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NOMINATION OF ROBERT E. RUBIN, TO BE
SECRETARY OF THE TREASURY

TUESDAY, JANUARY 10, 1995

U.S. SENATE,
COMMITTEE ON FINANCE,

Washington, DC.
The hearing was convened, pursuant to notice, at 9:45 a.m., in

room SD-215, Dirksen Senate Office Building, Hon. Bob Packwood
(chairman of the committee) presiding.

Also present: Senators Dole, Chafee, Hatch, Simpson, Pressler,
D'Amato, Murkowski, Moynihan, Baucus, Bradley, Pryor, Breaux,
Conrad, Graham, and Moseley-Braun.

OPENING STATEMENT OF HON. BOB PACKWOOD, A U.S. SEN.
ATOR FROM OREGON, CHAIRMAN, COMMITTEE ON FINANCE
The CHAIRMAN. Mr. Rubin, good morning. Have a seat. We got

started a little bit quicker than I thought we would get started.
Mr. RUBIN. All right. I am here.
Mr. Chairman. I wonder, Mr. Rubin, while we are waiting, I be-

lieve you have got some family members with you. Would you care
to introduce them while the other Senators are sitting down?

Mr. RUBIN. I would be delighted to, Mr. Chairman. My wife,
Judy Rubin.

The CHAIRMAN. Welcome, Judy.
Mrs. RUBIN. Thank you.
Mr. RUBIN. My son, Philip Rubin.
The CHAIRMAN. Philip.
Mr. RUBIN. My other son, Jamie Rubin, could not be here, but

his wife, Gretchen Kraft-Rubin.
The CHAIRMAN. Hello, Gretchen. Glad you could be with us this

morning.
Senators, are you ready? Senator Moynihan.

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,.
A U.S. SENATOR FROM NEW YORK

Senator MOYNIHAN. Yes, Mr. Chairman. May I just take the op-
portunity to begin by introducing to the Finance Committee one of
the most distinguished members of the present administration, one
of the most distinguished financial personages and civic leaders in
the State of New York for the last generation.

Mr. Rubin, as you know, is the head, Assistant to the President,
Council for Economic Policy and head of the newly-created Na-
tional Economic Council, of which he is the chair. I think the sta-
tistics are clear, he has presided in 2 years over the largest job cre-



ation expansion in recent memory. Am I right that in 1994 we cre-
ated 3.5 million jobs in our country?

Few economic advisers to few Presidents in the last century have
been able, with the exception of war time periods, to oversee such
an expansion. He has done this with unobtrusive, and obviously
very fair and effective advice.

Heis a man of great experience, great achievement. He has been
the chief partner in Goldman Sachs, he has been a member of the
board of directors of the New York Stock Exchange, and of the
board of trustees of the Carnegie Corporation and Mt. Sinai Hos-
pital in New York.

He is an accomplished private entrepreneur and public citizen,
and I wholeheartedly recommend him to the committee, as will my
colleague and dear friend, Senator D'Amato, and his old high
school classmate, as we learn, Senator Graham.

The C mmA. I noticed that Mr. Rubin went to school in
Miami, but I did not realize he had gone to school with Senator
Graham.

Senator D'Amato?
OPENING STATEMENT OF HON. ALFONSE D'AMATO, A U.S.

SENATOR FROM NEW YORK
Senator D'AMATO. Mr. Chairman, indeed, I am pleased to join

with my distinguished senior colleague and former chairman of this
committee, Senator Moynihan, in recommending to this committee
Bob Rubin.

He brings an impressive background; impressive in terms of edu-
cation, in terms of public service, not only here on the national
level working for the President and people of this country, but also
in the State of New York. He has served on just about every major
committee and commission, and I might add, without compensa-
tion. Mr. Rubin comes before this committee with an impressive
background.

I certainly recommend him with great pride to this committee.
I join with Senator Moynihan. I think the President has chosen
wisely.

The CHAIRMAN. Senator Graham.
OPENING STATEMENT OF HON. BOB GRAHAM, A U.S. SENATOR

FROM FLORIDA
Senator GRAHAM. Thank you, Mr. Chairman. First, I want to ex-

press my appreciation of the opportunity to serve on this commit-
tee, and that my first duty as a member of the committee is to sit
at this side of the witness table to sponsor my good friend, Bob
Rubin.

Florida has had a long tradition of New Yorkers moving to our
State. Bob represents our contribution to that deficit by sending
him, on a temporary basis, north. We assume that he will eventu-
ally return to his roots.

It is not quite correct that we were classmates; we actually went
to competing high schools. Bob went to Miami Beach Senior High
School, I went to Miami Senior High School. And we competed with
each other on our respective debate teams, not, I might say, to my
benefit in that competition. Much has been said about Bob's profes-



sional accomplishments and his many areas of service. I would like
to just supplement what Senator Moynihan and Senator D'Amato
have said by some comments about Bob Rubin's special personality.

In my opinion, he defines a quality which is very valuable for
anyone in this business, and that is a non-arrogant self-confidence.
He knows who he is, he understands his core values, but he is also
open to new ideas and to persuasion. He has used that quality with
great skill in his responsibilities to date. He will, I suspect, have
an even greater opportunity to use that quality in his new position.

I am very proud that he has been nominated by the President,
and urge a speedy confirmation by the Senate. Thank you, Mr.
Chairman.

The CHAIRMAN. Gentlemen, thank you very much.
Mr. Rubin?

STATEMENT OF ROBERT E. RUBIN, NOMINEE FOR SECRETARY
OF THE TREASURY

Mr. RUBIN. Mr. Chairman and members of the committee, I
really a preciate the opportunity to appear before you today, and
particularly appreciate your scheduling this hearing so expedi-

tiously after the beginning of the 104th Congress.
I would like to thank my two home State Senators from New

York, Senator Moynihan and Senator D'Amato, for introducing me
and for their kind words, words which I have a feeling might very
substantially exceed the reality that is before you. I would like to
thank Senator Graham from Florida, where I grew up, for his very
kind introduction.

I would also like to express my great respect for your long-time
member and former Chairman, my friend of many years and col-
league of the last 2 years, Secretary Lloyd Bentsen. He provided
our administration and our economic team with experience, goodjudgment, consistent support for the spirit of teamwork, and wide-
based experience in the areas that we were involved in. I look for-
ward to his advice and guidance in the time to come.

For the past 2 years, I have served in the White House as the
Assistant to the President for Economic Policy and Coordinator of
the National Economic Council, where a truly outstanding group of
cabinet members and White House officials have worked together
on the economic issues of the Nation.

Before that, I worked for 26 years at a major international finan-
cial institution headquartered in New York where I had respon-
sibility at various times for trading activities in equities, debt, for-
eign exchange, commodities, oil and derivatives, and various in-
vestment banking responsibilities both here and abroad.

I greatly welcomed the opportunity to join the Clinton Adminis-
tration because I believed that this country was at a true economic
crossroads and that, with all of our natural advantages, our eco-
nomic future could be robust, but only, only, if we faced and dealt
with the many problems and issues before us in a rapidly chang-
ing, global economy.

Conversely, I felt that if we did not deal with the economic prob-
lems before us, our prospects could be mediocre for as far into the
future as the eye could see. I strongly identify with the President's
broad-based, comprehensive economic strategy to get this country



back on the right track, both now with solid growth and low infla-
tion, and for the long term.

That strategy has been consistent from the very beginning of this
administration down to the very present moment. It consists of:
deficit reduction, education, training, programs for economically de-
pressed areas, and other public investments critical to future pro-
ductivity, targeted tax reduction, reforming and reducing govern-
ment and government regulations, health care and welfare reform,
and opening markets.

Through this strategy, our country, over time, can achieve fiscal
order, strong productivity increases, and open markets which, in
turn, will lead to healthy, long-term economic growth with low in-
flation and, very importantly, will give every American the oppor-
tunity to share in that economic growth.

Much has been accomplished within this framework in the past
2 years, often with bipartisan support. But much remains to be
done at this critical juncture if our country is to prosper both now
and for the long run.

Thus, in my opinion, Mr. Chairman, it is crucial that the admin-
istration and Congress work together effectively as we go forward.
It is worth noting in this regard that this committee, in particular,
has had major accomplishments on a bipartisan basis, including
NAFTA and GATT.

Mr. Chairman, I am pragmatic and I believe that differences can
usually be resolved-not always, but usually-by being straight-
forward and focusing on substance. If confirmed, I will work with
each member of this committee and with the whole of Congress in
exactly that spirit.

I also believe that there are no easy answers to the significant
issues of economic policy and that difficult trade-offs are almost al-
ways involved.

As we face the likely legislative agenda for the next 2 years, I
would like to suggest a few guiding principles.

Number one, Maintaining Fiscal Discip line. Tax cuts or spending
programs must be paid for and we must sustain our efforts to con-
tinue reducing the deficit.

Promoting Productivity. We must endeavor to increase our Na-
tional savings rate, and, within the discipline of deficit reduction,
we need to continue to reorder the Federal budget to emphasize
education, which had strong bipartisan support in the last Con-
gress, training programs for economically depressed areas, and
other essential public investments.

These investments in people are also key to equipping all Ameri-
cans with the tools to participate in the economic growth of this
country and to reverse the greatly increased and corrosive inequal-
ity that has developed over the last 20 years.

Number three, Supporting International Cooperation. In the new
global economy we need to open markets, we need to sensibly but
effectively regulate the vast international financial markets that so
greatly affect all of our economies, and we need to help the develop-
ing and transitional economies.

Number four, Modernizing Financial Markets. We can make
American financial markets, already the most efficient and most ef-
fective in the world, even more competitive and more efficient



through modernizing regulatory structures and regulations. But
the issues are very complex and competing considerations must be
weighed carefully and thoughtfully.

Finally, if confirmed, I would endeavor to carry forward the Unit-
ed States Treasury's long and proud history of professional excel-
lence and professional integrity which I have admired from the
vantage points of both Wall Street and the White House for so
many years.

Treasury has been and should continue to be a reliable and
trusted resource for members of Congress and the general public.
I also want to emphasize my commitment to Treasury's important
law enforcement functions.

In conclusion, Mr. Chairman, I would like to thank you again for
bringing me before this committee so promptly. I hope my com-
ments have been useful.

Now I would be pleased to respond to any questions you might
have.

The CHAIRMAN. Mr. Rubin, thank you. If I might just read the
early-bird list so that the members will know where they are. I ar-
rived here first today, then Senators Bradley, Moynihan, Graham,
Moseley-Braun, Pressler, Breaux, Pryor, Baucus, Murkowski,
D'Amato, Hatch, Chafee and Simpson. Did you hear where you are,
John, on that list? The reason I say that is when I sat over there
John was always the one that was asking me, ask the Chairman
where I am on the list. Where am I on the list?

The questions I am going to ask-and Mark, hold me to my 5
minutes-are not in any way to indicate what my tax philosophy
may be. I think it is reasonably well-known to the members. But
the questions are not premised on a conclusion I want to reach nec-
essarily.

One, are you convinced that if we increase the national savings
rate it will increase productivity? And the reason I ask that is I
have a memo from the Library of Congress that says, no. I am not
sure I agree with it, but I have a memo to the other effect.

Mr. RUBIN. Mr. Chairman, both the President and I think that
savings are essential to future productivity, and future productivity
is where the future of this economy lies. There is a view amongst
economists, and I think much less so amongst market participants,
that with the globalization of the international financial markets,
it may well be that the savings 'rate has declined in importance be-
cause capital moves across borders relatively easily and, therefore,
the demand in this country can be met from savings wherever they
may take place.

I would suggest to you, Mr. Chairman, that those global effi-
ciencies are vastly overstated. In the very short end of the maturity
spectrum for fixed-income securities, I think it is probably true, we
have a true global financial market, therefore, domestic savings are
probably relatively less important.

But, as you get out into longer maturity debt securities, debt se-
curities for corporate issuers, and even more, equity issuers, I
think that capital tends to be very sticky in the country in which
it is raised as a result of savings. So, I think that cost of capital
is very much affected by the savings rate, and the savings rate is
very important to the future growth of this country.



The CHAIRMAN. Without asking whether you agree or disagree
with it, what is your interpretation of the term "supply side eco.
nomics?"

Mr. RUBIN. Well, I think that is a concept that has had many dif-
ferent meanings, and I will suggest two, if I may. One, is that if
you lower taxes you will get commensurate economic growth and
ultimately the Treasury will have resources that exceed the re-
sources that have been lost by virtue of the lowering of the taxes.
In a sense, it is kind of a trickle down concept of economic growth.

I do think there is another concept of supply side which is not
one ordinarily used, but I think is, at least worth considering. If
we can equip the American workers with education and training
that will enable them to compete competitively on a global basis,
then the United States can become the location of choice for these
vast international businesses and we can greatly increase employ-
ment and standards of living in this country.

So, I think there is a concept of supply side economics that fo-
cuses on the skills and education of our people which, in my judg-
ment at least, makes a lot of sense.

The CHAIRMAN. I want to read you a quote from the Joint Tax
Committee. It is a letter that they sent to me in October. And the
letter has been misused-not by them, not by me-and I just want
to clarify something. I asked them if they could tell me how much
money we could raise if we had a 100 percent rate of taxation on
incomes above $100,000. They said, no, they could not do that.
They could tell me how much untaxed income V 1iere was above cer-
tain levels, but they had never run a model of .00 percent level of
taxation.

But in their letter they have this statement, "At a proposed tax
rate of 100 percent, these effects would be extraordinary. If the 100
percent tax rate were to be in effect for a substantial period of time
so that taxpayers would have no rational hope of avoiding or evad-
ing the 100 percent tax in the out years by deferring income to
lower rate years or using other tax avoidance or deferral plans, in
our judgment there would be a substantial reduction in income pro-
ducing activity in the economy and a significant reduction in tax
receipts to the Fedi.ral Government." Would you agree with that?

Mr. RUBIN. I wo,.,ld agree with that, Mr. Chairman. But I suspect
one could take chat argument to other propositions with which I
would not agree.

The CHAIRMAN. I am not quite sure what that means.
Mr. RUBIN. Well, I am just anticipating where you might or

might not be going next.
The CHAIRMAN. Well, all right. Yes. You can see where I am

going with it. And this was on incomes of over $100,000. And this
is theoretical. I understand that. If we lowered the tax rate from
100 percent to 90 percent, we might collect some more money than
we would collect at 100 percent. That would be a supply side the-
ory, would it not?

Mr. RUBIN. That is correct.
The CHAIRMAN. And maybe we might collect more money at 80

percent than 90 percent.
Mr. RUBIN. There will come a point though where I think you

cross the line.



The CHAIRMAN. That is correct.
Mr. RUBIN. That is why I said I would not necessarily agree with

this argument.
The CHAIRMAN. Well, you agree with the argument, you do not

agree with the point at which we might cross. At zero we would
not collect much money either, and at 100 percent we would not
collect much. There is a magic point, whether that is 30 percent,
40 percent, 50 percent. I am not going to argue it here. There is
some point.

Senator MoYNIHAN. 28 percent.
The CHAIRMAN. 28 percent, Senator Moynihan says. [Laughter.]
And I thought we had the point one time.
Senator BRADLEY. 28 percent.
The CHAIRMAN. But here is the only point I would make on this,

and I would hope, therefore, we do not get into it. If you had this
theoretical 100 percent rate at over $100,000 and we cut it to 90
percent, I can picture demagogues who would say, that only bene-
fits the rich. Nobody else is going to be benefitted, they're not pay-
ing the 100 percent rate.

That should not make any difference if it actually raised money.
And we will get into this later with the capital gains issue, and we
know the differences. The Treasury Department formally esti-
mated, that President Bush's capital gains raised revenues. If we
honestly thought a capital gains proposal would make money, even
if the principal beneficiaries of it were the rich, we should not com-
plain about it if it produces more money.

Mr. RUBIN. Senator, could I respond to that?
The CHAmRMAN. Yes.
Mr. RUBIN. In two respects. Number one, on the hypothetical

which you set up, the point that you were then trying to make,
there were a lot of debates at the time that we proposed the tax
increase on the top 1.2 percent of Americans in order to get the
powerful deficit reduction program that we put in place in 1993.

And the argument we made was that you could increase the tax
rate to 39.6 percent and that would not deter activity. Some very
distinguished economists wrote articles to the contrary; I think
they were just basically wrong. I have dealt a lot with high com-
pensation individuals and, wherever the point on that spectrum is,
it is well above the rate at which we took the income tax rate, in
my opinion.

Second, as to the capital gains tax discussion which I suspect we
may have at somewhat greater length than this hearing, as you
have said, one criterion, but only one criterion, is tax fairness.

And then there are a whole bunch of other criteria, and you take
them altogether and, based on all those criteria, you make a judg-
ment whether a tax proposal makes sense or not, which would be
our view, and I suspect from what you said, it would be your view
as well.

The CHAIRMAN. Thank you very much.
Senator Moynihan?
Senator MOYNIHAN. Mr. Chairman, I think Senator Bradley-
Senator BRADLEY. Oh, no, no, no.
The CHAIRMAN. Pardon me. You are right. Senator Bradley is

next. My mistake. Go ahead, Bill.



Senator BRADLEY. Welcome to the committee. I am very pleased
to see you, Mr. Rubin. It is a great pleasure. I am sorryI was not
at the table to also introduce you. I thought it would be appropriate
if the whole committee was at the table to introduce you to the one
member of the committee that would still be sitting on the panel.

Mr. RUBIN. Senator, if you had lower tax rates in New Jersey
and I would move there, then you might have been at the table.
[Laughter.]

Senator BRADLEY. Now, let me ask you, on the issue of savings,
we have a lot of suggestions for tax vehicles to increase private sav-
ings. One of them, for example, is the backloaded IRA, others are
straight IRAs, 401(k)s, varieties of other savings. Each of those cost
money. In other words, they increase the deficit.

The CHAIRMAN. Senator Bradley, I wonder if I might do this. I
have talked with every member, or my staff has. There is no objec-
tion to our confirming today Mr. Rubin, and we have a quorum. I
would like to just call now, if I could, for a vote and we will go on
with our questions for as long as we want. The reason I ask this
is that every now and then, somebody raises the issue on the floor
about whether you had a quorum. We have one now.

Senator BRADLEY. Mr. Rubin, you are lucky that you were con-
firmed prior to this question. [Laughter.]

Mr. RUBIN. I presume the confirmation is revocable, Senator.
Senator BRADLEY. So the point is that these vehicles also lose

money in terms of increasing the budget deficit. What impact do
you think that they will have on the overall national savings rate?
Because if you increase private savings marginally and decrease
public savings by increasing the deficit, you have decreased overall
savings. So how would you suggest we look at these various propos-
als to increase private savings?

Mr. RUBIN. Senator, your analytic framework is, as you know, ex-
actly right. When the President first took office and a whole bunch
of us talked about the various things that he felt needed to be
done, one of the emphases that he had was on increasing savings.

And he made the observation at the time, which seems to me is
absolutely right, that the quickest way to get the savings rate up
was to get the deficit down. And, as you know, that was a priority
in 1993 and, in fact, was accomplished in a rather substantial fash-
ion.

When you go beyond that, when you look at individual proposals,
Senator, the IRA, as you know, is a proposal that people have
talked about for a long time. Some people feel that all it does is
shelter savings that would have taken place anyway, in which case
it has very little marginal impact.

My own view is that the proposal that the President proposed in
the Middle Class Bill of Rights is an IRA proposal that has a real
chance of increasing savings. It is, as you know, frontloaded or
backloaded; you can take a choice. You can either put the money
in and deduct it when you put it in, or you can not deduct it when
you put it in aid then you get the proceeds out tax-free.

I think, even more importantly, you can withdraw the money as
you go along for various purposes-education, various medical pur-
poses-so it is not simply putting money in to save for some distant
retirement date, but really is a very flexible savings vehicle.



My instinct is to think that there is a real chance this thing
could take hold, particularly if financial institutions decide to ad-
vertise it because they think they can build a real business. And
I think we may have found a vehicle that really helps increase sav-
ings rates in this country.

Senator BRADLEY. Overall savings rates?
Mr. RUBIN. Yes, the overall national savings rate, by which I

mean that the savings increase will substantially exceed the in-
crease in the deficit, or, alternatively, the cost to the Federal Gov-
ernment that is involved in the IRA.

Senator BRADLEY. Another issue we will debate that has already
come up is capital gains. And there are various approaches to it,
one of which is indexing the basis of capital gains so as not to tax,
whatever the rate might be, the inflation gain, but, instead, tax the
real gain. Do you believe that indexing the basis of capital gains
is responsible without also indexing the deductions, in particular,
interest deductions?

Mr. RUBIN. Senator, to start with-and I guess this goes back to
some comments that Chairman Packwood also made-I believe,
and much more importantly, the President believes, that invest-
ment and savings and, thereby, productivity, are critical to the eco-
nomic future of this country.

I think the debate really only becomes one of, what types of
measures should be taken toward those ends. And, as you and I
discussed a moment ago, I think the IRA is something we clearly
should do. I think that indexing capital gains is an issue that we
need to look at more thoroughly.

I think we need to look at it against the following criteria: does
it increase economic growth, that is to say, jobs and standards of
living; what effect does it have on fairness; and is it fully paid for?
Because the President, at least, feels that we must absolutely not
have any tax cut that is not fully paid for in a real and serious
fashion.

Indexing is extremely complicated to apply to the vast variety of
assets that it might apply to, and I do not have a ready answer
to your question. We have discussed this recently, I might add,
with some of the Treasury officials. Their suggestion had been that
any particular indexing proposal brought to us we would be looked
at in a careful and thorough way against the criteria I have just
mentioned.

Senator BRADLEY. If you do not index the deductions, you end up
with much smaller gain and much larger deductions and you push
this whole process much more in the direction of various tax shel-
ters that can be leveraged in ways that do not lead to the most effi-
cient allocation of capital.

Mr. RUBIN. Without making any prejudging comment on capital
gains, because I do not think I should be in a position of prejudging
capital-

Senator BRADLEY. Right.
Mr. RUBIN [continuing]. One of the issues that gets involved in

the debate on capital gains is always this issue of the potential for
converging ordinary income to capital gains and, thereby, tax shel-
tering, and indexing, as you say, would lend itself to that.



Senator BRADLEY. You have responsibility for the administra-
tion's exchange rate policy in Treasury. I was wondering whether
you think that the approach that has been taken to Japan, the de-
preciation of the dollar versus the yen the last couple of years, has
proved productive.

Mr. RUBIN. Senator, let me discuss the premise of your question,
because I think the issue lies in the premise, not in the question.
This country I believe in, Senator Bentsen strongly stated that he
believed in, this administrative believes, that a strong dollar is
very much in this Nation's economic interests, both now and for the
long term.

We have never, never used the exchange rate as an instrument
of economic policy. Exchange rates over time are going to reflect
fundamentals, Senator, and I believe the fundamentals in this
country are very strong and, as a consequence, I think we will have
a strong dollar over time, but as a reflection of the fundamentals.

The CHAIRMAN. Senator Moynihan.
Senator MOYNIHAN. Thank you, Mr. Chairman.
Mr. Rubin, as you know, in your last passage in your testimony

you spoke about the Jaw enforcement functions of the Treasury,
which is a refreshing statement, as we very rarely hear about these
from Secretaries of the Treasury. But they are important. I mean,
we are a country hugely concerned with matters of crime and
handguns, and the mortality and morbidity associated with them.

Over the last decade, the Congress has begun to legislate with
respect to certain rounds of ammunition. There is a simple fact, we
have about a two century supply of handguns and a 3-year supply
of bullets. Guns do not kill people, bullets do.

Since the Revenue Act of 1918, the Treasury Department has
had the responsibility to license the manufacture of ammunition
and to tax it. Increasingly, we have been wondering, we have never
heard from the Treasury that it has any interest in this respon-
sibility.

There was a little event over the turn of the year when it was
reported-and I just read from the New York Times-"Lethal New
Ammunition Penetrates a Federal Ban." Down in Huntsville, a
manufacturer said he had produced a bullet which breaks into
thousands of razor-like fragments when it strikes human flesh. The
fragments become lethal shrapnel that is "hurled into vital organs,
lungs, circulatory components, the heart, and other tissues. Death
is nearly instantaneous. The beauty behind it," the manufacturer
went on to say, "is that it makes an incredible wound." These are
called Black Rhinos. One was armor piercing, the other had this
quality.

Then a Treasury official said, there is nothing illegal under Fed-
eral law about such ammunition, even though in 1899 we signed
the Hague Convention, a treaty, which is the supreme law of the
land, again, in 1907, banning precisely such bullets, those dum-
dums, in the armory outside of Calcutta where they were first pro-
duced.

The Washington Post responded saying, "From the blood-chilling
claims being made about these bullets, there is nothing here that
America can condone." Metropolitan chief police Fred Thomas said,
"Congress should do whatever it takes quickly to ban the bullets."



Then on Sunday in the Washington Post we read, "Federal regu-
lators have decided to approve the sale of the Rhino fragmenting
bullet."

Mr. Tom Hill, in this ase, says, "According to our tests, it's no
different from any other hollow-point bullets on the market." Well,
a hollow-point round is a violation of the Hague Convention. The
United States military will not allow them. The regulation is so
precise.

How can the Treasury be so insensitive to this? In 18 years on
this committee I have never heard a word from the Treasury-I do
not think you have, Mr. Chairman-about this role in law enforce-
ment of controlling the supply of ammunition which only kills po-
lice officers, kills human beings. It has nothing to do with sport.
Does that not arouse some concern? I am sure it does.

Could you tell us what you might propose, and what on earth
was in the mind of the man speaking, not on your behalf but on
behalf of the Treasury, who said it is like any other hollow bullet.
It violates international law, but it is okay on the streets of the
United States. Now, he did not say the latter, but I did.

Mr. RUBIN. No, I understand, Senator. You have had a long his-
tory, Senator, of being concerned with the problems of urban Amer-
ica, particularly social disintegration and crime, a set of issues you
know the President is also very much concerned with. And I think
you very rightly raise the question of these types of ammunition.

I have read the same articles you did, actually. When I first saw
them, I thought they were very concerning. I have since been
briefed by people at Treasury, and I find that it is a rather complex
situation. Their authority is rather limited, but, on the other hand,
these are very serious issues.

I think I am right in saying this, but I will not absolutely attest
to it, that the newspaper may have gotten that slightly wrong. I
do not think that the bullet was approved, I believe it was tested.
But we have very limited ability in Treasury, under current law,
to deny a manufacturer the right to sell bullets unless it violates
certain bans on certain types of bullets. And then there is a whole
other set of interests, as you know, the interests of sports people
and legitimate interests of people for self-defense.

So, when you put all that together, it is a rather complex inter-
est, your very serious concerns, the interests of sports people, the
interests of people for self-defense.

What I would like to do on this matter-because I, too, had a
very serious and concerned response when I saw those articles,
Senator, is, if confirmed, meet with the experts at Treasury, de-
velop a thoughtful response to the questions that you are raising,
and then come back and discuss them with you.

Senator MoYNIHAN. Good. Good. That is a very forthcoming re-
sponse. It is an issue whose time has come. After 70 years, getting
the Treasury Department interest, I would not say, is precipitous.
Thank you very much, sir.

Mr. RUBIN. Well, you once told me, Senator, that every action in
government takes 35 years, so this has taken twice your rule.

Senator MOYNIHAN. Yes.
The CHAIRMAN. I tried Senator Moynihan's theory once on an au-

dience on the gun registration/gun ban issue and I said, you know,



guns last 100-200 years, but no one keeps 100 years' supply of am-
munition. And a guy stood up and said, there is in my basement.

Senator BRADLEY. Was this in eastern Oregon?
The CHAIRMAN. It was in eastern Oregon.
Senator Graham?
Senator GRAHAM. Thank you, Mr. Chairman. First, Mr. Rubin, I

want to commend you on a very excellent opening statement that
outlined the principles upon which the administration and the
Treasury Department, under your leadership, will be guided.

I would like to focus on the third principle, which was supporting
international cooperation. You mentioned that two of the successes
of the administration have been the passage of the NAFTA and the
GATT. I would like your ideas as to where you see, over the next
period, the administration is attempting to lead the Nation and the
world in terms of international cooperation.

Mr. RUBIN. Senator, this President came into office with a deeply
held view as to what he felt this Nation needed to do, not only to
get on the right track now economically-I mentioned this in my
statement-but to position itself for the long-term. And productiv-
ity was obviously one of the high priorities, but another was open-
ing markets around the world.

I might add, parenthetically, that for the most part these mar-
kets have higher barriers than we do, so that when you open those
markets and we reach peripassu in terms of openness, it is much
to our benefit because their barriers are higher, as well as for the
traditional reasons of comparative advantage.

As we go forward, and the President very much wants to go for-
ward in this area, we have the possibility of a free trade ageement
with Chile, as you know, because that has been publicly an-
nounced.

APEC, Asia Pacific Economic Cooperation, is an organization
that has enabled this country to take an important role in working
with the nations of the Pacific Rim to open up the Pacific Rim na-
tions to trade with the United States. And, as you know, the Presi-
dent was the first leader to suggest that that be turned into an an-
nual leader's meeting, and I think really has re-energized APEC.

So, I think you will see a lot of activity in Asia in the early
states, Senator, to deal very practically with the problems in trade,
different contract provisions, and contract laws in different coun-
tries, things of that sort but ultimately leading toward free trade
in the region.

Latin America offers us enormous opportunities. NAFTA was a
first step. We clearly want to go much further in that respect and
we have natural advantages in Latin America because of our loca-
tion.

We have trade differences with Japan, and those must be faced
in a forthright fashion. The second largest economy of the world
cannot have substantially different access to its markets and the
other major economies without hurting the free trade system of the
world.

It is very much in the interests of Japan and this country for
those problems to be resolved. And the President, I really think, for
the first time in a long time, has been willing to face those issues
in a serious and thoughtful fashion, and we are making progress.



I think that would be a brief summary, Senator, of the broader
vision with respect to where the free trade initiative should go, not
only over the next few years, but really over the next decade or so.

Senator GRAHAM. If I could focus on the particular issue of Latin
America, Latin America seems to be organizing itself into a series
of sub-regional groups, such as the Merkasur group at the southern
cane; at the north is NAFTA, in which we and Canada are also par-
ticipants.

Do you have a sense of how we will move towards closer eco-
nomic integration within the hemisphere within the context of the
currently emerging sub-regional groups?

Mr. RUBIN. Senator, I think you have made exactly the right
point. And this is true, by the way, in Asia as well. It is very much
in the interest of this country to be at the center of the world's
trading systems.

And in Asia you have at times something of a tendency toward
regional trading blocks of which we were not a part. So, it is in our
interest, as a consequence, to nurture APEC, which gives us the
opportunity to be a central part of what would then be the major
trading group in Asia.

Similarly, in Latin America, it is our view-and this really was
the purpose of the Miami Summit that was held last month-that
we need to work throughout Latin America so that Latin America
as a whole becomes the trade area rather than having subgroups
of which we are not part. That is precisely what we are attempting
to do in Latin America.

Senator GRAHAM. In the last few weeks there has been a lot of
attention focused on Mexico and the potential ripple effect that
that might have on the economic development of other nations in
the hemisphere.

I would like your comments as to whether you see this situation
in Mexico as being isolated to that country and episodic, or will it
have a more pervasive impact throughout Latin America and the
Caribbean?

Mr. RUBIN. Senator, I think that is a very complicated set of
questions. I do not know that it lends itself to a very brief re-
sponse. Mexico accomplished enormous reforms under President
Salinas, and to some extent under his predecessor, in the area of
privatization, opening markets, deregulation.

As a consequence, the country is in a far better position today
than it was before to realize the very substantial economic poten-
tial that Mexico has. At the present time, it clearly is experiencing
some difficulties. I think it is very much in our interest to support
them as they work their way through those difficulties.

As you correctly observe, the difficulties that Mexico is currently
having have started to affect foreign exchange markets with re-
spect to certain other Latin American countries.

The potential for this country in Latin America is enormous and,
therefore, it is enormously important that we work with Mexico
and help them work themselves through this current difficulty, not
onl, to help Mexico, but to make sure that that does not spill over
anainterfere with the realization of the very substantial potentials
in Latin America for those countries and for us.

The CHAIRMAN. Senator Moseley-Braun.
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Senator MOSELEY-BRAUN. Thank you very much, Mr. Chairman.
I would like at the outset to say how delighted I am to be here.
A friend gave me an embroidered pillow for Christmas that said,
"A Woman's Place is in the House and in the Senate." She has
threatened to take it back and add, "And on the Finance Commit-
tee." So I am just delighted to be here.

To you, Mr. Rubin, I am delighted to see you again. Thank you
very much for visiting with me earlier last week to discuss some
of the issues pertaining to your confirmation.

I ran into a woman at the airport who just stopped me to talk
about her own issues, and she was very concerned, as the owner
and founder of a new business, about whether or not banks would
be willing to lend to her. She needed about $5 million, and she
talked about that mid-level of lending for start-up businesses.

I guess my first question to you would have to do with that kind
of support for small- and medium-sized and new businesses. As
Secretary of Treasury, what role, if any, will you engage in to pro-
mote investment and encourage lending to small and new busi-
nesses?

Mr. RUBIN. Senator, when the President first took office he posed
the same question to me. And he said, what are the kinds of things
that we can do to help get capital to that segment of the capital
market where it goes least readily? I assume you are talking about
a privately-held company.

Senator MOSELEY-BRAUN. Yes.
Mr. RUBIN. Privately-held smaller and medium-sized companies.

And we have taken a number of steps. We proposed, and Congress
enacted, a targeted capital gains tax reduction for smaller compa-
nies, and patient capital, which I think was a very good proposal,
something we were very supportive of.

Sometime within the first few months of the first year of this
Presidency, the Treasury announced what it called a "credit crunch
initiative," which was aimed at reducing the regulatory pressure on
banks and easing up lending in banks.

I know the Small Business Administration, under the exceed-
ingly able leadership of Erskin Bowles, has taken a number of
steps to cause the SBA to function more effectively, usefully, and
usably, in response to the requests of small business.

CRA, Community Reinvestment Act, is designed for a particular
purpose within that context, which is to make sure that economi-
cally depressed regions are not treated unfairly by lending institu-
tions, to make sure that capital is available, on an economic basis,
in those regions.

We also proposed, and Congress adopted, an expensing provision
in 1993 which was designed to help small business buy capital
equipment more readily.

And I guess most broadly, Senator, the deficit reduction program
which lowered interest rates and the recovery-which, in my judg-
ment, could not have happened without a deficit reduction pro-

am-probably is the biggest and most important help that we
ave been able to give to small business.
Having said that, and having recited the list of things that have

come to mind-and there are probably others that do not come to
mind at the moment-we would be very receptive to any proposals



that you might have, because this is very much a focus that the
President has.

Senator MOSELEY-BRAUN. Thank you. Chicago was very excited,
as were other communities in Illinois, two or three weeks ago now
with the announcement of the empowerment zone designation.

People are, again, excited about the opportunities, or at least the
prospect and the potential for renewed investment in the inner
cities, as well as rural communities that need that investment.

What opportunities, if any, do you see for coordination of the ac-
tivities of the Treasury Department with the activities of other gov-
ernmental units such as HUD, such as Department of Agriculture,
which has a role, to stimulate economic development, again, in
communities, both urban and rural, where that economic develop-
ment is so needed?

Mr. RUBIN. Senator, I believe, and I know you very much believe,
that the economically depressed areas of this Nation, in some
measure, will determine the future of this country's economy for all
of us. And if the country does not deal effectively with those areas,
that will be an enormous burden or problem for the entire economy
and, therefore, for all of us.

Before I came to this job, I had the opportunity to chair some-
thing called the Cuomo Commission. Governor Cuomo set up a
commission to focus on precisely the question you are raising,
which is, what could be done to improve the economic conditions
of the economically depressed areas and bring the residents of the
economically depressed areas into the economic mainstream?

If confirmed as Secretary of the Treasury, that is an area that
I would very much like Treasury to get involved in with the other
agencies of government that have a concern with and involvement
in these areas. And, I might add, Treasury is already involved in
a number of respects, including the design of these enterprise
zones.

So, while I do not have any specific answer for you right now,
Senator, it is something that I very much would like to focus on
if confirmed as Secretary of Treasury.

Senator MOSELEY-BRAUN. Well, I expect you will be.
Finally, in your opening statement I was delighted to hear you

refer to what you called essential public investments. I was re-
minded of the Chairman's remarks. When I first came in the room,
you were talking about the debate around scoring and what goes
into the scoring analysis.

Would you share with us any views you might have-and quick-
ly, because my time is almost up-on the debate about the consid-
erations that are appropriate to budget analysis, to the scoring de-
bate?

Mr. RUBIN. Senator, when we first met with the President in Lit-
tle Rock in early January, I believe it was, of 1993 before we came
to Washington, we had the economic team around the table in the
Governor's office.

We were putting together the beginnings of the first budget and
he turned to Leon Panetta and he said, "Leon, I want credible
numbers, I want real numbers, and I want to adhere to existing
budget methodologies. I will have all the policy debates in the
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world with people, but I do not want anybody to ever doubt my
numbers."

I believe that is a very good and sound principle. I think the dy-
namic scoring, which I assume is the issue you are referring to, al-
though appealing on the surface, involves enormous conceptual
problems and, if adopted, is a slippery slope which will lead to un-
dermining the fiscal discipline which I think is essential to the eco-
nomic future of this country.

The CHAIRMAN. Senator Pressler, and then Senator Pryor.
Senator PRESSLER. Thank you very much, Mr. Chairman, for the

welcome to the committee.
Let me just say that I have returned from the South Dakota Gov-

ernor's inauguration, where I talked with Governor Janklow and
his staff.

One of the things that South Dakota is interested in is the estab-
lishnient of a foreign trade zone and a U.S. Customs port of entry.
My home State is currently the ninth fastest-growing exporter in
the country. The establishment of a Customs port of entry is vital
to the continued growth and competitiveness of over 300 South Da-
kotan firms heavily engaged in international trade.

The State of South Dakota is one of only two States in the coun-
try that does not benefit from a U.S. Customs port of entry under
the jurisdiction of the Treasury. Will you be supportive of providing
those same benefits to South Dakota, and in your role as Secretary
of Treasury can you guarantee a speedy processing period for South
Dakota's port of entry application?

Mr. RUBIN. Senator, when you were kind enough to see us-I
went around and visited every member of this committee-you had
raised this issue. Afterwards, I discussed it briefly with someone at
Treasury. Although I do not have expertise in it, but it certainly
sounded, based on what I have been told, as if there was enormous
merit to the case that you were making. I will absolutely promise
you this, that if confirmed I will get myself fully briefed and we
will bring this to a resolution in an expeditious fashion.

Senator PRESSLER. Good. Thank you very much.
Let me ask you a question about your firm and your leadership

at Goldman Sachs. Is there anything that this committee needs to
know about any of its relationship with BCCI or any relationship
with the current contract with Germany or BCCI? Is there any-
thing that we need to know that would help us evaluate your can-
didacy for Secretary of the Treasury?

Mr. RUBIN. Senator, to the best of my knowledge, I do not believe
that our firm ever had any business with BCCI, but I can have
somebody check that and get back to you.

Senator PRESSLER. All right, if you could.
Mr. RUBIN. Or let me put it differently. If the firm did have any

activity with BCCI, I am certainly not aware of it.
Senator PRESSLER. All right. Could you put in the record any-

thing you can find on that matter?
Mr. RUBIN. I would be happy to do so.
Senator PRESSLER. And also on the current relationship with

Germany, the contract that has been entered into with Goldman
Sachs. You were not involved with that in any way.



Mr. RUBIN. This is the first time I have ever heard of it, so I
guess that would be a fair comment, yes.

Senator PRESSLER. All right. Great. You can put anything in the
record that you come up with on that.

[The information appears in the appendix.]
Senator PRESSLER. Let me ask a question about static versus dy-

namic reporting of things. Lately there has been a lot of talk con-
cerning the issue of dynamic revenue estimating versus static reve-
nue estimating.

Although I realize this is largely a Budget Committee issue, ulti-
mately it will affect the decisions made by the Finance Committee
as we analyze the budgetary impacts of upcoming tax cut or spend-
ing cut proposals. I understand that the administration favors stat-
ic revenue estimating. What are your thoughts on this?

Mr. RUBIN. Well, Senator, as I said a moment ago, I think on the
surface, dynamic scoring has a certain appeal. But I think that the
more that you look at it the more troubling it becomes.

For one thing-and I have talked to a number of economists
about this who are what I would call politically neutral, they have
no particular axe to grind-I think that the kinds of estimates that
you can make about the effects of GDP on policy measures are in-
sufficiently reliable to want to base a budget upon.

I, therefore, consider it very troubling to think that we would
have a Federal budget based on estimates that have been made of
macroeconomic impact from various proposed policy measures.

Relatedly, and I think even more seriously, if you are willing to
accept what I think is probably very substantially imprecise esti-
mates that you can get, I think almost everything that comes be-
fore Congress can carry with it a powerful macroeconomic impact
debate.

For example, I know that that is the argument very often used
by proponents of capital gains, but I know people who will make,
I think, an even more persuasive argument for child immunization.
And certainly many advocates of education feel-which I happen to
also feel-that the economic future of this country may depend on
the public school system.

So, certainly then, education advocates can make a powerful dy-
namic scoring, macroeconomic impact case. By the time you are all
finished, my fear, Senator, is that you have gone down the slippery
slope I mentioned before and you have lost all budget discipline.
That, I think, would be horrendous in terms of the economic future
of this country.

Senator PRESSLER. I know that several Senators, including Sen-
ators Dole and Grassley, have been leaders on the Farm Invest-
ment and Loss Insurance Plan. Under this plan, as I understand
it, and I am a co-sponsor of it, it would allow farmers to have an
expanded IRA type of account so that-it is a very volatile indus-
try, agriculture, the incomes going up and down-under certain
conditions of low income years, farmers and ranchers would be able
to draw out of this farm account. It would be an interest-bearing
FDIC or FSLIC insured account, or other non-speculative IRA-type
of investment fund and during the good years you would pay in.
Taxes would be withheld until the funds were withdrawn and pro-



ducers would be able to withdraw funds in those years where in-
come drops below certain thresholds.

Do you support this concept to help reduce the risks associated
with farming and ranching?

Mr. RUBIN. Senator, I am aware of the issue. And, as you very
correctly say, farmers do experience vicissitudes in their incomes,
although people in other areas do as well, but farmers certainly do
based on climate, markets, and one thing or another.

I am aware of the issue, as I have just mentioned, but I am not
expert in it. I think probably the best thing for me to do, if con-
firmed, would be to get briefed by the people at Treasury and then
get back to you and work with you on this.

Senator PRESSLER. All right.
On the issue of tax simplification-am I over my time? I will sub-

mit my questions on tax simplification for the record.
The CHAIRMAN. I appreciate it very much.
[The questions appear in the appendix.]
The CHAIRMAN. I had indicated Senator Pryor is next. Senator

Breaux has come back. Would you yield to Senator Dole for him to
make just a quick statement?

Senator BREAUX. Yes.
Senator DOLE. Well, I just wanted to come over and indicate, as

I indicated earlier, that I think the President made an outstanding
choice. I knew it was going to be easy, but I did not know they
would vote before the questions. I apologize for not being here. I
wanted to vote aye, so put me down as voting for him.

Mr. RUBIN. Thank you, Senator.
Senator DOLE. It is a very important job. I have always consid-

ered Treasury Secretary one of the most important jobs in this city,
and I know it is a challenge. We have had a lot of confidence in
your predecessor-he was one of our colleagues, the Chairman of
this committee-as we have had confidence in other Secretaries.
But as I said at the outset, you are a man of honesty and integrity
and I believe that to be a fact.

I think we will do the best we can to have you confirmed today
so we can get this to the floor. We will try to waive any rules and
bring it up today so that you can go to work. I know you are al-
ready working.

Mr. RUBIN. I was going to say, I do not know what I have been
doing if I have not been working, Senator.

Senator DOLE [continuing]. But you can be working at the Treas-
ury tomorrow.

Just an aside, a comment-yesterday morning I was privileged
to speak to about 6,000 farmers in St. Louis, members of the Amer-
ican Farm Bureau Federation. They are not Wall Street types, they
are not big business people.

They had seven items, seven goals. One is the capital gains rate
reduction. We have got a lot of land locked up all across America
in all of our States that could be sold if we could determine some
way to reduce the tax.

We will be discussing dynamic scoring and capital gains rate re-
ductions later on, but I wanted to make the point because I think
the point is made too often on talk shows that only the rich will



benefit. And I asked all these 6,000 farmers and their wives,
"Maybe you are in that category?," but most of them are not.

So, I hope there is some way we can look at this, because I think
there is support on both sides, not just one side, for some rational
approach that would lower the cost of capital and do a lot of things
that we would like to do. But the purpose of my statement is to
welcome you and to say that we will certainly have our differences,
from time to time, but we want to work with you wherever pos-
sible.

Mr. RUBIN. Mr. Leader, I thank you for your ve kind com-
ments. And, as I said in my opening statement, I look forward to
working with you and with all the members of this committee, and
to being as responsive as we possibly can to your interests and to
your needs.

The CHAIRMAN. Senator Breaux.
Senator BREAUX. Thank you very much, Mr. Chairman. Thank

you, Bob, for being with us. I am delighted also to support your
confirmation, as the Majority Leader has indicated his support.

I have known you for a relatively long number of years, and my
memory is, before you were in government service, that we always
had forums and meetings and Bob Rubin used to always complain
about how government was not working properly in Washington.

Sometimes it was pretty discouraging, as someone who was
working in Washington, to hear his thoughts and his criticisms, le-
gitimate as they might have been. But I think that, to your credit,
you have done more than just criticize.

I think that is such a powerful statement about a businessman
who has been very successful in the business community who has
seen that government can be made to work better than it has been
working, and to become engaged at a great personal sacrifice to
yourself and your family to De part of the team in charge of fixing
the problems.

It is very easy to be a critic, but it is so much more important
to be involved in helping to fix those problems that we see. I con-
gratulate you for making that sacrifice.

Let me ask you, if I may, just one question, sort of on a philo-
sophical basis. But it is going to be very relevant, because we are
going to be dealing with a suggestion that is in the Republican
Contract with America that was proposed on the House side, and
that deals with the treatment of Social Security income.

Under the current law, 50 percent of a retiree's Social Security
benefits are treated as income and taxes must be paid on it if they
are in the $25,000 category for individuals, or the $32,000 category
for joint filers.

In 1993, Congress modified that and we said that for filers earn-
ing $34,000 for individuals and $44,000 for couples that are retired,
they would have to include up to 85 percent of their Social Security
benefits as income.

At that time, we were told, I remember, that that affected only
about 13 percent of the Social Security recipients who had an aver-
age net worth of $1 million. Is that still the figures that we are
looking at for that group of tax filers?

Mr. RUBIN. Senator, as you know, let me start it this way. The
President is totally supportive of the Social Security system. The
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tax increase for the top 13 percent of Social Security recipients-
and to the best of my knowledge that number is approximately cor-
rect-was designed to bring that Social Security benefit into line
from a taxation perspective with what would obtain for private
pension fund benefits.

Senator BREAUX. In fact, that was a recommendation, as I re-
membei., from the Social Security Commission, that we should look
at Social Security benefits, and treat them, similar to private pen-
sion plans.

Mr. RUBIN. Right. Now, there is some debate about that rec-
ommendation, I gather. But the view that we had at the time was
that the deficit reduction was of overriding need to the country,
number one. Number two, the President totally supported the So-
cial Security system. Number three, that for that 13 percent of So-
cial Security beneficiaries, it was not an unreasonable thing to
bring them into peripassu position with private pension bene-
ficiaries.

Senator BREAUX. My question then, Mr. Rubin, is this. The con-
tract recommends that we do away with the 1983 provision. As I
understand it, that provision raised about $15 billion over 5 years
and goes into the Medicare trust fund. And, over a 10-year period,
I think the amount that would be generated by that change was
something like $48.5 billion.

My question is, if we repeal this provision, as the contract calls
for, what does that do to the stability of the Medicare trust fund?

Mr. RUBIN. Well, as you correctly say, that money was designed
to go into the Medicare trust fund, both because it contributed to
deficit reduction and because it supported the Medicare trust fund,
it seemed to us, and because it could be raised in a way that did
not disadvantage the people that it applied to relative to private
pension funds. It seemed to us to be a sensible thing to do in those
circumstances. Conversely, if you unwind it, you undo everything
that we tried to do in 1993. We do not support that provision for
those very reasons.

It is part of a larger problem, though. The Contract with America
has a whole range of proposed tax cuts, as you know. Every one
of them has a cost. I think what you need to do is determine how
those are going to be paid for, and then you can make a judgment
whether the manner in which it is going to be paid for strikes you
as being worth what it costs you to get the tax reductions.

And then, of course, you have to decide with respect to each tax
reduction, what benefits does that have for our economy for creat-
ing jobs, for increasing standards of living, and what impact does
it have on tax fairness.

Senator BREAUX. Well, I am sure we will have a lot of opportuni-
ties to get into more discussion about the merits of these various
proposals. I thank you for your response and look forward to work-
ing with you.

Thank you, Mr. Chairman.
Mr. RUBIN. Thank you, Senator.
The CHAIRMAN. Senator Pryor.
Senator PRYOR. Yes, Mr. Chairman. I want to take a moment

just to inform all of our committee members this morning, if I



could, that this man before us this morning is a man who thinks
big. I had the opportunity last week to have Mr. Rubin in my office.

And I said, Mr. Rubin, rather than talking to me-I am already
convinced-I said, in the next room I have 17 of the top political
science students from Arkansas universities. Please step in there
and visit with them.

And I introduced Mr. Rubin, Mr. Chairman and colleagues. I
said, ladies and gentlemen, you fine political science students, I
want you to know that this man, if he is confirmed, his name is
going to be on this dollar bill before long. They were very im-
pressed. Mr. Rubin came back and said, my name will also be on
the $100 bill. [Laughter.] So he thinks big, Mr. Chairman and col-leagues.Mr. RUBIN. Senator, we are all a function of our environments.

[Laughter.]
Senator PRYOR. Well, we are proud that you are here before this

committee.
Mr. Chairman, I want to say to you, congratulations on once

again becoming Chairman of this committee. It has always been a
pleasure to work with you and to welcome our new colleagues this
morning on this great committee.

Let me say that we have done a pretty phenomenal thing. I say
we, the country has, in the past 2 years in the creation of some 4-
5 million private-sector jobs. I think this gets lost and I think peo-
ple forget this, and it may be even unprecedented.

But I wonder if you would comment, sir, and if you would draw
us a little profile of what kind of jobs have we created, why have
these jobs been created, and how we in the Congress, and espe-
cially in this committee, can help foster the creation and perpet-
uate the creation of these private sector jobs?

Mr. RUBIN. When the President took office, the unemployment
rate was approximately 7.7 percent. And, as you know, it is now
approximately 5.6 percent. That is on a comparable basis, the re-
vised basis, for determining unemployment.

The economy has actually created close to six million jobs in that
period. We have had an economic growth rate substantially in ex-
cess of 3 percent, and inflation is still below 3 percent.

I think there were a number of factors going on in the economy
that have contributed to that, including very much the success the
private sector has had in making itself more competitive. But there
is absolutely no question in my mind that this recovery would not,
and could not have happened had it not been for the deficit reduc-
tion program the President proposed and this Congress adopted in
1993.

And, recognizing there will be ups and downs-trees do not grow
to the sky and economies do not go in only one direction-so there
will be vicissitudes. But, in order to remain on a healthy economic
track for the long term, which is really the guts of what the Presi-
dent is focusing on in this whole economic arena, that, and making
sure that all Americans have the opportunity to participate in that
growth, I think we need to keep ourselves on the deficit reduction
track, keep focusing on the deficit, things I was talking about be-
fore. I think we have to make sure that our people are equipped
to compete in a global economy.
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One of the things the President has said that I think is most im-
pressive is that we cannot turn back on the global economy; it is
the reality in which we are going to have to live. We cannot say,
let us go backwards. Therefore, we have to equip our people with
education and training. I am particularly concerned, and he is par-
ticularly concerned, about people in economically distressed areas.
They must become part of mainstream economy.

I think, Senator, if we do those things and if we make govern-
ment work better and we reduce the regulatory burden and we get
welfare and health care reform, we do all the things that the Presi-
dent has talked about so much since he took office, then I think
we will be doing the kinds of things in the public sector that will
complement what the private sector is doing so well, which is mak-
ing itself efficient, and we really can be the leading economy in the
world for a long, long time to come. The prospect is there before
us, but we have to do the right things and that is the great chal-
lenge in both the public and the private sectors.

Senator PRYOR. Good. Thank you, Mr. Rubin.
I think that is a very good sign in our general, overall economy.

One of the troubling signs that I see, and something that I think
that this committee and many members of this committee, I be-
lieve, are very desirous of working out, is that we are facing the
fact today that only 30 percent of the employees of small busi-
nesses have any type of a pension retirement, any type of a private
retirement fund that is built in that we hope would help to allevi-
ate sone of the pressures on Social Security in the out-years.

I wonder if you might comment on this, if you might give us any
words of hope there, or will we find a cooperative spirit with the
administration in working through this issue?

Mr. RUBIN. Senator, the President, as I think I mentioned a bit
ago, is very much focused on the question of medium- and small-
sized companies, because that is where so much of the growth in
this country is taking place. He has also been focused on the issues
of pension funds and, as you-know, a significant pension fund re-
form bill was passed last year with bipartisan support. A lot of the
accomplishments that have produced the growth that we have
today have had bipartisan support.

The issue that you have raised is one of which I am cognizant.
We would be happy to work with you or any member of the com-
mittee who have ideas that would be useful in terms of trying to
increase retirement security, because that is what is really involved
here, for people who work in small- and medium-sized businesses.

Senator PRYOR. Good. Thank you, Mr. Rubin.
Thank you, Mr. Chairman.
The CHAIRMAN. Senator Baucus.
Senator BAUCUS. Thank you very nuch, Mr. Chairman. Mr.

Rubin, I congratulate you on your job. I have known you, not as
long as Senator Graham and Senator Breaux, but in the short pe-
riod that I have known you I have been very impressed with your
intelligence, your integrity, and also one quality which is in very
short supply in Washington, DC, and that is humility.

Your self-effacing sense of teamwork and getting the job and not
trying to claim the credit for it, let the credit go to somebody else,
knowing that if you do it is more likely that you are going to be



effective. I very much compliment you on that very important qual-
ity.

Mr. RUBIN. Thank you.
Senator BAUCUS. On this committee, it is very tempting to get

involved in large, abstract concepts, savings rates, trade deficits,
exchange rates, and so forth. I am a bit struck over the last couple
of years as to how much middle income Americans have really not
been in on a lot of the benefits that many Americans have reaped.
Our income distribution in this country, as you well know, is di-
verging. The rich are getting richer over the last, roughly, decade.
The poor are not getting any poorer, really, because we have in-
creases, the income tax credit, for example. But the middle income
Americans, the large bulk of Americans, are not in on the deal.
They are not getting wealthier. Sure, a lot more jobs are created,
but, as you well know, those are low-income jobs in many respects.
In real terms, middle income Americans find that their family in-
comes, after inflation, have not increased.

So what can you say to that mill worker, that truck driver, that
housewife, that teller in a bank, the average middle income Amer-
ican who might be watching here on C-SPAN, or listening in on us,
to reassure him or her that we are really thinking of them, if not
primarily, at least, as much as we are when we talk about these
grand, abstract concepts? I think that is really why we are here.
It is, frankly, to serve people as well as to debate concepts.

So, what can you say to those middle income Americans who
have very real anxieties and fears? There are financial anxieties,
and also I think there are some physical anxieties, crime, moral
anxieties, that is, where this country is going. But let us just focus
now on the income, jobs.

What can you say to them that could reassure them, and what
can you say to them to enable them in a not too distant period of
time to reassure them that, hey, they are in on the deal here, too?

Mr. RUBIN. Senator, I think you have raised a profoundly impor-
tant question, and it is one that I can assure you is very much on
the President's mind, and has been from the day he first took of-
fice.

The first thing that had to be done for middle income Americans
to begin to get an improvement in their average wage-and, as you
say, real average wages for most Americans have been stuck for a
long time, in fact, in many cases, have been declining-is we had
to get this deficit under control because without it we could not
have a sustained recovery.

And, without a sustained recovery, you are not going to be able
to improve the incomes of middle income Americans, nor will you
be able to position the country for long-term economic health.

With that program now well under way, although much more to
be done, he has turned his focus-and actually even at the same
time had begun to turn his focus-to the public investments that
will enable Americans to compete in the rapidly changing global
economy, the economy that we are all inevitably going to have to
be part of, whether we like it or not.

In fact, as he has so often said, if we do the right things, the rap-
idly changing economy can be an economy of enormous opportunity
for us. It is only if we do the wrong things that it becomes a threat



to us. And, as a consequence, he has strongly advocated education
programs, and I think you all passed something like six or seven
programs in the last couple of years, training, focus on the eco-
nomically depressed areas, things that we have already talked
about. These are not short-term fixes, Senator.

The developments in the international economy and in tech-
nology that have had an effect on middle class incomes are not
short-term phenomenon, and these problems will not be solved in
the short-term. But they will be solved, and they can be solved if
we do the right things now and continue to do them, and that is
precisely what he is trying to do.

Finally, he has proposed-what he calls his Middle Class Bill of
Rights and, as you know, that is a group of three tax reductions.
In a way, you can look at them two different ways.

All of them are designed to help the middle class and, to some
extent, offset the income erosion that they have experienced, as you
observed just a moment or two ago, and help them participate in
the growing economy that we now have.

In addition, each one of them spurs investment by the individ-
uals themselves in some way that is relevant to helping them be
better prepared for the future economy and, therefore, be more pro-
ductive and have higher incomes.

Senator BAUCUS. Well, I thank you for that. I think that is a
good response. But I strongly urge you, everything you do as the
Treasury Secretary is focused very much on that central question.
I think if we do-I think you made this point earlier-we are going
to be a lot better off as a country.

One final question. I see my time has expired, Mr. Chairman.
Mr. Rubin, how do you want to be remembered? What legacy do

you want to leave?
Mr. RUBIN. Well, like Senator Pryor said, maybe I would like not

to be remembered. Some people would rather be forgotten. But, no.
That is a very good question, Senator, and not one that one can an-
Iswer readily.

I guess my answer is, as I said, I identify very strongly with the
President's economic strategy. I do believe that it is, in its totality,
the kinds of things that we need to do if this country is going to
be on the right track for the long term, and I would like to be re-
membered for having helped advance that agenda.

I would also like to be remembered, if possible, for raising the
profile of the concept that I expressed in my opening statement,
that there are no easy answers to the significant issues of economic
policy. And if we are going to make good judgments, those good
judgments are all going to be trade-offs.

And, while we are going to get benefits, we are also going to have
costs, and recognize that we have to incur those costs. That is a
kind of an intellectual honesty and integrity in the decision making
process on economic issues which I think is absolutely critical if we
are going to make the best decisions for the country.

Senator BAUCUS. Thank you. Good luck.
The CHARMAN. Senator D'Amato, then Senator Chafee.
Senator D'AMATO. Thank you, Mr. Chairman.



Mr. Rubin, Mr. Secretary to be, you and I have discussed in the
past, and I would like to raise again the issue of capital gains tax
cuts and share with you my philosophy.

If there is to be some arbitrary limit as it relates to what income
or income limitation or what size of the transaction will take it out-
side of qualifying, it seems to me that a good part of the economic
benefit, the job production and job creation that we would hope
takes place as a result of a capital gains tax cut, would be lost. I
do not know what your feeling on that is.

How do you ju,:dfy, for example, limiting all parts of society tak-
ing part in this, if you place an arbitrary limit, for example, and
said no one above $200,000 can benefit, would you not then nec-
essarily restrict and keep substantial portions of the economy from
participating in the perceived benefits?

If there are no benefits, it would seem to me, then we should not
undertake it. If there are benefits, then those benefits just should
not be arbitrarily curtailed to people who make between zero and
$200,000, or whatever level we arrive at. This is arbitrary, I would
say. That is why I used the word arbitrary. Whatever level it be-
comes arbitrary, you then diminish the economic impact.

How would you respond to that?
Mr. RUBIN. Senator, I would agree with you, that nobody should

have any religion on the subject of capital gains tax cuts. In fact,
I do not think people should have religion on any policy issues. I
think they should try to figure out what criteria to apply and then
apply them in a sensible fashion and try to make a balanced judg-
ment as to what is best for this country.

In the area of capital gains tax reduction, I think implicit in yourquestion, really, are the various criteria that we would put forth:
1) does it increase jobs; 2) does it increase standards of living; 3)
how does it affect tax fairness; 4) as an absolute requisite, it must
be paid for.

So, if you have a particular proposal-and if you do we would be
happy to look at it in a serious, thoughtful, and intellectually hon-
est fashion-then we would apply those criteria to that proposal
and then try to make a judgment, why does it make sense for this
country.

Senator D'AmATO. All right. Arid I do have several proposals I
would like to share with you at a later time.

I know the issue about static and dynamic scoring.
Mr. RUBIN. Could I just make one more comment, Senator?
Senator D'AMATO. Certainly.
Mr. RUBIN. I think it is a fairly obvious comment. But the more

that the tax benefits go to the higher income taxpayers, the more
weight you are putting on the economic growth benefits because as
you think through the judgment process, it is a kind of a weighted
average sort of thinking process. I did not mean to interrupt you.

Senator D'AMATO. No, no. That is quite all right.
On this issue of dynamic scoring, I note that when GATT was

passed, and I think there was something like $11-12 billion in
terms of revenue, the administration did look to job creation in
terms of evaluating what the bottom line would be. Was that not
involving principles of dynamic as opposed to static scoring? Would
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they not take credit for job creation and, therefore, the economic
loss would not be, if you scored it-

Mr. RUBIN. Senator, I think there has been a lot of understand-
able misunderstanding, and I think we have generated some of it
ourselves, frankly, by the statements we have made about what
our position was with respect to budget rules in GATT.

As I mentioned a bit ago, the President, from the very beginning,
has said that he wants to have all numbers be real, be conserv-
ative, and be done in accordance with traditional budget processes.

When we came to GATT, we absolutely insisted that GATT be
paid for, and there was a lot of pressure on us to waive the 5-year
rule in the Budget Enforcement Act. And we said, no, we would not
waive it, as much as we believed that GATT would produce income
vastly in excess of that which would be foregone because we be-
lieved in the integrity of the system.

We did request a waiver of the second 5 years, which is a Senate
rule, as you know, not part of the law in the Budget Enforcement
Act. The view there was that GATT was the largest trade treaty
in the history of the world. It would result in the largest tax in-
crease, or tax decrease, I should say, in the history of the world.

It had enormous benefitspotentially, for this country, and it was
coming to a vote at the end of the last Congress and it was very
much our fear-and I think realistically so-that if it was not
passed in the last Congress that it would unravel around the
world, so we felt we were in a semi-emergency situation if this was
going to get passed.

It seemed to us, under those truly extraordinary circumstances
that one would make an exception and waive the second 5 years.
But, even under those circumstances, we said we would not go
ahead with GATT unless we could get the funding for the first 5
years.

And I will tell you, Senator, speaking for myself, even under
those extraordinary circumstances, I found myself very troubled
about waiving the second 5 years for the very reasons that you
have just made, that it could be misconstrued as a precedent. I
think there were unique circumstances.

Senator D'AMATO. Mr. Chairman, I know my time is up. I have
one observation, if I might make it. Last week, the Banking Com-
mittee held hearings on the issue of, not so much derivatives-of
course, they talked about derivatives-but one thing emerged.
Highly leveraged investment strategies are something that I think
we all had better be very careful about.

I do not think we want to have a blanket condemnation of de-
rivatives because they certainly can be used to, in many cases, re-
duce risks, but it seems to me that the purpose of Federal deposit
insurance is to protect depositor's funds and not to subsidize specu-
lative risk-taking by financial institutions. Would you agree with
that?

The CHAIRMAN. I thought you had an observation.
Senator D'AMATo. Well, that is my observation.
The CHAiMAN. Go ahead, Bob.
Mr. RUBIN. Senator, I think your observation, which one could

have construed as a question but I will construe as an observation,
was well taken. You have raised a very complicated issue. Let me



just say, we look forward to working with you in your capacity as
Chairman of the Banking Committee on these issues, and I think
it is an observation that is very sound and sensible.

The CHAIRMAN. I might corroborate one thing before Senator
Chafee starts. I know on GATT we did static estimates, although
I do not recall any economist from the right or the left that did not
think it made money. But the reason we were delayed for so long
was looking for that last $3-4 billion on the static estimate.

Mr. RUBIN. That is correct.
The CHAIRMAN. Indeed, we stuck with it all the way through.
Senator Chafee?
Senator CHAFEE. Thank you, Mr. Chairman.
Mr. Rubin, you gave great credit in your earlier testimony to def-

icit reduction that came about as a result of the 1993 tax bill and
its benefits for helping small business. You say that that has been
one of the great things that this Administration has accomplished.
Yet it seems to me that we are abandoning that effort in favor of
a bidding war between the administration, and certainly the House
of Representatives, on who can cut taxes the most.

Now, what you have said here this morning is, that the President
insists that for every tax cut there be a commensurate reduction
in spending. But, when you do that, the deficit remains exactly the
same. Am I not correct?

Mr. RUBIN. That is correct.
Senator CHAFEE. If you get $1,000 of spending and $700 of in-

come and you cut your spending by $200 and you cut your taxes
by the same amount, your deficit is exactly the same amount in
dollars.

Mr. RUBIN. Correct.
Senator CHAFEE. All right. Now, where do you get deficit reduc-

tion under that system? In other words, I feel very, very strongly,
as you and I discussed, that our focus should be to reduce these
deficits.

I have just come off a campaign, and I will tell you, I was not
overwhelmed by people who wanted tax cuts. Capital gains is a
separate subject, and we will discuss that separately. But should
we not concentrate on reducing this deficit?

Mr. RUBIN. Senator, there are several parts to that question. Let
me try to respond to each one of them. This administration has ab-
solutely no interest in engaging in what you refer to as a bidding
war on taxes.

The President has put forth what he feels-and I happen to very
much agree with him-is a very sensible middle class tax reduction
program that is fully paid for, and that is his program.

He said from the very beginning of his campaign, and then into
the administration, that he had a comprehensive, broad-based eco-
nomic strategy, that the issues of the Nation were complex, and,
as a consequence, you could not have one or two proposals or one
or two initiatives to deal with the complexity of those issues, but
you needed a multi-faceted program.

One aspect of his program-and it was the threshold one as it
turned out because the circumstance was deficit reduction-is he
always felt, Senator, that when the circumstances allowed, we



should also have a set of middle class tax cuts for the reasons I
mentioned a few moments ago.

When our budget comes out-and it is being submitted on Feb-
ruary 6th-I think what you will find is that we do continue to pur-
sue deficit reduction while pursuing many other ends at the same
time: the middle class tax cut, which we can now afford and which
he felt we could not afford in early 1993, education, training, and
various other initiatives that he thinks need to be pursued. The
deficit, when that budget is submitted, will, I think you will see,
continue at a very substantially lower level than it had been prior
to the efforts that we took in 1993.

Obviously, there is a lot more to do and he is committed to doing
it. And, as he said, over the last two years, when the deficit starts
going back up the end of this century, early next century, it is in
the context of the health care entitlements being the driving force.

And he feels that Federal health care expenditures need to be ad-
dres,3ed with respect to the deficit, but, as you very well know be-
cause you were leader in that effort, only in the context of health
care reform.

Senator CHAFEE. Well, Mr. Rubin, I get discouraged when I look
at these figures. Yes, the deficit has come down to $176 billion for
the current fiscal year, but then it starts upward. In 1999, unless
something different is done, and it will be $253 billion.

You have got your family here. I do not know how we can face
these children and grandchildren if, in times of relative tranquility
we cannot bring down this deficit. If the promises are that, oh, we
are going to give a middle class tax cut, and you are going to re-
quire a commensurate reduction in spending to pa or that tax
cut, you have not gotten anywhere with the deficit. What do we say
to our children?

Mr. RUBIN. Senator, I think that there are a lot of issues on
which we need to have answers for the next generation. I person-
ally believe,-as you do, that deficit reduction is a very important
one, but it is not the only one. I think if we do not provide ade-
quate education and training, Senator, we will not be equipped to
compete in a modern world.

I also think that we have had a terrible problem in terms of the
increasing income inequality over the last 20 years, and the middle
class tax cut is a small, but nevertheless significant, move through
tax fairness in trying to offset that to some extent.

The purposes of the three cuts that the President has proposed
will, I think, provide additional investment through the activity of
the individual affected that hopefully will increase productivity and
increase incomes in the years ahead.

Having said all that, Senator-
Senator CHAFEE. Mr. Rubin, we can follow that song a long ways,

though, can we not? I mean, that is a great justification for any tax
cut. Now you are into the dynamic scoring debate, are you not?

Mr. RUBIN [continuing]. No. Oh, no. No, I'm not. I think you have
to distinguish two different things. Every single one of these tax
cuts is fully paid for under current budget methodology.

Having said that, once it is fully paid for then you also have to
say, as the President says, what effect will it have on job creation,
what effect will it have on standards of living, and what effect will



29

it have on tax fairness? So then you have to see what benefits you
are going to get for the tax cut that you are providing.

Let me add, if I may, Senator, and I do not want to prejudge or
prediscuss the budget because it has not been submitted yet, but
I think when you see our budget submitted on February 6th, rel-
ative to the numbers that you have just mentioned, I think that
you will feel that we actually have done a fair bid on deficit reduc-
tion.

Senator CHAFEE. Well, Mr. Chairman, let me just say, am I the
only-oh, Senator Conrad.

The CHAIRMAN. Senator Conrad and Senator Simpson.
Senator CHAFEE. Senator Simpson.
Let me just make this observation. We get away with observa-

tions, I guess, after the red light. Let me just observe that in your
remarks here you have laid great emphasis on the benefits that
have come from the deficit reduction. If it is wonderful-and I
think it is-then we should keep going on that track?

My feeling is that it ought to be the top priority. Yes, we all' love
tax cuts. I do not care whether you are rich or whether you are
poor, everybody likes tax cuts, but I think the best thing we can
do for this country is to concentrate on deficit reduction.

Mr. RUBIN. Senator, we would agree with you that deficit reduc-
tion is extremely important. If there is any difference at all, I think
it may simply be that we think that there are a number of prior-
ities that have to be pursued at the same time.

Senator CHAFEE. Thank you.
Thank you, Mr. Chairman.
The CHAIRMAN. Senator Simpson.
Senator SIMPSON. Mr. Chairman, let me say, this is my first op-

portunity here to serve on this committee. It is a great privilege
and honor to do that, to serve with you, Mr. Chairman, and Rank-
ing Member Senator Moynihan, two men I have always enjoyed
and greatly admired for their energy and their intellect. It is a
great privilege, to serve along with the other members of the com-
mittee.

I am on the committee, not to bump somebody else off, so that
we can get that right out of the area. [ have already talked to Sen-
ator Gramm and Senator Lott many weeks ago. But the media does
not seem to Understand it yet-which would not be the first time
they never got it-that the reason I am here is because of service
on the Entitlements Commission, which was the greatest suicide
effort I have ever been involved in.

And, after serving there with Senators Kerrey and Danforth, two
people who really did yeoman work, and others of the Senate. Carol
Moseley-Braun was a member of the commission and she gave us
great insights which were extremely helpful. I think she and I
largely concur on many things. But there is where we are. We are
dealing with something, get this figure%. I heard Senator Chafee, in
talking about the deficits, and Mr. Rubin, I have talked with you
and I admire you greatly. I have come to know you and I am will-
ingto help you in any way in your work.

But, in the year 2013, and with no increase in tax rates, there
will be sufficient funds to pay only for entitlements and interest on
the debt. While this figure includes all entitlement programs, all of
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the projected growth above inflation that leads to this result would
come from four programs alone-Social Security, Medicare, Medic-
aid, and Federal retirement. Now, that is the report of the Commis-
sion, in the year 2013, and 30 of the 32 of us agreed on that. So,
we will have to now, I suppose, sit and listen to why we should get
rid of Lawrence Welk's boyhood home, tse-tse fly studies-

Senator CONRAD. Easy, easy.
Senator SIMPSON [continuing]. I knew that would get a rise.

[Laughter.]
That is all right. Relax. We are not going to do that. Tse-tse fly

studies, foreign aid, get rid of foreign aid, and waste, fraud, and
abuse. And doing all that would probably be about 1-3 percent of
the Federal budget, which is $1.506 trillion, with a debt that we
are going to vote on in March, a debt limit will be $5 trillion, which
is now $4.9 trillion, or something. It will be $5 trillion. So there
we are.

I do not see how are going to get anywhere without doing some-
thing about the big stuff, and that is why I came here. That is why
I visited with Senators Lott and Gramm and told them exactly why
I was seeking a position here after expending nearly a year of my
time on the Entitlements Commission.

You are going to serve very well in your capacity as Secretary
of the Treasury, and with a similar steadiness and honor as our
former colleague and an old friend of mine, former Senator Lloyd
Bentsen.

You have assured me of your commitment to controlling the ex-
plosive costs of entitlements and driving down the deficit and I
think you know that I feel that we will not get anywhere by tinker-
ing around the margins of deficit reduction with the stuff that I
just talked about. So, I look forward to working with you.

I would ask you this question, do the options that you plan to
review in order to reduce the deficit include any entitlement pro-
grams, and if so, which ones?

Mr. RUBIN. Senator, as you and I discussed, the pressure on the
deficit that comes from entitlements that begins in the end of this
decade and into the next decade comes, in the first instance, from
health care entitlements. The President, for 2 years, talked about
this very issue, which was Federal health care expenditures, and
bringing down the rate of increase of Federal health care expendi-
tures.

Not decreasing them, but bringing down the rate of increase of
Federal health care expenditures, but within the context of com-
prehensive health care reform, because otherwise, as you and I dis-
cussed, you have distortions, cost shifting, and other kinds of unde-
sirable activity.

The President is still very much totally committed to the vision
that he set forth over the last 2 years of comprehensive health care
reform. As he said in a letter that I know he sent to Majority Lead-
er Dole and to Speaker Gingrich, he would very much like to focus
on seeing how many steps we can take toward that objective this
year.

I think that should be the first order of business over the next
few years, try to get in place health care reform. That, amongst
other things, in addition to providing coverage for all Americans,



also puts under control Federal health care expenditures so that we
can deal with that driving element in the deficit.

The President is fully supportive of the Social Security system
into the next century, as you say, because of demographics and in-
flation, particularly demographics. Issues arise with respect to So-
cial Security and, as you and I discussed, I guess it was yesterday
or the day before, that is going to have to be dealt with on a bipar-
tisan basis when that time comes.

Senator SIMPSON. Well, Mr. Chairman, one of the things that Mr.
Rubin will do, he will go on as the Chairman, I think, of the Social
Security trust organization. During the Entitlements Commission
work, we have found that they have moved up the doomsday date
7 years in 1 year.

In other words, Social Security will be broke in the year 2029.
Last year they said it would be 2036. In one year, the trustees
moved up the doomsday date 7 years. Now Mr. Rubin will chair
that group.

Mr. RUBIN. But not in 2029.
Senator SIMPSON. No, but not in 2029. Nor will all of us be stag-

gering around.
Mr. RUBIN. Senator, as you know, there is a report or a commis-

sion that actually is looking at the Social Security trust fund. Do
not hold me to this, but I have a vague recollection that that report
is due sometime in April or May. Obviously, when it comes, we will
look at its recommendations with great seriousness.

Senator SIMPSON. Well, I thank you. I look forward to working
with you and I commend you on your forthrightness in myldealings
with you. Thank you.

Mr. RUBIN. Thank you.
The CHAIRMAN. Senator Simpson said one thing about Social Se-

curity being broke in 2029. That is true, but it starts paying out
more money than it takes in about the year 2012, or 2010, give or
take a couple of years. At that stage, all Social Security has is gov-
ernment bonds.

You will not be the Treasury Secretary then, but at that stage
the Social Security Administration comes to the Treasurer of the
United States, I assume, and says, here, give us some money for
these bonds. And the Treasurer says, we spent that 20 years ago.
What do you mean, give you some money for these bonds? Either
we raise taxes then to pay for it, or we find it someplace, or we
trim benefits. But we should not be saying, oh, well, we have until
2029. We have to redeem those bonds within a generation.

Mr. RUBIN. Mr. Chairman, there clearly are issues with respect
to Social Security, I agree with that. But I think it is-and you
know far more about this than I do-equally true that that is going
to have to be dealt with on a bipartisan basis.

The CHAIRMAN. Oh, absolutely.
Senator Conrad?
Senator CONRAD. Thank you, Mr. Chairman.
I would like to welcome our new colleagues. Senator Simpson,

who is here on the Republican side, Senator Graham, Senator
Moseley-Braun, who are present this morning. I think they will
make a great contribution to the work of this committee.
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I also want to welcome Mr. Rubin, who I think is just an out-
standing choice to be the next Secretary of the Treasury. We face
a very difficult time. I think we have heard this morning why it
is so challenging. The fact is, we have got to get our fiscal house
in order. I just came from a press conference in which we were
talking about the balanced budget amendment that is before Con-
gress now. And in order to balance the budget by the year 2002,
we have got to have $1 trillion. That is not billion, that is not mil-
lion, that is $1 trillion of program savings.

The Republicans on the House side say the first way to start
down that path is to have $200 billion of tax cuts. On top of that,
the Balanced Budget Amendment that they have on the table
would loot the Social Security trust fund of over $600 billion in
order to begin to reach balance. What a fraud.

I just had a press conference in which I said it reminded me of
the Reverend Jim Baker, who just got out of Federal prison for
fraud. His guilt was saying he was raising money for one purpose
and using it for another. That is precisely what we are doing with
Social Security surpluses today.

We tell people, we are imposing this regressive payroll tax on
you because we are using it to fund Social Security. What a game.
Some of it is used to finance Social Security, but this year $69 bil-
lion of surplus will be used to finance the other programs of gov-
ernment.

Mr. Rubin, I believe deeply and strongly that deficit reduction is
necessary, not because it is something that is some sort of moral
crusade, but because it makes a difference in the lives of people.

The difference it makes in the lives of people is if you reduce the
amount the Federal Government is spending over and above what
it takes in, then you relieve the pressure on interest rates. Interest
rates are lower than they would otherwise be, and that fuels eco-
nomic growth and economic activity in this country. And I believe
the last 2 years have confirmed it. They have confirmed it.

We put in place, without a single vote from our Republican
friends, not one, a plan that did cut spending, that did raise taxes
on the wealthiest 1 percent, so we would reduce the deficit, and it
worked.

The deficit was $290 billion in 1992. This year it is going to be
$176 billion, a 40 percent reduction. And the results? We got the
lowest interest rates in 20 years, the strongest economic growth in
9 years. Should we not stay on that path? That would be my ques-
tion.

Mr. RUBIN. Senator, I think that we should remain committed to
the path that we started on in early 1993, as I would view it, is
the path of getting this country's fiscal house in order, which I be-
lieve we did do with the deficit reduction program the President
proposed and Congress enacted in 1993, and then I think we
should continue to make sure that we have the discipline every
year to stay on that track.

And, when our budget is submitted on February 6th, I think you
will see that we have, in fact, had that discipline. Then as we go
forward, I think we have to deal with the issues that a number of
others have raised today, so that over the long run we can continue
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of the total GDP or economy of the country.

Senator CONRAD. Let me just say to you, I think the proposal on
the Republican side in the House is utterly irresponsible. $200 bil-
lion of tax cuts. It is a little like having your family at the dinner
table and you bring in the dessert before you had your meat and
potatoes. I think it is utterly irresponsible. We ought to, in this
country, get the deficit down.

We have still got a deficit, although we have made significant
progress. We ought to take that pressure off of the financial market
so that interest rates can be reduced. That is the real benefit to
middle income people in this country, is to get interest rates down.

Let me just ask you, do you believe, Mr. Rubin, that if we had
significant additional deficit reduction this year, not talking about
the sweet by and by, not talking about tomorrow as our friends on
the other side, they want to pass a Balanced Budget Amendment.
The problem is, a balanced budget 7 years from now. They do not
want to start doing the hard work now.

In your judgment, you are somebody who has been deeply in-
volved in the financial markets of America, if we had significant
deficit reduction this year, do you believe that would assist us in
getting interest rates down?

Mr. RUBIN. Well, if we brought the deficit down below-by this
year, do you mean government fiscal year 1996? What year are you
talking about?

Senator CONRAD. 1996.
Mr. RUBIN. Because we are now in fiscal 1995. But you are talk-

ing about 1996.
Senator CONRAD. Well, I would be glad to work with the recision

package.
Mr. RUBIN. No.
Senator CONRAD. In effect, 1995 is what-
Mr. RUBIN. No, no. I was just trying to understand what year we

were talking about. All right.
I think what you would have is a trade off. When you see our

budget, what you will see is that we continue to have substantial
discipline, real discipline, in getting the deficit way below where it
otherwise would have been.

If you had additional deficit reduction below that which is in-
cluded in our budget in 1996, on the one hand, you would have a
negative macroeconomic impact. That is from the lower deficit.

On the other hand, would you have sufficiently lower interest
rates to offset that so that we could maintain the same growth of
GDP that we otherwise would have had? Senator, I would have to
look at the particular proposal that you had, and then we could sit
down and analyze it. I would be delighted to do that with you. But
that is a judgmental matter.

I think the critical thing right now is that we do not do some-
thing that gets our deficit off the discipline track that we are on.
The deficit will go up and down year to year, depending on the cir-
cumstances.

But we are on a discipline track, and I think the critical thing
is that we remain on that discipline track and then, over time, deal
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with the larger issues that have been raised by a number of the
other members of this panel.

Senator CONRAD. Mr. Chairman, if I might.
I would just follow it up by saying it this way to you. Is there

anything we could do, other than reducing the deficit, that would
take pressure off of interest rates?

Mr. RUBIN. That is a very good question, Senator. Interest rates,
as you know, are going to reflect growth and inflationary expecta-
tions. In the period prior to the beginning of this administration,
I think there was one other factor in long-term interest rates, and
those are the rates that basically drive this economy, and that was
a premium that long-term rates had because investors were afraid
of the deficit and they were afraid that ultimately the government
would not have the discipline to deal with the deficit and, there-
fore, they would inflate their way out and long-term financial as-
sets would become worth less.

I really believe that, as a consequence of the deficit reduction
programs that have been put in place and the discipline that has

en evidence, and I hope will continue to be evidenced on a bipar-
tisan basis, that that deficit premium is largely out of long-term in-
terest rates. Therefore, it seems to me, long-term rates ought to re-
main consistent with solid growth over time.

I think the thing that we can best do is to make sure that we
have an economic policy that is sound and sensible that does not
get us off the disciplined deficit reduction path that we are on.

Senator CONRAD. I thank the witness, and I thank the Chair-
man.

The CHAIRMAN. Let me ask you a question. In 1980, the deficit
was about $60 billion, inflation was around 13-14 percent, and
long-term interest rates a few points above that. Ronald Reagan
campaigns on the theme that these deficits are driving this infla-
tion; elect me, and we will reduce the deficits. He gets elected. The
deficits go up immensely and the interest rates absolutely plum-
met. Why?

Mr. RUBIN. Well, that is a good question, Senator. I think you
had two sets of things happen, and I lived through this as a partici-
pant in the financial markets. It was kind of interesting to watch
it. I think a lot of people saw what was happening and really great-
ly feared the end game in this.

In the very beginning, as you remember, we had a recession in
1982. So, with a recession, you obviously would have lower interest
rates. Subsequently, you had, as you correctly say, an enormous in-
crease in the deficits. The Federal debt, if I remember correctly,
quadrupled in the 1990's. Yet, interest rates never went to the lev-
els that people had been concerned about that projected.

I think what happened-and I actually was a participant in this;
I saw it happen firsthand-is that the unexpected development-
and the unexpected often happens in the economic arena-is that
this country attracted vast supplies of capital from abroad, particu-
larly Japan.

And, or a long time, our interest rates were lower than they oth-
erwise would have been because of the globalization of the inter-
national financial markets, a phenomenon which really occurred
during the 1980's.
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The thing that so troubled me and many others-it was biparti-
san, not just because I was a Democrat-who tried to be thoughtful
about the longer term prospects was that this could not go on for-
ever.

So, the fear was, what would happen when there was no longer
this vast inflow of capital from abroad? And the answer to that, un-
fortunately, came to pass in the latter part of the 1980's and the
early 1990's.

The CHARMAN. Let me-and I have got a letter from Dr.
Reischauer-go back to 1980, 1981, because often that period has
been accused of being the Reagan supply side economics. From
roughly February of 1980 until about mid-summer of 1981, roughly
an 18-month period, we were predicting immense surpluses by
1985. CBO's estimate was $150-250 billion surplus.

The Reagan tax cuts fell into two forms. One form was to reduce
the projected surplus on the theory that if we did not give it back
to the taxpayers we would spend it. I think that is probably correct,
we probably would have. The President also had some tax cuts pre-
mised on spending cuts. He never got the spending cuts, but that
was a smaller part of it. The second form of tax cuts came because
Congress one-upped him. The House one-upped the President, we
one-upped the House, and then we went to conference and took the
most expensive tax cuts in either bill and sent it down to him.

But, interestingly, in 1981, Treasury's testimony as to the tax
cuts was a static estimate. They presumed $150-200 billion in lost
revenue because of the tax cuts which would be taken from the sur-
plus that we expected.

What we did not foresee were three things. One, we did not see
the recession. Nobody foresaw it. Two, we did not see the inflation
coming down as rapidly as it came down, and this was before we
had indexed the code. So we could always figure on collecting about
1.6-1.7 percent increase in revenues for each one point increase in
inflation because of no indexing. Well, we indexed the code in 1981,
and it did not go into effect until 1985, but we had projected this
immense revenue flow on high inflation.

So, I just want the record to indicate that at least the Repub-
licans, in 1981, were not presuming supply side economics. I have
Treasury's testimony, and I have Dr. Reischauer's letter-that it
was a dollar for dollar cut.

I want to come back now to what Senator Moseley-Braun and I
were pursuing, and some others, on this static versus dynamic esti-
mates. And let us go, again, to the Bush capital gains proposal. I
am going to use an example.

Let us assume that a capital gains transaction had a $10 per
transaction tax. Forget the value, just assume a $10 per trans-
action tax. Assume that you had 10 transactions a year, for a total
tax of $100.

So somebody says, well, let us cut the tax to $5. And, all other
things being equal, in order to get $100, you would have to have
20 transactions instead of 10. When Treasury estimated the capital
gains tax cut for President Bush, they estimated a $12 billion sur-
plus, while the Joint Tax Committee estimated a $12 billion loss.
They were both, however, doing what I would at least call behav-
ioral estimates.
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we will get 21, so we will get $105. The Joint Tax Committee was
saying, we will get 19, we will get $95, so we will lose $5. They
were both within the margin of error. They were estimating it on
trillions of dollars of transactions, and to come that close is amaz-
ing, but in both cases they were using behavioral estimates.

Now, I will make this distinction and ask your judgment. Every-
one knows what static is: double the tax rates, double the collec-
tions; quadruple the tax rates, quadruple the collection's; multiply
it 10 times, 10 times the collections. Conversely, cut the tax rates
in half, the tax collection is halved. It is static, nothing changes.
Well, clearly, that is not correct. There is a behavioral change
someplace along the way.

So, I think what Joint Tax and Treasury tried to do on capital
gains was to limit their concept of the behavioral change to capital
transactions, at least. They did not try to say, well, if we cut the
capital gains tax rates, how many more acres of wheat will be
planted, how many more homes will be built?

You start getting into that, and I am not sure there is a way you
can model that. It would be like trying to model the hula hoop. No-
body could have modeled that, and we sold millions of them.

But it clearly was something other than static. I think dynamic
is the one where you just say, well, we are going to estimate what
the Gross Domestic Product is going to be, and it does not matter
how we got there, there is no way to figure it anyway. We do do
behavioral studies, no question.

How do we tread that line that says, well, really, static is foolish.
There are changes in behavior without going wild.

Mr. RUBIN. Mr. Chairman, that is a very good question. And
when I first came into this job, oh, some months after that, and I
became aware of these rather, in some cases, peculiar scoring rules
pursuant to which the Federal budget has done, one of the ques-
tions I asked was the very one you just asked, because I had heard
that we had something called static scoring, and I did not know
what it was. Then somebody said, well, it is static scoring, but
there are some differences, and they took me down the line on be-
havioral. And I said, well, that is interesting. Then they said, well,
we do not do the GDP projections.

The answer that I was given, and it is something that I made
a note to myself to inquire further about when I get to Treasury,
is that economists are much more comfortable making the behav-
ioral, the micro, judgments than they are the macro, the GDP,
judgments, and that very responsible, serious people looked at this
and feel there was a substantial difference in the probability of suc-
cess with respect to those two types of judgments, and that is why
the distinction is made.

The CHAIRMAN. And when we get to the capital gains debate, we
are both going to be on behavioral estimates. It is going to be a
question of how much behavior will produce how much money.

Mr. RUBIN. Oh, sure. And you know far more about this than I
do, but within the models that, as you correctly say, have these be-
havioral characteristics, there can be good debates about what that
behavior ought to be.
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The CHAIRMAN. Well, it was amazing. Of course, a big issue was
made about the rich will benefit. But to come within a plus or
minus $12 billion on trillions of dollars of estimates over 5 years,
is almost de minimis in terms of how close were you.

Mr. RUBIN. I have been told by people, and, as I say, I really am
going to take a much closer look at this if confirmed and I get over
to Treasury, that on a lot of this behavioral estimation, serious
econoViists have a fairly high degree of confidence and conversely,
on the macr6, have a very low degree of confidence.

The CHAIRMAN. That is correct.
Senator Graham?
Senator GRAHAM. Thank you, Mr. Chairman.
I admire the mental acuity of our soon-to-be Secretary, and also

his tenacity in staying here, which is longer than maybe had been
originally anticipated. I think the length of the inquiry is a reflec-
tion of the respect for your opinion and judgment, and I hope bodes
well for future relationship with this Congress and committee.

Bob, I would like to continue to pursue the question of fiscal re-
sponsibility and the effort to lower interest rates, particularly long-
term interest rates. I think one of the great accomplishments of the
administration was in the period in the fall and winter of 1993-
1994 when long-term rates came down dramatically and many mil-
lions of Americans refinanced cars, houses, and other things.

It has been estimated that during that period that the total sav-
ings may have been as much as $100 billion in what middle Ameri-
cans did not pay in their interest rates on consumer items.

Let me throw out three statements that have been made to me
in discussing the question of what might be done to enter into an-
other period of significant reduction in long-term interest rates.

The first, is that we have already absorbed all of the benefit in
reducing long-term rates that can come from further deficit reduc-
tion, that what is maintaining long-term rates at their current
level is a global competition for these funds as areas in and outside
the United States begin to desire to attract these investment funds.
What are your comments on the statement that this is really be-
yond our National economic sovereignty and is a function of global
competitiveness for investment capital?

Mr. RUBIN. I do think that there is a generally prevailing view
that real interest rates, the rate of interest over the rate of infla-
tion on the long end of the spectrum, are considerably higher than
you would expect them to be, given where inflation is.

My own view-and I had this view before I came to this job-
is that the 1990's are likely to be-well, then I thought were likely
to be, now I would say are likely to be, a period of enormous com-
petition for capital around the world, and that it is very likely that
real interest rates for any given level of inflation and growth will
be higher than they would have been in prior periods.

I noticed in the New York Times not too long ago, Larry Sum-
mers was quoted as saying he thought it could be as much as 1.5
percent on the long bond. To me, that seems a touch on the high
side.

I asked Larry how he got it, and he gave me some long answer
I did not understand. But, in any event, he thought he was right.
And even though I didn't understand his answer, I think he is



wrong. But, in any event, whether he is right or wrong, we both
agree that real interest rates are likely to be high in the 1990's for
the very reason that you said, Senator.

But that is a two-edged sword. Those higher rates, obviously, are
a deterrent to growth in this country. That is bad. On the other
hand, they reflect increased demand around the world for our

ods and services. That is good. What that balance is, I do notow.

I think that the best thing we can do to have lower long-term
rates is to have the international financial markets be confident
that we are going to continue to have a disciplined approach to def-
icit reduction.

We are very watchful with respect to inflation. I would say all
of the senior members of the economic team are people of great ex-
perience in the various things they have done. We have lived
through inflation before, we do not want to live through it again.
It has enormous problems. We do not want to experience that
again.

Having said that, I do think that there are forces operating in
the world today-globalization, the application of technology in
services, the rapid increase in the rates of technological develop-
ment-that may provide more latitude in the capacity rate of
growth of the economy and of the level to which unemployment can
go before you begin to encounter an inflation problem than is gen-
erally expected. If that is true, then over time the markets will
come to realize that and that will affect the long-term rates. If I
could just make one more comment.

Obviously, the programs that I think of as public investments,
but training and education, the economically distressed area pro-
grams, as they increase productivity in the country, that; too,
should help bring long-term rates down.

Senator GRAHAM. Bob, a second comment that I have received to
my inquiry is that-the most significant thing that could be done to
deal with long-term interest rates is to pacify the investment com-
munity's apprehension that in the early years in the next century
countries all over the world are going to hit the demographic wall
that we are going to hit, and that is, as the generation born imme-
diately after World War II reaches retirement age.

Andthere are going to be tremendous pressures, not only on the
U.S. economy and public finance, but all the other industrialized
nations, and there are steps that we could take today to give some
signal that we are dealing with that issue. I think some of the sug-
gestions that were probably before the Entitlement Commission
would be of the ilk that were being intended.

What is your thought about the importance on immediate long-
term interest rates of our dealing today with the implications of the
entitlement costs in the 21st century?

Mr. RUBIN. Well, as you correctly say, there are many countries
around the world, particularly large economies, that face the kinds
of demographic problems that we do. I think the most constructive
thing that we could do is do exactly what the President has tried
to do for the last two years, which is to get a serious approach to
health care reform in this country.



We recognize that is not going to be done all in one year, but,
over time, to try to put in place in this country a comprehensive
health care reform program that, amongst other things in addition
to extending coverage to all Americans, would bring Federal health
care entitlements under control within the context of health care
reform. I think that is the single most important thing that we can
do over the next few years.

The CHAIRMAN. Senator Moseley-Braun?
Senator MOSELEY-BRAUN. Mr. Chairman, I would love to con-

tinue this conversation, but I will not. So, I will pass on any fur-
ther questions.

The CHAIRMAN. I have a couple more. I told Mr. Rubin when he
came in it might be 12:30 a.m. and we are easily going to make
that. You earlier indicated that anything that is going to be done
on Social Security, I think you said, or maybe you said entitle-
ments, has to be done on a bipartisan basis.

Mr. RUBIN. On Social Security, I said.
The CHAIRMAN. On Social Security.
Mr. RUBIN. Hopefully we would do health care on a bipartisan

basis as well.
The CHAIRMAN. Yes. I understand what you mean. We cannot

have one party taking the lead on Social Security and getting beat-
en over the head with it, and then being afraid to approach it again
for the next generation, remembering what happened.

As Chairman of the Finance Committee, I was willing to ap-
proach the issue of Social Security with the suggestion to increase
the retirement age, and perhaps limit the cost of living adjust-
ments. Would the administrative be willing to join me on a biparti-
san basis?

Mr. RUBIN. Senator, we do not have any Social Security propos-
als before us right now.

The CHAIRMAN. Is that the answer?
Mr. RUBIN. I think that is the answer I should give at this time,

yes.
The CHAIRMAN. I understand.
Let us go back now to savings and investment. For a long time

we have had a Tax Code that certainly favored consumption, or
tilted toward consumption, and we made some slight, modest
changes in it in 1986, like the elimination of consumer interest de-
ductions.

But you heard the same pitch I did, that we need to save more,
we need to invest more, that it will increase our productivity. That
means better paying jobs and probably at a higher technical level
where you require a lot of capital investment and will do well in
the world. I think that premise is probably correct. Do you agree
with that?

Mr. RUBIN. Yes, I do, Senator.
The CHAIRMAN. As I say, there is a body of opinion, a minority

body, that does not agree with that. There would be some indus-
tries that would not be wild about moving toward investment rath-
er than consumption. But, for the moment, let us accept the pre-
sun ption.

Now, in order to get more savings and investment, does that
mean we may have to consume less now?
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Mr. RUBIN. Well, by definition, if we can increase the savings
rate in our society we will, by definition, reduce the consumption
rate.

The CHAumN. All right.
Mr. RUBIN. So I think the answer to that question is yes. How-

ever, you can still have-I think I-may see where you are going-
full employment GDP, but what you will have is more investment
and less consumption.

The CHAImAN. Yes.
Mr. RUBIN. And, therefore, you will be better prepared for the fu-

ture. In fact, if you look at the last two years, this has been an in-
vestment-led recovery-

The CHAIRMAN. Yes.
Mr. RUBIN [continuing]. Which I think is very much to the long-

term benefit of this country.
The CHAIRMN. Now, you and I are on exactly the same wave-

length here. My question is, what is the best way to increase sav-
ings and investment? I will give you two or three alternatives.

One, when you look at the history of the Income Tax Code-we
did not start it until 1913-the rate, as I recall, was a maximum
of either one or 5 percent on incomes above $500,000, and there
were no deductions. Nobody cared. What difference did it make
with rates like that? Then we finally began to put in charitable de-
ductions, and it went way up in World War I and did not come
down much till 1921. We put in capital gains.

The history of the Code has been basically this. The rates get so
high that we have to put in exemptions and deductions to encour-
age people to do the things that we want them to do that they will
not do because of the high rates.

As best I can tell, Ronald Reagan is the only person that must
have paid the 91 percent rate. He remembers it very vividly. Ev-
erybody else foun a way to get around the 91 percent rate, so it
did not really matter.

And there are two ways to tax the rich. One is rates, the other
is the base. If a person makes $100,000 and has $80,000 in deduc-
tions and you have a 9G percent tax rate, he pays $18,000.. If he
has $100,000 in income and $20,000 in deductions, you can tax him
25 percent and raise more money than under the higher rate. So
you can get there either way.

My question is this. In order to encourage investment, should we
be looking to try to do what we aimed at in 1986, which was to
bring down the rates and get rid of the deductions? We actually
ended up, on the personal income tax side, with a Code that was
slightly more progressive after 1986 than before. Should we be aim-
ing again in that direction?

Mr. RUBIN. Mr. Chairman, there are many variants of consump-
tion tax, VATs, flat taxes, and I am sure there are many others,
that all are aimed in that same direction. As you very well know,
and know better than I, the argument that is made for them is
that they will increase savings in one way or the other, depending
on the structure of the particular tax.

The issues that are always raised are the same. Will it raise suf-
ficient funds to offset the tax that is being eliminated or that it is
replacing; will it affect the tax burden? Most of these proposals, al-
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though it may not be true of what you have in mind, tend to shift
the tax burden away from the more affluent and toward the less
affluent, though that does not necessarily have to be the case.

Are the deductions, the exemptions, the exclusions, and the cred-
its, each of which has a policy reason for it-some of them maK be
pretty unattractive policy reasons, but, nevertheless, some of t em
are very important policy reasons.

The CHmARI . Some of them were good policy reasons when
adopted. They outlived their usefulness, but you have a dickens of
a time getting rid of them.

Mr. RUBIN. Absolutely correct. That is absolutely correct. But
does it make sense not to be serving those purposes anymore?

And then I think you have to weigh and balance all of these con-
siderations, and then you can make a consider judgment. In the
final analysis I do not have a personal opinion. The only thing I
think I would say to you is that it seems to me that all of these
are very complex questions, the ones that I have just raised. And,
if there is a particular proposal that you think is especially meri-
torious of review, we would be absolutely delighted to review it. I
am talking about your more serious question.

The CHMA. This is more in theory, and Bill Bradley was the
godfather of that 1986 tax reform. But I remember his advice to
me, as we got down into the 26-27 percent level, that to get much
lower than that we had to start limiting real property tax deduc-
tions, State and local income tax deductions, mortgage interest de-
ductions; things that were so dear that we simply did not have the
political weight to do it. Finally, we ended up with 27 percent in
order to achieve what we wanted to achieve and keep the Income
Tax Code as progressive as it had been before.

Here is what you could do, but you are absolutely right about the
regressivity. We could raise as much money as we now raise from
the personal income tax with a 12-percent flat tax. If you meant
real fiat, no deductions, no deductions for the widow that has

10,000 of income and two kids who pays nothing, would pay
1,200. That is not fair. And, as a rule of thumb, everybody who

would make over $70,000 would pay less than they pay now, and
everybody who made under $70,000 would pay more than they pay
now.

But, absent that, if you went with a 12-percent flat tax, you
would think most people who have a lot of money would say, oh,
fine, I will pay it, and it will lead to more savings and investment,
or would it not? Obviously, the savings and investment would be
based upon economic investment, it would not be a tax investment
anymr.e

M RUBIN. In theory, Mr. Chairman, if you had a tax proposal
that very substantially reduced the tax rate of the most affluent,
you would increase savings because the most affluent have the
highest propensity to save. So that, I think, follows almost defini-
tionally. The problem is, that you have done exactly what you have
just said, and that is, you have shifted the tax burden from those
who can best afford it to those who can least afford it.

I do believe there is another problem, though. I remember the
1986 Tax Code quite well. And, as you said, one of the big debates
was a State and local tax deduction. I don't know how you felt
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about it, but I lived in New York City and I did not think it was
a really good idea.

The CHAm~mAN. You were not alone of those who lived in New
York City.

Mr. RUBIN. No. I think there were roughly seven million of us,
most of whom you probably got the opportunity to meet. But there
is a legitimate policy question which is, had you eliminated State
and local, I think you would have had horrendous effects on New
York City. Some people may say that is a good thing, but it would
have horrendous effects on New York City, with all sorts of rami-
fications.

So, I think that these deductions have very significant economic
impacts, and I think if you are going to go from a system with a
lot of deductions to one with very few, I think you have got to de-
termine what you are going to do with respect to the effects of each
of those sets of deductions that you are eliminating.

The CHAIRMAN. When we were doing the hearings in 1986, 1
would ask the witnesses, "how low would the rates have to be be-
fore you did not really care about deductions?" And it would vary
from 20-30 percent, but an average might have been 25 percent.
I discovered that really is not true.

As soon as you get it down, they still want deductions and ex-
emptions. I recall one person testifying on capital gains, because
we kept it at 28, but in essence got rid of it, saying that there al-
ways have to be a differential or people will not invest. So, I said,
"well, if we got the rate to 20 percent," he would say that capital
gains ought to be 10 percent. If we got the rate down to 10 percent,
he would say that -capital gains ought to be taxed at five percent.
I said, if we got it to zero, we got rid of the income tax, would you
need a subsidy? [Laughter.]

And he said, well, if it got that low, maybe it would not make
any difference. My hunch is, it would not. And what I am going to
wrestle with, and I will be talking to you daily, do we want to move
in the direction of-you are familiar with Nunn-Domenici and their
concept. In its simplest terms, it is a consumption-based income
tax. You make $100,000, you spend $70,000 and save $30,000, you
pay no tax on the $30,000. I assume you would have to have some
kind of an inheritance or State tax element or you are going to
allow immense fortunes to be passed along with no tax. But, short
of that, sooner or later people either spend the $30,000 or save it.
I mean, there is nothing more you can do with it than spend it or
save.

You do not have to answer this now, but should we be moving
in that direction? Because, very honestly, what I fear, when you

-say 39.6, it is not really that when you add to it the Medicare por-
tion that we took off for the upper income people. It is not really
that for people that live in New York City. They are now in those
upper income marginal rates above 50 percent.

At what stage-and it gets back to this supply side theory-at
the marginal rates-how much is it on the last $10,000 you make?
If it is 70-80 percent and you can make as much as you want in
8 months, you may not work the last 4 months.

How do we find the magic number, and should we be moving to-
ward a Nunn-Domenici or tax reform concept, or flat tax concept,
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or should we encourage savings and investment with the deduc-
tions and the incentives that we will put into the Code. And you
and I know what that means, every group in America is convinced
that they should be at the top of the savings totem pole.

Mr. RUBIN. Again, Mr. Chairman, this is something that you
have focused on a lot more than I have over the years and know
a lot more about. My impression has been that the Nunn-Domemci
ideas, the flat tax ideas, the VATs, the 1986 Tax Act, that concep-
tually those types of ideas, those types of programs, look very at-
tractive.

But then as you get into the particulars, they become more and
more difficult and, at least my impression is, that when you try to
work your way through these you get to a crossover point where
the conceptual attractiveness is outweighed by the particular
unattractiveness.

Having said that, I think very rightly you raised the question of
looking at these with great care and seriousness because there is
the possibility at least that one could find something that really
made some sense. We have no proposal of this sort in front of this
administration at this time, let me very quickly add.

The CHAIRMAN. I am always inclined to look at things philosophi-
cally, first, and say, what is the goal you want to achieve. And if
the goal is, let us try to encourage the investment without the Code
tilting one way or the other, then you go in one direction.

If you say, no, the goal has to be that we will put into the Code
the incentives that we want to direct the investment in the direc-
tion we want, they are both legitimate philosophies. In the latter
case, you and I have to guess what we think the investments ought
to be, and you favor some and not others.

Mr. RUBIN. Yes, I agree with that. On the other hand, if you try
to move away from that, as we discussed a few moments ago, you
have all of the other problems that I have just mentioned and that
is why I think it is a very complex set of competing considerations.

The CHAIRMAN. Well, I know Congressman Armey and his flat
tax attempted to get over the argument of regressivity. He tried to
build into it lots of deductions for food, shelter, and clothing, and
whatnot.

I have no philosophical problem with him, but I cannot make his
figures pencil out at 17 p, rcent, which is his flat rate after you
allow the deduction. As I penciled it, it looks more like 24-25 per-
cent. I may be off on that. If you could do what he wants and do
it at 17 percent, I think you have achieved both a low enough rate
to encourage investment, and kept tlfe progressivity and the basic
exemptions for middle income and poor. But I do not see the per-
centage figuring.

Mr. RUBIN. Mr. Chairman, we have also taken a look at that, as
you know. It does seem to be substantially deficient of funds to re-
place the Tax Code that he wants to replace as one problem. An-
other, of course, is that you have greatly increased the after tax in-
come, or greatly reduced, let us say, the tax rate on the most afflu-
ent.

And I think one would need to look at this with great care to
make sure that you have not in some way or another increased the
burden on others, if, in fact, you are still raising the same amount



of money. Of course, there is something that does not sound like
it qte fits.

The CHAIRMAN. One last comment. There were some critics of
this in 1986. You say you are going to lower my rates and get rid
of my deductions, and as soon as you do you will start raisin my
rates and I will not get my deductions back. They were, unfortu-
nately, true. I know the argument and I can see a demagogueusing it.

.Let us say you could do it at 20 percent. Let us say you could
raise as much money as you now raised and you could have pro-
gressivity. We would not have that for two or 3 years before some-
body would say, "you mean to say that somebody that makes
$500,000 pays the same percent as somebody that makes $50,000?
Well, that is not fair, they ought to pay more." There you would
start up on your progression of rates again. Eventually, when we
got to 40, 45, 46, or 47 percent, we would start with the deductions
to encourage the activity we want to encourage.

Anyway, you do not have to answer that. I do not see anybody
else here, Mr. Rubin. I appreciate it. Let me come down and meet
your family. We are adjourned.

Mr. RUBIN. Mr. Chairman, thank you very much.
[Whereupon, at 12:11 p.m., the hearing was concluded.]
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ADDITIONAL MATERIAL SUBMITTED

PREPARED STATEMENT OF SENATOR FRANK MURKOWSKI

INTRODUCTION TO THE COMMIFEE

Mr. Chairman, I have a very brief statement. I am very pleased to be joining the
Finance Committee after 14 years in the Senate. As you know, since I arrived in
1981 I hav sought to join thi Committee because it's jurisdiction extends so
broadly into the economic and social policy areas that weave together the fabric of
our society.

I have always been struck by the capacity of the Finance Committee to meet the
most important challenges of our day, nearly always in a bipartisan manner. That
is a tribute to the leadership of the distinguished members who have served as
Chairmen of this Committee.

I would just cite the fact that our Social Security system was saved from bank-
ruptcy under the able leadership of thon-Chairman Bob Dole, working with Senator
Pat Moynihan. The single most comprehensive reform of the tax code succeeded only
because of the tireless efforts of Chairman Bob Packwood. And under the able lead-
ership of former Chairmen Lloyd Bentsen and Pat Moynihan, this Committee played
a central role in moving forward international trade legislation including the U.S)
Canada FTA NAFTA and, most recently, the GATT legislation. I look forward to
working with the Chairman and members on both sides of the aisle to continue the
bi-partisan tradition of this Committee.

RUBIN NOMINATION

Mr. Chairman, I believe the President made a very wise decision in nominating
Robert Rubin to be Secretary of the Treasury. As I told Mr. Rubin last Friday, he
will have very large shoes to fill in succeeding Secretary Bentsen, whose confirma-
tion was unanimously approved by this Committee two years ago before he even tes-
tified at his confirmation hearing.

I have no doubt that Mr. Rubin will easily be confirmed by this Committee and
the full Senate. The knowledge and experience he gained at Goldman Sachs will be
invaluable to this Committee as we consider impending tax policy changes and
budget issues. Moreover at a time when our NA partner Mexico is enduring
a crisis of financial conAdence, I believe Mr. Rubin's international financial back-
ground will *ile the Administration a practical perspective on how the United
States should-help in bringing an end to the peso crisis.

I look forward to working with Mr. Rubin, and I thank the Chairman for allowing
me to make this brief statement.

PREPARED STATEMENT OF ROBERT E. RUBIN

Mr. Chairman and Members of the Committee, I appreciate the opportunity to ap-
,ear before you today, and I especially appreciate your willingness to schedule this
hearing so eX~anitiously.

I'd lie to thank my two home state Senators from New York, Senators Moynihan
and D'Amato, for introducing me and for their kind words. And I'd like to thank
Senator Graham from Florida where I grew up for his kind introduction.

I would also like to express my great respect for your long-time member and
former Chairman, my friend of many years and colleague of the last two years, Sec-
retary Lloyd Bentsen. He provided our Administration and our economic team with
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extensive experience, outstanding judgment, and consistent support for the spirit of
teamwork. I look forward to his advice and guidance in the time ahead.

For the past two years, I have served in the White House as the Assistant to the
President for Economic Policy and Coordinator of the National Economic Council,
where a truly outstanding group of Cabinet members and White House officials
worked together on the economic issues of the Nation.

Before that, I worked for 26 years at a major international financial institution
headquartered in New York, where I had responsibility at various times for trading
activities in debt, equities, foreign exchange, and commodities, as well as involve-
ment in various domestic and international investment banking activities.

I welcomed the opportunity to join this Administration because I believed that
this country was at a true economic crossroads, and that, with all of our natural
advantages, our economic future could be robust-but only if we faced and dealt
with the many problems and issues before us in a rapidly changing global economy.
Conversely, I felt that if we did not face our economic problems, our economic pros-
pects were likely to be mediocre as far into the future as the eye could see.

I strongly identify with the President's comprehensive economic strategy to pro-
mote investment-led economic growth with low inflation now, and to position the
country for the long term. That strategy has been consistent from the beginning of
the Administration. It consists of &Ajicit reduction; education, training, programs for
economically-depressed areas, and other public investments critical to future produc-
tivity; targeted tax reduction; reforming and reducing government and regulations;
health care and welfare reform; and opening markets.

Through this strategy, our country, over time, can achieve fiscal order, strong pro-
ductivity increases, and open markets, and so healthy long-term economic growth
with low inflation, and all Americans can have the opportunity to share in that
growth.

Much has been accomplished within this framework, often with bi-partisan sup-
port-but much remains to be done at this critical juncture, if our county is to pros-
per, both now and for the long run. Thus, in my, opinion, it is crucial that the Ad-
ministration and Congress work together effectively as we go forward. It is worth
noting, in this regard, that this Committee in particular has had major accomplish-
ments on a bi-partisan basis, including NAFTA and GATT.

Mr. Chairman, I am pragmatic, and I believe that differences can usually be re-
solved, not always but usually, by being straight-forward and focusing on substance.
If confirmed, I will work with each Member of this Committee and with all Members
of Congress in this spirit. I also believe that there are no easy answers to the sig-
nificant issues of economic policy and that difficult trade-offs are almost always in-
volved.

As we face the likely legislative agenda for the next two years, I would like to
suggest a few guiding principles.

1. Maintaining Fiscal Discipline. Tax cuts or spending programs must be paid for,
and we must sustain our efforts to continue reducing the deficit.

2. Promoting Productivity. We should endeavor to increase our national savings
rate. And, with in the discipline of deficit reduction, we need to continue to reorder
the federal budget to emphasize education-which had strong bipartisan support in
the last Congress-training, programs for economically-depressed areas, an other
essential public investments. These investments in people are also key to equipping
all Americans with the tools to participate in the Nation's economic growth and,
thereby, to reverse the greatly increased income inequality that has developed over
the last 20 years.

3. Supporting International Cooperation. In the new global economy, we need to
open markets, we need to sensibly but effectively regulate the vast global financial
markets that so critically affect all of the world's economies, and we need to help
the developing and transitional economies.

4. Modernizing Financial MR-'kets. We can make American financial markets
more competitive and more effici _.at through modernizing regulatory structure and
regulations, but the issues are very complex and competing considerations must be
weighed carefully and thoughtfully.

Finally, if confirmed, I would endeavor to carry forward the United States Treas-
ury's long and proud history of professional excellence and integrity, which I have
admired from the vantage points of both Wall Street and the White House for many
years. Treasury has been and should continue to be a reliable and trusted resource
for Members of Congress and the general public. I also want to emphasize my com-
mitment to Treasury's important law enforcement mission.

In conclusion, Mr. Chairman, I would like to thank you again for bringing me be-
fore this Committee so promptly. I hope my comments have been useful. Now I
would be pleased to respond to any questions which you or the Committee may
have.



RESPONSE TO INFORMATION REQUO 12
BY

UNrT D STATZ SEAT
COM TIUrI ON FINANCE

NOMINEE:

NOMINATED FORt

A. BIOGRAPMICAL-

1. Name:

2. Home Address:

OF NObUN=

ROBERT . RUIN

SECRETARY
DEPARTMENT OF TREASURY.

Rober Edward Rubin

911 Park Avenue
New York. Now York 10021

Jeferson Hotel
1200 16th Stret, N.W.
Wuhington, D.C. 20036

71e White House
Washington, D.C.

3. Date and place of blrth

August 29, 1938
New York, New York

4. Marital status: Marded, Judith 0. Rubin
Maiden name: Oxenberg

5. Names and ages of children:

ames S. Rubin, age 27
Philip M. Rubin, age 23

6. Education:

Miami Beach Senior High School
9/52-6/6
Diploma (6/56)

Harvard College
9/56-&60
A.B. (6/60)

London School of Bconomics
10/60-7161

Yale Law School
9/61-6/64
L.. (6/64)

Office:



7. Employment record:

Assistant to the President for Economic Policy
The White House
Washington, D.C. 20500

The Goldman Sachs Group, LP.
85 Broad Street
New York, New York 10004

Co-Senior Partn=r and Co-Cairman
Vice Chairman and Co"bhlef Operating Officer
Member, Managemet Committee
General Partnr
Associate

I93-present

12/90-122
11/87-119
1171-12/92

10/66-12/70

Between October 1966 and December 1992, 1 also saved as an officer,
director or rarmter of numerous entities affillad with The Goldman Sachs
Group, L.

Associate
Cleary, Gotlieb, Steen & Hamilton
One Liberty Plaza
New York, New York 10006

9/64-10/66

8. Government experience:

Assistant to the Presidcnt for Economic Policy

Member, Securities and Exchange Commission
Market Oversight and Financial Services A

Member, New York City Mayor's Council of
Economic Advisors

Member, New York Goveror's Council on Fiscal
and Economic Priorities

Member, New York Governor's Commission on
Trade and Competltivenes

1/93-present

7/91-193
dvisory Committee

1990-1/93

1990-1193

1/87-1/93

Member, Federal Reserve Bank of New York 1/89-/93
International C-pital Markets Advisory Committee

Member, New York Govemor's Advisory Panel on 2188-1989

Financial Services

Member, Commission on National Elections 2/85-1986

Member, Presidentts Advisory Committee for
Trade Negotiations

Member, Investment Advisory Council,
New York City Pension Fund

Member, Securities and Exchange Commission
Advisory Committee on Tender Offers

10/80-11/82

1980-12/89

1183-883



a9

9. Memberships:

See responses to Items 8 and 10. In addition:

Member. Central Synagogue, New York 1f77-present

Member, Council on Foreign Relations 14-present

Member, Century Country Club, New York 4/80-present

Member, Harvard Club, New York L966-present

Director, New York City Partnership, Inc. 6/91-L/93

Director, New York Stock Exchange, Inc. 1/91-1/3

Thstee, Carnegie Corporation of New York 1/90-1/93

Vice President of the Board and Trhste American 1969-1/93
Ballet Theater Foun on, Inc.

Trustee, Cane T@IR /VN 6.5-1/93

Member, Committee on University Resource 9/87-193
Harvard College

Director. Ubrary of Cong= Thi Fund 1992-1/93

Director, Harvard Management Co., Inc. 11/90-/93

Vice Chairman & Thsiteo, Mount Sinai Hospital 1977-I9
and Medical School

Vice Chairman, Center for National Policy 1982-193

Member, Regulatory Advisory Committee of the 12/88-9/90
New York Stock Exchange, 1.

Member, Board of Oversees' Committee to Visit 7/81-9/87
Department of Economics, Harvard College

Director, New York FuMre Exchange 3/79-2/85

Director, Studebaker-Worthington, Inc. 9/78-1979

Director, Chicago Board Options Exchange, Inc. 11/72-12/76

Tmuee, CoU:iatc School (New York) L978-6/84

Member, Board of Overseas, Graduate School of 1i78-I/83
Management & Urban Professions, Center for
New York City Affairs, New School for Social Research

I have also served as an officer, director or partner of numerous entities
affiliated with The Goldman Sachs Group, L. I ni d all such
positions in December 1992



t0. P"ica ailat - List ali membership and office an activities:

See AttachmenA for a list of federal political contributiom. See sab responses
to Items 8 and 9. In addition:

Cilrman, New York City Host Committee for the 1992 8/89-7/92
Democratic Convention

New York State Fna Chairman, Mondale 1983-11/84
Presidential Campaign

Chairman. Democratic Congressional Dinner for 1982 1982

Direcor, Democrats for the Us 185-2/89

Director, Democrats for the '90s 3/89-12/90

I have met with, and provided informal advice on a variety of political and
policy matters to, numerous candidates for national, stat. and local offices.
I am a registered Dewocrat.

11. Honors an Awards:

Member, Phi Beta Kappa

Recipient, "Good Scout Award", Boy Scouts of America, 1990

Recipient, "Brotherhood Award", National Conference of
Chrisdans and Jews, 1977

12. Published Writings:

Author, op-ed article appe.ing in the New York Times, January 27, 1985
entitled "Business Forum; High-Risk Trading Helps the Markets'.

Member, the Cuomo Commission on Trade and Competitiveness, the
repot of which was published as The Qnmn CtmImkfinn Report
(1988).

Member, the Cuomo Commission on Competitiveness, the report of which
was published as Armerica't Agenda - Rebuilding Economic
Srengzh (19).



SUnited states
Office of Government Ethics
1201 New York Avenue. NW.. Suite 500
Washington. DC 20005-3917

January 5, 1995

The Honorable Bob Packwood
Chairman
Committee on Finance
United States Senate
Washington. DC 20510-6200

Dear Mr. Chairman:

In accordance with the Ethics in Government Act of 1978, 1
enclose a copy of the financial disclosure report filed by
Robert E. Rubin, who has been nominated by President Clinton for
the position of Secretary.of the Treasury.

We have reviewed the report and have also obtained advice from

the Department of the Treasury concerning any possible conflict in
light of its functions and the nominee's proposed duties. Also
enclosed is a letter from the ethics official of the agency dated
January 3. 1995. which discusses Kr. Rubin's qualified diversified
trusts and his ethics commitments with respect to recusals.

Based thereon, we believe that Mr. Rubin is in compliance with
applicable laws and regulations governing conflicts of interest.

Sincerely.

"- ,'-*------

Steph D., Potts "'
Director

Enclosures JK/jk(sh)
Rubin-278

Red rile
Jan P.
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APARTMENT OF THE TREASURY
WASHINGTON. D.C. 20220

January 3, 1995

The Honorable Stephen D. Potts
Director
Of fice of Government Ethics
Washington, D.C. 20005-3917

Dear Mr. Potts:

The President has nominated Mr. Robert 8. Rubin to be
Secretary of the T.easury. As the Designated Agency ethics
Official of the bDspartment of the Treasury, I have reviewed the
information contained in the public financial dislosoure report
(oF 278) submitted by Kr. Rubin. Based upon my review of the
information contained in tho report, and considering the steps he
has agreed to take upon appointment, it is my opinion that there
will be no conflict between Mr. Rubin's financial interests and
the duties he is expected to perform as Secretary.

As you know, upon his appointment as Assistant to the
President for Economic Policy, Mr. Rubin placed all of his assets
held for investment in three qualified diversified trusts that
were certified by your office on February 5, 1994. Kr. Rubin has
advised me that he intends to maintain those trusts upon his
appointment as Secretary.

Kr. Rubin has also advised me that he will recuse
himself from any particular matter that would have a direct and
predictable effect on the ability cf the Trust established under
the Estate of Bernice Pauahi Bishop, a private educational
charitable trust, to honor its obl nations under the put guaranty
agreement entered into by the Bishop Estate Trustees, the
Northern Trust Company and Mr. Rubin on February 9, 1993.

Kr. Rubin has also agreed, as a prudential matter, that
he will instruct the Deputy Secretary, the Executive Secretary,
his immediate staff and other appropriate officials to consult
with the Department's ethics officials before referring to his
attention any particular matter involving The Goldman Sachs
Group, L.P., any of its affiliates or the Bishop Estate as
parties or representatives of parties appearing before any agency
or department of the United States Government.

Finally, Kr. Rubin has agreed to work with officials of
the Department of the Treasury to establish procedures to ensure
that should any particular matters arise vhich, to his knowledge,
would have a direct and predictable effect upon any financial
interests he may have outside of the qualified trusts, those
matters will be referred to another official in the Department
for decision to the extent necessary or appropriate.

We believe that these procedures will eliminate the

potential for any conflict.

Sincerely,

Dennis I. Foremn
Deputy General Counsel and
Designated Agency Ethics Official
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January 17, 1995

FOLLOW-UP QUESTIONS TO SECRETARY RUBIN FROM SENATE FINANCE
COMMITTEE MEMBERS

CONSUMPTION TAXES

OuetIM (Sen. PrE er):

Some have suggested that merely revising the current tax code is not enough. Though I have
not quite come to that conclusion, I would like to get your thoughts on two alternative
proposals: the flat tax and the national consumption tax. Do you believe either of these
proposals has merit? In your opinion, is one proposal better than the other? Has either
proposal been seriously studied by the Treasury Department?

&swer:

A flat tax could be a consumption tax or an income tax, depending on the treatment of
income from savings. The flat tax proposed by Representative Armey, which exempts
income from saving, is a form of consumption tax. Proponents of consumption taxes argue
that they increase private saving, increase investment, and encourage domestic production for
export. For these reasons, a consumption tax proposal deserves closer examination. A
further analysis of the benefits are needed and, of course, we would need to look at the
specific provisions before commenting. In particular, sector-specific issues need to be
addressed, such as the tax treatment of financial institutions, imports and exports, non-profit
institutions, state and local governments, and housing and other consumer durables.

To merit serious consideration, a proposal to replace the income tax system with a flat or
consumption tax should at least: i) raise sufficient revenue, ii) maintain progressivity of the
entire tax system, iii) include transitional rules to minimize windfall gains and losses, and iv)
avoid additional costs of compliance and administration.

CORPORATE TAXES

Question (Senator Pressler):

What are your views regarding the rate of taxation for corporations? Do you foresee any
changes in this area, including tax changes concerning foreign corporations operating in this
country?

Answer:

The Omnibus Budget Reconciliation Act of 1993 increased the top corporate rate from 34 to
35 percent for taxable incomes in excess of $10,000,000. The Administration is not
proposing additional increases in the corporate tax at this time.
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The Treasury Department believes that the tax law should be applied so as not to
discriminate based on whether a corporation is U.S.-owned or foreign-owned. All
corporations operating in the United States should pay their fair share of taxes. The United
States has undertaken several legislative and administrative initiatives in the past year with
respect to earnings stripping, conduit transactions, transfer pricing and penalties in order to
insure this result. Moreoyer, the Treasury Department continues to monitor this area very
closely, and is prepared to take further action, if appropriate.

TAX SIMPLICATION

Question (Senator Pressler):

What are you and the Treasury Department prepared to do to further tax simplification?

Answer:

As the Assistant Secretary (Tax Policy) has stated in testimony before Congress on several
occasions in recent years, the Treasury Department strongly supports the goal of simplifying
federal tax laws. With respect to H.R. 3419 which was passed by the House of
Representatives last year, we favored many of the provisions while having serious
reservations about relatively few. We remain committed to working with Congress to
develop a simplification bill that both Congress and the Administration can support.

In addition, when it comes to issuing regulations and rulings, the Treasury Department is
very sensitive to the importance of minimizing the practical complexities taxpayers face in
complying with the Internal Revenue Code. The Internal Revenue Service takes this into
consideration when drafting tax forms and other kinds of administrative actions.

At the same time, we recognize that in attempting to measure taxable income accurately,
especially in the context of sophisticated financial and business transactions, inherent
economic complexities compel a certain degree of complexity in the tax rules. Our goal is to
limit to the greatest degree possible, consistent with congressional intent, the extent to which
these complex tax rules impose burdens on the taxpaying public.

FOREIGN SALES CORPORATION TAX BENEFITS FOR SOFTWARE

Question (Senator Baucus

A 1987 temporary and proposed Treasury Department regulation denies software the same
foreign sales corporation (FSC) benefits that are available to other products exported from
the United States.

We enacted the FSC provisions to help eliminate competitive disadvantages suffered by U.S.
exporters vis-a-vis their foreign competitors that had more favorable tax treatment of
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exporters, as well as to help keep the jobs involved in creating those exports in the United
States.

Treasury's regulations would deny benefits to exports of software that are accompanied by
the right of reproduction. In contrast, film, video and music products receive FSC benefits,
even when the right of reproduction is attached. The result of Treasury's proposed
regulation is that one of our most vital industries-computer software--does not receive the
same benefits as other exports. Not only is this discrepancy inequitable, it does not make
sense given that as modem technology advances, the distinctions between software products
and film, video and music products are blurring.

Mr. Rubin, what are your views about changing the FSC regulations to remove their
discriminatory impact on software?

The expansion of the FSC rules that you recommend is a proposal the Administration does
not oppose, and indeed, to which it is receptive. However, the proposal would constitute a
significant expansion of the current FSC benefit and, as such, in the absence of express
congressional direction, is more properly accomplished by a statutory amendment. If a
legislative proposal were advanced with an acceptable budgetary offset, the Administration
would be receptive.

CAPITAL GAINS

Ouestlon (Senator Hatch):

My first question deals with proposals to grant tax relief to lower and middle income class
families and to reduce the tax on capital gains. Yesterday, I introduced a bill known as the
Small Investors Tax Relief Act of 1995, which I call SITRA for short. That bill contains
three provisions. First, it would allow individual taxpayers to exclude the first $10,000 of
capital gains annually ($20,000 for a married couple filing jointly). Second, it would allow
individuals to exclude the first $1,000 of dividend and interest income annually ($2,000 for a
joint return). Finally, it would index capital assets so that capital gains taxes would not have
to be paid on gains caused solely by inflation.

I realize that the Clinton Administration is opposed to the capital gains proposal contained in
the Contract With America. Is the Administration's opposition to the Contract With America
capital gains proposal due to a belief that the capital gains tax rate is not too high? Or, is the
opposition to the proposal based on belief that the benefits of such a proposal accrue mostly
to the wealthy?

Let me clarify for the record that I do not believe that the benefits of a capital gains tax
reduction would overwhelmingly benefit the wealthy. I have seen much evidence that an
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across-the-board capital gains reduction such as the one in the proposal contained in the
Contract With America would have widespread benefits to all income classes and to society
as a whole. Treasury's own numbers indicate that 65 percent of all capital gains are claimed
by taxpayers with adjusted gross incomes of less than $50,000.

My question to you is, do you believe that the Administration would look upon a bill that
excludes the first $10,000 of capital gains annually differently than it does the capital gains
proposal contained in the Contract With America?

Answer:

Before responding to your question, I would like to mention that, while it is true thai a
majority of the returns reporting capital gains have AGI under $50,000, most capital gains
are reported by much higher income taxpayers. In 1991, the latest year for which final data
have been published, taxpayers with AGI of $50,000 or less reported only 20 percent of all
capital gains.

While the Contract With America would provide a 50 percent exclusion for capital gains to
all taxpayers (corporations as well as individuals), we understand that your proposal is more
targeted in two respects -- it is limited to individuals and would apply only to the first
$10,000 of capital gains. However, because your bill would provide a complete exemption
up to these limits, it is more generous than the Contract proposal in some instances (for
example, to taxpayers with less than $20,000 of capital gains ($40,000 of capital gains for all
joint filers)). We have not yet had an opportunity to estimate the revenue effects of this and
other provisions of your bill, but we are concerned that they might have a significant revenue
cost and that they are not sufficiently targeted.

I would also like to address the other two parts of your bill. We understand that, like the
capital gains proposal in the Contract With America, your bill contains a provision to index
capital assets. There are reasons why indexation proposals have been' rejected, after careful
consideration, in the past. Indexing the basis of capital assets for inflation would
significantly increase complexity and distortions in the tax system. It raises many difficult
problems of record-keeping and tax administration. Furthermore, the distinction between
real and nominal gains is not limited to capital assets. A failure to index debt instruments
would likely lead to a resurgence of the tax shelter type transactions of the 1980s and to
other forms of tax arbitrage. In addition, indexation would lead to dramatic revenue losses
which would have to be offset in order to avoid eroding the progress that we have made in
deficit reduction.

Finally, we understand that you propose a limited exclusion for interest and dividend income
of individuals. Until 1986, the Internal Revenue Code provided a limited dividend exclusion
for individuals. This provision was repealed by the Tax Reform Act of 1986 as part of
Congress' effort to simplify the Code. Similar provisions have existed with respect to
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interest and have also been repealed. Past experience appears to suggest that a limited
exclusion of this type would have little impact on the savings rate. We feel that the benefits
to be derived from this proposal would not justify the additional complexity that it could
create.

This response is based on a preliminary analysis of the descriptions you provided in your
question to me. I will be happy to answer any additional questions you may have and to
update my response to reflect the details of your proposal.

RESEARCH CREDIT FOR DEVELOPMENT OF GENERIC DRUGS

Ouestlon (Senator Hatch):

My second question deals with the generic drug industry, which has been very important in
reducing the costs of pharmaceuticals in this nation. Section 41 of the Internal Revenue
Code provides a tax credit for qualified research expenses. Section 41(d)(4)(C) excludes
research relating to the reproduction of an existing business component from the definition of
*qualified research.' In a recent Technical Advice Memorandum, the Internal Revenue
Service (IRS) took the position that generic drugs are duplications of existing listed drugs and
that the expenses of developing those drugs are consequently excluded from the definition of
the term 'qualified research." However, in testimony before the Subcommittee on Select
Revenue Measures of the House Ways and Means Committee on October 6, 1994, on a
proposal to clarify that generic drug research expenses may be eligible for the research
credit, Glen Kohl, Tax Legislative Counsel of Treasury, stated that the question of whether
the development of generic drugs is qualified research should be resolved on a case-by-case
basis. I understand that in answer to a question, Mr. Kohl stated that there is no requirement
that to qualify for the credit a product must be 'new to the world." This seems to be at odds
with the official IRS position that generic drugs are excluded from the definition of 'qualified
research.* Could you please clarify the official Treasury position on this important issue?

Answer:

I believe that the statement of Glen Kohl, Tax Legislative Counsel, that a product is not
required to be *new to the world* in order to qualify for the research credit is best clarified
by a passage in Mr. Kohl's prepared testimony:

"ITihe credit has never been expressly limited to research resulting in

innovative products that advance the general state of technology. Such a
limitation would be difficult to apply because it would put the IRS in the
position of evaluating the extent of technological advancement achieved in the
development of various products. Thus, the costs of developing a product that
is new for a particular taxpayer can qualify for the credit even though other
taxpayers already offer similar products. The only express limitation that
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applies to competing products is the exclusion for products developed by
duplication.'

Although I cannot comment on any particular case, it is my understanding that, generally, it
is this issue of duplication, and not whether the drug is "new to the world", that is central to
the question of whether a particular generic drug qualifies for the research credit.

UNRELATED BUSINESS TAXABLE INCOME

Ouestlon (Senator Pressler)h

Agricultural organizations qualify as tax-exempt under IRC section 501(c)(5). However,
certain income of these organizations may be classified as Unrelated Business Taxable
Income (UBTI) and subject to tax.

A recent IRS Technical Advice Memorandum (TAM) takes the position that associate
member dues are access fees to some types of insurance and not dues at all. From that
position, the TAM concludes that associate member dues of these organizations are subject to
tax as UBTI. Last May, a majority of the Members of the Senate Finance Committee
transmitted a letter to then Secretary Bentsen requesting further review and evaluation of the
TAM in question, as it appears to reverse the IRS's long-standing position concerning the tax
treatment of agricultural organizations' associate member dues. Since that time, the IRS has
continued to press this new position against several other agricultural organizations.

(I) Last year's letter asked that the IRS delay enforcement of any new position until there
has been a complete policy review and determination of how best to proceed in this matter.
Do you agree that any change in IRS position should come only after careful review at the
highest levels?

(2) Do you hive any other thoughts regarding this matter that you will share with the
committee? I would appreciate the benefit of your views for the record of this hearing.

The IRS National Office issues Technical Advice Memoranda to its agents in the field in
response to legal questions that arise during audits of particular taxpayers. In the course of
an audit of a farm bureau that qualified as a tax-exempt agricultural organization, the IRS
issued a TAM concluding that the particular farm bureau in question was subject to unrelated
business income tax on the associate member dues it had collected. The Office of Tax
Policy within the Treasury Department has been considering the policy issues arising from
this type of situation. We have consulted with the American Farm Bureau Federation to
gather more information. Consideration is also being given to the need for generalized
guidance on this subject. A decision on these questions will be made at senior levels of the
Treasury Department. It is anticipated that there will be a resolution of this issue by March
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of this year. You may be certain that your views and those of other Members who have
contacted us on this issue will be kept in mind.

NAFTA/CHILE

President Clinton has said that Chile would be "an ideal partner" to join NAFTA.

a. Under what criteria will Chile be allowed to accede to NAFTA?

Answer-

President Clinton joined with his Mexican, Chilean and Canadian counterparts in announcing
on December l Ithe decision to begin the process of Chile's accession to NAFTA. This is
the next step toward our goal of expanding market opportunities throughout the hemisphere
through equitable rules and eliminating barriers to trade and investment with agreed
disciplines at high levels. Chile has demonstrated its readiness to take on such disciplines
now, both by its statements and its achievements.

The standards will emerge from assessment of how Chile stacks up against NAFTA
disciplines. We are doing this assessment now and will consult with Congress on our
negotiating objectives.

Chile has many of the characteristics that we are looking for in a NAFTA partner. It has a
strong economy with excellent prospects for growth. The highly respected Davos Economic
Forum recently rated Chile the fifth most competitive emerging economy. It represents a
model of economic reform: consistent, prudent fiscal and monetary policies have been in
place for years now, successfully reducing inflationary pressures. Chile's favorable
economic outlook is further enhanced by current strong investment inflows. Foreign
investment is mostly (60 percent) long-term direct investment. Exchange markets have
pushed up the value of the Chilean peso against the dollar in recent years, so much so that
Chile recently shifted the band in which the peso floats. Chile's financial picture is bright:
manageable current account deficits (estimated at about one percent of GDP for 1994), strong
foreign currency reserves, vibrant domestic financial markets providing attractive alternatives
to external financing, and prudent management of short-term capital flows.

Chile has an open, dynamic trade and investment regime. Chile played a positive role in
negotiating improved disciplines in the Uruguay Round Agreements, is one of the original
signers, and has ratified and begun to implement them. Chile is also participating as an
observer in several OECD committees.

b. Will Chile be required to agree to the side accords on labor and the
environment?
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Answer*"

In the December 11 joint announcement by President Clinton and his Mexican, Chilean and
Canadian counterparts of Chile's prospective accession to NAFTA, the leaders referred to
policies that address the conditions of labor and protection of the environment as among the
pillars of a new partnership in the Americas.

The Administration will be working closely with the Congress to determine how best to
address these important issues in our evolving relationship with Chile.

Question:

What is the time-frame for beginning and completing negotiations with our NAFTA partners
and with Chile on this matter?

Answer

As directed by President Clinton and the other leaders, we began preparatory discussions
shortly after the Summit of the Americas. We continue to work together with Mexico and
Canada on the preparations necessary to begin formal negotiations, including focusing on
relevant technical procedures and institutional issues. We intend to meet with Chile soon.
Trade Ministers of the four countries will meet no later than May 31, 1995, to review this
work, with full accession negotiations to begin expeditiously thereafter.

We have established no timeframe for completing negotiations. Our intention is to get the
best possible agreement in terms of U.S. interess, and we believe that the best way to
achieve that is to leave the timing of completion open.

Qustin:

In the Summit of the Americas held in Miami this past December, the 34 participating
countries agreed to create by 2005 a Free Trade Area of the Americas (FTAA). Does the
Administration see the negotiations with Chile as establishing a blueprint for later
negotiations with other countries? When will those negotiations begin? Will they be
conducted only after negotiations with Chile are complete, or will they occur simultaneously?

Answer

Our intention in negotiating NAFTA accession with Chile is to reach an agreement that best
advances U.S. interests. That is how we intend to approach each market opening agreement
that we pursue. Our preferred approach at this time is to use NAFTA accession as the basis
for free trade with other countries. However, we do not believe that committing ourselves to
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use one set of negotiations as a detailed blueprint for negotiations with other countries is the
optimal way to achieve this end.

Timing for negotiations with other Western Hemisphere countries is an issue that we will
have to consider as we consult with the Congress on Chile's NAFTA accession. We will
want to make sure that any countries with which we wish to enter into negotiations are ready
to take on the high level of disciplines to which we are committed.

Since we do not know when we will finish Chile's NAFTA accession negotiations, we cannot
say whether other negotiations will begin before those end.

FAIR TRADE IN FINANCIAL SERVICES

Oues..on (Sen, D'Amato):

The Banking Committee, which I chair, has long been interested in opening up the financial
markets of Japan and other countries. To help do that the Senate has passed a Committee
formulated Fair Trade in Financial Services bill on several occasions. This bill would
essentially give U.S. negotiators a new tool to help open foreign financial markets by giving
our government the authority to restrict market access here of financial firms from countries
that deny our firms national treatment. This authority is discretionary, not mandatory.
Secretary Bentsen vigorously supported enactment of that legislation. If confirmed will you
continue to support its enactment?

Answer:

Treasury appreciated the support that the Chairman has given to Treasury efforts to improve
access for U.S. financial services providers in foreign markets. The Administration worked
closely on this issue with the Senate Banking Committee last year. There was strong and
biparisan support for the effort to pass Fair Trade in Financial Services legislation which, as
you point out, did win Senate approval.

Treasury's focus for the first six months of this year is on obtaining a successful outcome to
the continuing financial services negotiation in the World Trade Organization(WTO). If we
take a most-favored-nation (MFN) exemption in financial services under the General
Agreement on Trade in Services (GATS), Fair Trade in Financial Services legislation would
provide leverage for continuing efforts to open financial markets.

Question (Sean, D'A wto):

The Wall Street Journal reported on January 9 that the U.S. and Japan are preparing to sign
an agreement, in conjunction with the January I I meeting between President Clinton and
Prime Minster Murayama, that would give U.S. firms better access to Japan's financial
markets. I understand that in return for the commitments being made by Japan our
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government would commit to continue giving Japanese firms MFN and national treatment in
our market.

If the Japanese fail to live up to their commitments in the new agreement or if they adopt
new measures to block U.S. firms from competing in their market would we be free under
the proposed agreement to deny them national treatment and MFN?

Answe:

Yes, we would. Our commitment to continue giving Japanese firms MFN and national
treatment in our market is conditional on Japan's implementation of the agreement. The
Agreement includes a consultation process and a section on assessment of implementation of
the Measures that will enable us to monitor whether or not the Measures are being
implemented, and gives us the ability to raise new issues should new problems emerge.

Ouestn (Se. D'Amato):

One aspect of the proposed financial services agreement with Japan would allow U.S. firms
to compete for a greater share of Japan's private pension fund market. Under the proposed
agreement, over time U.S. firms would be able to compete for 100 percent of that market,
rather than the 30 percent they are presently restricted to. Is there a specific time frame for
reaching 100 percent access? If not, don't you think that should be spelled out in the
agreement to avoid future problems?

No, there is no specific timeframe in the agreement. In the Employee Pension Fund segment
of Japan's corporate pension fund market, the Japanese have committed to further improve
access of investment advisory companies through the gradual enlargement of the current one-
third ceiling on discretionary fund management of Employee Pension Fund accounts (the so-
called *one-third rulem). Japan has also made a separate commitment in the Employee
Pension Area which will immediately free up an additional $50 billion in Employee Pension
Fund money.

We *ill monitor the enlargement of access to the corporate pension fund market very
cawetlly to see that it comes about.

Opeon (Sen. D'Amato:

Still another issue with regard to the proposed agreement with Japan concerns public pension
funds. Under the proposed agreement, U.S. firms would have to manage such funds in
partnership with Japanese trust banks. What if Japanese trust banks will not cooperate with
U.S. fund managers? Does the Japanese fund have a right to hire a U.S. firm even if a
Japanese trust bank will not cooperate?
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The Japanese have committed to make the Nempuku scheme a viable mechanism in practice
for allowing investment advisory companies to participate in the management of public
pension funds. We are satisfied with that commitment, but we will be watching
implementation of the scheme carefully.

The best protection we have to ensure that the Japanese commitment on public pension fund
management benefits U.S. fund managers is that Japanese fund sponsors supported our
objectives in the Framework financial services negotiations. They wanted, and now have,
the ability to hire specialized managers so they can improve fund management performance
in Japan.

FINANCIAL SERVICES DEREGULATION

Oueson (Sen. D'Amato):

The laws governing the financial services industry are antiquated. Last year, in the interstate
banking bill, Congress directed Treasury to conduct a study of the nations financial services
system and make recommendations to Congress. I am very interested in this subject.

I. Is the Study underway? What is the status?

2. Are you familiar with the Treasury Study forwarded to Congress in 1991, entitled
"Modernizing the Financial System: Recommendation for Safer. More Competitive
Banks'? Its recommendations are similar to the key principles of bills I have
introduce d (in 1987, 1989) to modernize the financial system on a comprehensive
basis.

* Will Treasury's new study proceed on the assumption that the findings and
recommendations of the 1991 study are still valid?

Answer."

The interstate banking legislation directs the Treasury to conduct a study on the financial
services system after consulting with an advisory commission and nine federal agencies. We
will soon make decisions on the members of the Advisory Commission on Financial
Services, and we expect that the Advisory Commission's first agenda item will be to discuss
the direction we have set for the study.

As we proceed with the study, we will carefully review the findings and recommendations of
the 1991 study. As you know, the new study's focus on the users of the system during the
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next ten years is different from that of the 1991 study. In addition, the financial services
study will have a broader scope tha the 1991 study (all financial services and not lust
depository institutions) and consider some issues not addressed in the 1991 study, such as
technological developments.

WHITE HOUSE SECURITY

Ovl"(Sen, Pn=r):

Following the recent shooting at the White House, what are your views regarding the need
for increased security on Pennsylvania Avenue? Do you believe Pennsylvania Avenue should
be closed to the general public?

As the President has said, the White House is the *people's house." It is also the place
where he works and where he and his family live. Obviously, we have to find the
appropriate balance between access and protection. The Department's review of White
House Security will be completed by the end of February. It would be premature of me to
state any position before I have had a chance to review that report.

REINVENTING GOVERNMENT

The Treasury Secretary, in addition to policing the economy, also is responsible for a variety
of law enforcement functions. The heads of the Secret Service, the Customs Service, the
Bureau of Alcohol, Tobacco and Firearms, and the Federal Law Enforcement Training
Center all report to the Secretary of the Treasury. In an era of reinventing gocmment, of
streamlining and downsizing the federal bureaucracy, some have suggested that several, or
all, of these law enforcement agencies might better fit uncer the Department of Justice.
Having served in the military during the Vietnam War, I understand very well, the strong
interagency rivalries, jealousies, and in-fighting which sometimes occurs among branches
with similar missions. So I understand that you are not likely to give up any of these
agencies without a fight. But do you see any merit to the argument that Customs Service
personnel working beside personnel from INS at the same port of entry should report to the
same Cabinet secretary?

Your objective and mine is to reinvent government. Last Friday (Jan. 13) the Departments
of Treasury, Justice, Customs, the National GuaLrd, and the Border Patrol announced a joint
specialized drug enforcement operation in and around Calexico. Customs and INS are
embarked on an ambitious port quality improvement program, involving shared automated
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data bases, cross-training, and scheduling. Reinventing government is all about these types
of efforts and I am committed to them.

You mention downsizing and streamlining as two goals of reinventing government. I don't
think our border efforts are a place for downsizing. Both Customs and INS have recently
moved additional people to the Southwest border. This is critically important.

I don't believe that Customs Service personnel would operate more effectively outside of
Treasury. Customs is, after the Internal Revenue Service, the largest collector of revenues
for the federal government. It would be inappropriate from an organizational standpoint to
have this major revenue collection function outside the Treasury Department. Moreover,
Customs has been safeguarding U.S. borders since 1789. Its inspectors, agents, and staff
enforce over 500 laws at the border and promulgate regulations under numerous trade laws.
Treasury and Customs worked with the Administration in NAFTA and GATI' negotiations,
and are responsible for formulating implementing regulations under these treaties. Border
protection and trade enforcement and revenue collection are integral to Treasury's economic
management. Customs is a leading example of reinventing government -. responsive
customer service, efficient automation, local partnerships, and innovative compliance
measurement. From the White House to Wall Street to Capitol Hill, Treasury employees
have earned the respect of the financial and enforcement communities. At this juncture, I
fail to see any merit in having the Customs Service with its integrated border, trade, and
reveoue functions report to the Attorney General.

Ouesilon (Sen. Prelr):

What is your response to the proposal that the Bureau of Alcohol, Tobacco and Firearms
(BATE) should fall under the control of the Attorney General as the FBI does?

Anwer

I believe that it is necessary to retain a check and balance against consolidation of national
police power in one federal agency. Consolidation would also risk diluting the focus that is
given to firearms, violent criminals, explosives and arson by the ATE.

ATF is unique in that it has both regulatory and criminal jurisdiction over firearms, arson,
explosives, and alcohol. Having regulatory authority, in addition to criminal investigation
powers, gives ATF the ability and specialized knowledge to correct weaknesses that make the
system vulnerable to crime. These prevention programs are very effective. By combining
prevention and detection programs with criminal investigations and prosecutions, ATF can
implement an integrated, efficient enforcement strategy. Transferring ATF's criminal
investigation power to the Attorney General would lose this integration and efficiency.
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In contrast, the Attorney General and her enforcement bureaus have only criminal
investigation authority. They must police a broader spectrum of conduct. Their priorities
necessarily shift more widely than ATF's priorities, which are closely related to the core
mission of ATF. ATF works closely with and provides extensive assistance to federal, state
and local law enforcement.

Between 1990 and 1994, ATF's 1,500 agents opened 71,312 investigations and produced
33,694 cases for prosecution. Over 74% of these suspects are repeat criminals with prior
arrest records and 90% involve violations of Federal firearms statutes. Within this total are
12,126 arson and explosives cases with over 4,000 defendants forwarded for prosecution.
ATF's expertise is strengthened by their close working relationship with both private industry
and state and local police officials, with over 40% of ATF's cases involving joint
investigations with state and local police or fire officials. The tight focus of ATF and those
close working relationships allow ATh to be extraordinarily effective in investigations such
as the World Trade Center bombing and the recent abortion clinic shootings in
Massachusetts. In both cases, ATh had identified suspects within hours of arriving on the
scene.

Finally, ATF has substantial revenue collection responsibilities and raises over $13.9 billion
a year from excise taxes on alcohol, firearms, ammunition and explosives. The Department
of Justice has no such responsibilities and the cost of establishing an infrastructure capable of
accomplishing that function in Justice would be substantial. From all reports that I have
received the cooperation and coordination between ATF and the FBI could not be better.
The complementary nature of their responsibilities has served this government well.

Healthy competition in Federal law enforcement between the Departments of Treasury and
Justice historically, has been valued as the primary means for avoiding a single national
Federal police force and the threat such a consolidation of power could represent to the
Constitution.
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