressman, I would love to make very strong assumptions
about behavioral changes that will occur once the bill gets put to-
gether. We obviously all agree that it must be a very strong bill.
The President is committed to a very strong bill that does change
the behavior of the welfare system but, in particular, that provides
opportunities for people to move quickly off of welfare and to take
their responsible places as taxpayers.

The fact that we did not assume these changes in the first years
of our projections, I have stated very clearly that we did not, and
been honest about that, even if we assume 50-percent change we
would still have large numbers of people who—large numbers of
children who did not have access to cash payments, to be ve
clear, and we simply disagree on that. But we have a lot of wor
to do together, ancF lylook orward to working with you.

Chairman ARCHER. Mr. Rangel will inquire.

Mr. RANGEL. Madam Secretary, it is always good to see you, and
I am going to need a lot of help from the administration in order
to work out something with my friend, Chairman Clay Shaw.

The emphasis now 1s on a very unpopular subject, that is, people
who are receiving government checks. All of America, and probagly
they wish that they were working.

You mentioned that 70 to 90 percent of AFDC mothers are off
welfare between 3 to 5 years. I need your staff to sit with me to
find out the profile of these people that we are talking about. The
problem, as I see it is children who are raised in communities
where most of them do not get out of high school with a certificate
and those that do do not have jobs or job opportunities, the future
really does not hold much for them, whether they are male or fe-
male. That is why the males more often than not have no alter-
native to getting involved with drugs and crime and violence, and
they end up in jail. And you can have death penalties and manda-
tory sentences, but you still see that flow coming.

Now, take the girls. When I was a kid, girls didn’t have sex be-
cause they were afraid of getting pregnant. They were hoping to
get married. They wanted to be considered decent, and not have
jobs but at least marry someone who was working. I see genera-
tions of young women having kids so that we now have welfare
grandmothers that are less than 40 years old. And everyone says,
well, they should be working.

Why can’t we get some help from the Secretary of Labor? Why
is it that we are saying that we should have training and they
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should have jobs, and if they do not, this is what is going to hap-
en?

P We do need people with certain skills in this country. I go into
any hospital, veterans’, private, public hospitals, and the nurses
are coming from Ireland, the Caribbean, the Philippines. It just
seems to me that somewhere along the line, whether you are a wel-
fare recipient or not, someone should say, this is what your country
needs, we are going to train you, you are going to have pride, you
are going to enjoy it, and you are going to work.

We talk about day care. My Gocgl, there has to be a need for peo-
ple to be trained in taking care of other people’s kids.

Libraries, to me, you do not even have to subsidize it.

You have to invest in the training, not just to punish children
and mothers but to prevent people g-om believing that there is a
}).tfe‘tter life having a kid and %eing on welfare, which is a terrible
ife.

Can’t we get the Secretary of Labor to identify for my Chairman
the jobs that we are going to need in the future. Not just for wel-
fare recipients, but for those who live in communities that foster
dependency, whether dependency with a _warden or dependency
with a socialworker, and that way we would know the job is there
rather than saying that we will not take care of your kid if you are
not working.

Can we fget a team? Because I am convinced that Clay Shaw is
the type of sensitive person that if he knows there is no job, and
if he knows there is no training, that just cutting off somebody is
not going to deter the problem that we face today. Can we get a
team besides your office to identify who we are dealing with? Be-
cause it seems as though this person has got a lot of problems
other than just having lzﬁmby.

And the second thing is to identify the needs of a community and
to lock that up with making certain that there is a job to be had.
Can that be done?

Secretary SHALALA. Certainly, Mr. Rangel. And I have a feeling
you and Mr. Shaw are going to work very well together.

We had agreed as part of the President’s proposal that we would
use the Department of Labor’s JOBS programs, that the Governor
would be able to have access to the one-stop shopping and the
streamlining of the JOBS programs that is taking place. And I
know both you and Mr. Shaw have been long supporters of stream-
lining this so it is an easier process to use and so that we do not
duphcate these services as part of our overall effort.

Second, your point about %enerations is very important. I spent
the weekend rereading the literature on teenage pregnancy, and
what struck me was that all of us are using the language about the
kind of rules that we have to lay out for these young people—they
have to live with their families—when what is really happening is,
in part, they obviously have to take responsibility for their behav-
ior, but they are getting very ambiguous messages from the adults
around them. It is not just the media and those of us in public life,
but it is the mother—it is the young girl that said to me, if I have
a baby, my mom and my grandmother said she would help me,
they would help me bring it up. It is the messages and it is not
just low-income communities, it is middle-income communities, too.
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We need to send a clearer and more deliberate message about
teenage sexual activity, period, let alone the next piece, which is
pregnancy. And the adults need to do it. This business about re-
sponsibility is not only about teenagers, but it is also about the
adults in society and the way in which we organize ourselves and
send young people messages. It may be peers. It is remarkable how
the literature reflects on older siblings and their own sexual activ-
ity and their own messages on kids that they go to high school with
or junior high in many cases, which is of course tragic.

o we have a lot of work to do in this area, and I look forward
to working with you and the Chairman and Chairman Shaw and
Mr. Gibbons.

Chairman ARCHER. The gentleman’s time has expired. Mr.
Ramstad will inquire.

Mr. Ramstap. Thank you, Mr. Chairman.

Madam Secretary, coming from your neighboring State, it is al-
wa{)s good to see you. And I know the hour is waning, and I will
be brief. I have but one question.

I truly hope that we can take off, to the maximum extent pos-
sible, our Republican hats and our Democrat hats and work in a
bipartisan, pragmatic way to radically reform the welfare mess in
America. I am encouraged when you say that your overriding objec-
tive is to break the cycle of long-term dependency, and I think that
is ours as well on this side of the aisle.

And I know that you agree because I have heard you say it be-
fore that the astronomical increase in teenage girls having babies
is a devastating social crisis in America that we must deal with.
But what I don’t understand 1is, absent the sanctions in our Con-
tract With America, how in the world can we reverse this alarming
trend in teenage girls having babies? I mean, if there aren’t any
sanctions such as we propose, how are we going to address the
problem?

Secretary SHALALA. I think that 90 percent of the sanctions or
what I considered the nurturing responsibilities we agree on. Mr.
Shaw and I agree that teenagers ought to live in their families.
They ought not to move out and set up a separate household. We
agree that these teenagers ought to finish school as part of the re-
quirements of getting any king of aid. We agree that they must es-
tablish paternity as part of that requirement. We agree that they
have to get additional training and get ready to go to work as soon
as they finish high school.

So those parts, the central parts of what our expectations are for
young people, in addition to all of the earlier things that go on—
a long-term strategy for teenage pregnancy prevention that in-
volves communities organizing for abstinence and to reduce the
number of young people that are engaging in sexual activities—all
of those things we agree on.

We agree on the work requirements. We agree that there ought
to be some kind of a time limit. Where we are having this disagree-
ment is about whether there ought to be cash payments, whether
there ought to be some money provided for the child.

My suggestion—I have enormous confidence in the good sense
and the great experience of Chairman Shaw, and I just think that
we can work through this together. That is why I am here. I think
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we are very close on a number of these issues, and we just have
to work through this and not harden our positions. And that is
what we are prepared to do, and I simply look forward to the op-
portunity to work with all of you.

Mr. RaMsTAD. Thank you, Madam Secretary. I am very encour-
aged by your conciliatory tone as well as the areas of consensus you
identified.

Thank you, Mr. Chairman.

Secretary SHALALA. If I don’t get a smile out of Mr. Shaw before
I leave here, I am in big trouble, Mr. Chairman.

Chairman ARCHER. Mr. Stark will inquire.

Secretary SHALALA. Oh, this will be tough.

Mr. STARK. Thank you, Mr. Chairman.

I have heard some reference to abstinence, which has never been
very popular in the 13th Congressional District in California, and
I have never chosen to run on that platform, but if that is what
Mr. Shaw wants to sponsor, I suppose I could go along with it.

I am concerned, though, that we, with a great deal of delight and
hard work and support from the Secretary and the administration
last year, passed the Family Preservation Act, and principal to that
was that at all costs, absent abuse of the child, that the child
should be retained in a situation with a parent.

Now I am getting mixed signals, and I must say I have heard
questions on the Contract and on the President’s plan, and I am
reminded of what Tip O’Neill would have toid you. He would tell

ou that those Republicans are just trying to cut welfare off at the
ﬁips, and you are trying to cut it off at the knees. I don’t know if
you choose not to punish innocent children, how turning a child
over to the welfare system because the child’s mother is unable to
find a job can qualify as anything but punishing innocent children.

Now, you criticize President Reagan’s Family Support Act for ex-
empting women with children under 3 and mothers under 16—I
presume that is so they could be in school—and pregnant women
in their second trimester. I happen to think that those exemptions
are quite worthwhile. And you then {)roceed to say, well, in Indiana
you are going to let them punish children if a woman on AFDC has
a second child without regard to how old that mother is.

So on the one hand I am hearing that in Indiana it is OK to kick
them off AFDC and punish the innocent child, but it was wrong for
President Reagan to do it. And I must say that it is going to be
very difficult to convince me that we are not going to punish inno-
cent children if that is what I read all the way through your testi-
mony.

I am tremendously concerned by the fact that we are abandoning
what we passed which I thought was good legislation and—in our
haste to show who can be the toughest and the nastiest to children,
beatini up all over them. I would hope that the Demaocratic Party
would begin to distinguish itself.

I think Mr. Shaw is going to go along with me before we are done
and say that it is absolutely unacceptable to punish innocent chil-
dren. If it is done through a waiver, 1t would be much simpler. Clay
and I wouldn’t have anything to do if we would just grant all 50
States a waiver. Then we have a block grant and all the kids could
get kicked off AFDC, and we don’t have to go through all these
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long hearings and markups. We can beat Gingrich to the punch.
We could get those waivers done in 30 days. Then we don’t have
to wait for 100 days.

So I hope that either we are going to define the Democratic pol-
icy with more distinction and not in matters of degree, or we are
going to sit down and work out a compromise with Mr. Shaw. I
would be willing to start at the point where Mr. Shaw will guaran-
tee me that we are not going to punish innocent children. And I
include punishment as dumping them into the welfare system. So
I would like us to see from our side of the aisle where we are going
to fight, and if we aren’t, let’s get to work and see that we protect
the children.

Thank you for being with us today.

Secretary SHALALA. Congressman Stark, I have been very clear
about the President’s proposal, and that is, the President’s proposal
does not remove an adult from the welfare system who is willing
to work, who is willing to go through the training program.

Mr. STARK. It does in Indiana under the waiver you just granted.

Secretary SHALALA. The Indiana waiver—if you are talking about
the family cap——

Mr. STARK. I am.

Secretary SHALALA. It is true that we have allowed some famil
caps, and the President’s proposal allows some family caps depend)-l
ing on what a State wants to do. It is also true that it is the States
that set the benefit level, and we see the family cap within the con-
text of setting the benefit level. A State could increase the benefit
level and have a family cap for an extra, if someone had a child
while they were on welfare.

But in the basic proposal that we have put forward, only if a par-
ent absolutely—an able-bodied parent absolutely refused to go to
work, to be part of a training program, to look for a job, would they
suffer some sanctions. All I have said is then the child welfare sys-
tem has to kick in and take a look at whether that parent is prop-
erly caring for that child.

But we iave been firm on those who are looking for work. If they
can’t find work, then we need to provide a subsidized work oppor-
tunity on a temporary basis until they can find a permanent job.

Chairman ARCHER. The gentleman’s time has expired. Mr. Zim-
mer will inquire.

Mr. ZiMMER. Thank you, Mr. Chairman.

Madam Secretary, I would like to commend you for the concilia-
tory tone that you have taken today and your expressed interest
in reaching an accommodation with Mr. Shaw and other leaders of
the majority. It certainly is in contrast to what I considered to be
the harsh and confrontational and misleading aspect of your recent
press conference on the Contract With America’s welfare proposal,
and I think it is a step in the right direction.

I would like to clarify a point that you made earlier. You said
that in 5 years 50 percent of the welfare population would be cov-
ered b tie administration program and eventually 100 percent
would be covered. When does that eventually occur?

Secretary SHALALA. I don’t know whether we costed out the
whole program. What we did in our welfare proposal is to get start-



106

ed with the younger recipients and to phase them in beginning in
1997.

And once you go beyond the 3-year period—I mean, one of the
discussions we are having here is when does behavior start to
change as part of this proposal and is this proposal going to, in
fact, change behavior in relI;tionship to teenage pregnancy or any-
thing else. So I don’t have a set of figures in front of me that
phases this in, assuming that there is no change in behavior over
a long period of time, but I would be happy to give you our short-
term numbers.

Mr. ZIMMER. So you—well, let’s assume that behavior doesn’t
change because I think you were making that assumption.

Secretary SHALALA. Only for the first year.

Mr. ZIMMER. Well, could you give me two assumptions, one if it
is static and one dynamic?

Secretary SHALALA. I do not have that on the President’s plan.
All I did was answer a ?uestion about the Contract plan, and that
is what the impact would be in the first year if no other changes
took place.

Mr. ZIMMER. Now, as I understand it, the phase-in is dictated as
much by budget considerations as by any other considerations.

Secretary SHALALA. And, well, capacity. The phase-in discussion
in the President’s plan was in part a discussion with the Governors
about how much they wanted to take on and how much their ca-
pacity to take it on. Some Governors said they wanted to take their
whole system on. And our budget allowed—assumed that some of
the Governors would take on their total numbers, and some of the
Governors wanted to take on a piece. We suggested they start with
the younger people. That is where we had some disagreements.

Aﬁ' I am saying about that is that it seems to me that that is
an area where we all ought to be flexible.

Mr. ZIMMER. Do you have a plan for getting from 50 to 100 per-
cent and a timetable?

Secretary SHALALA. I am sure that we have—the plan is to get
to 100 percent. Once you get beyond——

Mr. ZiMMER. That 1s an objective.

Secretary SHALALA. Yes, we have an objective. The objective of
the overall proposal by the President is obvious: To halve the entire
welfare population and to reduce the number of people that are
coming in. I mean, that is the purpose of everything we have said
about teenage pregnancy prevention, for example, is start to reduce
the actual numbers.

I will provide you with all the numbers that we do have, but,
again, once you get out, after a certain number of years, beyond the
first couple of years, then you have to start thinking about whether
you want to build in some assumptions, and that is the kind of
thing where the committee and the administration—where the
Democrats and the Republicans and the administration ought to sit
and talk about what kind of assumptions we are going to build into
the long-term plan.

Mr. ZIMMER. You have said that for the first 3 or 5 years the pro-
gram is desi%\ed to be revenue neutral. It is revenue neutral I
guess in part because you are phasing it in so slowly.

Secretary SHALALA. Well, it is a $10 billion program.
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Mr. ZIMMER. $10 billion in additional expenditures?

Secretary SHALALA. No, it is $10 billion. It is not new expendi-
}_ux;les. It is $10 billion that is budget neutral. We have identi-
ied——

L 1;)41'. ZIMMER. Reprogrammed funds from the Department of
abor.

Secretary SHALALA. For the purposes of setting it up we have
identified sources of revenue to pay for the bill when we sent it up
last year.

Mr. ZiIMMER. Do you have a plan or a timetable for assuring that
it. is going to be revenue neutral or I would hope ultimately to the
benefit of the taxpayers when it is 100 percent in force?

Secretary SHALALA. We would—when we submitted the bill at
the beginning we submitted the budget for a period of time, and
I think that none of us have projected what is the impact of the
teenage pregnancy pieces 5 years out and whether the numbers
start to ﬁo down.

It is the kind of thing that I would not want to get into an argu-
ment with, rather sit down with the committee and work through
and see if we could agree on the assumptions. We would have to
do it based on some research we have.

We do have some research now that the States have been out,
and we ought to have information about what is happening in the
States that are trying these various kinds of changes. Some of the
States are 2 years in. Some of them are 1 year in. So I think it
is important that we bring what the experience out there is to bear
on what our joint assumptions are about a change of behavior.

Chairman ARCHER. The gentleman’s time has expired.

Mr. ZIMMER. Thank you.

Chairman ARCHER. Mr. Jacobs will inquire.

Mr. Jacoss. Mr. Chairman, I will follow the excellent example
of Mr. Gibbons and yield my time to some other member.

Chairman ARCHER. Well, if the gentleman has no one in particu-
lar to yield to, the Chair will follow the orderly procedure.

Mr. JacoBs. I mean, I will make room for another member. 1 will
let people go to lunch. How is that? Let the record show?

Chairman ARCHER. The Chair recognizes the gentleman from
Georgia, Mr. Collins, to inquire.

Mr. CoLLINS. Thank you, Mr. Chairman, and thank you, Madam
Secretary. You have been very patient.

I want to refer back to the comments of the gentleman from New
York. He mentioned a lot about jobs. I have asked this question
several times. When we talk about moving people from welfare to
the jobs, what jobs? He had a very good point there.

e must create more and more jobs in this country. And in order
to do that, in accordance with Mr. Gephardt’s statements, we have
to have tax reform. So I am pleased to hear that Mr. Gephardt is
very interested in reforming the alternative minimum tax which is
a disincentive for the capital investment that creates jobs.

Another issue I would like to raise is parental resglonsibility. We
have discussed children having children, and we have also dis-
cussed the denial of cash benefits or cash payments for those chil-
dren of children, but yet we all agree that we are going to leave
in place programs such as food stamps and health care and hous-
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ing. The purpose of parental responsibility is not just to the parent
of the child, of the teenager who had the child, it i1s also to the par-
ents of the teenager who had the child, to insure that they under-
stand if their child has a child then they have some parental re-
sponsibility. Rectliring responsibility may lead to a change in be-
havior such as abstinence.

But I want to move to the other end of the spectrum, and that
is to our seniors. We have a lot of seniors who need assistance such
as in the area of long-term care,

You mentioned waivers, and I do know that there are some
States who have requested waivers so that whereby Medicaid funds
can be used for long-term care in areas other than institutionalized
care, such as nursing homes. Does the administration have any po-
sition on making that a national effort to encourage States to move
away from complete institutionalizing of seniors 1n nursing homes
and allowing or requiring States to use those funds in other areas
that are less costly than nursing care?

Secretary SHALALA. As part of health care reform we did make
a recommendation that would allow States much more flexibility on
moving to home care, day care for the frail elderly, ways of avoid-
ing—helping. And there are some tax credit recommendations with-
in the Contract helping families to keep their loved ones at home
and making sure that families have choices other than institu-
tionalization. We have a number of national demonstrations going
on now looking for alternatives and trying to price alternatives.

T think all of us are enthusiastic about opportunities for more
home care so that we can keep our loved ones at home as long as
we possibly can. So I think all that flexibility has been very much
a part of our discussion and the recommendations that we have
sent up here.

I think the Contract has some things that are interesting that
would help in terms of long-term care, and I hope, Congressman
Collins and Chairman Archer, that we get a chance at some point
to talk about, not today, but to talk about some of the things that
we need to do in terms of long-term care that may be a combina-
tion of tax credits and some State grants and some more flexibility
under the Medicaid program,

Mr. CoLLINS. Well, we are now waiting for the States to request
the waiver to use Medicaid funds for personal home care versus
nursing home care. Should we not encourage States to use those
funds for personal home care versus nursing home care where the
cost is one-third of nursing care?

Secretary SHALALA. The answer is, are we prepared to move into
a much more flexible framework with the Medicaid program? And
I think that the answer is yes. And, in fact, there are all sorts of
revolutions going on in the Medicaid program today that have to
do with the movement to managed care as well as to trying to find
a way around institutional care.

What has scared people away on home care is

Mr. CoLLINS. I said personal home care, which is not——

Secretary SHALALA. Personal home care, which I think is a com-
bination of the States’ right to have to supervise it, establish stand-
ards—and there are many States that are deeply involved in the
home care business that already provide their own resources for
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home care as part of their own health package. What you are sug-
gesting is are there more things that the Medicaid program could

o itself. I am sure that there are, and I would be happy to sit
down with you and discuss some of those options that are being ex-
plored now.

Chairman ARCHER. The gentleman’s time has expired.

Mr. CoLLINS. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Matsui will inquire.

Mr. MATsUL Thank you, Mr. Chairman.

Thank you very much, Madam Secretary. I appreciate the fact
that you are here today, and would like to say that you and your
staff have really done an outstanding job on this issue.

You know, you really are, as you indicated, under somewhat of
a burden at this particular time gecause we really don’t know whéit
the Republican proposal is. First, we started with the Shaw-
Santorum bill in 1993. Then we had the Talent bill and then we
had the Contract With America. And now they are talking about
some form of—they call it block grant, but it could end up as a rev-
enue sharing program.

I do feel that you are kind of s eaking or maybe punching a
marshmallow here because we really don’t know what their pro-
posal is, and, until we do, we are going to have a very difficult time
responding to it.

I think what we need to do really is clarify a few things. One,
I don’t know how you really can do an adequate welfare reform bill
unless you have health care because, as you stated in your testi-
mony, approximately 70 percent of the women who are on welfare
go off of welfare witl):nin 24 months. And the problem is that 65 per-
cent of them—that is 65 percent of the 70 percent—end up within
1 year going back on welfare. And both Dr. Ellwood and Dr. Bane
have showed graphically the demographics of the welfare popu-
lation, and the real problem most people say is because health care
benefits run out.

As Members on the other side of the aisle have indicated,
women, like businesspeople, are going to do what is in their best
interest. When they get a minimum wage job that does not cover
them with health insurance, they are going to end up going back
on welfare because that way they can at least cover their children
with Medicaid benefits.

Tell me how we can possibly do welfare reform, in a comprehen-
sive 1way, without dealing with the issue of health care for these
people.

Secretary SHALALA. It is very tough, Congressman, as you have
so eloquently stated. It is very tough to do welfare reform without
child care and health care.

When you go out and ask welfare recipients what is it that is
stopping them from finding a job, many of them—most of them will
tell you their experiences getting out to get a job, often a minimum
wage job. A child gets sick, and they have to go sit in a clinic. Their
ﬁhi d care falls apart, and they are not able to make it to work that

ay.

And for every mother—and we are talking mostly about single
mothers here—the combination of child care and health care and
combined with what this Congress has already done on the earned
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income tax credit is a very powerful package for at least taking a
significant percentage probably of the population and allowing it to
stabilize itself in jobs.

And I think child care-health care combined with the earned in-
come tax credit are very powerful tools for welfare reform. And I
hope that we don’t give up on the need to continue to look for some
first steps, as the President indicated in his own letter to the lead-
ership, for working families. Because what we are often talking
about, the people that don’t have health care in this country are
often low-income workers, and being able to put that combination
together I think is critical. That is why it is so hard to do all this.

r. MATsUL. It really is very difficult.

Let me discuss with you the further problem, the job training
program, then the job search and then eventually the job. We in
California were very innovative in the early eighties. We estab-
lished the GAIN program. That program was actually the program
that in 1988 President Clinton, then Governor Clinton, and others
looked to in terms of reforming the welfare system at the national
level, the 1988 welfare reform package, Family Support Act.

We have found—at least in studies I've seen, and perhaps your
studies might show differently—but one of the most successful pro-
grams in the country is in Riverside County. There they have a
public-private partnership between the county and the business
community. That program has a success rate of 20 percent. That
is the most successful program in the country, a 20 percent success
rate. Do you anticipate how we can get that up to 40 or 30 percent,
maybe 50 percent? Because we don’t want to create expectations
out there with the American public or perhaps expectations that
nobody is going to be able to fulfill. What are your thoughts on
that, allowing the private sector, which we need to do, to help these
people find jobs?

Secretary SHALALA. Well, as I indicated at the beginning, this is
tough to do. The experiments around the country have made it very
clear that even the most successful programs demonstrate 20 per-
cent. And we don’t have the numbers in on the welfare waivers
that we have granted around the country so we don’t really know
whether we are going to get larger numbers because most of those
programs are in their infancy.

at we would like to try is what is clearly in the President’s
bill and in some elements of some of the earlier Republican bills,
and that is a total immersion. And that is to change the culture
of that welfare office so that everybody walks in with the intention
of getting ready to work. And so that we have some of the support
system in place so people can stay in the workplace, and child care
is critical for that.

We believe that health care is also going to be a significant part
and necessary. It is not only getting ready to get into the job but
all of our experience is it is staying in the job. And what we have
to organize and what the States are organizing themselves for is
the support system to keep people in the jobs.

People seem to get their initial job. There is a high success rate
of getting off welfare and getting into the first job. It is staying in
the job. It is not rotating back into the system. And then, more
than anything else, it is reaching that new generation with dif-
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ferent expectations, with different standards, with different behav-
iors on behalf of the system.

But all of this is going to be very tough, and we have to go into
it with an enormous amount of humanity and humility, which I
think is even more important.

Chairman ARCHER. The gentleman’s time has expired. The Chair
recognizes Mrs. Kennelly to inquire.

Mrs. KENNELLY. Thank you, Madam Secretary. I heard you say,
which is true, we all agree on a great many things. We agree that
the individual, if possible, should live with the family. But, of
course, there has to be a functional family. And what happens
when that individual, that child is living in a welfare family and
then a paternity

I am so glad you pointed out that the person could say who the
father was and be very clear about that and then have the State,
which is notoriously slow in establishing paternity—right now I un-
derstand most States are 6 months behind in establishing a pater-
nity—that the child shouldn’t be penalized. The mother and child
shouldn’t be penalized if they have, in fact, tried to establish pater-
nity.

But then you add also that we agree about training. Yes, but
there has to be a job. So I think the Devil is in the details, that
maybe our role is going to be making sure that we just don’t all
agree on these things and pat ourselves on the back and now we
have done welfare reform and go home and find that the commu-
nities have increased poverty, the children are hungry, and there
is homelessness.

As you keep saying—and I think I am saying the same thing—
there is a lot of work to be done.

What I would like you to comment on, though, Madam Secretary,
is something else we are struggling with and that is, yes, we are
talking about block grants more and more, but do you foresee a
capping on welfare, a capping on food stamps? Is there a possibility
that we are going to agree on that also?

Secretary %HALALA Well, I think on the President’s proposal he
feels that his proposal, which does not cap or block grant the major
programs, because those programs have played a very important
role in economic adjusting, and that is, as a State, if the State of
Connecticut had a terrible economic downturn, there would be
large numbers of workers, often low-income workers, who would
need to come in for a very short period of time and get some food
stamp benefits so that they could feed their families. And these
programs have played an important role during recessions of kick-
ing in for short periods of time.

It would be, in our judgment, a serious mistake to exclude hard-
working folks who because of no fault of their own lose their jobs
and need short-term help. And these programs have had the effect,
during recessions in particular or other kinds of economic disasters,
of cushioning the recession and stopping it from going wider and
deeper. And, therefore, it is very important that we look at the eco-
nomic effects of the way the programs are designed, in no way
backing off from the kind of major reform that we think must take
place centered on work and on proper parental responsibility.




112

Mrs. KENNELLY. Thank you. Let me take you further on that.
That is what I worry about. I think we all agree the system is bro-
ken, the system doesn’t work and that we have to reform it, but
the block grant does have some limitations. There is no doubt
about it.

You talked about child support enforcement, and that is another
area which, when you look at block grants, sending back to the
States—as I recall, having worked with this for years, one of the
reasons we took it into the Federal area was because the States
weren’t putting it forth as a primary situation, and it had gone
down to the bottom of the barrel. The judicial system didn’t look
at it. The Governors didn’t look at it. So would you suggest that
we q’o child support enforcement in a block grant fashion in the fu-
ture?

Secretary SHALALA. You know, I haven’t thought about that. The
point that we have made about child support enforcement is that
it is, in fact, a partnership where there are clear roles for the Na-
tional Government, obviously, in the W—4 form new hire database
as well as in the national clearinghouse of child support orders,
and there are clear roles for the States.

How much uniformity we need ought to be part of our discussion.
And we have had that discussion, Congress has had it, through the
Interstate Commission. The Women’s Caucus has had—has been
part of this discussion. And I think that what I would say on our
behalf is that there are clear, differential roles, and it is the kind
of thing we ought to talk about. The important point is we ought
t(f)f get 1t done, and it ought to be done now as part of this overall
effort.

Mrs. KENNELLY. Thank you, Madam Secretary.

Chairman ARCHER. Mr. Coyne.

Mr. CoYNE. Thank you, Mr. Chairman.

Welcome, Madam Secretary. As you know, Medicare accounts for
roughly 16 percent of the spending in the Federal budget. Do you
in the administration have any estimates about how much Medi-
care would have to be cut to provide for the tax cuts that are con-
tained in the Contract that we are dealing with here today? Or
would it have to be cut at all?

Secretary SHALALA. There is no question under the balanced
budget amendment if we excluded Social Security and defense that
it would be tough to protect the Medicare and the Medicaid pro-
grams. We're looking at cuts of 25 to 30 percent in both programs—
about $100 billion 1n Medicare cuts, and $58 billion in Medicaid
cuts in 2002, Cuts of this magnitude would certainly have a det-
rimental effect on program beneficiaries.

Mr. CoYNE. Would 1t be your thinking, to the extent that there
were cuts, that there would be increases in the premiums that sen-
iors would have to pay for their benefits?

Secretary SHALALA. The President has said that he is not anx-
ious and lc?t,)es not intend to cut Medicare, though there may be—
unless it is directly related to health care reform. He has left a lit-
tle flexibility in this area, and I think our budget will reflect his
desire to protect the Medicare program. And I think I should leave
it at that, and I don’t want to anticipate anything that he has not
either spoken on or intends to do.
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Mr. CoYNE. On another subject, on the welfare issue, has this
idea of time limits for welfare recipients been tested anywhere in
the country?

Secretary SHALALA. Actually, as part of the waivers, we have
been—the States have been working with time limits.

I should say that Dr. Ellwood, Dr. Bane and I have been long ad-
vocates for time limits. We first made recommendations on time
limits in 1986 as part of a report to the Governor of New York, so
we have long believed that welfare should return to a transitional
program to give people a hand up, and some of the experiments
around the country have, that we have approved do have some lim-
itations on them.

We also know—and one of the reasons that we are convinced
that this will work is that 70 percent of the welfare recipients find
jobs in 2 years and 90 percent in 5 years. So there is no reason
to believe that serious time limits with genuine opportunity at-
tached to them would not be useful, helpful and effective.

Mr. CoYNE. So it is your experience that there has been, in lim-
ited instances, some positive results?

Secretary SHALALA. And if you look at the behavior of the current
welfare population, there is some reason to believe that people do
not stay on welfare for a very long period of time. They try to get
off. And it is staying off that we have to focus on.

Mr. CoYNE. Thank you.

Chairman ARCHER. Mr. Levin will inquire.

Mr. LEVIN. Thank you, Mr. Chairman.

Welcome. You know, I think some progress has been made here
this morning in the search for common ground here probably more
than some expected. I think as we continue the search for common
ground we also have to be frank about why we differ.

And it isn’t clear to me, for example, the proposal to eliminate
benefits for teenage mothers. What drives that difference of opin-
ion? Whether there is a difference of opinion if you withdraw bene-
fits whether you automatically will change behavior. In a sense,
that is saying that if you increase poverty, you will change conduct.
Maybe so, but I think we have to be carefu{ that we don’t lose chil-
dren in the meanwhile.

How much of it is budget driven? I think we have to ask our-
selves honestly about that and other provisions. There may be dif-
ferent assessments about how we change human behavior, and it
has been suggested this morning we need dynamic scoring not only
on economic policy but on human behavior, but I think we need to
be careful about that.

In that regard, let me ask you about the proposals to block grant.
Do you have any idea how much of a reduction there would have
been for the States if one of the proposals to block grant at a sta-
tionary level for 5 years had been in effect in the late eighties?

Secretary SHALALA. We are in the process of doing that run right
now, and Assistant Secretaries Ellwood and Bane will be prepared
to testify on that in the subcommittee later this week.

Mr. LEVIN. So you expect on Friday that we will have that infor-
mation?

Secretary SHALALA. We are working on that information. I can’t
guarantee that we will have it on Friday, but we certainly are try-
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ing to take a look at what would happen if a block grant was—a
block grant is proposed.

Mr. LEVIN. Let me express my hope that you will have some fig-
ures ready by Friday because, as you know, I had a disagreement
with the Clinton proposal of a few years ago. I did not think there
was adequate State flexibility in the administration’s welfare pro-
posal, because I am in favor of providing more flexibility to the
States.

I do have concerns, though, about proposals that would block
grant on a level funding basis without any kind of a notion as to
what would happen in times of recession and in particular because
recessions have tended in recent years to be somewhat regional in
their impact.

The industrial States were hurt the most in the early eighties
and then, as I remember it, Texas and some of the other South-
western States were next and then California came after that. And
I think, in view of that, we can’t be sure that if there isn’t some
mechanism to respond to that that our motto would not in the end
be budget driven more or as much by what was the actual impact
on children pulling—being pulled out of poverty. So I will look for-
ward to that.

But, again, Mr, Chairman, I think it is not only the spirit but
some of the substance of the discussion today has given some glim-
mer of hope that maybe we will be able to ﬁnﬁ-l some common
ground here if we are also honest with our differences. Thank you.

Secretarﬁ SHALALA. Congressman Levin, I think that your point
is very well taken.

It was—I started to make it a little earlier, and that is about the
economic stabilizer effect of these programs, that we have lon
used them in that way. And that if we moved to some other kin
of approach and left these programs, these fundamental programs,
to discretionary budgets, to caps coming down, to allocations every
year, that would make it difficult for Governors to budget if the
money didn’t come in in October, if they couldn’t be responsive to
economic downturns that don’t happen uniformly across the coun-
trf;'. It would be low-income workers, workers who lost their jobs,
who could not come in and use the programs on a temporary basis.

And T hope in the process of all of our focus, which is so heavily
on teenagers and who is coming into the system, we don’t forget
about those hard-working Americans who have used these pro-
grams—food stamps, AFDC in particular—for very short periods of
time when they were between jobs and all they wanted to do was
to make sure that they had food on the table for their children.

Chairman ARCHER. Has the gentleman completed his inquiry?

Mr. LEVIN. Thank you very much.

Chairman ARCHER. Madam Secretary, thank you for your pa-
tience and for spending so much time with us today. I agree with
my friend from Michigan. I think this has been an extremely con-
structive discussion and exchange today on an issue that really
crosses party lines and covers something so important to everybody
in this country. We need to find a way to do better, to find solu-
tions to these problems, and I particularly thank you for that.

There are two very precise questions tﬁ,at I would like to ask you
that I do not thinerave been developed in this hearing this morn-
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ing. They are very quick. One is, can you identify the sources of
revenue offsets for the $10 billion that your proposal would cost?
Could you just quickly list those for us?

Secretary SHALALA. I am not sure I have them. I don’t have them
with me. We provided them to the committee last year, and we will
provide them for the record.

Chairman ARCHER. All right.

[The following was subsequently received:]
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FINANCING PRQVISIONS

-

The financing for welfare reform comes from three areas: (1) reductions in entitlement programs,

(2) extensions of warious savings provisions set 1o expire in the fusure; and (3) benter EITC iargeting
and compliance measures. Estimated Federal savings for all proposals are roughly $9.3 billion over
Sfive years.

A, ENTITLEMENT REFORMS

1. C i £

Visi

The AFDC-Emergency Assisiance (EA) Program Is an uncapped entitlemens program. In fiscal year
1990, expenditures totalled $189 million,; by fiscal year 1999 they are projected 1o reach almost $1

- billion. While the inters of the EA program is to meet short-term emergency needs and help keep

- people off welfare, States curremily have wide latitude to determine the scope of their EA programs.
Recensly, States have realized that the definition of the program is so broad that it can fund almost
any critical services to low-income persons. Some States have begun shifting costs from programs
which the States fund primarily on their own such as foster care, family preservation, and homeless
services into the marched EA program. States appear 10 be funding services that address long-term
problems as well as true emergency issues.

Specification

@) Modify the current Emergency Assistance program by establishing a Federal cap for each
State’s EA expenditures. The cap will be set in fiscal year 1995 and increased by the
Consumer Price Index in each subsequent year.

®) The basic allocation formula is a combination of two components:
(i) Allocation among States proportional to their requested expenditures in 1994; and

(i) Allocation among States proportional to their total AFDC spending in the previous
year.

© There will be a ten-year transition period, and the weighting of the components will shift over
time, with increasingly more weight being given to the second component. Beginning in
1995, the weighting will be 90 percent by component 1 and 10 percent by component 2. The
weighting will be altered by 10 percentage points each year such that by 2004, the weighting
will be 100 percent by component 2.

Rationale

The proposal ensures thar all States will receive continued funding equal to their actual 1991 levels.
.Ibe Federal match will continue ar 50 percens up 10 the cap. This proposal raises about $1.60 billion
brer five years. The basic allocation formula balances the need 10 protect States that have been
pending heavily on EA in and before 1994 with the potential claims of new Staies which have not
Previously had claims for services under EA.
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2. ighten nsorship and Eligibili 1 ] itiz
Vision

In recent years, the number of non-citizens lawfully residing in the U.S. who collect SSI has risen
dramatically. Immigrants rose from 5 percent of the SSI aged caseload in 1982 to over 25 percent of
the caseload in 1992. Since 1982, applications for SSI from immigrants have tripled, while
immigration rose by only abowt 50 percent over the period.

Most of the legal permanent resident applicarus enter the country sponsored by their relatives, who
agree as a condition of sponsorship that their relatives will not become public charges. To enforce
this commitment, until this year, current law required that for 3 years, a portion of the sponsor's
income in excess of 110 percent of poverty be “deemed” as available 1o help support the legal
permanent resident (LPR) immigrant should they need public assistance. Currently, about one-third
of the LPR immigrants on SSI subject 10 the deeming rules apply in their 4th year of residency. Last
Jall, to pay for extended unemployment benefits, Congress extended the time of deeming under SSI
from three years 10 five years uniil 1996 when is reverts to three years again.

The Administration proposal related 10 non-citizens contains two paris—extending the deeming period
Sfor sponsor income and coordinating eligibility criteria under four Federal assistance programs.

Specifications

(a) Deeming Make the current five-year period of sponsor responsibility permanent law under
the SSI program and extends from three years to five years sponsor responsibility under the
AFDC and Food Stamp- programs. The sponsor’s income would be deemed as available to
support the immigrant should they apply for public assistance. For the period beginning with
six years after being lawfully admitted for permanent residence in the U.S. and until a
sponsored immigrant attains citizenship ‘status, if the sponsor has income above the U.S.
median family income ($39,500), the sponsor will continue to be responsible for ensuring the
support of the immigrant.

Rationale

This will have the effect of denying benefits to immigrants with sponsors with income above the
median. Once immigrants anain citizenship, they will be eligible to apply for benefits on their own.
Any immigrant whose sponsor is receiving SSI or AFDC benefits would te exempt from sponsor-to-
alien deeming under SSI, AFDC and food stamps. The proposal affects applications after the date of
enactment (i.e., it would grandfather current recipients as long as they remained continuously eligible
for benefits). These changes in deeming rules would not apply to, and would have no effect on,
Medicaid eligibility for immigrants. This part of the proposal saves abous $2.8 billion over five
years.

®) Set consistent deeming rules for sponsored immigrants across three Federal programs (SSI,

AFDC, and Food Stamps). Sponsor responsibility is based on longstanding immigration
policy that immigrants should not become public charges.

Ratignale

Sponsored immigrants most often apply for SSI benefits on the basis of being aged, and are different
from most citizens in that the larter typically spent their life working and paving taxes in the U.S. At
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the same time, this proposal ensures that truly needy sponsored immigrants will not be denicd welfare
benefits {f they can establish that their sponsors are no longer able to support them, {f their sponsors
die, or if the immigrant becomes blind or disabled qfter entry into the U.S. The policy would not
affect refugees or asylees.

-

Currently, due to differens eligibility criteria In statute, and litigation over how to lterpret statutory
language, the four Federal programs (SSI, AFDC, Medicald, and Food Stamps) do not cover the
same categories of non-LPR immigrants. For example, aliens whose departure the INS does not
contemplate enforcing are eligible for $SI, but not for Food Stamps. The Food Stamp program has
the most restrictive definition of which categories of non-LPR immigrants are eligible for benefits
(i.e., the eligibility criteria encompass a fewer ber of INS s). SSI and Medicaid have the
most expansive definition of which categories of non-LPR Immigrants are eligible for benefits, and the
AFDC program falls berween these extremes. This elememst establishes in statute a consistent
definition of which non-LPR immigrants are eligible for welfare benefits.

() Eligibility criterja Establish similar eligibility criteria under four Federal programs (SSI,
AFDC, Medicaid, and Food Stamps) for all categories of immigrants who are pot legal
permanent residents.

Rationale

This proposal makes eligibility criteria in the SSI, Medicaid, and AFDC programs similar to the
criteria that currently exist in the Food Stamp program. The new list of INS stasuses required for
potential eligibiliry to the SSI, Medicaid, and AFDC programs is also virtually identical 1o those listed
in the Health Security Act providing eligibility for the Health Security Card. Like the extended
deeming provisions, this part of the proposal affects applications after date of enactment (i.e., it
would grandfather current recipierts as long as they remained continuously eligible for benefits).
This part of the proposal saves abowt $900 million over five years.

3. w Rul rdin fi nd Al i ipi
Currept Law

Current law requires that all SSI disability recipients for whom substance abuse is material to the
finding of disability must be in available trearment and must have their payments made through a
representative payee (a third party who receives and manages the funds). Paymenis 1o these SSI drug
addict and alcokolic (DA&A) beneficiaries are suspended if the individual fails to participate in
appropriate alcohol or drug tr , if such tr is available. No similar requirements are
made of Social Security (Title II) disability beneficiaries who receive benefits on the basis of
addictions. The representative payee and treatment requirements have been part of the SSI program
since its inception over 20 years ago. However, the provisions have not been implemented effectively.

ificati

(a) Strengthen sanctions and apply new time limits to benefits paid to individuals receiving
Supplemental Security Income (SSI) and Social Security Disability Insurance (SSDI) benefits
who have substance abuse problems that are material to their disability finding.
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Rationale

The Congress Is reaching decisions on these proposals currently In conference on H.R. 4277, a bill
which the Administration supports. We anticipate savings of $800 million over five years. Should the
final bill yield savings of less than $800 million, we are comminied to working with Congress 1o fully
finance the package.

4. Income Test Meal Reimbursements to Family Day Care Homes
Current Law

The Child Care Food Frogram provides food subsidies for children in two types of settings: child
care centers and family day care homes. They are administered quite differently. The subsidies in
centers are well targeted because they are means-tested; USDA believes thar over 90 percent of
Federal dollars support meals served to low-income (below 185 percent of poverty) children. The
family day care part of the program is not well targeted because it has no means test (due to the
burden it would place on the providers). A USDA-commissioned study estimates that 71 percent of
Federal food program dollars to family day care homes support meals for children above 185 percens
of the poverty line. While the child care center funding levels have been growing ar a modest rate,
the family day care funding levels are growing rapidly—16.5 percent between 1991 and 1992.

ification

(a) Amend section 17(c) of the National School Lunch Act (42 U.S.C. 1766(c)) to establish a
two-tiered reimbursement structure (in the Child and Adult Care Food Program) with a higher
level of reimbursement for meals served by family day care homes located in low-income
areas. Low-income areas would be defined as those in which half of the households have
incomes below 185 percent of poverty. Family day care homes not located in low-income
areas would have the option of receiving lower rates of meal reimbursement or administering
a means test to enrolled children.

o) Under the means tested option, meals served to children whose family income is below 185
percent of poverty would be reimbursed at the higher rate, while those served to children
from higher income families would be reimbursed at the fower rate. Meals served to children
enrolled in programs operated by low income providers would also be reimbursed at the
higher rate. Finally, meals served 1o the day care providers’ own children would continue to
be means-tested.

(c) Provide family day home sponsoring organizations with an additional $10 per home per
month for each home it sponsors in low-income areas. Authorize $2 million o States
agencies for technical assistance to sponsors to help implement the new reimbursement system
in FY 1995. Technical assistance funding would increase to $5 million in FY 1996.
Authorize for FY 1997 through FY 2000 $5 million for the licensing of family day care
homes in low-income areas.

Rationale
This approach bernter targets the family day care food program funding to low-income children and

creates minimal administrative requirements for providers. This provision yields savings of about
$500 million over five years.
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5. imi i i + ] .
Jisi

USDA farm programs are criticized for unfairly supporting large farms and wealthy producers rather
than smaller farms and lower-income farmers. The Congressional Office of Technology Assessment
concluded that most big farms “do not need direct government payments and/or subsidies to compete
and survive. ®

Specificati

(a) Make producers receiving $100,000 or more in off-farm adjusted gross income ineligible for
Commodity Credit Corporation (CCC) crop subsidies (price support loans and income support
payments).

Rationale

The proposed targeting of subsidies would direct farm payments to smaller, family farms, which

deserve Federal financial help more than large agricultural enterprises and individuals with sufficlent

off-farm income. It would cause an estimated 1-2 percerd of program participants to drop owt of

USDA farm programs. Most of these wealthiest participants include corporations and individuals for

whom farming s not a primary occupation or source of income. This proposal would save about
* 8500 million over five years.

B. EXTEND EXPIRING PROVISIONS
I.  HaldC he Porti f Food § 0 R ies that S May Reizi
Visi { Rational

States are permitted to keep some portion of the 100-percent Federal Food Stamp recoveries as an
incentive payment for pursuing program violations. This proposal ralses abour $100 million. over five
years.

Specificati

(a) Extend the 1990 Farm Bill provision which reduced the percentage of recovered Food Stamp
over-issuances retainable by State ageocies for fiscal years 1991-95. Under this provision,
which would be extended to fiscal years 1996-2004, States could retain 25 percent of
recoveries from inteational program violations (previously SO percent) and 10 percent of other
recoveries (previously 25 percent).

2. Extend Fees for Passenger Processing and Other Custom Services

Visi { Rational

A flar-rate merchandise processing fee (MPF) is charged by U.S. cusioms for processing of
commercial and non-commercial merchandise that enters or leaves U.S. warehouses. The fee,

adopted by OBRA 1986, generally is set at 0.19 percent of the value of the good. Other variable
customs fees are charged for: passenger processing; commercial sruck arrivals; railroad car arrivals;
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private vessel or private aircraft entrles; dutiable mail; broker permits; and barge/bulk carriers.
NAFTA extended the MPF and other fees through September, 2003. This proposal would save abowt
$1 billion in that year.

Specification
(a) Extend the fees through September, 2004,
3. Extend Railroad Safety User Fees
Yision and Rationale
Railroad safety inspection fees were enacted in the Omnibus Budget Reconciliation Act of 1990 to pay
for the costs of the Federal rail safety inspection program. The railroads are assessed fees according
10 a formula based on three criteria: road miles, as a measure of system size; train miles as a
measure of volune,; and employee hours as a measure of employee activity. The formula is applied
across the board to all railroads to cover the full costs of the Federal railroad safety inspection
program. The fees are set to expire in 1996. The 1995 President’s Budger proposed to extend the
Jees through 1999 and expand them, effective in 1995, to cover other railroad safer)' costs. The
proposal raises abous $200 million over five years..

ification
(a) Extend the Railroad safety inspection fees permanently.
4 xtend Expirin rate Environmental Incom 1 X Finan rfun

Yision and Rational

A brood-based environmenial tax, based on corporate alternative minimum taxable income (0.12
percent) in excess of $2 million, was first enacted in 1986 and is set to expire ar the ¢end of 1995.

Superfund reawthorization legislation would provide a further CEI tax extension through the year
2000, which would provide sufficient additional credit needed for budger scoring of the Superfund
legislation’s “orphan share” proposal. All revenue from the CEI tax extension, whether enacted in
welfare reform or Superfund legislation, will continue to be dedicated to the Hazcrdous Substance
Superfund to be used only for Superfund cleanups.

ificati

(a) Extend the CEI tax into 1998.

C. EITC TARGETING AND COMPLIANCE MEASURES
L. Deny EITC 1o Non-Regident Aliens
Yision and Rationale

Under current law, non-resident aliens may recelve the Earned Income Tax Credis (EITC). Because
non-resident taxpayers are not required to report their worldwide income, it is currentty impossible
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Jor the IRS to determine whether Ineligible individuals (such as high-income nonresident aliens) are
claiming the EITC. We estimate that about 50,000 taxpayers will be affected by our proposal, mainly
visiting forelgn students and professors. The proposal raises abowt 3100 million over five years.

ificati
(a) Deny the EITC to non-resident aliens completely.

2. Reguire Income Reporting for EITC Purposes for Department of Defense (DoD) Personnel
Visi Rational

Under current Jaw, families living overseas are ineligible for the EITC. The first part of this proposal
would extend the EITC 10 active military familics living overseas. To pay for this proposal, and to
raise net revenues, the DoD would be required 10 report the nontaxable earned income paid to
military personnel (both overseas and States-side) on Form W-2. Such nontaxable earned income
includes basic allowances for subsistence and quarters. Because current law provides that in
determining earned income for EITC purposes such nontaxable earned income must be taken into
account, the addirlonal information reporting would enhance compliance with the EITC rules. The
combination of these two proposals raises about $200 million over five years.

ificati
(a) Extend the EITC to active military families living overseas.

®) Require DoD to report the nontaxable earned income paid to military personnel (both overseas
and States-side) on Form W-2.
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Chairman ARCHER. Can you also tell me, under the work require-
ment where an individual does not comply and is removed from the
rolls, under what circumstances can they reenter the rolls and be-
come 9a part of the welfare system as a beneficiary under your pro-
gram?

Secretary SHALALA. I am not sure they can come back in. Oh,
they can come back if they are willing to work after 6 months. So
they get a chance to come iack and work.

hairman ARCHER. Six months.

Secretary SHALALA. But they have to work. It is not coming back
into the educational training. They have to come back to work.

Chairman ARCHER. I understand. At any point is there a lifetime
cutoff or can this just occur over and over and over again?

Secretary SHALALA. There is a cutoff. Let me consmﬁt with my col-
leagues. The lifetime limitation is on the education and training
program, not on the work program, so it is focused on the work pro-
gram.

Mr. Chairman, let me say I appreciate your graciousness. I hope
1 was not rude to either you or any of your colleagues. Sometimes
my enthusiasm gets ahold of me. You should not interpret it as
anything else than our desire in this administration from working
with you to produce real welfare reform, a substantial step for-
ward. I think it is what the American people expect, and it cer-
tainly is what the President wants to do.

Chairman ARCHER. Well, I thank you very much. Your appear-
ance here today I think has been a major step forward in attempt-
ing to find some bipartisan answers to this very, very knotty prob-
lem. So I am very grateful to you, and I know all the members of
the committee are, also. Thank you very much.

Secretary SHALALA. Thank you.

Chairman ARCHER. For the benefit of the members, we intend to
work right through the lunch period because we have many, many
witnesses to hear, and members will have to accommodate their
own appetites as best they can.

QOur next witnesses will be members of the committee: Dr.
McDermott and Mrs. Kennelly. Dr. McDermott, you may proceed.
As a respected member of the committee, we welcome your testi-
mony.

I see Mrs. Kennelly is here now. She can join you at the witness
table. Will you proceed as she moves to the witness table?

I am going to encourage all witnesses to limit their testimony to
the committee for 5 minutes. If it is anything in addition to tﬁat
it can be inserted into the record.

STATEMENT OF HON. JIM MCDERMOTT, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF WASHINGTON

Mr. McDERMOTT. Thank you, Mr. Chairman. I appreciate the op-
portunity to testify today before this committee.

While the majority party has chosen to name the collective legis-
lative proposals the Contract With America, a more accurate label,
in my opinion, for this ag,enda is “The Private Health Insurance
Price Increase Act of 1995,

It is absolutely clear that it will take massive cuts in Medicare
and Medicaid to finance the Contract. As hospitals lose major fi-
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nancing, they will simply have to charge patients, particularl
Medicare beneficiaries, more out of pocket and force greater hax‘d}j
ship in terms of denied access to care. Prices raised on private pa-
tients will cause insurance premiums to skyrocket.

This, in my opinion, is nothing but a gigantic cost shift onto the
private pocketbooks of the American people. The impact on the
health insurance premiums for the average working family will be
much greater than any tax increase one could reasonably imagine.
However, it will be a silent, hidden tax increase for which Repub-
licans will seek to avoid responsibility by attributing it to the va-
garies of the holy marketplace of health care.

And no one on this committee should make a mistake about it.
People will lose their medical care that they currently receive. Pre-
miums will go up, and people will lose access to care. Who are
those people who are going to lose the benefits? Mothers, children
and grandparents of this Nation.

Look at one area, for example, children’s hospitals. They rely on
Medicaid on average for between 40 and 70 percent of their reve-
nues. It is doubtful that one single children’s hospital in this coun-
try would survive a fundamental disruption of the Medicaid fund-
ing. And if children’s hospitals go out of business, not even the rich
will be able to use them.

The hard truth is that we cannot contain costs in the public
health sector alone without creating huge distortions throughout
the entire delivery system. I think we really need to be honest with
the American people about this. For a contract to be valid, there
m(lllst be full understanding and a meeting of the minds on both
sides.

When we talk about senior citizens—about giving seniors more
choices, what we are really talking about is taking away their ex-
isting Medicare coverage, taking away their free choice of provider
and giving them what I think is a worthless voucher that will force
them into managed care.

It is simply a big lie to say we will increase senior citizens’
choices. The voucher they will get will not be worth enough to actu-
ally purchase any insurance policy with Medicare benefits in this
country today. They will have to pay more out of pocket for less
choice and poorer access to care.

Now, contrary to the assertions made by the Speaker sitting at
this table last week, managed care for seniors has not saved the
tax;;layers money; it has cost them money.

The GAO audit found that Medicare managed care companies
were only insuring the healthy seniors who cost the Medicare pro-

am virtually nothing},‘ and these companies received more money
than Medicare would have paid for these beneficiaries under the
traditional fee-for-service programs where the patient had free
choice of provider.

No one knows whether managed care saves money when actually
confronted with taking care of people who need medical services.
But more importantly, what this committee is going to have to
think about is what you are saying to young families in this coun-
try really is that, in addition to worrying about your own children’s
health care costs, you now will have to assume the health care
costs of your parents and your grandparents, something people in
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this country have not had to worry about for 30 years. You can
have a choice. You can watch them do without.

No one would sign such a contract, I believe. The Contract is
more like a contract on America. It offers only chaos in the financ-
ing of our health care system. The challenge for Americans in the
104th Congress is to make sure that these disruptions do not occur.
Thank you.

Chairman ARCHER. I thank the gentleman for his testimony.

The Chair will now recognize for her testimony another respected
member of the committee, Mrs. Kennelly of Connecticut.

STATEMENT OF HON. BARBARA B. KENNELLY, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF CONNECTICUT

Mrs. KENNELLY. Thank you, Mr. Archer, and thank you, Mr.
Chairman, for allowing me to testify.

I was absolutely delighted to see accelerated death benefits taken
up in the Contract. This is a bill—and for new members, acceler-
ated death benefits means that if in fact you find out that you are
terminally ill, that you have 1 year or less to live and it is certified
by a doctor that this is true, that you could collect on your life in-
surance.

This has two results. One, obviously you get better care because
you are able to afford it. The other thing is it could be a situation
where the taxpayers are going to have to pay for that health care,
and this way you pay for your own health care.

This is a piece of legislation that I introduced in the 101st Con-
gress. 1 got this idea from an insurance company in my district. It
was a very innovative idea, and I became very involved in it.

It seemed like a simple piece of legislation. As time went on, I
realized that it was getting complicated. So I turned to the Bush
administration and began working with them on this, as I said,
simple piece of legislation, to have people die in dignity and receive
the benefits that they had paid for. .

I didn’t stop trying with the Bush administration. The Clinton
administration came into office, and once again I started to pro-
mote this idea. The President put this idea of accelerated death
benefits into his health care package and this very committee put
it into our health care package when we addressed health care last
year.

So it keeps getting so far, and that is why I was so glad to see
it in the Contract. I am here today to give you some technical ad-
vice from my long experience with this bill so that you won’t get
caught up on those same points and not have this go through with
the Contract or go through as quickly as it can.

First of all, I want to talk to you about not allowing these bene-
fits to be discounted too much. When it first became apparent that
this could happen, we really had some people—companies come
forth. They weren’t insurance companies, but companies sprouted
up. We began to call them the grim reapers because what they
would do is discount the policy by 55 percent, Then with a straight
face would say, well, we can give 55 percent because expenses ac-
counted for the rest.
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I am sure nobody here would want to have anyone take advan-
tage of the sick and be unscrupulous like that, and yet we had that
experience, so I want to forewarn you on that.

The other thing that I ran into was tax treatment of the insur-
ance companies tiat would treat this as a lien or really as a loan.
We had many conversations with the Joint Tax Committee and the
Treasury. They were very forward, up front that this wouldn’t be
abusive. It was just technical language and that this could be treat-
ed in that manner. And the point being get the money to the per-
son who is sick before they die.

Then there was one third area that I wanted to bring up to you
and that is the prohibition of acceleration of COLI, corporate-owned
life insurance.

On this provision I also dealt with the Joint Tax Committee. The
reason they were worried about this was that this could be used
as a shelter.

That is not the point. The point is that it would be terminal, 1
year or less, certified through a doctor that you are going to die.

So I just really wanted to talk to you about those things so that
you wouldn’t run into what I ran into. Every time I thought we
were going somewhere we had somebody either want to add an
amengment or had some reason why we shouldn’t do this.

The other thing we have talked about this morning, child support
enforcement. I see it in your Contract. It is not in there to a great
extent, but I think we really should talk about whether this should
be in the Contract, should be in a block grant or, in fact, some of
this should be kept with the Federal Government.

To answer Mr. Collins, we spend $1 to get $4 back in child sup-
port enforcement.

I worked for years on this in a bipartisan manner, began with
Carroll Campbe{l, the former member of this committee and Gov-
ernor, working on child support enforcement. We made our in-
roads—we got refunds on taxes, we have been able to use it con-
cerning licensing, and it has been Federal efforts that have been
able to increase our collection of child support enforcement.

There is a lot to be done, but we have made some progress. We
should look at where this should come, but it should move forward.

Thank you, Mr. Archer, very much.

[The prepared statement follows:]
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The Honorable Barbara B. Kennelly
Testimony before the House Ways and Means Committee
On Accelerated Death Benefits and Child
Support Enforcement and the Republican
Contract with America
Tuesday, January 10, 1995

Thank you Mr. Chairman. I appreciate the opportunity to
come before the Committee today to discuss two issues in the
Republican Contract I have long championed--accelerated death
benefits on life insurance contracts and child support
enforcement.

I introduced the very first accelerated death benefit
legislation back in the 101st Congress when a small company in my
district first brought this innovative product to my attention.
The idea is to allow individuals who are certified by a physician
to have a terminal illness or injury which can reasonably be
expected to result in death within 12 months, to receive the
proceeds of their life insurance contracts on a tax free basis.

This legislation had over 100 bipartisan cosponsors in the
102nd Congress including a number of members of this committee.
I then worked closely with the Bush Administration in its attempt
to accomplish this important goal by regulation. The
regulations, however, were not final when the Clinton
Administration took office and have not yet been finalized. The
Administration subsequently included this provision in the
President’s Health Care plan. And thig Committee included this
provision in the health care reform bill it reported. A version
of this legislation is included in the Republican Contract with
America. And last week, I reintroduced this legislation with a
number of bipartisan original cosponsors.

Mr. Chairman, at this point I would say that I hope we can
move this legislation quickly, perhaps separately, and that it
not be held back for any reason. Unfortunately, it was always
held up because of amendments that would have complicated this
very gimple legislation. It clearly has bipartisan support. I
would be pleased to work with you to find a way to pay for it.

I would like to make a number of technical comments
regarding the version in the contract. First, my legislation
includes a protection for beneficiaries by limiting the amount a
policy can be discounted. The bill reported by this Committee
contained a similar provision. I originally added this provision
in response to reports that in some cases beneficiaries were only
receiving 55% of the proceeds of their policies. The Contract
contains no such protection and I think we should all be able to
agree that the terminally ill ought not to be taken advantage of
by the unscrupulous.

My bill also accords favorable tax treatment in those
situations where these benefits are provided in the form of a
lien. The bill reported by this Committee last year also
included this provision. I assume that the fact this approach is
migsing from the Contract is simply an omission that can be
corrected.

Finally, my bill contained a prohibition on the acceleration
of Corporate Owned Life Insurance Policies (COLI). This
provision was added after consultation with the Joint Committee
on Taxation and Treasury in response to their concern about
possible tax shelter opportunities. The Contract does not
contain such a safe guard. I would hope that we could work
together to assure that this important provision does not provide
tax shelter opportunities.

In the area of child support enforcement, there has also
been a long history of bipartisan cooperation. While past
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legislation has certainly improved collections for child support,
we as a nation still have a long way to go. Only half of all
custodial parents receive their full child support awards,
leaving millions of children without adequate support. Congress
must act to end this disgrace.

More than ten years ago, I fought to enact into law
mandatory wage withholding from individuals with delinquent child
support awards. In 1992, I served on the non-partisan U.S.
Commission on Interstate Child Support, which issued a series of
recommendations on how to improve child support enforcement,
especially in difficult cases where the non-custodial parent
resides in another state. Two years ago, I introduced
legislation that reflects many of the Commission’'s
recommendations, and again introduced this measure on the first
day of the 104th Congress. Legislation introduced by the Womens'’
Caucus last year closely mirrors many of the provisions in my
bill, titled the Interstate Child Support Act.

The Interstate Child Support Act would crack down on parents
who are evading their responsibility by: enhancing the
coordination for collecting child support across state lines,
improving federal tracking of delinquent orders, withholding
business and driver’s licenses from individuals owing child
support, and denying federal benefits to individuals with large
unpaid child support awards.

While the Contract with America mentions child support
enforcement, it contains very few details on how to improve the
current system. I am also discouraged to hear that child support
enforcement legislation might not be considered by this committee
at all in the first 100 days of Congress.

Some members of this committee have urged that we send a
strong message of personal responsibility to young mothers
through welfare reform legislation. Can we really do this
without sending an equally strong message to young fathers? We
should also consider that improved child support enforcement
might prevent some mothers from going on to welfare in the first
place. &And finally, we must remember that millions of Americans
outside of the welfare system depend on child support, and they
deserve a more effective enforcement system. For all of these
reasons, I hope the Chairman will have the committee consider
child support enforcement in the earliest possible time frame.

Thank you, Mr. Chairman. I would be pleased to respond to
any questions the Committee may have.
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Chairman ARCHER. My compliments to both of you. As usual, you
have been very thoughtful and presented your comments exceed-
ingly well.

I particularly am thankful to you, Mrs. Kennelly, for pointing out
something that has almost been lost with so many other items in
the Contract. It is a very, very important provision regarding the
accelerated death benefits which will not only assist us in reducing
the impact on taxpayers for health care but also on families who
feel they have the obligation to take care of their loved ones. It
could very well have a major beneficial impact on AIDS patients,
for example.

It just shows that there is no monopoly on ideas on any side of
the aisle. So, I congratulate you in your efforts to attempt to ac-
complish this, and we will, I believe, get it done with the Contract.

Mrs. KENNELLY. Thank you, Mr. Chairman.

Chairman ARCHER. Let me at this time turn over the chair to
Mr. Crane because I am going to have to leave for a few minutes.
He will recognize the members for inquiry.

Mr. CRANE [presiding]. First, Mr. Gibbons.

Mr. GiBBONS. Very briefly. Mr. McDermott, I want to thank you
for bringing up the critical point that the most important thing we
could do for welfare reform is to make sure that we get some ade-
quate health care for those who would prefer to stay on welfare be-
cause it is the only way in which they can get coverage for their
health care needs of their family. We can’t really talk about welfare
reform unless we make an integral part of it health care reform.

What do you think is the minimal amount that this Congress
ought to do in this session in order to bring that question to a sat-
isfactory solution?

Mr. McDeErMOTT. Well, I think, Mr. Gibbons, there are two
groups that are, in my opinion, the most important groups to really
Took at. I don’t think you should cut Medicare and Medicaid. I
think there are ways in which to restructure it in a better form,
but I don’t think they should be cut.

There are two groups, however, that are really seriously problem-
atic for this society. One is those between the ages of 65 and 50
who are being offered early retirement today but cannot take re-
tirement because they do not have health insurance, and they have
to hang on to the job. That has two effects: One, it keeps them in
the job, and two, it prevents a younger person from getting a full-
time job.

But an even larger area of concern to me—because 50 percent of
the people in this country who have full-time jobs do not have
health care benefits. When you look at all the people who are not
covered, 50 percent of them are working full time. The temporary
employee in this society—and business is structuring their hiring
on a temporary basis.

And I think we have to do something for the young people in this
country who come out of college, got all the training, go out and
work full time and do not get bene%]ts. You have to do that. Other-
wise, they feel the system has let them down.

Mr. GIBBONS. Mrs. Kennelly, I want to thank you, too, for brin%-
ing up the two items that you brought up: Namely, the responsibi
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ity of both parents for their children and providing for them. We
have got to solve these issues.

This item that we are working on, this welfare reform—I realize
that some of the people that are penalized by a failure to be able
to force family responsibility, financial responsibility, are not on
welfare, but they are headed for welfare. And we are really hiding
behind State sovereignty as an excuse for doing the correct thing
about these children. Parents just escape responsibility by dis-
appearing across State lines.

Mrs. KENNELLY. I thank you for bringing that up, Mr. Gibbons,
because that is another thing I hope the committee does do.

Back, as I mentioned, when we began reform of child support en-
forcement in the 1984 amendments, it was a very extensive bill.
What we did was bring back in the idea that there were not only
those on welfare that were not getting child support but many peo-
ple are not getting their court-ordered support—they have a court
order in their hand and they are not getting that. And that was
brought back in the mix so that that would keep people from fall-
ing back on to welfare,

o I hope we will address both the welfare client and the person
that does not want to be on welfare.

Mr. GIBBONS. Thank you.

Mr. CrANE [presiding]. Mr. Portman.

Mr. PORTMAN. Thank you, Mr. Chairman, and I thank the mem-
bers of our panel for taking time to testify today and putting to-
gether excellent testimony. I just have one quick question for my
colleague, Mr. McDermott.

It has to do with the health care issue, to follow on what Mr.
Gibbons was speaking about. One point of clarification. You had
said 50 percent of those who are uninsured have a full-time job but
prior to that you had said that 50 percent of those working full
time do not have health care. Which of those is correct?

. Mr. McDERMOTT. I misspoke at the beginning. It is 50 percent
of those without health insurance who are working full time.

Mr. PORTMAN. Work full time?

Mr. MCDERMOTT. Yes.

Mr. PORTMAN. That is an important clarification. Thank you.

Mr. McDERMOTT. Yes.

Mr. PORTMAN. I agree with you with regard to the cost shifting.
I think it is irresponsible for us to continue to cut Medicare in par-
ticular through reimbursement and simply have the problem grow
of private sector cost shifting.

You had indicated your willingness to look at the programs in a
more systemic way, Medicaid and Medicare. I assume that we will
be doing that. I hope we will be doing that in this committee and
the full Congress, and I assume you would support that kind of un-
dertaking to meet the kind of budget needs we are going to have.

Mr. MCDERMOTT. I certainly would welcome the opportunity to
do real health care reform in this committee. It would be a nice
way to finish the year, if we were able to actually do it.

ut I think the crucial issue is going to be whether or not you
think that everybody has to have health care in order to get control
of cgst. If you do not have universal coverage, can you control the
cost?
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I believe you have to have universal coverage, and 1 think that
is the fundamental decision that we have to make in this commit-
tee if we are really going to control cost. Otherwise, we will con-
tinue what we have always done, which is shift the cost to some-
body else, and the game really now is who can we pass the hot po-
tato to, and right now we can cut Medicare but we are simply pass-
ing it to the private sector. That is not health care reform. I want
to have universal coverage, get everybody covered with some kind
of health care.

Mr. PoRTMAN. Well, you have been a leader in that, clearly, and
although lz'our preferred approach was not successful last year, I
would look forward to working with you, perhaps short of universal
coverage, at least on reforming the system so that whatever cuts
need to be made are done in a sensible way and not simply by
means of a sleight of hand, which 1 consider the reimbursement
cuts to be.

Thank you for your testimony. Thank you, Mrs. Kennelly.

Mr. CRANE. Mr. Levin.

Mr. LEVIN. Thank you, Mr. Chairman.

Just a brief comment, and thanking you for your testimony, I do
hope, Mrs. Kennelly, that you will pursue, I inow you wilf: your
longtime effort to make sure we act on child support. I threw in
a bill last year to provide another alternative, but you have been
a leader here and I hope that we will wrap it into other action on
welfare reform. .

And, Mr. McDermott, let me say that sometimes when we raise
the issue of Medicare, they say, well, in the legislation last year
there were proposals for major reductions in Medicare payments to
providers. But while that is true, it was combined with some re-
forms that would have provided some major increments to those
providers that are truly under serious pressure. And I know you
have been a leading spokesperson on that and I hope will remind
people that the Medicare reductions proposed last year were com-
bined with some major reforms, and if you do not put the two to-
gether, you are simply going to have some major detrimental im-
pact on providers, some of whom are already under severe pres-
sure. I think you may agree with that.

Mr. McDERMOTT. I think, Mr, Levin, you are absolutely correct.
The important thing to remember about last year’s proposal was
that the cuts were combined with universal coverage. And if-you
do not have universal coverage and you cut in one place, you sim-
ply shift those costs someplace else. And you have to have every-
body in the system.

What is proposed in this Contract With America is that if you
were going to balance the budget and you are going to do it without
cutting Social Security and without cutting defense, by the year
2000, that is, between 1996 and 2000, you will have to cut $256
billion out of discretionary spending. Ancf' that means Medicare and
Medicaid will get the biggest hits because they are the biggest pro-
grams. And that is why the proposal last year, that said, yes, you
can make some cuts ity you have got a situation where everybody
is covered and you have the whole system working.

I think that is what is missing in the Contract With America, is
there is no guarantee of universal coverage.
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Mr. LEVIN, Thank you, very much, Mr, Chairman.

Mr. CraNE. Well, I thank you both for your testimong, and we
have present now four of our colleagues; Mr. Traficant from Ohio,
Ms. Pelosi from California, Mr. Goss from Florida, and Mr. Nadler
from New York. If you will come up to the dais. And I think your
colleagues will agree, ladies first.

STATEMENT OF HON. NANCY PELOSI, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF CALIFORNIA

Ms. PELOsL Thank you very much, Mr, Chairman. Thank you for
the opportunity to present my views on the potential impact of pro-
visions of the Contract With America. I hope you will convey my
gratitude to the chairman of the committee, Mr. Archer, for his
making this time available for Members.

While I have many problems with the Contract, Mr. Chairman,
I wanted to focus my comments today from the viewpoint of an ap-
propriator and address the proposal to switch entitlement pro-
grams to discretionary spending, which I believe will only increase
goverty, homelessness, and hunger for millions of American chil-

ren,

Let me stipulate for the record that there is broad agreement
that welfare programs need fundamental reform. Most welfare re-
forms initiated by States tie cuts in basic income support to em-
ployment and breaking the patterns that lead to long-term depend-
ency. One of my great concerns is that the provisions in the Con-
tract would indiscriminately cut basic income support without cre-
ating new opportunities for low-income people.

The authors of the Contract included language in the Personal
Responsibility Act which would impose a cap on spending for in-
come support programs for the poor. In the past, a number of Re-
publicans and Democrats, for example our colleague, Mr. Stenholm,
among others, had proposed placing a cap on total spending for all
entitlements, except Social Security. The Contract is unique in that
it places a cap only on the 6 percent of programs designed to assist
the poorest Americans.

The authors of the Contract apparently assumed that savings of
$40 billion from these safety net programs would finance other
parts of the Contract, such as the reduction in the capital gains
taxes, which would provide tax relief to some of the wealthiest of
Americans. Thus, one could conclude, money being fungible, that
the poor children in America are being placed in extreme peril to
provide tax breaks for the privileged.

The Contract would also convert critical programs which are now
entitlements, such as SSI and AFDC, into discretionary programs
whose funding level would be set each year through the appropria-
tions process. As a member of the Labor-HHS-Education Appro-
priations Subcommittee, which has struggled with the competing
priorities for the poverty-related programs, I find this approach a
source of extreme concern.

As iou know, Mr. Chairman, the Budget Enforcement Act has es-
tablished tight caps to restrain Federal discretionary spending. As
a result of these caps, domestic discretionary spending will, by fis-
cal year 1998, consume a smaller share of the national econom
than any year since 1962. Because the authors of the Contract call
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for increased defense spending, funding for priority domestic pro-
grams will be further constrained.

Adding income assistance programs to the competition for appro-
priated funds would almost certainly result in reductions far great-
er than those projected by the House Republican Conference. These
crucial programs each will be reduced to the debilitating role of the
baby bird fighting its brothers and sisters for the only worm. Those
that are left to go hungry have no viable alternatives. This hunger
is what needy children will face every day if these proposals be-
come a reality.

It is my understanding there is now considerable interest among
some Republican Governors and the authors of the Contract in re-
placing Federal safety net programs with block grants to the
States. Such an approach would not only result in pain and suffer-
ing for poor people, particularly children, it would also hinder wel-
fare reform efforts in some States.

Some States want to expand child care and job training programs
for AFDC mothers to promote maximum employability. Because
the block grant approach would provide much less money, States
would be placed in the difficult position of further cutting benefits
or abandoning reforms aimed at self-sufficiency. In my view, the
Federal Government should be providing increased matching funds
for States adopting such positive approaches.

In the interest of time, I have submitted my statement for the
record, but I want to also call to your attention my concern about
the SSI reductions, which I think are difficult to defend, and also
want to address the specific provision of the financing proposal that
relates to benefits for legal permanent residents. These legal immi-
grants have played by the rules, are here legally, and are tax pay-
ing. They are helping raise the next generation of Americans. By
denying {ealth benefits to the elderly, we are punishing the grand-
parents of the future generations of Americans.

Mr. Chairman, I want to say that government is a social contract
with the American people. Thomas Jefferson wrote that, “The care
of human life and happiness, and not their destruction, is the first
and only legitimate object of good government.” The Republican
Contract, I believe, does not pass this test.

Mr. Chairman, once again, thank you for the opportunity to
present my views on the critical issues before your committee. I
hope to work with you in having real welfare reform which does
not increase poverty in America.

[The prepared statement follows:]
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STATEMENT OF
THE HONORABLE NANCY PELOSI
ON THE IMPACT OF THE CONTRACT ON LOW-INCOME AMERICANS
JANUARY 10, 1995

MR. CHAIRMAN, I APPRECIATE THE OPPORTUNITY TO PRESENT MY VIEWS ON THE
POTENTIAL IMPACT OF PROVISIONS OF THE "CONTRACT WITH AMERICA" ON LOW-
INCOME AMERICANS. 1IN PARTICULAR, I WANT TO EXPRESS MY CONCERN OVER
PROVISIONS IN THE CONTRACT WHICH I BELIEVE WILL ONLY INCREASE POVERTY,
HOMELESSNESS AND HUNGER FOR MILLIONS OF AMERICAN CHILDREN.

THE AID TO FAMILIES WITH DEPENDENT CHILDREN (AFDC) PROGRAM PROVIDES
CASH TO NEEDY CHILDREN WHO LACK SUPPORT BECAUSE AT LEAST ONE PARENT IS
DEAD, DISABLED, UNEMPLOYED, OR CONTINUALLY ABSENT FROM THE HOME. IN
ADDITION TO THE PAYMENT, ELIGIBLE FAMILIES RECEIVE MEDICAID,
ELIGIBILITY FOR FREE SCHOOL LUNCHES AND USUALLY FOOD STAMPS. FEDERAL
LAW REQUIRES STATES TO REQUIRE ABLE-BODIED AFDC RECIPIENTS WITH NO
CHILD UNDER AGE 3 TO PARTICIPATE IN THE STATE’S EDUCATION, TRAINING
AND WORK PROGRAM, THE JOB OPPORTUNITIES AND BASIC SKILLS (JOBS)
PROGRAM. APPROXIMATELY 5 MILLION FAMILIES ARE ENROLLED IN THE AFDC
PROGRAM AND APPROXIMATELY 9.5 MILLION CHILDREN DEPEND ON THIS MONEY TO
SURVIVE.

LET ME STIPULATE FOR THE RECORD THAT THERE IS BROAD AGREEMENT THAT
WELFARE PROGRAMS, INCLUDING AFDC, NEED FUNDAMENTAL REFORM. REAL
WELFARE REFORM HAS THE POTENTIAL TO MOVE INDIVIDUALS AND FAMILIES
TOWARD LASTING SELF-SUFFICIENCY. BUT REAL WELFARE REFORM MUST BE
REALISTIC IN RECOGNIZING THE CHALLENGES IN ACCOMPLISHING THESE GOALS.
YES, WHERE SIMPLE LACK OF SELF-INITIATIVE IS THE CAUSE OF
UNEMPLOYMENT, THE GOVERNMENT SHOULD NOT BEAR THE COST OF SUPPORTING
THE INDIVIDUAL. BUT WE SHOULD ALSO RECOGNIZE THE DIFFICULTIES WHERE
JOBS DO NOT EXIST, WHEN AN INDIVIDUAL IS UNABLE TO WORK BECAUSE OF A
DISABILITY, OR WHEN DEPENDENT SMALL CHILDREN REQUIRE CARE.

MOST WELFARE REFORMS INITIATED BY STATES TIE CUTS IN BASIC INCOME
SUPPORT TO EMPLOYMENT AND BREAKING THE PATTERNS THAT LEAD TO LONG-TERM
DEPENDENCY ON INCOME SUPPORT. ONE OF MY GREAT CONCERNS IS THAT THE
PROVISIONS IN THE CONTRACT WOULD INDISCRIMINATELY CUT BASIC INCOME
SUPPORT WITHOUT CREATING NEW OPPORTUNITIES FOR LOW-INCOME PEOPLE.

THE AUTHORS OF THE CONTRACT INCLUDED LANGUAGE IN THE PERSONAL
RESPONSIBILITY ACT WHICH WOULD IMPOSE A CAP ON SPENDING FOR INCOME
SUPPORT PROGRAMS FOR THE POOR. 1IN THE PAST, A NUMBER OF REPUBLICANS
AND DEMOCRATS, LIKE OUR COLLEAGUE MR. STENHOLM, AMONG OTHERS, HAVE
PROPOSED PLACING A CAP ON TOTAL SPENDING FOR ALL ENTITLEMENTS EXCEPT
SOCIAL SECURITY. THE CONTRACT IS UNIQUE IN THAT IT PLACES A CAP ONLY
ON THE 6% OF PROGRAMS DESIGNED TO ASSIST THE POOREST OF AMERICANS.
ACCORDING TO REPUBLICAN ESTIMATES, THE BILL WOULD ACHIEVE NET SAVINGS
OF ABOUT $18 BILLION BY PLACING AN OVERALL SPENDING CAP ON AN ARRAY OF
ANTI-POVERTY PROGRAMS. ADDITIONAL REDUCTIONS IN SPENDING OF $11
BILLION ARE PROJECTED FOR CONSOLIDATING MOST NUTRITION PROGRAMS INTO A
BLOCK GRANT AND DECREASING THEIR FUNDING.

THE AUTHORS OF THE CONTRACT APPARENTLY ASSUME THAT SAVINGS FROM THESE
SAFETY NET PROGRAMS WOULD FINANCE OTHER PARTS OF THE CONTRACT. OTHER
PARTS OF THE CONTRACT, SUCH AS THE REDUCTION IN CAPITAL GAINS TAXES,
PROVIDE TAX RELIEF TO SOME OF THE WEALTHIEST OF AMERICANS. THUS, ONE
COULD CONCLUDE THAT POOR CHILDREN IN AMERICA ARE BEING PLACED IN
EXTREME PERIL TO PROVIDE TAX BREAKS FOR THE RICH.

THE CONTRACT WOULD ALSO CONVERT CRITICAL PROGRAMS WHICH ARE NOW
ENTITLEMENTS, SUCH AS THE SUPPLEMENTAL SECURITY INCOME PROGRAM (SSI)
FOR DISABLED PEOPLE AND AFDC, INTO DISCRETIONARY PROGRAMS WHOSE
FUNDING LEVEL WOULD BE SET EACH YEAR THROUGH THE APPROPRIATIONS
PROCESS. AS A MEMBER OF THE LABOR-HHS-EDUCATION APPROPRIATIONS
SUBCOMMITTEE WHO HAS STRUGGLED WITH THE COMPETING PRIORITIES FOR
POVERTY RELATED PROGRAMS, I FIND THIS APPROACH A SOURCE OF EXTREME
CONCERN.

AS YOU KNOW, THE BUDGET ENFORCEMENT ACT HAS ESTABLISHED TIGHT CAPS TO
RESTRAIN FEDERAL DISCRETIONARY SPENDING. AS A RESULT OF THESE CAPS,
DOMESTIC DISCRETIONARY SPENDING WILL, BY FY 1998, CONSUME A SMALLER
SHARE OF THE NATIONAL ECONOMY THAN ANY YEAR SINCE 1962. BECAUSE THE
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AUTHORS OF THE CONTRACT CALL FOR INCREASED DEFENSE SPENDING, FUNDING
FOR PRIORITY DOMESTIC PROGRAMS WOULD BE FURTHER CONSTRAINED. IN
ADDITION, THE RECENTLY ENACTED CRIME BILL HAS ESTABLISHED A TRUST FUND
WHICH PROTECTS CRIME-RELATED SPENDING FROM REDUCTIONS IN DISCRETIONARY
APPROPRIATIONS. NONETHELESS, ADDITIONAL CUTS IN DISCRETIONARY
SPENDING ARE BEING ACTIVELY ADVANCED IN THIS CONGRESS.

ADDING INCOME ASSISTANCE PROGRAMS TO THE COMPETITION FOR APPROPRIATED
FUNDS WOULD ALMOST CERTAINLY RESULT IN REDUCTIONS FAR GREATER THAN
PROJECTED BY THE HOUSE REPUBLICAN CONFERENCE. THESE CRUCIAL PROGRAMS
EACH WILL BE REDUCED TO THE DEBILITATING ROLE OF THE BABY BIRD
FIGHTING ITS BROTHERS AND SISTERS FOR THE ONLY WORM. THOSE THAT ARE
LEFT TO GO HUNGRY HAVE NO VIABLE ALTERNATIVES. THIS HUNGER IS WHAT
NEEDY CHILDREN WILL FACE EVERY DAY IF THESE PROPOSALS BECOME REALITY.

AN INCREASE IN POVERTY FOR AMERICA’S CHILDREN WILL HAVE FAR-REACHING
EFFECTS ON OUR NATION, AS WELL AS ON EACH CHILD. A THREE-YEAR STUDY BY
THE CHILDREN’S DEFENSE FUND FOUND THAT FUTURE LOSSES TO THE ECONOMY
STEMMING FROM ONE YEAR OF POVERTY FOR 14.6 MILLION CHILDREN RANGE FROM
$36 BILLION TO $177 BILLION. THE STUDY, "WASTING AMERICA’S FUTURE",
SAYS POVERTY PLACES CHILDREN AT HIGH RISK OF PHYSICAL OR MENTAL
DISABILITY, EDUCATIONAL FAILURE AND TEEN PARENTHOOD.

BY ANY STANDARD, THE CUTS BEING PROPOSED IN THE SAFETY NET PROGRAMS
FOR LOW INCOME PEOPLE ARE EXCESSIVE. THE PROPOSED CEILINGS ALONE
WOULD IMPOSE BUDGET REDUCTIONS THREE TIMES GREATER THAN THOSE ENACTED
IN 1981 AND 1982. SUBSEQUENT STUDIES INDICATED THAT THESE REDUCTIONS
IN INCOME SUPPORT CONTRIBUTED TO INCREASES IN POVERTY THAT LASTED
THROUGHOUT THE 1980’S. IT SHOULD BE NOTED THAT THESE DRASTIC
REDUCTIONS IN INCOME SUPPORT WOULD NOT ONLY APPLY TO WELFARE
RECIPIENTS, BUT ALSO TO INDIVIDUALS WHO HAVE BEEN FOUND TO BE
MEDICALLY DISABLED AND COMPLETELY UNABLE TO WORK.

IT IS MY UNDERSTANDING THAT THERE IS NOW CONSIDERABLE INTEREST AMONG
SOME REPUBLICAN GOVERNORS AND THE AUTHORS OF THE CONTRACT IN REPLACING
FEDERAL SAFETY NET PROGRAMS WITH BLOCK GRANTS TO THE STATES. SUCH AN
APPROACH WOULD NOT ONLY RESULT IN PAIN AND SUFFERING FOR POOR PEOPLE,
PARTICULARLY CHILDREN, IT WOULD ALSO HINDER WELFARE REFORM EFFORTS IN
SOME STATES. SOME STATES WANT TO EXPAND CHILD CARE AND JOB TRAINING
PROGRAMS FOR AFDC MOTHERS TO PROMOTE MAXIMUM EMPLOYABILITY. BECAUSE
THE BLOCK GRANT APPROACH WOULD PROVIDE MUCH LESS MONEY, STATES WOULD
BE PLACED IN THE DIFFICULT POSITION OF FURTHER CUTTING BENEFITS OR
ABANDONING REFORMS AIMED AT SELF-SUFFICIENCY. IN MY VIEW, THE FEDERAL
GOVERNMENT SHOULD BE PROVIDING INCREASED MATCHING FUNDS FOR STATES
ADOPTING SUCH POSITIVE APPROACHES. STATES SHOULD NOT BE COMPELLED TO
ACCEPT A BLOCK GRANT IN ORDER TO OBTAIN INCREASED FLEXIBILITY. I
AGREE WITH GOVERNOR HOWARD DEAN OF VERMONT, THE CHAIRMAN OF THE
NATIONAL GOVERNORS ASSOCIATION, THAT BY SHIFTING INCOME ASSISTANCE
PROGRAMS TO BLOCK GRANTS AND CUTTING SPENDING, THE PLAN COULD CRIPPLE
STATE BUDGETS. AS YOU KNOW, GOVERNOR DEAN HAS DESCRIBED THE
REPUBLICAN PLAN AS A POLICY "TO STARVE CHILDREN AND KICK OLD PEOPLE
OUT OF THEIR HOUSES."

THE AUTHORS OF THE "CONTRACT WITH AMERICA" GO WELL BEYOND WELFARE
REFORM DESIGNED TC MOVE PEOPLE FROM DEPENDENCY TO SELF-SUFFICIENCY.
THE PROPOSED BUDGET-CUTTING MEASURES WOULD BE IMPOSED WITHOUT ANY
SEEMING REGARD FOR MOVING PEOPLE FROM WELFARE TO WORK. THE REPUBLICAN
PROPOSAL LIMITS ELIGIBILITY ON A WIDE RANGE OF INCOME ASSISTANCE
PROGRAMS. THE PERSONAL RESPONSIBILITY ACT WOULD SHRED THE SOCIAL
SAFETY NET. THIS PROPOSAL IS NOT ANTI-POVERTY - IT IS ANTI-POOR
PEOPLE.

THE REDUCTIONS FOR SSI ARE EVEN MORE INEXPLICABLE. THE GOAL OF THE
SSI PROGRAM IS TO PROVIDE INCOME SUPPORT TO PEOPLE WHO ARE FOUND TO BE
MEDICALLY DISABLED FROM GAINFUL EMPLOYMENT. SSI PROVIDES MONTHLY CASH
BENEFITS TO MORE THAN €6 MILLION AGED, BLIND AND DISABLED PEOPLE WITH
LITTLE OR NO INCOME. TO REDUCE THEIR INCOME SUPPORT SIGNIFICANTLY TO
FINANCE TAX BREAKS FOR MORE FORTUNATE AMERICANS SEEMS TO HAVE VERY
LITTLE TO DO WITH PERSONAL RESPONSIBILITY.

CONVERTING SSI TO A DISCRETIONARY SPENDING PROGRAM WOULD PRESENT SOME
VERY TOUGH CHOICES FOR REDUCING BENEFITS. ACCORDING TO THE CENTER ON
BUDGET AND POLICY PRIORITIES, IF REQUIRED CUTS WERE DISTRIBUTED

PROPORTIONATELY AMONG THE PROGRAMS UNDER THE CAP, SSI WOULD HAVE TO BE
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CUT $5.1 BILLION, OR 15%, IN FY 1999. EITHER THE SOCIAL SECURITY
ADMINISTRATION COULD ESTABLISH A WAITING LIST FOR OVER ONE MILLION
ELIGIBLE AMERICANS WHO WOULD NOT BE RECEIVING ASSISTANCE, OR BENEFITS
FOR THE ELDERLY AND DISABLED COULD BE REDUCED FROM $337 TO $287 A

MONTH. AND THESE CUTS REQUIRED TO REMAIN WITHIN THE CAP WOULD GROW
OVER TIME.

FINALLY, I WANT TO ADDRESS A SPECIFIC PROVISION OF THE FINANCING
PROPOSAL FOR THE CONTRACT: THAT PROVISION WHICH DENIES BENEFITS TO
LEGAL PERMANENT RESIDENTS. EVEN IF WE DISREGARD THE FACT THAT WE ARE
PUNISHING PEOPLE WHO ARE LAWFULLY PAYING TAXES AND PLAYING BY THE
RULES, THERE IS SOMETHING MORE FUNDAMENTALLY WRONG WITH THIS PROPOSAL.
BY DENYING NEEDED ASSISTANCE TO LEGAL PERMANENT RESIDENTS, WE ARE
DENYING OUR OWN FUTURE. THESE IMMIGRANTS ARE AND WILL BE THE FUTURE
OF AMERICA. BY DENYING HEALTH BENEFITS TO THE ELDERLY, WE ARE
PUNISHING THE GRANDPARENTS OF FUTURE GENERATIONS OF AMERICANS.

THIS PROPOSAL IS ESPECIALLY HARMFUL IN LIGHT OF THE PROPOSED PLAN TO
CONVERT ENTITLEMENTS TO BLOCK GRANTS. THIS WOULD MAKE THE COMPETITION

FOR SFAETY NET DOLLARS PARTICULARLY KEEN AND POTENTIALLY LEAD TO ANTI-
IMMIGRANT FERVOR.

THIS VIEW IS SUPPORTED BY THE COMMISSION ON IMMIGRATION REFORM,
CHAIRED BY QUR FORMER COLLEAGUE, REP. BARBARA JORDAN. IN ITS
SEPTEMBER 1994 REPORT, THE COMMISSION FLATLY STATED THAT IT

"RECOMMENDS AGAINST ANY BROAD CATEGORICAL DENIAL OF PUBLIC BENEFITS TO
ILLEGAL IMMIGRANTS."

THE REPUBLICAN PARTY HAS A LONG HISTORY OF ACTING TO PROTECT THE
WEALTHIEST AMERICANS AT THE EXPENSE OF AVERAGE AMERICANS. THE
CONTRACT GOES BEYOND THIS TO TARGET THE DISABLED AND THE POOREST OF
AMERICANS IN ORDER TO SUPPORT A VARIETY OF TAX REDUCTIONS SUCH AS
CAPITAL GAINS FOR THE WEALTHY AND TAX CREDITS FOR FAMILIES MAKING UP
TO $250,000 A YEAR. MR. CHAIRMAN, THE AMERICAN PEOPLE ARE FAIR MINDED
AND DO NOT WANT TO SIMPLY TARGET THE 6% OF ENTITLEMENT PROGRAMS
DESIGNED TO PROVIDE INCOME ASSISTANCE FOR POOR PEOPLE AS THE FINANCING
MECHANISM FOR OTHER PROGRAMS IN THE CONTRACT.

GOVERNMENT IS A SOCIAL CONTRACT WITH THE AMERICAN PEOPLE. THE
CONTRACT WITH AMERICA SHOULD NOT HAVE A PRICE TAG OUT OF REACH OF

ORDINARY AMERICANS AND SHOULD NOT DISCRIMINATE AGAINST THE POOREST OF
AMERICANS.

THOMAS JEFFERSON WROTE THAT "{T]HE CARE OF HUMAN LIFE AND HAPPINESS,
AND NOT THEIR DESTRUCTION, IS THE FIRST AND ONLY LEGITIMATE OBJECT OF
GOOD GOVERNMENT." THE CONTRACT WITH AMERICA DOES NOT PASS THIS TEST;
INSTEAD, IT HAS THE POTENTIAL ‘TO LEAVE OUT MILLIONS OF AMERICAN

FAMILIES AND CONDEMN THEM TO A PLACE OUTSIDE THE POLICY OBJECTIVES OF
GOVERNMENT .

MR. CHAIRMAN, ONCE AGAIN I WANT TO THANK YOU FOR THIS OPPORTUNITY TO
PRESENT MY VIEWS ON THE CRITICAL ISSUES BEFORE YOUR COMMITTEE.
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Mr. CrRANE. Well, thank you, and let me say to all of the wit-
nesses, if there is any extra material that you want submitted for
the record, that will be done.

Mr. Traficant.

STATEMENT OF HON. JAMES A. TRAFICANT, JR., A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF OHIO

b Mr. TRAFICANT. Thank you, Chairman. Thank you for having me
ere.

I support the efforts of what the Republican Party is trying to
do with the Contract With America. I do not support all of it and
I will make those positions known on the House floor. But I do
agree at least the Republican Party has a program that we can at
least take off on, if we choose to, and I question my own party, to
be honest about it.

I am here today about a specific piece of legislation I would like
incorporated in and the opportunity to offer as an amendment to
the Contract With America.

First, very simply this: If you are caught speeding on the high-
way by a State trooper coming here from Illinois, Chairman, that
State trooper has to appear in court and he has to prove that you
were speeding because you are innocent until proven guilty. And
the amendment I want placed in here, for fairness, is in any court
proceeding involving a tax matter with an American taxpayer, the
burden of proof is on the Secretary. Very simple.

It is now legend, some of those practices and provisions. And the
bill is straightforward. It says in any court proceeding the burden
of proof is on the Secretary. The taxpayer, then, would be innocent
until proven guilty, like a motorist going 90. Think of that a
minute. I would ask that be made in order.

There are three revenue provisions here. Quite frankly, Ronald
Reagan in 1981 had revenue provisions and he threw them out in
1986 after having dispatched both Carter and Mondale, because
they lost money. And you are trying to find money. You are robbin
Peter to pay Paul. We have yet to stabilize jobs in America. Ang
I firmly believe that the November 8 election was turned around
because of working people completely despaired with their party,
the I%emocratic Party. They are wondering if there is any voice now
on jobs.

’f]he first two bills that I would like included raise approximately
three-quarters of a billion dollars in revenue per year. First is the
Foreign Subsidiary Tax Equity Act, in essence, would add a sixth
category to foreign-based income: You have oil, sales, shipping,
service, and investment under 954. The Traficant bill would add a
sixth provision: Foreign-based manufacturing-related income.

There are a tremendous amount of incentives and loopholes that
allow for the nonpayment of taxes and incentives to take American
manufacturers overseas and to avoid the payment of taxes. It is
legend with AT&T, that moved to Singapore. Whenever they, in
Singapore, now build an addition, and put computers in, they, in
fact, can escape the payment of tax to Uncle Sam. So we would add
a sixth section under foreign-based income, manufacturing-related,
in addition to oil, sales, shipping, service, and investment.
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The second part of the tandem that, in fact, will contribute close
to $3 billion a year in revenue, is repealing section 903. Here is
how 903 works, to my new neighbor from Pennsylvania. When 903
was enacted, these were very unsophisticated foreign countries
with very unsophisticated tax codes. They had an income tax code.
But over the years they have evolved with the sophistication that
has helped pull our jobs in, our subsidiaries. Under 903, any sales
tax, excise fee, or value-added tax is a dollar-for-dollar credit
against taxes paid Uncle Sam.

Repealing 903 would begin to take away these incentives of tax
holidays and tax opportunities from American subsidiaries that
have moved overseas. Changing 954, repealing 903, would, in fact,
begin to stabilize and bring some consensus to an American tax
policy with our subsidiaries overseas, take away some of those op-
portunities, and, in fact, create revenue.

The last one very simply, I know time is limited, is Ronald
Reagan in 1981 came up with an investment tax program. He
threw it out in 1986 because it lost money. Under the Reagan pro-
gram you could buy a $10 million computer, you got a 10 percent
tax credit of $1 million, accelerated cost recovery, and money was
circulating and flowing and everyone was standing up cheering.
One problem with it, though. If they bought that computer in
Japan, $10 million went to Japan, the taxpayers gave a $1 million
tax credit in accelerated cost recovery. We lost our pants. Reagan
himself threw ITC out. I thought it was good.

The Traficant bill is very to the point. It is not only a 10 percent
investment tax credit for business incorporation, it goes a step for-
ward. It gives a 7 percent consumer tax credit for the purchase of
manufactured durable goods. The condition in the change from the
Reagan program: These raise revenue. That item must be made in
Améerica. If it is not made in America, it does not qualify for the
credit.

We can have debates long and hard, and I am hoping the Demo-
cratic Party begins to look at this. None of these programs raise
revenue. And this rising tide that was going to raise all these ships
has not raised a damn thing around here.

I am prepared to debate it. The Constitution allows us to regu-
late commerce with foreign nations. Under this incentive, it would
say this, and it also goes a step further with automobiles: You buy,
in fact when a company invests in a $10 million computer system,
if that computer system is made in America, they will get the $1
million. If it is not made in America, all they get is the standard
depreciation.

On the 7 percent consumer tax credit proposal, it is very unique.
I think our debt is so massive every one of us must be participants.
We are fighting to give a tax break to people. Why not to partici-
pants in our economy? For example, you buy a $20,000 car: $1,400
tax credit. The Traficant bill captured $1,000 if that car is made
in America. And if that car is made in America, you can deduct the
sales tax and you can deduct the interest on the car note.
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It stabilizes jobs. It increases revenue for Uncle Sam. And, yes,
there has to be a debate, but I think it is time that we have that
debate and I think the American people want that debate. So
maybe I have gone a little too far, but I am asking, at least in the
Contract With America, that the Republicans do something the
Democrats would not do, look at the burden of proof in the tax
case. It is the right thing to do. Appreciate your time.

[The prepared statement and attachments follow:]
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TESTIMONY OF THE HONORABLE JAMES A. TRAFICANT, JR. OF OHIO
BEFORE THE HOUSE WAYS AND MEANS COMMITTEE
JANUARY 10, 1995

First of all, Mr. Chairman, I would like to take this opportunity to thank you for
permitting me to testify before the Committee. I know that Speaker Gingrich’s promise of
bi-partisanship is sincere, and 1 want you to know that I am ready to work with you and the
committee to solve the many problems this country faces. We, as Members of the 104th
Congress, have the responsibility of re-establishing the trust the American people have lost
in the Federal government.

1 would like to begin with a simple statement about what I feel is the root of this
country’s social and economic problems. I am talking about the crisis of poverty, welfare,
an almost permanent annual trade deficit, unemployment, crime, and the ever growing
division between the haves and the have-nots. I am talking about the trade and tax policies
Congress has approved for the last four decades. Our trade and tax policies weaken
America by allowing major employers to move operations overseas to take advantage of tax
havens and holidays after handing out pink slips back home. Ironically, these policies have
been pushed by both Republican and Democratic administrations.

Mr. Chairman, and members of the Ways and Means Committee, it is my firm belief
that if we provide some real incentives for capital investment in America, slay the regulatory
octopus that has strangled and frustrated American businesses, and remove the incentives
that currently exist in the tax code for moving manufacturing operations overseas -- we wiil
see a dramatic turnaround in the economic picture in this country.

Some aspects of the "Contract with America” have definite merit, and I commend the
Republican leadership for putting these proposals on the table. Among those proposals in
the Contract that I support are the repeal of the marriage tax, the $500 per child tax credit,
the increase in the earnings limit for social security, the repeal of recent tax hikes on the
elderly, and tax incentives for private long-term health care. The Republican Leadership is
off to a good start, but I know that more can be accomplished.

1 recently introduced four bills that, if enacted into law, will have a positive effect on
America’s economic and social future. I ask that you consider adding them to the tax
package you are now working on. T would like to briefly describe my legislative package.

H.R. 248 would provide a 10 perceat investment tax credit toward the purchase of an
American-made durable good. Businesses and consumers would be able to deduct up to
$1,000 for the purchase of an automobile, a computer, or a new machine. Part of the
Contract calls for a capital gains tax, but I would respectfully ask the committee to consider
an investment tax credit as well.

H.R. 249, the "Foreign Subsidiary Tax Equity Act,” targets multinational
corporations seeking tax havens by establishing subsidiaries overseas, despite the fact that
America possesses the most productive and committed workforce in the world. These
corporations leave to escape our regulatory laws and to utilize tax breaks. H.R. 249 would
require U.S.-owned foreign subsidiaries that ship products back into the U.S. to pay the
same level of U.S. taxes as American-based companies.

H.R. 250 would shift the burden of proof in all civil federal tax cases from the
taxpayer to the IRS. Mr. Chairman, this is a measure I have championed for several years
and would like to point out that this measure enjoyed the strong support of both Republicans
and Democrats last year. In fact, more than 120 Members signed a discharge petition to
force the bill from the Ways and Means Committee to the House floor for a vote. I
certainly hope I won't have to resort to that tactic in the 104th Congress! Mr. Chairman, a
basic tenet of the American justice system is "innocent until proven guilty." H.R. 250
simply ensures that this sacred principle is extended to every comer of our justice system.
All too many lives have been ruined unjustly and without cause by an IRS that is all too
often out of control. Most average Americans don’t have the financial resources to do
prolonged baitle with the IRS. Most Americans, when accused by the IRS, simply pay the
fine -- even though they know they did nothing wrong. Many of those who choose to fight
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either go broke all lose everything. My bil) provides some modest safeguards to ensure that
the IRS only brings a case when it has clear evidence that a taxpayer has engaged in fraud.
Any tax reform measure approved by the 104th Congress should include this provision.

Lastly, H.R. 251 would repeal section 903 of the Internal Revenue Code. As you
know, Section 903 extends creditability to those foreign taxes imposed “in lieu of” foreign
income taxes. This means that all foreign taxes are creditable as business costs toward their
foreign taxes paid. Conversely, domestic U.S. companies are put at a distinct disadvantage
and are only able to deduct taxes that are “in lieu of” income taxes.

These proposals can do more to change the direction our country is going than any
two years and out welfare reform program. Real and profound economic and social
progress can be made in this country by approving the measures I have outlined, along with
measures to simplify and lower income and corporate taxes, rationalize and reduce federal
regulations, and overhaul ill-advised trade agreements such as GATT to protect American
sovereignty.

Mr. Chairman, again, I want to thank you for affording me this opportunity to testify
before your august body. I hope to work with you on these tax measures in the weeks and
months ahead. I urge you to make my package of legislative proposals part of any tax
reform measure sent to the floor by the committee.

At this time, I would be happy to answer any questions you might have.

###
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104TH CONGRESS

meS ML R. 3%5

IN THE HOUSE OF REPRESENTATIVES

Mr. TRAFICANT introduced the following bill; which was referred to the
Committee on

A BILL

To discourage domestic corporations from establishing for-

(3]

L T N Y]

eign manufacturing subsidiaries in order to avoid Federal
taxes by including in gross income of United States
shareholders in foreign corporations the retained earn-
ings of any such subsidiary which are attributable to
manufacturing operations in runaway plants or tax ha-
vens.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE. $

This Act may be cited as the “Foreign Subsidiary

Tax Equity Act”.
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SEC. 2. INCOME FROM RUNAWAY PLANTS OR FROM MANU-

FACTURING OPERATIONS LOCATED IN A
COUNTRY WHICH PROVIDES A TAX HOLIDAY
INCLUDED IN SUBPART F INCOME.

(a) FOREIGN BASE CoMPANY MANUFACTURING RE-
LATED INCOME ADDED TO CURRENTLY TAXED
AMOUNTS.—Subsection (a) of section 954 of the Internal
Revenue Code of 1986 (defining foreign base company in-
come) is amended by striking “‘and” at the end of para-
graph (4), by striking the period at the end of paragraph
(5) and inserting ‘, and”, and by adding at the end there-
of the following new paragraph:

“(6) the foreign base company manufacturing
related income for the taxable year (determined
under subsection (h) and reduced as provided in
subsection (b)(5)).”

(b) DEFINITION OF FOREIGN BASE CoMPANY MANU-
FACTURING RELATED INCOME.—Section 954 of such
Code is amended by adding at the end thereof the follow-
ing new subsection: \

“(h) FoREIGN BaSE COMPANY MANUFACTURING
RELATED INCOME.—

“(1) IN GENERAL.—For purposes of this see-
tion, the term ‘foreign base company manufacturing
related income’ means income (whether in the form

of profits, commissions, fees, or otherwise) derived in
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connection with the manufacture for or sale to any
person of personal property by the controlled foreign
corporation where the property sold was manufae-
tured by the controlled foreign corporation in any
country other than the United States if such prop-
erty or any component of such property was manu-
factured—
“(A) in a tax holiday plant, or
“(B) in a runaway plant.
“{2) OTHER DEFINITIONS; SPECIAL RULES.—
For purposes of this subsection—
“(A) TAX HOLIDAY PLANT DEFINED.—The
term ‘tax holiday plant’ means any facility—
“(i) operated by the controlled foreign
corporation in connection with the manu-
facture of personal property, and
“(i) with respect to which any eco-
nomic benefit under any tax law of the
country in which such facility is located ae-
crued—
“(I) to such corporation,
“(II) for the purpose of providing
an incentive to such corporation to es-
tablish, maintain, or expand such fa-

cility, and
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“(IIT) for the taxable year of
such corporation during which the
personal property referred to in para-
graph (1) was manufactured.

“(B) RUNAWAY PLANT DEFINED.—The
term ‘runaway plant’ means any facility—

“(i) for the manufacture of personal
property of which not less than 10 percent
is used, consumed, or otherwise disposed of
in the United States, and

“(11) which is established or main-
tained by the controlled foreign corporation
in a country in which the effective tax rate
imposed by such country on the corpora-
tion is less than 90 percent of the effective
tax rate which would be imposed on such
corporation under this title.

“(C) EcoNOMIC BENEFIT UNDER ANY TAX
LAW DEFINED.—The term ‘economic benefit
under any tax law’ includes—

“(i) any exclusion or deduction of any
amount from gross income derived in con-
nection with—

“() the operation of any manu-

facturing facility, or
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“(II) the manufacture or sale of
any personal property,
which would otherwise be subject to tax
under the law of such country;

“(ii) any reduction in the rate of any
tax which would otherwise be imposed
under the laws of such country with re-
spect to any facility or property referred to
in clause (i) (including any ad valorem tax
or excise tax with respect to such prop-
erty);

“(iii) any ecredit against any tax which
would otherwise be assessed against any
such facility or property or any income de-
rived in connection with the operation of
any such facility or the manufacture or
sale of any such property; and

“(iv) any abatement of any amount of
tax otherwise due and any other reduction
in the actual amount of tax paid to such

country.
“(D) MANUFACTURE DEFINED.—The term

‘manufacture’ or ‘manufacturing’ includes any
production, processing, assembling, or finishing

of any personal property or any component of
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property not yet assembled and any packaging,
handling, or other activity incidental to the
shipment or delivery of such property to any
buyer.

“(E) CORPORATION INCLUDES ANY RELAT-
ED PERSON.—The term ‘controlled foreign cor-
poration’ includes any related person with re-
spect to such corporation.

“(F) SPECIAL RULE FOR DETERMINING
WHICH TAXABLE YEAR AN ECONOMIC BENEFIT
WAS OBTAINED.—An economic benefit under
any tax law shall be treated as having accrued
in the taxable year of the controlled foreign cor-
poration in which such corporation actually ob-
tained the benefit, notwithstanding the fact that
such benefit may have been allowable for any
preceding or succeeding taxable year and was
carried forward or back, for any reason, to the
taxable year.

“(3) LIMITATION ON APPLICATION OF PARA-

GRAPH (1) IN CERTAIN CASES.—For purposes of this

section—

“(A) IN GENERAL.—The term ‘foreign
base company manufacturing related income’

shall not include any income of a controlled for-
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eign corporation from the manufacture or sale

of personal property if—

(i) such corporation is not a corpora-
tion significantly engaged in manufactur-
ing,

‘““(ii) the investment in the expansion
of an existing facility which gave rise to a
tax holiday for such facility was not a sub-
stantial investment, or |

“(iii) the personal property was used,
consumed, or otherwise disposed of in the
country in which such property was manu-
factured.

“(B) CORPORATION SIGNIFICANTLY EN-

GAGED IN MANUFACTURING DEFINED.—

‘(i) GENERAL RULE.—A corporation
shall be deemed to be significantly engaged
in manufacturing if the value of real prop-
erty and other capital assets owned or con-
trolled by the corporation and dedicated to
manufacturing operations is more than 10
percent of the total value of all real prop-
erty and other capital assets owned or con-

trolled by such corporation.
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“(il) SPECIAL RULE FOR ASSESSING
PROPERTY VALUE.—The value of any
property owned by the corporation is the
basis of such corporation in such property.
The basis of the corporation in any prop-
erty which was acquired other than by pur-
chase shall be the fair market value of
such property at the time of such acquisi-
tion. Any property controlled but not
owned by such corporation under any lease
(or any other instrument which gives such
corporation any right of use or occupancy
with respect to such property) shall be
treated as property acquired other than by
purchase in the manner provided in the
preceding sentence.

“(C) SUBSTANTIAL INVESTMENT DE-

FINED.—The term ‘substantial investment’

means any amount which—

“(i) was added to the capital aceount
for an existing facility during the 3-year
period ending on the last day of any tax-
able year with respect to which such facil-

ity is a tax holiday plant, and
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“(11) caused the sum of all amounts
added to such account during such period
to exceed 20 percent of the total value of
such facility (determined in the manuer
provided in subparagraph (B)(ii)) on the
first day of such period.”

(¢) TECHNICAL AND CONFORMING AMENDMENTS.—

(1) The last sentence of subsection (b)(4) of
such section 954 is amended by striking out “sub-
section (a)(5).” and by inserting in lieu thereof
“subsection (a)(5) or foreign base company manu-
facturing related income described in subsection
(a)(6).”

(2) Subsection (b)(5) of such section 954 is
amended by striking out ‘‘and the foreign base com-
pany oil related income” and by inserting in leu
thereof ‘“the foreign base company oil related in-
come, and the foreign base company manufacturing
related income”.

(3) Subsection (b) of such section 954 is
amended by inserting at the end thereof the follow-
ing new paragraph:

“(9) FOREIGN BASE COMPANY MANUFACTURING
RELATED INCOME NOT TREATED AS ANOTHER KIND

OF BASE COMPANY INCOME.—Income of a corpora-
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tion which is foreign base eompany manufacturing
related income shall not be treated as foreign base
company income of such corporation under any
paragraph of subsection (a) other than paragraph
(6).”
(d) EFFECTIVE DATES.—

(1) IN GENERAL.—The amendments made by
this section shall apply to taxable years of foreign
corporations beginning after December 31, 1988,
and to taxable years of United States shareholders
i which, or with which, such taxable years of for-
eign corporations end. |

(2) INVESTMENTS BEFORE THE DATE OF EN-
ACTMENT NOT TAKEN INTO ACCOUNT.—No facility
of a foreign controlled corporation shall be treated
as a tax holiday plant (within the meaning of section
954(h)(2)(A) of such Code, as amended by this see-
tion) or as a runaway plant (within the meaning of
section 954(h)(2)(B) of such Code, as amended by
this section) on the basis of any amount paid or in-
curred with respect to such facility and added to the
capital account for such facility before the date of

the enactment of this Act.
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IN THE HOUSE OF REPRESENTATIVES

Mr. TRAFICANT introduced the following bill; which was referred to the
Committee on

A BILL

To amend the Internal Revenue Code of 1986 to reinstate
a 10-percent domestic investment tax credit, to provide
a credit for the purchase of domestic durable goods,
and for other purposes.

1 Be 1t enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE.

This Act may be cited as the “Investment for Amer-

ica Act”.

L T - VS B )
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SEC. 2. REINSTATEMENT OF 10-PERCENT DOMESTIC IN-
VESTMENT TAX CREDIT.

(a) ALLOWANCE OF CREDIT.—Section 46 of the In-
ternal Revenue Code of 1986 (relating to amount of in-
vestment credit) is amended by striking ‘“‘and” at the end
of paragraph (2), by striking the period at the end of para-
graph (3) and inserting ¢, and”, and by adding at the
end thereof the following new paragraph:

“(4) the domestic investment credit.”

(b) AMOUNT OF CREDIT.—Section 48 of such Code
is amended by adding at the end thereof the following new
subsection:

“(e) DoMEsTIC INVESTMENT CREDIT.—

“(1) IN GENERAL.—For purposes of section 46,
the domestic investment credit for any taxable year
is an amount equal to 10 percent of the qualified in-
vestment for such taxable year.

“(2) QUALIFIED INVESTMENT.—

“(A) IN GENERAL.—For purposes of para-
graph (1), the qualified investment for any tax-
able year is the aggregate of—

“(i) the applicable percentage of the

basis of each new domestic section 38

property placed in service by the taxpayer

during such taxable year, plus
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“(ii) the applicable percentage of the

(S

2 cost of each used domestic section 38 prop-
3 erty placed in service by the taxpayer dur-
4 ing such taxable year.
5 “(B) APPLICABLE PERCENTAGE.—For
6 purposes of subparagraph (A), the applicable
7 percentage for any property shall be determined
8 under paragraphs (2) and (7) of section 46(c)
9 (as in effect on the day before the date of the
10 enactment of the Revenue Reconciliation Act of
11 1990).
12 “(C) CERTAIN RULES MADE APPLICA-
13 BLE.—The provisions of subsections (b) and (c)
14 of section 48 (as in effect on the day before the
15 date of the enactment of the Revenue Reconcili-
16 ation Act of 1990) shall apply for purposes of
17 this paragraph.
18 “(3) DOMESTIC SECTION 38 PROPERTY.—For
19 purposes of this subsection, the term ‘domestic sec-
20 tion 38 property’ means any section 38 property if—
21 “(A) the property was completed in the
22 United States, and
23 “(B) at least 60 percent of the basis of the
24 property is attributable to value added within

25 the United States.
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For purposes of the preceding sentence, the term

‘United States’ includes the Commonwealth of Puer-
to Rico and the possessions of the United States.
“(4) SECTION 38 PROPERTY.—For purposes of
this subsection, the term ‘section 38 property’
means—
“(A) tangible personal property (other
than an air conditioning or heating unit), or
“(B) other tangible property (not including
a building and its structural components) but
only if such property—

“(i) is used as an integral part of
manufacturing, production, or extraction
or of furnishing transportation, commu-
nications, electrical energy, gas, water, or
sewage disposal services, or

“(ii) constitutes a research facility
used in connection with any of the activi-
ties referred to in clause (i), or

“(ill) constitutes a facility used in
connection with any of the activities re-
ferred to in clause (i) for the bulk storage
of fungible commodities (including com-
modities in a liquid or gaseous state), or
“(C) elevators and escalators, but only if—
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“(i) the construction, reconstruction,
or erection of the elevator or escalator is
completed by the taxpayer, or
“(ii) the original use of such elevator
or escalator commences with the taxpayer,
or
“(D) single purpose agricultural or horti-
cultural structures; or
“(E) a storage facility (not including a
building and its structural components) used in
connection with the distribution of petroleum or
any primary product of petroleum.
Such term includes only property to which section
168 applies without regard to any useful life and
any other property with respect to which deprecia-
tion (or amortization in lieu of depreciation) is al-
lowable and having a useful life (determined as of
the time such property is placed in service) of 3
years or more.

“(5) COORDINATION WITH OTHER CREDITS.—
This subsection shall not apply to any property to
which the energy credit or rehabilitation credit
would apply unless the taxpayer elects to waive the
application of such credits to such property.
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“(6) CERTAIN PROGRESS EXPENDITURE RULES

MADE APPLICABLE.—Rules similar to rules of sub-
section (c)(4) and (d) of section 46 (as in effect on
the day before the date of the enactment of the Rev-
enue Reconciliation Act of 1990) shall apply for pur-
poses of this subsectioﬁ.”

(c) TECHNICAL AMENDMENTS.—

(1) Subparagraph (C) of section 49(a)(1) of
such Code is amended by striking “and” at the end
of clause (i), by striking the period at the end of
clause (iil) and inserting *, and”, and by adding at
the end thereof the following new clause:

“(iv) the basis of any new domestic
section 38 property and the cost of any
used domestic section 38 property.”

(2) Subparagraph (E) of section 50(a)(2) of
such Code is amended by inserting “or 48(e)(6)”’ be-
fore the period at the end thereof.

(3) Paragraph (5) of section 50(a) of such Code
is amended by adding at the end thereof the follow-
Ing new subparagraph:

“(D) SPECIAL RULES FOR CERTAIN PROP-
ERTY.—In the case of any domestic section 38
property which is 3-year property (within the
meaning of section 168(e))—
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1 “(i) the percentage set forth in clause
2 (ii) of the table contained in paragraph
3 (1)(B) shall be 66 percent,

4 “(ii) the percentage set forth in clause
5 (iii) of such table shall be 33 percent, and
6 “(iii) clauses (iv) and (v} of such table
7 shall not apply.”

8 (4){(A) The section heading for section 48 of
9 such Code is amended to read as follows:
10 “SEC. 48. OTHER CREDITS.”
11 (B) The table of sections for subpart E of part
12 IV of subchapter A of chapter 1 of such Code is
13 amended by striking the item relating to section 48

14 and inserting the following:
“Sec, 48. Other credits.”

15 (d) EFFECTIVE DATE.—The amendments made by
16 this section shall apply to periods after December 31,
17 1994, under rules similar to the rules of section 48(m)
18 of the Internal Revenue Code of 1986 (as in effect on the
19 day before the date of the enactment of the Revenue Rec-
20 onciliation Act of 1990).

21 SEC. 3. CREDIT FOR PURCHASES OF DOMESTIC DURABLE
22 GOODS.

23 (a) IN GENERAL.—Subpart A of part IV of sub-
24 chapter A of chapter 1 of the Internal Revenue Code of
25 1986 (relating to nonmrefundable personal credits) is
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amended by inserting after section 22 the following new
section:

“SEC. 23. PURCHASES OF DOMESTIC DURABLE GOODS.

“(a) GENERAL RULE.—In the case of an individual,

there shall be allowed as a credit against the tax imposed
by this chapter for the taxable year an amount equal to
7 percent of the aggregate amount paid during the taxable
year for the purchase of domestic durable goods.

“(b) DoMEsTIC DURABLE GOODS.—For purposes of

this section—

“(1) IN GENERAL.—The term ‘domestic durable
good’ means any durable good if—

“(A) the property was completed in the

United States, and

“(B) at least 60 percent of the basis of the
property is attributable to value added within
the United States.

“(2) UNITED STATES.—The term ‘United
States’ includes the Commonwealth of Puerto Rico
and the possessions of the United States.

“(e) LiMITATION.—The amount of the credit allowed

22 under subsection (a) for any taxable year shall not exceed
23 $1,000.”
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(b) CONFORMING AMENDMENT.—The table of sec-

tions for such subpart A is amended by inserting after

the item relating to section 22 the following new item:
“Sec., 23. Purchases of domestic durable goods.”

(¢) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years beginning after
December 31, 1994.

SEC. 4. CREDIT FOR CERTAIN COSTS INCURRED IN PUR-
CHASING AN AMERICAN-MADE PASSENGER
VEHICLE.

(a) IN GENERAL.—Subpart A of part IV of sub-
chapter A of chapter 1 of the Internal Revenue Code of
1986 (relating to nonrefundable personal credits) is
amended by inserting after section 23 (as added by section
3 of this Act) the following new section:

“SEC. 24. CERTAIN COSTS INCURRED IN PURCHASING AN
AMERICAN-MADE PASSENGER VEHICLE,

“(a) IN GENERAL.—In the case of an individual,
there shall be allowed as a credit against the tax imposed
by this chapter for the taxable year an amount equal to
the qualified payments made by the taxpayer during such
year.

“(b) QUALIFIED PAYMENTS.—For purposes of this
section, the term ‘qualified payments’ means any payment

of—
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1 (1) any State or local sales tax imposed on the

purchase by the taxpayer of any qualified auto-
mobile, and

“(2) any interest on any loan which is secured

2
3
4
5 by a qualified automobile and which was incurred by
6 the taxpayer to purchase such automobile.

7 “(e) QUALIFIED AUTOMOBILE.—For purposes of this
8 section, the term ‘qualified automobile’ means any auto-
9

mobile (as defined in section 4064(b))—

10 “(1) which is purchased after December 31,
11 1994,

12 “(2) which is domestically produced,

13 “(3) the original use of which begins with the
14 taxpayer, and

15 “(4) substantially all of the use of which is for
16 personal, nonbusiness purposes.

17 For purposes of the preceding sentence, an automobile is
18 domestically produced if more than 60 percent of the anto-
19 mobile is produced in the United States and its final as-
20 sembly occurs in the United States.

21 “(d) DENIAL OF DOUBLE BENEFIT.—No deduction
22 or credit shall be allowed under any other provision of this
23 title for any payment for which a credit is allowable under
24 this section.”
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(b) CLERICAL, AMENDMENT.—The table of sections

for such subpart A is amended by inserting after the item

relating to section 23 the following new item:

“Sec. 24. Certain costs incurred in purchasing an American-made
passenger vehicle.”

(¢) EFFECTIVE DATE.—The amendments made by
this section shall apply to taxable years ending after De-
cember 31, 1994.

SEC. 5. PLACEMENT OF MADE IN AMERICA LABELS ON
PRODUCTS.

(a) REQUIREMENTS FOR USE OF LABELS.—No prod-
uct may bear a label which states or suggests that the
product was made in America unless—

(1) the product has been registered with the

Department of Commerce under subsection (b); and

(2) the Secretary of Commerce has determined
that—
(A) 60 percent of the produet was manu-
factured in the United States; and
(B) final assembly of the product took
place in the United States.

(b) REGISTRY OF AMERICAN-MADE PRODUCTS.—
Not later than 12 months after the Secretary has promul-
gated regulations regarding the registration of products
with the Department of Commerce under this section, a
person shall register with the Department of Commerce



163

12

1 any product on which there is or will be affixed a label

2 which states or suggests that the product was made in

3 America.

4 (¢) PENALTIES FOR FRAUDULENT USE oF La-
5 BELS.—

6 (1) CiviL FINE.—Any person who, with an in-
7 tent to defraud or mislead, places on a product a
8 label which states or suggests that the product was
9 “made in America’ in violation of this section may
10 be assessed a civil penalty by the Secretary of not
11 more than $100,000. The Secretary may issue an
12 order assessing such civil penalty only after notice
13 and an opportunity for an agency hearing on the
14 record. The validity of such order may not be re-
15 viewed in an action to collect such civil penalty.

16 (2) INJUNCTIVE RELIEF.—The Secretary may
17 bring an action to enjoin the violation of, or to com-
18 pel compliance with, this section, whenever the Sec-
19 retary believes that such a violation has oceurred or
20 is about to occur.

21 (d) REGULATIONS.—Not later than 12 months after

22 the date of the enactment of this Act, the Secretary shall

23

promulgate regulations establishing procedures under

24 which a person shall register a product under this section.

25

{e) DEFINITIONS.—For purposes of this section:
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(1) LABEL.—The term ‘“label’” means any writ-
ten, printed, or graphic matter on, or attached to,
a product or any of its containers or wrappers.
(2) SECRETARY.—The term “Secretary’ means

the Secretary of Commerce.
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IN THE HOUSE OF REPRESENTATIVES

Mr. TRAFICANT introduced the following bill; which was referred to the
Committee on

A BILL

amend the Imternal Revenue Code of 1986 to provide
that the burden of proof shall be on the Secretary of
the Treasury in all tax cases, and for other purposes.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. BURDEN OF PROOF.

(a) GENERAL RULE.—Chapter 77 of the Internal
Revenue Code of 1986 (relating to miscellaneous provi-
sions) is amended by adding at the end thereof the follow-
Ing new section:
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“SEC. 7524. BURDEN OF PROOF.

“Notwithstanding any other provision of this title, in
the case of any eourt proceeding, the burden of proof with
respect to all issues shall be upon the Secretary.”

(b) CLERICAL AMENDMENT.—The table of sections
for chapter 77 of such Code is amended by adding at the

end thereof the following new item:
“See, 7524. Burden of proof.”

" (¢) EFFECTIVE DATE.—The amendments made by
this section shall take effect on the date of the enactment
of this Act.

SEC. 2. SECRETARY OF THE TREASURY REQUIRED TO
SPECIFY, ON REQUEST, REGULATIONS IMPLE-
MENTING SPECIFIC TAXES.

(a) IN GENERAL.—Section 6001 of the Internal Rev-
enue Code of 1986 (relating to notice or regulations re-
quiring records, statements, and specific returns) is
amended by inserting “(a) IN GENERAL.—" at the begin-
ning of the first sentence and by adding at the end the
following new subsection:

“(b) REQUESTS FOR IDENTIFICATION OF IMPLE-
MENTING REGULATIONS.—The Secretary shall identify in
writing the specific kind ‘or type of tax, and its specific
implementing regulations within 14 days, upon the written
request from any person made liable for the payment of
any tax under this title.”
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(b) CONFORMING AMENDMENT.—Subsection (a) of
section 6001 of such Code, as redesignated by subsection
(a), is amended—

(1) by striking “any tax’ in the first sentence
and inserting ‘‘any kind or type of tax”, and
(2) by striking “he may require” in the second
sentence and inserting “he shall require”.
SEC. 3. INCREASE IN LIMIT ON RECOVERY OF CIVIL DAM-
AGES FOR UNAUTHORIZED COLLECTION AC-
TIONS; EXCLUSION OF SUCH DAMAGES FROM
INCOME.

(a) INCREASE IN LiMIT.—Subsection (b) of section
7433 of the Internal Revenue Code of 1986 (relating to
damages) is amended by striking “$100,000” and insert-
ing “$1,000,000".

(b) ExXcLUSION FRrRoM INCOME.—Section 7433 of
such Code is amended by adding at the end the following
new subsection:

“(e) EXCLUSION OF DaAMAGES FRoM INCOME.—
Damages awarded under this section shall be excluded
from gross inecome under this title.”

{¢c) EFFECTIVE DATE.—The amendments made by
this section shall apply to actions by officers or employees
of the Internal Revenue Service after the date of the en-
actment of this Act.
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IN THE HOUSE OF REPRESENTATIVES

Mr. TRAFICANT introduced the following bill; which was referred to the
Committee on

A BILL

To amend the Internal Revenue Code of 1986 to deny the
foreign tax credit and deduction for taxes paid in lieu
of income taxes.

1 Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. DENIAL OF FOREIGN TAX CREDIT AND DEDUC-
TION FOR TAXES PAID IN LIEU OF INCOME

TAXES.
(a) IN GENERAL.—Section 903 of the Internal Reve-
nue Code of 1986 (relating to credit for taxes in lieu of

0 N O AW

income, ete., taxes) is hereby repealed.
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1 (b) CLERICAL AMENDMENT.—The table of sections
2 for subpart A of part III of subchapter N of chapter 1
3 of such Code is amended by striking the item relating to
4 section 903.

5 (c) EFFECTIVE DATE.—The amendments made by
6 this section shall apply to taxable years beginning after
7 December 31, 1994.
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Mr. CrRANE. I thank the gentleman for his testimony.
Mr. Nadler.

STATEMENT OF HON. JERROLD NADLER, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF NEW YORK

Mr. NADLER. Thank you, Mr. Chairman. First, let me express my
appreciation to the committee for its willingness in hearing my tes-
timony this morning, and I have two subjects of testimony.

First, in 1993, many of us worked to stop a proposal w¥xich many
of us found to be extremely troubling and discriminatory to seniors
nationwide, and I refer, of course, to the proposal to increase the
proportion of Social Security subject to taxation from 50 to 85 per-
cent above certain income levels.

Congresswoman Carolyn Maloney, Nita Lowey, Bernie Sanders,
and I introduced an amendment to remove this provision in the
Omnibus Reconciliation Act. Unfortunately, the Rules Committee
did not make this amendment in order. This provision was passed
and adopted into law as part of the Omnibus Reconciliation Act,
and it provides that single Social Security recipients with taxable
incomes over $34,000 and married recipients with joint taxable in-
comes over $44,000 will now find 85 percent of their benefits sub-
ject to income tax rather than the 50 percent of benefits previously
subject to taxation.

ere is agreement on this issue that goes beyond the bounds of
partisan politics. There is agreement on both sides of the aisle that
this tax increase is grossly unfair. Shortly after the passage of the
Omnibus Reconciliation Act, Congresswoman Nita Lowey and I and
several other Members introduced H.R. 2987, which would have re-
pealed this unfair tax immediately. This week we are reintroducing
legislation to accomplish this goal.

Our plan differs from H.R. 8 in one significant way. First, our
legislation would repeal this tax increase immediately. I believe
that it is unjust to H)rce a senior citizen to wait for 5 years until
Congress figures out how to balance the budget. If we do.

It was wrong to focus a tax increase only on older Americans.
They have been paying this unjust increase and we should not
compound the injustice by asking them to continue to pay any part
of this increase beyond this year.

Additionally, while we agree on the fundamental principles un-
derlying this legislation, H.R. 8 does not address the question of
offsetting revenue. I believe we should deal honestly and openly
with the question of how we should pay for this revenue.

This issue is one of particular concern to my constituents in New
York where, because of a very high cost of living, an income of
$34,000 is very, very far from wealthy. The application of this tax
increase has been especially unfair and burdensome to my neigh-
bors living on Social Security. I urge the committee to repeal it
now, not in 5 years.

The second subject I wanted to mention is section 277 of the Tax
Code, which as long as we are dealing with the taxes, we should
pay attention to now. This provision is a rather obscure provision
originally enacted with the intention of closing a loophole by which
country clubs and golf clubs were making sums of money on inter-
est and other income and were escaping taxation.
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The IRS ruled a few years ago retroactive to 1986, that co-ops
and condos were subject to this tax on income in their reserve
funds. Now, many States require co-ops, not condos, or sometimes
condos but mostly co-ops, require a co-op to have a reserve fund to
provide for funds if the roof needs repair or some other major cap-
ital improvement must be done. Ang so these co-ops and condos
maintain the reserve funds. They keep them in a bank and earn
interest. And suddenly they now find that with 8 years of retro-
activity the IRS is giving interpretation to section 277 that no one
ever anticipated, and large sums are being demanded, such that in
many cases will throw these co-ops into bankruptcy and upset the
entire situation.

I don’t remember the exact figure that it would cost to repeal
this. It is a small figure for the country. Congressman Rangel and
Congressman Schumer both have legislation introduced in prior
years, Senator Moynihan also, to change this egregious misinter-
pretation of the statute to impose a tax never anticipated by Con-
gress, which was done by the IRS and done retroactively, as I said,
and I hope that you will take this opportunity to eliminate this pro-
vision retroactive to 1986, to adopt Congressman Rangel’s bill on
the subject and incorporate it into whatever else is done this year
so that we can eliminate this threat to the financial stability of
many co-ops and condos throughout the country.

We all say that we want homeownership, especially middle-class
homeownership. We want to encourage co-ops and condos middle-
class homeownership. This is a direct threat to hundreds of thou-
sands of units in New York and elsewhere. So I hope you will give
it every consideration, and I thank you for your courtesy and mem-
bers of the committee.

Mr. CRANE. Thank you, Mr. Nadler.

And next, Mr. Goss.

STATEMENT OF HON. PORTER J. GOSS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF FLORIDA

Mr. Goss. Thank you very much, Mr. Chairman. I congratulate
you on these hearings and you and your members of this committee
for taking the time. It is critically important and I know the people
of America are fascinated with what is going on here and looking
for a good outcome.

I want to submit an amended updated statement for the record
in addition to the one I have given you for your packets, which has
some new information in it, and let that stand as my statement
and make a few remarks, if that is permissible.

Mr. CRANE. Absolutely.

Mr. Goss. Thank you, Mr. Chairman.

Mr. Chairman, I come from a part of the country in southwest
Florida, which is a wonderful place to live and a great place to re-
tire. As a result I represent an awfully large number of senior citi-
zens. I can tell you that the Senior Citizens’ Equity Act is being
watched very closely by the people in my district because they be-
lieve it corrects some serious problems and some great unfairness
that exists with regard to our senior citizens in this country.

I have just completed a term of serving on the Bipartisan Enti-
tlement and Tax Reform Commission, known also as the Kerrey
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Commission, and I think we all understand there are some serious
problems facing us out there that we are going to have to deal
with. They are generational they are so large. We have years ahead
to plan for these.

But before we get to those big, big issues of entitlements and
how we handle them, there are some short-term fixes that we can
make. And in the Senior Citizens’ Equity Act, I think there are sev-
eral that we should get on with immediately. The first, of course,
is the earnings test limitation.

Coming from where I do, the earnings test has about equal bill-
m%l with the notch as a subject when 1 go to a town meetinfg. And
I think that that probably gives you an idea of the amount of inter-
est there and the amount of correspondence I get on it.

I think that phasing out the earnings limitation test as quickly
as possible is a great 1dea. It is hard for people to imagine, I guess,
that once you have retired you may not have enough money. But,
in fact, life goes on and events happen. Sickness comes, unforeseen
expenses come, inflation comes, and suddenly you do not have
enough dollars to meet your needs. Then you discover if you go
back to work that you are penalized for working, you are payin
a prohibitive tax rate, more than anybody else in the country, an
the bargain that was made with regard to your Social Security is,
in fact, being reneged on because you are not getting the Social Se-
curity payment that you are entitled to from the withholding of all
those payroll taxes throughout your productive years. You find you
have to go back to work and you are working at a disadvantage.
Revising the earnings limit seems to me to be a question of com-
mon sense and fair play, and one, as I have heard other testimony
just sitting at this table today, that we know that there is a body
of influence that wants to correct rather quickly.

The second area, the repeals of what we call the new tax on So-
cial Security concerns the taxation of that part of Social Security
above 50 percent up to 85 percent of benefits that has been re-
ferred to frequently in testimony and much discussed. I think that
it is very imperative that we get on with that repeal. Again, it is
a question of fair play on this, and I do not see how we get away
with justifying taxing the seniors. If we are going to have taxes
across the board because we need revenues in this country, that is
one thing, but why are we picking only on seniors?

I would suggest, as I have many times previously, Mr. Chairman,
as you know, and I have been very specific about it with specific
lists of spen ’ni cuts that I have submitted to this committee and
to others over the years, that I think we should focus on spending
cuts first. But I also feel that the tax relief in this package for our
Sﬁnior citizens is important, because we have unfairly picked on
them.

The part of my testimony that has been amended is the part that
has to deal with what happens to the revenues that come in from
the Social Security tax. I understand that those revenues in fact,
now go to the Medicare Trust Fund. But in effect, they come out
of the Social Security Trust Fund system and go into another sys-
tem, which is not the same part. It is not the same system. They
are not ﬁoing into the General Treasury, which would be worse, but
they still are not part of the bargain that was made with the peo-
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ple paying the payroll tax under Social Security. I think that is an
area that needs correction.

The final area that comes under the jurisdiction of this commit-
tee that is in the packet has to do with long-term care insurance.
Obviously, we have taken a good deal of time trying to find out
what people’s druthers are in the area of health insurance, having
gone through the debate last year. I find that perhaps 80 percent
of our senior citizens who have health care problems would rather
have them taken care of in a home style atmosphere. They would
like to minimize expenses.

There are a number of ways that these things can be done
through the incentives and the changes in the tax programs that
we have outlined here under the long-term care insurance provi-
sions. They will benefit seniors, and will certainly help them get on
with dealing with their health care costs. Certainly health reform
is an unfinished piece of business for the U.S. Congress, and I
think these long-term care provisions will provide welcome relief in
the short term.

The other area, the Fair Housing Act, is not in your jurisdiction,
but I think it is equally worthy and a much welcomed provision in
that act. Mr. Chairman, I would ask that this committee move as
rapidly as it prudently can in the areas that are within your juris-
diction because I know our country is waiting eagerly for these
changes. I thank you for the opportunity to present this testimony.

[The prepared statement follows:]
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THANK YOU MR. CHAIRMAN. I GREATLY APPRECIATE THE OPPORTUNITY TO
TESTIFY BEFORE THIS DISTINGUISHED PANEL TODAY. FIRST, LET ME
CONGRATULATE YOU ON ASSUMING THE CHAIR AND FOR MOVING SO QUICKLY ON
THESE HEARINGS. AND LET ME ALSO CONGRATULATE AND WELCOME ALL THE NEW
MEMBERS OF YOUR COMMITTEE. WITH THAT SAID, MR. CHAIRMAN, I'D LIKE TO
ADDRESS ONE ITEM IN THE "CONTRACT WITH AMERICA" THAT IS VERY CLOSE TO
MY HEART -- "THE SENIOR CITIZENS' EQUITY ACT."

AS YOU KNOW MR. CHAIRMAN, BECAUSE OF THE LARGE NUMBER OF RETIREES WHO
RESIDE IN MY DISTRICT, I HAVE WORKED TIRELESSLY ON MANY SENIORS’
ISSUES SINCE COMING TO THE CONGRESS. LAST YEAR I WAS ONE OF SEVERAL
MEMBERS WHO HELPED DEVELOP "THE SENIOR CITIZENS‘ EQUITY ACT" AND
FOUGHT FOR ITS INCLUSION IN THE CONTRACT. NEEDLESS TO SAY, I AM
THRILLED THAT NOW, WE WILL FINALLY BE GIVEN THE CHANCE TO REEXAMINE,
LEGISLATIVELY, IMPORTANT 1SSUES LIKE THE SOCIAL SECURITY EARNINGS
LIMIT AND THE REPEAL OF THE CLINTON SOCIAL SECURITY TAX. I HOPE MY
TESTIMONY CAN HELP THE PANEL BETTER APPRECIATE THE HUMAN CONSEQUENCES
OF SOME OF THESE CURRENT POLICIES -- AND ULTIMATELY HELP CONVINCE THE
HOUSE THAT RAPID ENACTMENT OF THE "SENIOR CITIZENS’ EQUITY ACT" IS IN
AMERICA’S BEST INTEREST.

THE "SENIOR CITIZENS’ EQUITY ACT" CONSISTS OF FOUR PRIMARY

PROVISIONS -- RAISING OF THE SOCIAL SECURITY EARNINGS LIMIT, REPEAL OF
THE NEW TAX ON SOCIAL SECURITY BENEFITS LEVIED AS A PART OF PRESIDENT
CLINTON’S 1993 RECONCILIATION BILL, CREATION OF NEW TAX INCENTIVES FOR
THE PURCHASE OF PRIVATE LONG-TERM CARE INSURANCE, AND A STATUTORY
CLARIFICATION OF THE FAIR HOUSING ACT'’S SENIOR COMMUNITY EXEMPTION.
THE FIRST THREE FALL WITHIN THIS COMMITTEE'S JURISDICTION. AS ONE WHO
HAS SEEN FIRSTHAND THE ILL-EFFECTS ON OUR CURRENT POLICIES IN THESE
AREAS, I URGE YOU TO TAKE THIS OPPORTUNITY TO IMPROVE UPON THE STATUS
QUO.

FIRST, I WOULD CONTEND THAT REPEALING THE SOCIAL SECURITY EARNINGS
LIMITATION IS AMONG THE MOST IMPORTANT ITEMS IN THE ENTIRE CONTRACT.
THE CURRENT POLICY DISCOQURAGES AND PENALIZES WORK, AND HURTS THOSE
SENIORS WHO STRUGGLE TO LIVE ON MODEST FIXED INCOMES THE MOST. IN
SHORT, THE CURRENT POLICY IS A CRUEL CATCH-22. BECAUSE THE POLICY
ONLY WITHHOLDS SOCIAL SECURITY BENEFITS AS EARNED INCOME EXCEEDS THE
ALLOWABLE MAXIMUM, WEALTHIER RECIPIENTS WHO MAY DRAW UPON PRIVATE
PENSIONS OR INVESTMENT INCOME ARE NOT EFFECTED. INSTEAD, IT’S THOSE
SENIORS WHO RETIRE AND THEN FIND (FOR WHATEVER REASON} THAT THEIR
FIXED RETIREMENT INCOME IS INADEQUATE TO MEET THEIR DAILY NEEDS WHO
ARE SUBJECTED TO THE EARNINGS LIMIT. WHEN THEY TRY TO TAKE
RESPONSIBILITY FOR THEIR OWN NEEDS, AND RETURN TC WORK, THEY SOON
REALIZE THAT EVERY DOLLAR THEY EARN ABOVE THE LIMIT IS TAXED AT AN
EFFECTIVE MARGINAL TAX RATE OF NEARLY 60%! NOT ONLY DOES THIS POLICY
SERVE AS A DISINCENTIVE TO WORK, IT DEVALUES THE DIGNITY OF
INDEPENDENCE.

I FEEL STRONGLY THAT REPEALING THE EARNINGS LIMIT WOULD BE GOOD FOR
ALL AMERICANS. NOT ONLY WOULD IT ENABLE WORKING CLASS SENIQRS TG
REGAIN THE DIGNITY THAT ACCOMPANIES SELF-RELIANCE, THE ENTIRE AMERICAN
ECONOMY WOULD BENEFIT FROM THE CONTINUED PRODUCTIVITY OF OLDER
AMERICANS. AMERICA WAS BUILT ON THE PRINCIPLES OF INDIVIDUAL FREEDOM
AND RESPONSIBILITY. AS WE SEEK TO ROLL BACK THE CULTURE OF DEPENDENCY
THAT SEEMS TO HAVE SURROUNDED SO MANY OF OUR FEDERAL PROGRAMS, WE
SHOULD ENCOQURAGE AND REWARD PRODUCTIVITY AND PERSONAL RESPONSIBILITY
FROM ALL AMERICANS. REPEALING THE EARNINGS LIMIT IS A GOOD PLACE TO
START .

THE SECOND TAX-RELATED PROVISION IN THE "SENIOR CITIZENS' EQUITY ACT"
IS THE REPEAL OF THE ADDITIONAL TAX ON SOCIAL SECURITY BENEFITS. THIS
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TAX HAS BEEN VIGORQUSLY DEFENDED BY PRESIDENT CLINTON AND OTHERS IN
THE DEMOCRATIC LEADERSHIP AS A NECESSARY AND JUSTIFIED SACRIFICE,
IMPOSED ONLY ON THE RICH. 1IN MY VIEW THIS POLICY IS JUST ANOTHER
VESTIGE OF THE OLD TAX AND SPEND MENTALITY. IF WE ARE TRULY GOING TO
REINVIGORATE AMERICA, AND MAKE THE SYSTEM WORK FOR THOSE WHO WORK HARD
AND PLAY BY THE RULES, THIS IS THE VERY KIND OF POLICY THAT WE MUST
RETHINK.

THIS NEW $30 BILLION TAX IS NOT A LEVY ON THE RICH, BUT SIMPLY ANOTHER
OF THE GROWING TAXES ON MIDDLE-INCOME AMERICANS WHICH ARE ESSENTIAL TO
THE FINANCING OF THE OLD BLOATED FEDERAL BUREAUCRACY. THE POLICY,
WHICH MAKES 85% OF SOCIAL SECURITY BENEFITS TAXABLE INCOME, EFFECTS
THOSE SENIORS WITH INCOMES OF $34,000 OR MORE A YEAR. I WOULD CONTEND
THAT $34,000 A YEAR IS HARDLY RICH BY MOST AMERICANS’ STANDARDS --
ESPECIALLY WHEN YOU CONSIDER THE HIGH COSTS OF LIVING SENIORS FACE
WITH TODAY'S HEALTH SYSTEM. BY DESIGN, THIS THRESHOLD IS NOT INDEXED
FOR INFLATION -- IT WILL BE RATCHETED DOWN IN REAL TERMS OVER THE
YEARS .

NOW THAT WE KNOW WHAT IT IS, I'D LIKE TO SUGGEST TWO REASONS WHY IT
SHOULD BE REPEALED. FIRST, THIS POLICY CAN BE SEEN AS DOUBLE
TAXATION. RECIPIENTS PAYING INTO THE SOCIAL SECURITY SYSTEM HAVE
ALREADY PAID INCOME TAX ON THEIR CONTRIBUTIONS. THE OLD POLICY OF
TAXING S0% OF BENEFITS RECOGNIZED THIS FACT IN THAT ONLY THE PORTION
OF BENEFITS ATTRIBUTABLE TO EMPLOYER CONTRIBUTIONS WAS TAXABLE.
SECONDLY, AND MORE IMPORTANTLY, I THINK SPECIFICALLY TAXING SENIORS
WHO HAVE RESPONSIBLY PREPARED FOR THEIR OWN RETIREMENTS TO MAKE UP FOR
CONGRESS’ OWN LACK FISCAL RESPONSIBILITY, IS BOTH MORALLY SUSPECT AND
ECONOMICALLY DESTRUCTIVE.

AGAIN, THIS POLICY PENALIZES PRIVATE SAVINGS AND PERSONAL
RESPONSIBILITY, ALL TO HELP FUND THE IRREPRESSIBLE GROWTH OF OUR
INCREASINGLY INEFFECTIVE FEDERAL BUREAUCRACY. CONTRARY TO SOME
BELIEFS, REVENUES GENERATED FROM THIS POLICY WERE NOT DEDICATED TO
SHORING UP THE SOCIAL SECURITY TRUST FUND, BUT WERE INSTEAD USED TO
HELP FINANCE THE NEW SPENDING INCLUDED IN THE CLINTON BUDGET. THIS
UNPRECEDENTED COMMINGLING OF SOCIAL SECURITY RELATED REVENUES WITH
GENERAL TREASURY RECEIPTS HAS BEEN WIDELY CRITICIZED. I THINK IT
COULD INVITE OTHER FISCALLY INAPPROPRIATE FINANCING ARRANGEMENTS AND
FURTHER MUDDLE THE PUBLIC’S UNDERSTANDING AND CONFIDENCE IN OUR
ENTITLEMENT PROGRAMS . MOST IMPORTANTLY THOUGH, THIS POLICY AGAIN
DISCOUNTS THE PRINCIPLE OF SELF RELIANCE. WE SHOULD ENCOURAGE AND
REWARD PEOPLE WHO HAVE HAD THE DISCIPLINE AND FORESIGHT TO SECURE
RETIREMENT INCOMES TO SUPPLEMENT SOCIAL SECURITY. THIS SHOULD BE
ESPECIALLY TRUE NOW THAT THE FUTURE FINANCING STREAMS OF MANY
ENTITLEMENT PROGRAMS THAT SERVE RETIREES ARE IN LONG-TERM IMBALANCE.

FINALLY, I'D ALSO ENCOQURAGE YOUR SUPPORT OF THE LONG-TERM CARE TAX
INCENTIVES IN TITLE III. AGAIN, THE IDEA HERE IS TO ENCOURAGE AND
REWARD INDIVIDUALS TO APPROPRIATELY PREPARE FOR THEIR OWN FUTURES.
WHILE THE EVER-INCREASING COST OF LONG-TERM CARE HAS BEEN EQUALLY
DIFFICULT FOR GOVERNMENT AND INDIVIDUAL FAMILIES TO MANAGE, EVERYONE
AGREES THAT THE MORE WE SAVE NOW, FOR THE VAST DEMANDS THAT OUR
NATION’S DEMOGRAPHICS WILL BRING IN THIS AREA IN THE FUTURE, THE
BETTER OFF WE’'LL BE. THE TAX INCENTIVES IN THIS BILL WOULD
SIGNIFICANTLY INCREASE PRIVATE SAVINGS FOR LONG-TERM CARE AND IN TURN
BETTER ENABLE US TO MANAGE THE PROJECTED COSTS OF CARING FOR OUR AGING
POPULATION. MUCH LIKE HOW THE EMPLOYER DEDUCTION FOR HEALTH INSURANCE
HAS CAUSED THE WORK PLACE TO BECOME THE PRIMARY AND MOST LASTING
SOURCE OF MAJOR MEDICAL COVERAGE, SIMILAR TAX INCENTIVES ARE NEEDED
FOR LONG-TERM CARE. NOT ONLY WILL THIS APPROACH HELP ENCOURAGE THE
DEVELOPMENT OF MANY, COMPETING PRIVATE LONG-TERM CARE OPTIONS, BUT BY
REWARDING THOSE WHO SELF-INSURE NOW, IT WILL DRAMATICALLY REDUCE THE
COST OF OUR ALREADY OVERBURDENED PUBLIC LONG-TERM CARE PROGRAMS IN THE
FUTURE.

FOR ALL OF THESE REASONS, I URGE THIS COMMITTEE TO MAKE ADOPTION OF
THE "SENIOR CITIZENS EQUITY ACT" A VERY HIGH PRIORITY FOR THE 104TH
CONGRESS. THANK YOU FOR YOUR ATTENTION. AND AGAIN MR. CHAIRMAN,
THANK YOU FOR THE INVITATION TO TESTIFY HERE TODAY.
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Mr. CRANE. Thank you, Mr. Goss.
And next is Mrs. Lowey.

STATEMENT OF HON. NITA M. LOWEY, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF NEW YORK

Mrs. Lowey. Thank you, Mr. Chairman, and I too would like to
thank you for giving me the opportunity to testify before you, and
I would like to ask permission to revise and extend these remarks
and submit them to the committee.

Before I focus on the specific bill which I have already introduced
in this term, I want to share my colleague, Porter Goss’ comments,
with regard to the earnings limitation and long-term care, and, in
fact, I have had a couple of very specific incidents in my district
where I have joined constituents in their outrage, people on Social
Security who find that they have to earn a few more dollars and
they find that the inspectors are out there chasing them down like
common thieves because they want to earn dollars above what they
were appropriately supposed to be doing. I think it is urgent that
we revise those limitations.

Congressman Nadler and 1 are here today to encourage you to
move grward quickly on your pledge to repeal the increase in the

portion of Social Security benefits subjected to taxation from 50 to
85 percent. As you well know, 50 percent was the threshold before
passage of the Revenue Reconciliation Act of 1993.

We introduced legislation, referred to by my colleague, H.R.
2987, to repeal this tax increase before the ink was even dry on the
enacting legislation. Therefore, we call on you to repeal this oner-
ous tax increase now, eliminating your proposal to phase out the
tax over 5 years. The senior citizens who are bearing this burden
deserve no less.

The increased taxation of Social Security benefits on those indi-
-viduals whose incomes are above $34,000 and couples with incomes
above $44,000 was wrong when it was enacted and it remains
wrong today. There is absolutely no reason to delay its repeal, es-
pecially since there are numerous places where cuts can be made
in appropriations. In fact, in our bill, which was introduced on Au-
gust 6, 1993, we explicitly included, in title II of the bill, 10 specific
spending cuts totaling $32 billion over 5 years that would have
fully offset the revenue loss from repealing this onerous and unfair
tax increase. As a member of the Committee on Appropriations, I
am prepared to work with you and others long and hard to ensure
that we have a serious contribution to deficit reduction through
specific spending reductions. The first installment of these reduc-
tions should be used to offset repeal of this particular tax increase.

In closing, let me make one point, which I know Congressman
Nadler shares and that has to do with the general issue of relative
impact of tax laws on residents of high-cost areas, like those we
represent in metropolitan New York City. I know in some parts of
America, $44,000, at which point retired couples are subjected to
this high percentage of Social Security income being taxed, seems
like relative affluence. But—let me tell you in the New York metro-
politan area, where the average rent on a one bedroom apartment
is $1,032 per month, and other costs are also higher than in many
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parts of the country, people with incomes at these levels hardly feel
wealthy, and they do need tax relief.

As my colleague, Porter Goss, referred to his constituents, I hear
about this all the time, be it on Queens Boulevard or other parts
of my district. People do not feel rich at those income levels.

So, again, we are here today to encourage you to move forward
quickly to repeal this tax increase and to maie the necessary off-
sets so as not to increase the Federal deficit. It can be done, it
should be done. A phaseout is not good enough and the new tax
was imposed without a phase-in. It can and should be repealed
without a phaseout. And I thank you very much for your time.

Mr. CrANE. I thank you for your testimony, all of you, and would
like at this point, before we start the next panel, to ask members
here, do any of you have questions for the preceding witnesses?

Mr. RANGEL. Mr. Chairman, I would like to take this time to
thank this panel, and also to ask them to constantly assist us as
we attempt to end up with some type of bipartisan agreement on
this committee.

I think what you have said, Mrs. Lowey, is very important, and
that is that the Appropriations Committee will have to guide the
taxwriting committee as to what we end up with, what priorities
we place on the savings. )

I don’t know, but I am inclined to believe a lot of those savings
will have to do with the formulas we adopt as relates to pricing out
the tax cuts. So it is very important that we continue to work to-
gether to see what we can salvage out of this Contract. Thank you.

Mrs. Lowey. Thank you.

Mr. CRANE. Mr. Ford.

Mr. ForD. Mr. Chairman, [ want to thank all my colleagues for
their testimony before the committee today, and I guess echo what
my friend and colleague on the committee, Mr. Rangel, has said to
the Members, is that we are going to be looking forward to working
with all of you as we go through this process.

Mr. CRANE. Well, again, I thank all of you who testified thus far,
and I appreciate your input. At this point I would like to invite our
other colleagues to come on up to the dais so we can start with the
next panel.

Well, we have an unwritten rule here on the committee and that
is ladies first. So Ms. Norton, you might proceed initially and then
we will go to Ms. Woolsey.

STATEMENT OF HON. ELEANOR HOLMES NORTON, A
DELEGATE IN CONGRESS FROM THE DISTRICT OF COLUMBIA

Ms. NorToON. Thank you very much, Mr. Chairman, I am here
to testify on the aspect of the Contract that has to do with welfare
reform. I am here to make constructive suggestions that I hope will
improve where we are, rather than to make counterproposals.

I recognize that the Speaker yesterday seemed to wash his hands
of the entire business, indicating that perhaps all these things
should go back to the States and, therefore, we are done with it.
If, however, one-size-fits-all welfare is wrong, so, surely, is the total
collapse of all Federal standards that throw defenseless children to
be buttressed by whatever State whims come along.
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I would like to simply suggest some propositions with the view
in mind that these notions can help welfare reform to survive a re-
ality test. First of all, let me indicate where I am coming from. I
don’t think the State has an obligation to support able-bodied
adults, period. We only have welfare because of the State’s in loco
parentis role in its responsibility for children. Even the majority of
welfare recipients say that welfare recipients ought to work, even
if they do not like their job. I think we have broad consensus in
the country on that.

The predicate of the Contract bill is, of course, jobs. Indeed, that
is the be-all, end-all of the bill. I invite the committee to look at
the job situation in the parts of the country which have given the
greatest concern and perhaps produced this bill: Rural communities
and inner cities.

What you have there, Mr. Chairman, is a situation where jobs
simply do not exist. And my challenge to the committee is to de-
scribe how we are going to have welfare reform in those sections
if there are no jobs. I cite the big city unemployment rates for the
last 5 years. I cite the tragic black unemployment rates for the last
5 years. I cite the rates for African-American women, who have
taken a decline in wages that is horrendous. And I have to ask my-
self, as I ask you, where is a living wage going to come from after
2 years of looking for a job if you cannot find one?

Look for one and have a public service job, you must, but my
question to the committee is, then what? 1 have looked everywhere
in Anacostia. I have looked everywhere in Harlem and I have
looked everywhere on the South Side, and I still can’t find a job be-
cause the welfare rates in my community are 30 and 40 percent.
What then is your answer?

My recommendation to you is to listen to your Governors. They
said that one-size-fits-all welfare is no good for the States. I say to
you,. one-size-fits-all welfare is no oog for welfare recipients be-
cause they range from college graduates to people who are func-
tionally illiterate.

I say to you also that there are different wage and unemploy-
ment rates across the country and your 2-year limit has to take
into account that factor or else this is not about welfare reform
remedied by jobs but is about simply throwing people off welfare
who are doing the best they can.

Finally, let me suggest where we might look. The job growth in
this country over the past several years has been in temporary jobs
and part-time jobs. I believe that the committee might well want
to look at part-time jobs. A quarter of the recent growth has been
in part-time jobs. In a real sense, if you think about it, part-time
work fits with the needs of many welfare recipients. They have
young children. They have poor skills. Even if it were necessary to
supplement them in a ];()art-time job, it means that they have a job,
they are getting a work history. And this is the only way that you
can get to permanent employment.

The way most people learn or are trained is on the job. So I say,
get these people into the work force. If you have to give part of the
grant so that they keep the part-time 'og, do that.

I leave you finally with the notion that I think there are two very
important tests if any welfare reform bill is to survive, and one is
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minimum national standards. I don’t see how anybody can disagree
that there ought to be minimum standards. We can fight about
how minimum they ought to be but surely there should be some
minimum standards. And finally, if the reform bill does not survive
the test of practicality, in 1ilght of job availability, then, of course,
it is not a reform bill at all. It is a tragic ruse.

I thank you very kindly.

[The prepared statement and attachments follow:]
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TESTIMONY OF CONGRESSWOMAN ELEANOR HOLMES NORTON
BEFORE THE COMMITTEE ON WAYS AND MEANS
ON THE CONTRACT WITH AMERICA

JANUARY 10, 1995

I appreciate the opportunity to appear here today to testify on perhaps the only
part of the Republican contract that is widely familiar to Americans and broadly
endorsed by them. Welfare reform as an idea is endorsed by the American public
and was the number one concern in exit polis on election day. At the same time,
Americans also favor training and work for welfare recipients rather than total cut off
of children and mothers working in public service jobs or in compliance with the
appropriate rules -- positions directly at odds with the Contract proposals.

Welfare reform has displaced other domestic issues, often because of
misconceptions, such as the perception of many Americans that welfare accounts for
at least half of federal spending (instead of only 1.1%) or the view of some on the
ideological right that destroying welfare as a concept and a program is the answer to
illegitimacy. Whatever one’s reasons, or party, or social class or racial background,
however, welfare belongs at the center of our country’s concerns.

Welfare is now and has long been the government mission that has defied
reform largely because it is not a single problem. Its content includes a virtual
line-up of the country’s most serious social and economic problems. Among the most
severe are the decline of low-skill, high-wage jobs; the growth in the percentage of
children of divorced and out-of-wedlock parents; and the isolation and decline of inner
cities and rural communities accompanied by joblessness and social disintegration.
The complexity of welfare reform will not yield to the now-you-see-it- now-you-don't -
solutions tossed about by many who endorse the Contract proposals.

For the purpose of simplicity, | would like to make my points by offering three
sets of propositions. The value of this approach for those in search of bipartisan,
practical solutions is that it will allow us to see the points of departure and what |
believe are many points of agreement.

First, | lay out my underlying assumptions about welfare reform; second, a set
of propositions that point up existing barriers that | believe most Americans would
agree must be overcome for welfare reform to succeed; and third, a set of
recommendations designed to overcome the barriers in a way that is not inconsistent
with the Contract goal of reducing the welfare rolls.

|
First, my underlying assumptions:
1. Parents have the obligation to support their own children.
2. The government does not have a responsibility to support able-bodied
people and offers stipends to parents only as a safety-net until they find work and
only because of the states’s in loco parentis obligation to see to the welfare of minor

children.

3. Able-bodied parents without the means of support, like other parents, have
the obligation to take available jobs, even if they are not the jobs they prefer.

4. A poll of welfare clients in representative cities found that in percentages
that ranged from 57.5% to 69.6%, welfare clients believe that "it is wrong to stay on
welfare if you can get a job, even a job you don't like."

5. The government has an obligation to convert from its passive welfare check
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role, and become an active participant in assisting clients to locate jobs, as it does
with people who have unemployment insurance.

6. Because of its ultimate responsibility for minor children, the government
must not abandon the safety net when the reason the parent cannot support her child
is the absence of jobs and not an unwillingness to work.

7. It is less expensive in actual dollars and less costly to society to require a
parent to work for welfare until a permanent job can be found than to leave her
destitute without a job.

8. Since without help, 70% of recipients leave weifare in less than two years,
the causes for the return to the rolls must be determined, or today's attempt at reform
will fail as previous attempts have.

9. If it is impossible for a poor parent on welfare to work without childcare,
support must be provided, but if provided only long enough to get the person safely
off the rolls, the primary job mission of welfare reform will be undone.

10. Since the least expensive way to provide for the welfare of poor children is
the present method of providing a minimal welifare check, it follows that any other
approach to welfare reform will increase costs for some years.

11. Aggressive pregnancy prevention, especially for teenagers, is an
indispensable element of welfare reform.

My second set of propositions points up some of the barriers inherent in the
Contract approach to welfare that must be overcome if we are serious and have any
hope of reaching those who have invited the most concern, particularly recipients who
reside in inner cities and in rural communities, where often the majority of children
are growing up on welfare.

1. The most serious economic change affecting the workforce of the 80's and
90's has been a severe and rapid decline in wages and employment among the 75%
who are non-college educated men and women.

2. The deterioration in the labor market status of non-college educated
Americans has been marked, especially among men and younger workers, despite
the economic growth of much of the 1980's as well as the present recovery.

3. Labor market trends for non-college educated men and women in the work
force operate profoundly against those who, like many welfare recipients and inner
city men, have never been in the work force.

4. Unemployment rates and wage reductions are even greater for young males
than for young females, a major factor in the growth of fatherless families.

5. Taken as a group across all income lines, women'’s wages have fallen
deeply since 1970, a situation which forecasts little opportunity for untrained weifare
recipients to earn a living wage.

6. Young women with a high school education or less have experienced a
steep decline in wages, African American women the most serious of all, with a wage
fall of 20%

7. The unemployment rates in large cities establish the great difficulty welfare
recipients will have entering the labor force inasmuch as city residents who have a
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work history are now and for many years have had high unemployment rates, even
without counting welfare recipients, most of whom do not have an attachment to the
labor force. See Appendix.

8. The unemployment rate of blacks who were in the workforce between 1990
and 1994 has ranged between 11.3% and 14.1%.

9. Typical of large cities where many welfare recipients reside, the District of
Columbia unemployment rate rose in November while the national and Washington
Metropolitan rates fell.

10. Because blacks, at 38%, are disproportionately recipients of welfare, the
persistently high unemployment rates among blacks who have a work history
establish the great difficulty that black welfare recipients will have entering the labor
force.

11. Typical of the mismatch between the desire of welfare recipients to work
and the availability of jobs is the recent report that more than 900 public housing
residents in the District, almost all of them women, applied for 75 trainee
constructions jobs.

1

My third set of propositions consists not of a counter proposat to the Contract,
but of suggestions designed to make the Contract proposals more than temporary or
failed measures.

1. If one accepts the notion that one-size-fits-all welfare does not work for the'
states, it follows that one-size-fits-all welfare solutions will not work for 10 million
women on welfare.

2. To be workable, welfare reform must take account of critical differences
among recipients, including whether they live in high or low unemployment areas,
high or low wage areas, and whether they are well or poorly educated.

3. To be workable, the two-year-time limit for recipients in compliance with
their own "contract” must leave room for adjustments based on the availability of jobs.

4. The most important goals of weifare reform are: (a) for those who are at
risk, to prevent and discourage welfare dependency, and (b) for those who are
receiving welfare, (i) to encourage and require the goal of self support; (ii) to
encourage family stability and continuity; and (iii) to break the present cycle whereby
recipients, have been able, without help, to find their own routes off the welfare rolls
in less than two years only to return because of loss of a job or indispensable support
system, or both. .

5. In order to encourage family stability and continuity, as well as an
appropriate incentive to self-sufficiency, minors who live with a parent, family member
or responsible adult should be eligible for all or part of a grant if the minor continues
in school and makes satisfactory progress toward obtaining a high school diploma.

6. Since the most valuable training occurs on the job, a primary goal of reform
should be to help recipients obtain a job in the private sector, even if part of the
weifare grant must be used as a supplement in order for the job to be self supporting.

7. The best hope of matching welfare recipients with private sector jobs is to
track where the job growth is - in part time and temporary jobs.

8. Temporary jabs, which accounted for the largest percentage of new jobs in
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1991-1993 (27% though they are less than 2% of the total jobs ) are better than no
job but may not fully meet the goal of permanently reducing the welfare rolls.

9. Part-time jobs, which account for almost as much of the job growth as
temporary jobs (25.9%), are more stable than temporary help jobs, more likely to
meet the job skills and needs of many welfare recipients, and should be
supplemented, if necessary, because they fill the indispensable role of helping the

recipient gain work experience and a work history that can lead to permanent
independence.

Mr. Chairman, | thank you and this committee for the opportunity to offer my
views.
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Mr. CRANE. Thank you.
And Ms. Woolsey now.

STATEMENT OF HON. LYNN C. WOOLSEY, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA

Ms. WooLsEY. Thank you, Mr. Chairman, and I commend you
and your committee for holding these hearings on the Contract
With America, and I thank you for allowing me to speak.

Today, 1 will focus on welfare reform because I know firsthand
exactly what the faults and merits are of the welfare system.
Twenty-7 years ago I was a single, working mother with three
small children and I needed to go on welfare so that I could get
the health care and the child care that my children needed.

Make no mistake, the welfare system is broken. It does not work
for recipients or for taxpayers. The question is: How do we make
the system work to get families off welfare for good?

My solution is to invest in innovative job training programs,
reinvent the welfare office, and revolutionize child support collec-
tion. The Republican proposals, on the other hand, get families off
welfare by gutting the system, leaving millions of children without
support an(ﬂl)ossi ly on the streets.

Fortunately, the new majority is already hinting that its plan to
spend $37 bii,lion a year on government-run orphanages will not be
pursued. While I am relieved by this decision, the public should not
be fooled into thinking that we can live with the Personal Respon-
sibility Act, an act that cuts off welfare benefits for millions of chil-
dren who, through no fault of their own, are born to young and
poor unmarried women.

The act thwarts our efforts to end childhood hunger by slashin
funding for crucial programs such as food stamps and schoo
lunches, and the act’s inflexible time limits will cast people off the
welfare rolls permanently, regardless of whether there are jobs
available. These strict time limits will only result in increased pov-
erty, hunger, and homelessness.

The Republican’s block grant proposal will reap similar results.
While I support the ability of States to experiment with welfare
programs, block grants will harm those least able to defend them-
selves: Poor children, the elderly, and the disabled. Under this pro-
posal, many poor Americans, including working families, no longer
will be eligible for the services they desperately need.

Wisconsin is a good case in point here. While the State’s
workfare program has reduced the welfare rolls, the number of
children living in poverty has doubled. Clearly, cutting benefits and
perpetuating the cycle of poverty is not the solution. The key to
welfare reform is to reduce the need for assistance, not reduce the
availability of assistance.

We can start reducing the need for assistance by collecting the
over $5 billion in child support that goes unpaid each year. We can
further decrease reliance by implementing comprehensive reform
that provides for innovative programs that train for jobs that pay
a livable wage. We can pass welfare reform but it will not work un-
less recipients can find jobs they can afford to live on.

We must also reinvent the welfare office by establishing a single
convenient location in the community where individual case-
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workers work with recipients to ensure they receive the job train-
ing and support services, such as child care and health care, need-
ed in order to permanently move into the work force and off wel-
fare forever.

Mr. Chairman, I thank you and the committee for hearing my
testimony and I lock forward to working with you on welfare re-
form. My views are important to this debate because they are
based on experience, not theory. So I beg the committee not to use
poor children in our country as scapegoats but rather invest in
their future.

Thank you, Mr. Chairman.

[The prepared statement follows:]
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Statement of Representative Lynn Woolsey
Ways and Means Committe Hearing

Chairman Archer, Ranking Member, Mr. Gibbons, I commend you and
all of the Members of the Ways and Means Committee for holding
these hearings on the Contract with America, and I thank you for
allowing me to testify.

Today, I will focus on welfare reform because I know firsthand
the faults and merits of our welfare system. You see, 27 years
ago, I was a single, working mother who relied on welfare, even
though I was employed, so I could give my three small children
the health care and child care they needed.

Since it is unclear what the official Republican welfare reform
plan is, I will attempt to comment today on both the Contract’s
Personal Responsibility Act the Majority’s latest proposal to
terminate crucial poverty programs and replace them with block
grants to the states.

Make no mistake, the welfare system is broken. It doesn’t work
for recipients or for taxpayers. The question is: How do we
make the system work to get families off welfare for good?

My solution is to invest in innovative job training programs;
reinvent the welfare office; and revolutionize child support
collection. The Republican proposals, on the other hand, get
families off welfare by gutting the system, leaving millions of
children without support and on the streets.

Let’s talk about the Personal Responsibility Act first.

Fortunately, the Majority is already hinting that it’s plan to
spend $37 billion a year on government-run orphanages will not be
pursued. While I am relieved by this decision, the public should
not be fooled into thinking that it can live with the rest of
this legislation, which is equally damaging.

The Personal Responsibility Act cuts off welfare benefits for
millions of poor children who, through no fault of their own, are
born to young unmarried mothers.

The Act thwarts our efforts to end childhood hunger by slashing
funding for crucial programs such as Food Stamps and school
lunches.

And, the Act’'s inflexible time limits will cast people off the
welfare rolls permanently, regardless of whether there are jobs
available. In my case, despite my job skills, education, and
good health, it took me three years to get off welfare. And you
know I wasn’'t lazy. Strict time limits, particularly on
individuals that do not have the advantages I had, will only
result in increased poverty, hunger, and homelessness.

The Republican’s block grant proposal will reap similar results.

While I support the ability of states to experiment with welfare
programs, block grants will only harm those least able to defend
themselves: poor children, the elderly, and the disabled. Since
these block grants will be vulnerable to the Congressional
chopping block, pressure to cut them will be strongest in years
of recession, a time when more Americans are in need of
assistance. Further, under this proposal, poor Americans,
including working families, will no longer be automatically
eligible for the services they desperately need. Wisconsin is a
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good case in point. While the state’s workfare program has
drastically reduced the welfare rolls, the number of children
living in poverty has dcubled. <Clearly, cutting benefits and
perpetuating the cycle of poverty is not the solution to the
welfare mess.

The key to welfare reform is to reduce the need for assistance,
not to the availability of assistance.

We can start reducing the need for assistance millions of
families by collecting the $5.1 billion in child support that
goes unpaid each year. Chairman Henry Hyde and I will shortly
introduce legislation to revolutionize child support collection
by federalizing our ineffective state-by-state child support
system.

We can further decrease reliance on welfare by implementing my
comprehensive welfare reform package, The Working Off Welfare
Act, which I will reintroduce this year.

My bill implements innovative programs that provide recipients
with training for jobs that pay a livable wage. We can pass
welfare reform until we’re blue in the face, but it won’t solve
anything unless recipients can find jobs that they can afford to
live on. We must ensure that training programs give people real
skills for jobs that are really out there.

My bill also reinvents the welfare office by establishing a
single, convenient location in the community where individual
caseworkers can work with recipients. This way, we can ensure
that recipients receive the job training and support services,
such as child care and health care, that they need in order to
permanently move into the workforce.

Mr. Chairman, I thank you and the Committee for hearing my
testimony, and I look forward to working with each of you on
welfare reform. My views are important to this debate because
they are based on experience, not theory. Since we are now
considering alternatives to the Personal Responsibility Act, I
beg the Committee not to use poor children in our country as
scapegoats, but rather to invests in their future. I urge you to
consider my realistic proposals for getting families off welfare
forever.
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Mr. CRANE. Thank you, Mrs. Woolsey.
Mr. Sanders.

STATEMENT OF HON. BERNARD SANDERS, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF VERMONT

Mr. SANDERS. Thank you, very much, Mr. Chairman, for the op-
portunity to say a few words about the Contract With America.

Let me put this discussion perhaps in a little bit different context
than some others have. We know who won the election on Novem-
ber 8 and we know who lost, but it is also important to point out
that in that election 62 percent of the American people did not
vote; that we in the United States have the lowest voter turnout
in the industrialized world. Therefore, the voices of poor people and
low-income people in our democratic institutions in America now
are not far removed from what they were for blacks in South Africa
just a few years ago. They are irrelevant,.

People have the right to vote, but look at the two-party system.
The fact is they do not vote. It concerns me very much that as a
result of that election in which tens of millions of poor people did
not participate, they are going to be victimized by policies devel-
oped here by those who won which will cause intense pain and suf-
fering for those people.

In economic terms of what is happening in this country, I think
many of us do know what is happening, and that is the people on
the top, the very richest people are becoming richer. We see the
middle class shrinking and the poor becoming poorer. There are
significant increases in poverty at the same time as the richest 1
percent of the people in this country own more wealth than the bot-
tom 90 percent.

As Ms. Norton just mentioned, the new jobs being created are
very largely part-time, low-wage jobs which have no benefits what-
soever. So within that context wherein many low-income people
and poor people have no power, within the context of economic de-
velopment in which the rich get richer and most everybody else
ggts poorer, let us analyze what the Contract With America is
about.

What the Contract With America prescribes is that at a time
when the rich have already received huge tax breaks over the last
15 years, we are going to reward them with more tax breaks by
lowering the capital gains tax—73 percent of whose benefits will go
to people making $100,000 a year or more.

o we lower taxes for those people who have already enjoyed
huge tax benefits and who are the richest people and, on the other
hand what else do we do, we say to children in the State of Ver-
mont, in my State, who are in need of food stamps because maybe
their families are hungry that we are going to cut back on food
stamps for the hungry. We are going to cut iack on the WIC pro-
gram, which in my State has been a very successful program. We
are going to cut back on school breakfast programs and school
lunch programs.

So after all the big talk this is what it comes down to. We are
going to reward the rich for being rich, and we are going to punish
the poor for being poor. I don’t think that that is what the Amer-
ican people think this country should be doing.
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In terms of crime legislation, we all recognize that there is a seri-
ous crime problem. But I talk to many police officials in my State
and all over this country who understand that you cannot get to
the root cause of crime by simply building more jails. We should
wake up and smell the coffee. We already have more people per
capita in jail than any other industrialized nation on Earth.

The solution to the crime problem is not simply putting more
people in jail. We have got to understand the causation of crime.
We have to understand that in communities in America where we
have a 40 or 50 percent unemployment rate and where kids are
dropping out of high school, that the likelihood of those young peo-
ple ending up in jail is many times higher than young people in
middle-class or upper-middle-class communities.

It is beyond my comprehension that at a time when we need
more funding for education, more money for drug rehabilitation,
more money for the prevention of crime, more money for counsel-
ing, more money to keep an eye on those kids who are falling off
the track, and who are going to drift into crime, that any serious
person would want to cut back on those crime prevention pro-
grams.

Essentially, Mr. Chairman, I think a lot of what is in the Con-
tract With Xmerica is moving us precisely in the wrong direction.
We need to raise the minimum wage and make sure that everybody
who works in this country earns a decent wage. That is the only
way you can talk about welfare reform.

We need a jobs program. Right here, 2 miles away from here,
and in my own State of Vermont there are enormous public infra-
structure needs being unaddressed. We have landfills that need
work. When we need to expand rail service, it is crazy to cut Am-
trak funding. We need to rebuild our physical and human infra-
structure, put people to work and create the opportunity for people
on welfare to have decent paying jobs rebuilding their communities.

I thank you very much, Mr. Chairman, for the opportunity to say
a few words.

[The prepared statement follows:]
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"Contract with Corporate and Wealthy America"
Representative Bernard Sanders
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In five minutes I cannot do justice to the Contract with America, but I do want to
congratulate the authors of the Contract for their Orwellian titles. I think we can begin
to set the record straight by renaming the entire package, the Contract with Corporate
and Wealthy America.

On November 8th, in an election in which only 38 percent of the people voted, an
election in which low income people barely participated, an election dominated by big
money, the Republican Party claimed to have won a mandate for massive change. With
that so-called mandate, the Republicans in the House are now proposing legislation
which, if enacted, would cause intense pain and suffering for tens of millions of
Americans, primarily the weakest and the most vulnerable people in our society.

At a time when the gap between the rich and the poor is growing wider, when the
United States has the most unequal distribution of wealth in the industrialized world,
when 5 million American children go hungry, the Contract proposes lowering taxes on
the wealthy and cutting back severely on programs needed by the poor, the elderly and
our children.

The first provision of the Contract, The Fiscal Responsibility Act, would better be called,
The Balanced Budget Bait-and-Switch Act. That would be a more apt title because it
accurately reflects what will happen to middle and low-income Americans when they feel
the real pain and suffering in store for them.

Little wonder that so many Americans are so angry and cynical toward the federal
government. The first tenet of the Republican Contract with America is the ultimate in
“feel good", cop-out legislation. It allows Members of Congress to vote now for a
balanced budget without specifying any details on how that goal must be met during the
next seven years. The authors of this bill should be ashamed of their con job. Every
member of this Congress owes it to talk sense to our constituents and not tell them what
they want to hear now, only to stick it to them later.

Immediately after the November elections, newly-elected Republican leaders of this
Congress assured all of us that they intend to specify the spending cuts "to put the nation
on a glide path to a balanced budget in the next 7 years." That promise was quickly
jettisoned. Now we are told vote to amend the Constitution now and that it is
impossible to stipulate the spending cuts for the seven-year "glide path” to a balanced
budget in 2002, These are classic bait-and-switch tactics, unworthy even of snake oil
salesman.

The Republican crime bill, or The Criminal Creation and Prison Jobs Act is an effort to
take the prevention money out of last year’s crime bill, so that we can erect more prisons
and expand the use of the death penalty. The new GOP crime bill will reduce the
amount spent on crime prevention by $5 billion, taking the prevention spending down
from 23 percent of last year’s crime bill to 6 percent of the new package.

The Contract’s welfare reform act, which I like to call The Hunger and Homelessness
Expansion Act, cuts back food programs to millions of children, seniors and working
Americans, including the Food Stamp, WIC, and the school lunch and breakfast
programs. The bill slashes child care, affordable housing and assistance to the blind and
disabled. It has been estimated that the Republican contract provision to reform welfare
could deny helping hands to S million children and 2.5 million aduits.

The so-called "Job Creation and Wage Enhancement Act” is really just the Fat Cats’
Reward Act. The cumulated effect of this bill would be Robin Hood in reverse -- taking
from the poor 1o give to the rich. For example, one of the largest corporate perks
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contained in the Contract, is a provision that would allow many major corporations to
once again pay little or nothing in federal income taxes. Republicans have said they
intend to wipe out taxes on profits from new investments by allowing an immediate tax
write-off for capital outlays. In other words, businesses would be able to deduct
considerably more than their actual costs. Costs to American taxpayers for this
corporate boon would come to $35-40 billion a year.

This legislation would make about two-thirds of all capital gains tax-exempt. The Joint
Committee on Taxation estimates the added costs of these capital gains tax breaks to be
$25 billion a year -- mostly for the very rich. The Joint Committee on Taxation has
estimated the cost in the second 5-year period of enactment could exceed $160 billion.

one percent of the population!

These half-baked revenue proposals will cause both a worsening of the deficit and deep
reductions in discretionary social programs. While the deficit has been halved as a share
of Gross Domestic Product since 1992, large potential budget savings would have to go
to paying for tax cuts rather than continuing to make progress on deficit reduction.
Combined with the Contract’s proposal to balance the budget, enormous cuts will have
to be made in Medicare, Medicaid, and veterans programs. Since the Republican
Leadership has said they plan on taking Social Security, interest on the federal debt, and
defense spending off the chopping block, we can expect to see even deeper cuts in the
other social programs designed to help our most vulnerabie citizens.

In short, the Contract with Corporate and Wealthy America will further increase the
disparity between the rich and the poor. During the period from 1977 to 1990, the
average after-tax income of the richest one percent of American households doubled,
while the income of the average American household in the middle fifth rose only three
percent. Meanwhile the lowest fifth's income dropped 12 percent. Key tax proposals in
the Contract go to those Americans that have seen their wealth double just in the past
15 years. Meanwhile, the main spending cuts specified in the Contract are $40 billion
over five years from reductions in AFDC, public housing, nutrition programs and
programs that assist the blind, disabled and impoverished.

As Republican strategist, Kevin Phillips has noted about the growing gap between the
rich and poor in America, "This stratifying starts to make us into a different country. It
goes to the American notion of fairness.”

Americans are an intelligent people and a hardworking people. But what has gone on
for a number of years is that the power and wealth has gone away from ordinary people
and is now in the hands of the very few, and the few are using that power and wealth to
enrich themselves, ignoring the needs of the vast majority of ordinary people. That is
why so few Americans came out to vote in the last clection -- because they no longer
feel that government works for them, but rather, for the interests of the wealthy and the
powerful. T urge you not to carry out this unfair Contract and to reconsider the needs of
ordinary Americans. I and other Progressives intend to bring forth real alternative
solutions to the real problems confronting the vast majority of Americans.
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Mr. CRANE. Thank you, Mr. Sanders.
Mr. Filner.

STATEMENT OF HON. BOB FILNER, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF CALIFORNIA

Mr. FILNER. Thank you, Mr. Chairman. My name is Bob Filner.
I am in my second term representing San Diego, Calif. I thank you
for allowing me to have the opportunity to bring forward a proposal
that I think will help ensure tax fairness, restore the American
dream, and assure fiscal responsibility.

As a Democrat, I support several of the items in the Contract
With America. I am especially enthusiastic about the repeal of the
taxes on Social Security benefits contained in the Senior Citizens’
Equity Act. But, while others will testify in the coming days in sup-
port of middle-class tax cuts and repealing taxes on Social Security
benefits, most will not offer any concrete way to pay for these cuts.
Mr. Chairman, I am here to offer the committee at least a partial
solution, one way to pay for these proposals.

My plan would bring $2 billion annually in new revenue to the
U.S. Treasury and would not require a general tax increase. Let me
repeat: That is $2 billion per year without a tax increase! All that
is required is a technical correction to existing tax laws affecting
life insurance companies.

Soon I will reintroduce legislation that I originally wrote in the
103d Congress that would repeal section 809 of the U.S. Federal
Tax Code. This provision has failed to achieve the purpose intended
by the Ways and Means Committee in 1984—and needs to be cor-
rected. As a result, the U.S. Treasury is losing revenues estimated
to be as high as $2 billion per year.

My legislation is simple, and based on a careful examination of
previous congressional efforts that have failed to produce the in-
tended results. It will achieve the revenue which Congress and the
Treasury intended to be paid by the mutual life insurance industry.
If action is not taken, Congress will again forgo collecting this $2
billion in taxes from a few mutual life insurance powerhouses that
have familiar household names. Until now, no one seemed to want
to examine this glaring loophole in section 809 of the Tax Code due
to both its technical and political complexity.

This $2 billion annual windfall dates back to when Congress at-
tempted to correct the taxation of mutual life insurance companies.
The corrective action was intended to provide income to the U.S.
Treasury based on equity among life insurance companies, whether
they be stock or mutual. After a short-term increase in taxes was
realized, the revenue actually began to decrease. Four years later,
the Treasury and the General Accounting Office admitted some-
thing was wrong. The intended revenues were not being generated.

In fact, certain large insurance companies had been paying no
taxes on earnings for business activity since 1986. By being able
to regulate their sale of assets, the few giant mutual insurance
companies were able to increase or decrease their taxes on business
activities under the terms of section 809. Obviously, this is con-
trary to congressional intent.

According to several experts, including those used by the IRS,
section 809 should have been generating between $1.5 and $2 bil-
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lion per year in taxes from these large mutual insurance compa-
nies. Since this was not happenin%; Congress again attempted cor-
rective action. Many of you were here for those hearings in 1989,
No results were achieved. The life insurance industry itself was
then asked to develop a proposal and bring it to Congress. Six
years have passed and Congress is still waiting for that report.

I don’t have to tell you that the Nation is in a dire financial situ-
ation. We cannot afford to wait any longer. Of all the difficult
choices Congress faces, none are more agonizing than those involv-
ing taxpayer dollars. The loss of $2 billion in annual revenue
makes the choices between military spending, middle-class tax
cuts, welfare reform, veterans’ programs, and social services even
more difficult than they need to be. Closing the section 809 loop-
hole makes a lot of sense, but it is a difficult political decision.
Closing it would send a message to the insurance industry that the
special interest éravy train has run out of tracks. It would show
the Nation that Congress has its priorities back in order.

I thank you, Mr. Chairman, and colleagues, for the opportunity
to present this proposal. I hope this committee will hold hearings
to discuss this loophole, and I look forward to working together
with you to pass this legislation and to helping restore the Amer-
ican dream.

Mr. CRANE. Thank you, very much, for your testimony.

And next is Mr. Franks.

STATEMENT OF HON. BOB FRANKS, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF NEW JERSEY

Mr. FRANKS. Mr. Chairman, I appreciate the opportunity to tes-
tify today in support of a targeted capital gains tax reduction.

Congressman Meehan ang I would want to make the members
of the committee aware of our modified version of a capital gains
tax reduction which tends to focus capital where our economy
needs it most, the manufacturing sector.

When I joined Congress in January 1993, I began lookini for
ways to assist this vital sector of our economy. I was fortunate back
then to meet up with Congressman Meehan, who was also a fresh-
man at that time, and together, with the help of the Northeast/
Midwest Congressional Coalition, we formed the first-ever biparti-
san task force on manufacturing.

During the past 2 years, the task force met with scores of ex-
perts, visited literally dozens of manufacturing facilities, and held
public forums on the future of manufacturing in Washington, Tren-
ton, Boston, Cleveland, and Detroit. In July, we released our find-
ings and recommendations which were designed to remove the
shackles from manufacturers that are currently inhibiting growth,
innovation, and job creation.

Although it has been a long recognized fact that a nation’s rate
of investment is critical to its economic growth, the United States
has consistently lagged behind its international competitors in the
share of its national output devoted to productive investments in
the private sector.

Our current system lacks a crucial component—one that our in-
dustrial competitors have long used to gain a competitive edge—in-
centives to invest.
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A change in the Tax Code is essential to encourage investment
in America’s manufacturing enterprises. Federal law should assist,
and not discourage, businesses in raising equity capital to fund
growth and expansion.

Repeatedly, during our meetings with manufacturers, especially
the small and midsized firms, we were told that these companies
often cannot obtain the capital they need to modernize their equip-
ment or expand their production.

In many cases, prospective investors demand a short-term return
on their capital, which underscores the fact that there is little pa-
tience in capital markets. Most manufacturing operations cannot
satisfy a short-term timeframe with any degree of assurance. Be-
cause of these conditions, creating greater access to capital has
emerged as one of the most pressing goals of our manufacturing
task force.

To achieve this objective, our task force recommends a targeted
capital gains tax rate reduction to 10 percent for productive assets
held for 6 years or longer. The terms of our legislation would fix
the rate at 23.5 percent for assets held for at least 3 years.

Our proposal was carefully crafted to avoid abuse. The tax break
would be limited to those companies that are classified as domestic
producers of manufactured goods and would apply only to those as-
sets that contribute to a manufacturing company’s productive out-
put. These assets would have to be held for a minimum of 5§ years
in order to qualify for any tax break.

The benefits of this tax reduction would be substantial. It would
enable entrepreneurs and small manufacturers to raise more eg-
uity and to reduce the cost of attracting capital. Also, preferential
treatment of capital gains creates incentives for industry and inves-
tors to focus on long-term expansion.

With the cold war behind us and the lifting of trade barriers, our
Nation faces an enormous new challenge, to become the undisputed
economic superpower of the world. It is a race that we can and
must win, but some of us in Congress believe that success will
lc)ome only if we unleash our most potent weapon, our industrial

ase.

Mr. Chairman, thank you for your consideration of my remarks,
and I look forward to working with you and the members of this
committee to create a more rational Tax Code, one designed to help
and not hinder our Nation’s manufacturers.

Mr. CRANE. Thank you, Mr. Franks.

And now, Mr. Meehan.

STATEMENT OF HON. MARTY T. MEEHAN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MASSACHUSETTS

Mr. MEEHAN. Mr. Chairman, thank you for the opportunity to
testify before the committee today.

Two years ago Mr. Franks and I launched a Northeast/Midwest
Congressional Coalition manufacturing task force because we be-
lieved that the United States and global economies are experienc-
ing rapid and fundamental economic change. To effectively compete
in this new global economy, we believe that the U.S. workers and
companies must have the necessary training and resources avail-
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able if they are to thrive in the ever-changing economic environ-
ment.

Mr. Chairman, there are three actions that Congress can take to
increase the chances of success of our workers, managers, and com-
panies in this new technology-driven knowledge intensive world.

First, we need to achieve a balanced budget by continuing to re-
duce the Federal budget deficit. The Federal Government’s contin-
ued heavy demands in the global credit market makes it more ex-
pensive for private-sector borrowers to raise the capital needed for
future growth.

Second, we need to encourage households and businesses to in-
crease their savings so as to expand the funds available for invest-
ment in companies and jobs for the future. Most economists believe
that 80 percent of a country’s investment funds come from its own
savings.

Third, if the technologies of the future are to be successfully de-
veloped, we need to encourage our workers and companies to take
on increased but prudent levels of risk.

Mr. Franks and I believe that to achieve these policy objectives
Congress needs to consider making substantial changes in the cur-
rent tax law. As it is written today, many provisions in the current
tax law not only do not encourage savings, investment and risk
taking but, in fact, discourage those activities which have resulted
in reduced levels of high-wage jobs and slower economic growth.

During the last 2 years we held field hearings to look at several
options for what would be the most efficient ways of spurring long-
term investment in capital formation. Based on those hearings we
concluded that a targeted, carefully crafted capital gains tax rate
reduction was the most efficient and that it will result in increased
savings, increased investment and increased risk taking and has
the potential to increase revenue over the long term.

Our proposal is aimed at investments in manufacturing. We be-
lieve this proposal offers several key advantages.

First, a conditioned rate cut based on patient investment will dis-
courage short-term speculative buying and selling of assets, a pat-
tern that runs counter to the capital needs of manufacturers. Such
a cut provides an incentive for manufacturers to carry out long-
range planning and investments—essential if they are to modern-
ize, develop new product lines or expand production.

Second, it only provides favorable treatment to productive assets.
It excludes assets such as art collections, rare antiques, rare coin
collections. Tax policy should only be favorable to taxpayers who
make an explicit contribution to economic growth and employment.

Finally, the revenue impact. In order to be fiscally responsible we
must estimate that all tax cuts carry a cost in terms of forgone rev-
enues and the need to be paid up front. Failure to do so would be
irresponsible, and that would certainly balloon the Federal budget
deficit.

With that in mind, our proposal is carefully crafted to give a
maximum bang for the buck. By targeting the cut to investment in
American manufacturing, the legislation provides tax relief to those
investors who are willing to make an explicit contribution to in-
crease economic growth and employment. This significantly reduces
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the fiscal impact of the cut while still achieving the desired objec-
tive.
In short, our capital gains tax cut will address the problems of
long-term capital availability that the manufacturing sector faces.
Targeting the cut to manufacturing investment reduces the cost to
the Federal Treasury and will give manufacturers the ability to
better plan for and carry out modernization activities which ulti-
mately increase U.S. competitiveness and job creation. Our pro-
posal is also crafted to address the issue of tax fairness by generat-
ing and saving jobs, and encouraging spinoff of economic activity.
Thank you, Mr. Chairman, for the opportunity to testify today.
I look forward as well to working with members of the committee.

[The prepared statement follows:]
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Statement of the Honorable Marty Mechan
5th District of Massachusetts
U.S. House of Representatives

Before the House Ways and Means Commiittee
January 10, 1995

Mr. Chairman, thank you for the opportunity to testify before the committee today.

Two years ago, Mr. Franks and I Jaunched the Northeast-Midwest Congressional Coalition
Manufacturing Task Force because we believe the U.S. and global economies are
experiencing rapid and fundamental economic change. To effectively compete in this new
global economy, we believe U.S. workers and companies must have the necessary training
and resources available if they are to thrive in the ever changing economic environment.

The Fifth District in Massachusetts, my district, is an excellent example of the type of rapid
economic change the U.S. economy faces. The Massachusetts Miracle was, in many ways,
the result of tremendous worldwide demand for mid-range computer systems that were at the
leading edge of technology from the mid-1970s until the mid-1980s. These systems were
developed and produced in Massachusetts by such companies as Digital Equipment
Corporation, Wang Laboratories and Data General Corporation. However, in the 1990’s,
these large global systems companies have experienced great difficulty because their products
have become technologically obsolete. The result has been the loss of tens of thousands of
jobs, tremendous pain for workers and their families and real problems for the Massachusetts
economy.

Much of the new technology that made the mid-range computers outdated, is the result of
tremendous advances in semiconductor technology that has given us much smaller personal
computers. Interestingly enough, large numbers of these small computers are now linked
together via local area and wide area networks. Many key components for these networks
have been developed and produced by many Massachusetts companies that have risen out of
the ashes of the fallen industry leaders. Companies such as Bay Networks, Chipcom and
Powersoft are leading the worldwide effort to develop networking technology from their
home offices in Massachusetts’ Fifth Congressional District. This development activity is a
key part of worldwide information technology, including the development of the so-called
"information superhighway."

This revival of the Massachusetts economy has been driven by the entrepreneurial spirit and
risk-taking attitudes of the worker, managers and owners of a new class of companies.
Federal policy should do all that is necessary to create an economic environment in which
such companies can adapt, thrive, grow and continue to successfully create new jobs. If the
"information superhighway" is to become a reality -- and it is by no means certain -- two
ingredients are required; a tremendous capital investment and a desire to take on a high
degree of risk.

Mr. Chairman, there are three actions that Congress can take to increase the chances of
success of our workers, managers and companies in this new technology driven, knowledge
intensive world.

* First, we need to achieve a balanced federal budget by continuging to reduce the
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deficit. The federal government’s continued heavy demands in the global credit
market makes it more expensive for private sector borrowers to raise the capital
needed for future growth.

* Second, we need to encourage households and businesses to increase their savings so
as to expand the funds available for investment in companies and jobs of the future.
Most economists believe that 80% of a country’s investment funds comes from its
own savings.

* Third, if the technologies of the future are to be successfully developed, we need to
encourage our workers and companies to take on increased, but prudent, levels of
risk.

Mr. Franks and I believe that to achieve these policy objectives, Congress needs to consider
making substantial changes to current tax law. As it is written today, many provisions in
current tax law not only do not encourage savings, investment and risk-taking but, in fact,
may discourage those activities which have resulted in reduced levels of employment and
slower economic growth.

Closing tax loopholes that unfairly enrich one group at the expense of another -- usually
lower income groups -- is a worthwhile policy objective. However, as a result of the Tax
Reform Act of 1986, current tax law fails to distinguish between those economic activities
that are productive and to be encouraged and those that are unproductive and only benefit a
wealthy few. It is the productive activity, such as investment in the manufacturing sector,
that tax law should encourage.

By shifting the tax burden toward business income and away from personal income, the 1986
act implicitly created incentives in favor of consumption and away from investment. In other
words, the act created incentives, ironically, away from building for the future and toward
consumption today. In an imperfect world of second best solutions, tax policy that favors
investments in productive capital may be a necessary incentive for the manufacturing sector.

During the last two years, the Manufacturing Task Force held field hearings to look at
several options for what would be the most efficient means of spurring long term capital
formation. Based on those hearings, we concluded that a carefully crafted capital gains rate
reduction, was most efficient in that it will result in increases in savings, investment and risk
taking and has the potential to increase revenue in the long term.

The Task Force’s proposal calls for the establishment of a targeted long term capital gains
tax rate cut: to 23.5 percent for productive assets held for three years or longer; for assets
held six years or more, the rate would drop to 19 percent. The cut would be aimed at
investments in manufacturing. We believe this proposal offers several key advantages.

First, a conditioned rate cut based on patient investment will discourage short-term
speculative buying and selling of assets, a pattern that runs counter to the capital needs of
manufacturers. Such a cut provides an incentive for manufacturers to carry out long-range
planning and investments -- essential if they are to modernize, develop new product lines, or
expand production.

Second, it only provides favorable treatment to productive assets, and excludes assets such as
art and antiquities. Tax policy should only be more favorable for taxpayers who make an
explicit contribution to economic growth and employment.

Third, the two-tiered approach serves as a good middle ground, able to capture the
advantages that a capital gains rate cut would have for both spurring investment and
encouraging patient capital.

Finally, the revenue impact. In order to be fiscally responsible, it is important to estimate
that all tax cuts carry a cost, in terms of foregone revenues, and need to be paid for up front.
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Failure to do so would be irresponsible, and would almost certainly balloon the deficit.

With that in mind, the Task Force’s proposal is carefully crafted to give a maximum bang
for the buck. By targeting the cut to investment in manufacturing, the legislation provides
tax relief to those investors that make an explicit contribution to increases in economic
growth and employment. This significantly reduces the fiscal impact of the cut while still
achieving the desired objective.

In short, the Task Force’s capital gains tax proposal will help address the problems of long-
term capital availability that the manufacturing sector faces. Targeting the cut to
manufacturing investment reduces the cost to the federal Treasury, and will give
manufacturers the ability to better plan for and carry out modernization activities, which
ultimately increases U.S. competitiveness and job creation. The Task Force proposal is also
crafted to address the issue of tax fairness by generating and saving jobs and encouraging the
spin-off of economic activity.

Thank you, Mr. Chairman for the opportunity to testify today. I look forward to working
with you and the Committee.
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Mr. CRANE. Thank you for your testimony, Mr. Meehan.

Are there any members of the committee who have questions or
comments to direct to this panel?

Mr. RANGEL. Mr. Chairman.

Mr. CRANE. Yes.

Mr. RANGEL. Ms. Woolsey and Ms. Norton, I am sorry that Rep-
resentative Sanders has left, but clearly we don’t have the votes to
make any substantial changes in what the majority is attempting
to do with the welfare bill. And clearly popular opinion appears to
be on their side because of the frustration that people feel about
a system that is not working.

I do think that we have a wonderful opportunity to bring more
equity, more job opportunity, more investment in human beings to
the board because it is not inconsistent with anything that they be-
lieve, even though it is not stressed in the Contract.

Congressman Ford has agreed to head up an ad hoc committee
to see whether Members such as yourselves, Mr. Sanders, and oth-
ers might want to bring their ideas to the table since he doesn’t
enjoy the luxury of subpoena and holding hearings any longer.

But my question is, am I missing something when I speak about
the silence of the churches and the synagogues and the temples on
this issue? It just seems to me that there is no spiritual theory that
does not concern itself with one’s obligation to help those who can
least help themselves.

And in New York Cardinal O’Connor spoke out against the
mayor cutting off the soup lines, an initiative I might add that was
started, and continues, by the nuns as opposed to the priests, but
that was headlines in the New York papers, that my cardinal has
spoken out to maintain soup lines.

Am I missing something, Congresswoman Norton? Are the
churches far more vocal than I think they are?

Ms. NORTON. Mr. Chairman, to its great credit, the Catholic
church has spoken out in opposition to major aspects of the bill
that is before you. For example, the church 1s against putting peo-
ple off welfare who are doing all they can in terms of working, even
if it is a public service job.

Mr. RANGEL. It is interesting that you would say that because it
is clear that the social service parts of Catholic charity have and
continue to do a fantastic job in all of our legislative bodies, espe-
cially here in Washington, but they never seem to set the moral
tone for fellow Catholics. It seems as though we deal with the me-
chanics, we deal with the legislation and try to improve it, but
where public opinion is involved, I just don’t hear the voices of the
cardinals throughout this country. I don’t mean to single out my
church, of course. I am talking about the Board of Rabbis, the
Protestant Council and whatever religions are there.

Ms. NORTON. Mr. Chairman, I do believe that this criticism
comes from the bishops themselves and not simply from Catholic
charities. I believe this is the position of the church.

I believe what we are going to experience is a terrible delayed
reaction. When the fallout occurs, everybody is going to come run-
ning to the Congress saying, “How could you let this happen”?

That is why my approach has been not to offer a counterproposal,
and not to say do it our way. I certainly accept what you have said,
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that we don’t have the votes to do that, but to challenge the com-
mittee to make its own proposals work. And I don’t think you make
your proposals work if you think you are going to get people in
Harlem off the welfare rolls in 2 years if there are no jobs.

So you have to think just a little deeper, and one of the ways to
do so—and I offered a concrete suggestion—is to allow part-time
jobs to serve as supplements to those jobs, for example. But if all
you say is you are on your own after 2 years, you are going to have
a giant catastrophe and you will have the Catholic church, all the
rabbis, every church and lots of Americans coming in and berating
us for not having seen in advance that there would be these vast,
unintended consequences.

Mr. RANGEL. But—no one challenges the hard work that you are
doing, but it is clear that the majority has a contract, they have
something. And it is clear that President Clinton at this point has
nothing. And you and I are trying to see whether or not we can
bring some equity out of what they declare as a mandate.

It would seem to me that if we could meet and to bring public
opinion—] mean, one of the solutions offered by the Speaker is
Boys Town. Well, you know, I would like to know, who is running
Boys Town today? It was a Catholic institution. Do they think it
makes any sense at all?

Ms. WOOLSEY, Mr. Rangel.

Mr. RANGEL. But we are going to meet and we would hope that
you would entertain meeting because we are going to need more
than concrete ideas to shift this program from where it is located
today, and we are going to need a lot of help. And I don’t think
we can wait until there is maximum pain because they are sending
enough signals now that they are not taking any prisoners, that
popular opinion is with them, and they are going to go ahead and
move forward.

So the least we can do is to bring in as many moral forces as
we can to do what you are saying, and that is let’s take a look at
this. Let’s see whether it is going to work. And if it can’t work, let
us make some solutions to reform the system with you.

Thank you so much, both of you, and all of you, of course, but
especially in this area.

Mr. CRANE. Are there any other questions by members of the
committee?

If not, we thank you all for your testimony.

And at this point I would like to invite up to the dais Mr. Smith
of Michigan, Mr. Largent of Oklahoma and Mrs. Roukema from
New Jersey. It is our procedure for ladies to go first.

STATEMENT OF HON. MARGE ROUKEMA, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF NEW JERSEY

Mrs. ROUKEMA. Oh, thank you. I accept, Mr. Chairman.

Certainly I wanted to congratulate you and certainly Mr. Archer,
the chairman of the full committee, for your well-deserved pro-
motion to the positions that you hold today. As a fellow Republican,
I congratulate you and must acknowledge that we in the party and
the Congress as a wh