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The Dawning 
of a New Era

TH E D E BAT E OV E R n a ti onal pri ori ties at the cen tu ry ’s end is occ u r-
ring in an envi ron m ent markedly different from that of the past

t wen ty ye a rs. The nati on’s econ omy is unu su a lly strong and su rpri s-
i n gly re s i l i ent in the face of con s i dera ble weakness and instabi l i ty
a broad. Pa rt ly because of the strong econ omy, the overa ll federal bu d-
get is in su rp lus after almost three dec ades of large and intract a bl e
deficits. Proj ecti ons by both the Office of Ma n a gem ent and Bu d get
(OMB) and the Con gre s s i onal Bu d get Office (CBO) su ggest that su r-
p luses wi ll con ti nue for at least the next two dec ades if current tax and
s pending policies are not sign i fic a n t ly ch a n ged. Fu rt h erm ore, many of
the issues that dom i n a ted past policy deb a te s —su ch as the deficit, the
cold war, and wel f a re— h ave receded or disappe a red. 

This new envi ron m ent should prom o te both a reex a m i n a ti on of
c u rrent nati onal pri ori ties and deb a te on an agenda for the nati on’s
f utu re. With nei t h er major po l i tical party having a lock on the Sen a te ,
the House of Repre s en t a tives, or the Wh i te House, and a pre s i den ti a l
el ecti on wi t h o ut an incumbent up for reel ecti on on ly months aw ay, a
f u ll and open discussion of nati onal pri ori ties is needed. The dawn of
a new cen tu ry—wh i ch the Un i ted States en ters as the worl d ’s preem i-
n ent econ omic, military, intell ectual, and cultu ral power — u n der-
s cores the import a n ce of this deb a te .
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The Econ omy 

The perform a n ce of the U.S. econ omy as of the su m m er of 1999 is
su perl a tive in almost every way. Si n ce the 1990–91 rece s s i on, real out-
p ut has ex p a n ded at an annual ra te of 3.1 percent. Ra t h er than slow-
i n g, growth picked up as this ex p a n s i on, the lon gest of the cen tu ry
du ring pe acetime, has matu red. Bet ween the first qu a rter of 1997 and
the second qu a rter of 1999, econ omic growth has avera ged 3.9 per-
cent. Produ ctivi ty growth, wh i ch slowed markedly after 1972, has accel-
era ted mode s t ly du ring the second half of the 1990s. Just as the re a s on s
for the earl i er slowdown are not well unders tood even now, the causes
and perm a n en ce of the recent pickup in produ ctivi ty growth rem a i n
m a t ters of deb a te. In c re a s ed inve s tm ent in plant and equ i pm en t ,
i m proved worker tra i n i n g, the cumu l a tive ex peri en ce of a matu ri n g
l a bor force, rel entless ef forts of managem ent to prom o te ef f i c i en c y, and
n ew com p uter and com mu n i c a ti ons tech n o l ogies are among the po s-
s i ble ex p l a n a ti ons for the improvem ent in produ ctivi ty.1

To the envy of the rest of the world, the U.S. econ omy has been a
j ob cre a ti on machine. Some 133 mill i on Am ericans were em p l oyed in
June 1999, up 16 mill i on from a dec ade earl i er. The fracti on of the adu l t
pop u l a ti on with job s —67 percent du ring the first half of 1999 —w a s
the highest of the po s t – World War II peri od. The overa ll unem p l oy-
m ent ra te, wh i ch has been bel ow 4.5 percent since Novem ber 1998, is
l ower than at any time in three dec ades. Af rican Am erican unem p l oy-
m ent, wh i ch was over 14 percent in 1992, had fall en to 7.3 percent in
June 1999, sti ll far high er than the wh i te ra te, but lower than it has been
s i n ce sep a ra te ra tes were first tabu l a ted in 1972. 

With labor markets ti ght, the fruits of econ omic pro s peri ty have
begun to be shared broadly. From the mid-1970s until the mid-1990s,
m a ny types of workers—m en wi t h o ut a co ll ege edu c a ti on and yo u n ger
and minori ty workers in parti c u l a r —ex peri en ced fairly ste ady decl i n e s
in their real earn i n gs. Wom en and high ly edu c a ted men held their own
du ring peri ods of econ omic slack and did mode s t ly well wh en the econ-

1 . A porti on of the improvem ent is attri but a ble to ref i n em ents that have been
m ade in the met h odo l ogy used to measu re infla ti on. For an eva lu a ti on of the incre a s e
in produ ctivi ty see Gordon (1999). 
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omy was stron g. Af ter the 1990–91 rece s s i on, the incomes of those at
the top of the distri buti on began to grow ra p i dly. Real median family
i n comes began to rise after 1993 and by 1997 had su rp a s s ed, for the firs t
time, the previous peak re ach ed in 1989. The fracti on of the pop u l a ti on
cl a s s i f i ed as poor fell from 15.1 percent in 1993 to 13.3 percent in
1 9 9 7— a marked improvem ent, although well above the 11.1 percen t
l ow point re ach ed in 1973. 

In fla ti on has dropped to levels not seen on a su s t a i n ed basis since the
first half of the 1960s. Modest increases in hourly com pen s a ti on, faster
produ ctivi ty growth, fiercely com peti tive markets awash in inex pen-
s ive imports, and improvem ents in the measu rem ent of con su m er
pri ces have all hel ped keep infla ti on low. Si n ce 1991, the con su m er pri ce
i n dex (CPI) has ri s en at an avera ge annual ra te of 2.8 percent and, for
the two ye a rs ending in June 1999, it rose at an annual ra te of under
2 percent. For all practical purposes, infla ti on as of mid-1999 was not
a con cern of con su m ers, workers, or businesses. 

The Bu d get 

For two su cce s s ive ye a rs the unified bu d get—the “of f - bu d get” acco u n t s
of social sec u ri ty and the U.S. Postal Servi ce plus the govern m en t’s
o t h er or “on - bu d get” acco u n t s—has been in su rp lus. These fiscal 1998
and 1999 su rp luses are the first back - to - b ack su rp luses since 1956–57.
The 1999 su rp lu s— at over 1 percent of GDP—was the largest rel a tive
to the size of the econ omy since 1951. Both OMB and CBO proj ect that,
if spending and tax policies are not ch a n ged, the su rp luses wi ll grow to
exceed 3 percent of GDP— m ore than $400 bi ll i on— by 2009. Wh i l e
the su rp luses to date have been attri but a ble to an excess of social sec u-
ri ty recei pts over that progra m’s ex pen d i tu res, growing su rp luses are
proj ected to em er ge in the rest of the bu d get over the next few ye a rs .

How Was the Deficit Dra gon Sl a i n ?

The speed and ex tent to wh i ch pers i s tent deficits have morph ed into
proj ected su rp luses have left po l i c ym a kers, econ omists, and an incred-
ulous public scra tching their heads and searching for ex p l a n a ti on s .
Am ong the more important is a dec ade of sen s i ble fiscal po l i c y.
Con gress passed, and two pre s i dents sign ed three major mu l tiye a r
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deficit redu cti on pack a ge s—in October 1990, August 1993, and Au g u s t
1997. Wh en en acted, these om n i bus bi lls were esti m a ted to redu ce
deficits du ring the first five ye a rs after implem en t a ti on by $482 bi ll i on ,
$433 bi ll i on, and $118 bi ll i on. The first two pack a ges balanced tax
i n c reases with spending redu cti ons. Tax increases made up 49 percen t
of the com bi n ed deficit redu cti on of these two pack a ges, redu cti ons in
s pending the balance .2 The Ta x p ayer Rel i ef Act of 1997 (T RA97), a
com pon ent of the 1997 deficit redu cti on pack a ge, redu ced revenues by
$ 9 2 bi ll i on over the 1998–2002 peri od, but the Ba l a n ced Bu d get Act of
1997 (BBA97), another el em ent of the pack a ge, more than of fs et this
revenue loss with $210 bi ll i on in spending redu cti on s .3

In ad d i ti on to provi s i ons affecting taxes and spen d i n g, the three
deficit redu cti on pack a ges erected procedu ral barri ers to futu re defic i t -
i n c reasing spending and tax legi s l a ti on. The Bu d get Enforcem ent Act of
1990 (BEA), a com pon ent of the 1990 deficit redu cti on pack a ge, estab-
l i s h ed caps or limits on so-call ed discreti on a ry spending for fiscal ye a rs
1 9 9 1 – 9 5 .4 If Con gress appropri a ted more than these caps all owed, the
l aw requ i red OMB to bring spending down to the limit by proporti on-
a tely reducing or “s equ e s teri n g” spending aut h ori ty in each discre-
ti on a ry account. 

To impose fiscal discipline on tax and mandatory spending legi s l a-
ti on, the BEA cre a ted the pay - a s - yo u - go (PAYGO) mechanism. Un der
it, the sum of the fiscal impacts of all tax and mandatory legi s l a ti on
en acted since the deficit redu cti on pack a ge was approved could not
i n c rease the deficit for any fiscal ye a r. If, at the start of the fiscal ye a r, the
PAYGO scorec a rd— as the tally sheet is call ed—i n d i c a ted a tra n sgre s-
s i on, OMB was requ i red to of fs et the bre ach by sequ e s tering a handful
of mandatory programs according to a com p l ex set of rules. 

2 . This divi s i on exclu des debt servi ce savi n gs, wh i ch should be prora ted propor-
ti on a tely bet ween tax increases and spending redu cti ons. 

3 . The ref u n d a ble porti on of the EITC and child tax credit are inclu ded in the
e s ti m a te given for redu ced revenues as is the revenue increase assoc i a ted with the
boost in ciga ret te taxes that was inclu ded in the BBA97. 

4 . The term “d i s c reti on a ry spen d i n g” refers to bu d get a ry re s o u rces provi ded
t h ro u gh the appropri a ti on process. Di rect, mandatory, and en ti t l em ent spen d i n g
refers to activi ties in wh i ch the aut h ori ty to commit bu d get a ry re s o u rces is con tro ll ed
by aut h ori z i n g, ra t h er than appropri a ti on, legi s l a ti on. Gen eral Acco u n ting Office
(1993). 
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To accom m od a te unfore s een devel opm ents, the BEA provi ded that
the spending caps and PAYGO scorec a rd would be autom a ti c a lly
ad ju s ted to reflect any spending increase or revenue loss assoc i a ted wi t h
l egi s l a ti on that both Con gress and the pre s i dent de s i gn a ted as “em er-
gency” in natu re. The 1993 and 1997 pack a ges ex ten ded the discre-
ti on a ry spending caps to cover fiscal ye a rs 1996–98 and 1999–2002;
reb a s ed the PAYGO scorec a rd, and mod i fied, in minor ways, the pro-
cedu res governing the discreti on a ry spending limits and the PAYG O
m echanism. 

The discreti on a ry spending caps and the PAYGO re s traint proved
rem a rk a bly ef fective. Bet ween 1990 and 1998, real (infla ti on ad ju s ted )
d i s c reti on a ry spending was redu ced by 11 percent. Con cern ed abo ut
tri ggering a PAYGO sequ e s ter, lawm a kers took care to of fs et revenu e
losses and increases in mandatory spending in the legi s l a ti on they
a pproved by en acting cuts in other mandatory spending progra m s
and increases in revenues. While Con gress approved “em er gen c y ”
s pending or tax cut legi s l a ti on each ye a r, the amounts were mode s t
and re s pon ded to genuine ex i gencies su ch as floods, eart h qu a kes, hu r-
ricanes, terrorism, and military and hu m a n i t a rian crises like Bo s n i a
and Ko s ovo. Al t h o u gh free to place the “em er gency” de s i gn a ti on on
a ny spending or tax legi s l a ti on, lawm a kers did not sign i fic a n t ly abu s e
this aut h ori ty until 1999 wh en they con f ron ted the unre a l i s ti c a lly
ti ght fiscal spending caps establ i s h ed by the 1997 deficit redu cti on
p ack a ge .

The strong econ omy is a second important re a s on why large bu d get
deficits have given way to growing su rp luses. The Federal Re s erve
de s erves mu ch praise for its deft handling of mon et a ry po l i c y, wh i ch
has played an important role in sustaining the econ omic ex p a n s i on .
Ch a i rman Alan Greenspan convi n ced financial markets early in the
1990s that the Fed would act qu i ck ly to squ el ch any ren ewed infla ti on-
a ry pre s su res. He also implied that the cen tral bank would of fs et the fis-
cal re s traint inherent in Con gre s s’s deficit redu cti on pack a ges wi t h
e a s i er mon et a ry policy if an econ omic slowdown thre a ten ed, a devel-
opm ent he con s i dered unlikely. Having ga i n ed the con fiden ce of fin a n-
cial markets and lawm a kers, the Fed ’s actual mon et a ry policy all owed
the econ omy to expand well beyond the limits that the cen tral bank, in
its of ficial statem ents, su gge s ted were con s i s tent with pri ce stabi l i ty. In
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the mid-1990s, the Fed, along with most public and priva te sector
econ omists, said that infla ti on a ry pre s su res could be ex pected to bu i l d
if the unem p l oym ent ra te fell mu ch bel ow 6 percent. But with infla-
ti on low and stable, the cen tral bank all owed the ex p a n s i on to con-
ti nue and did not boost interest ra tes even though the unem p l oym en t
ra te fell, first bel ow 5 percent and then bel ow 4.5 percen t .

Nu m erous other factors con tri buted to the econ omy ’s good perfor-
m a n ce. The distorti ons and imbalances that had ch a racteri zed the
econ omy du ring the late 1980s and early 1990s— for example, over-
building in the real estate sector, weakness in the savi n gs and loan and
banking indu s tries, sectoral ad ju s tm ents caused by defense down s i z i n g,
ex p l oding health care costs, and growing bu d get defic i t s—h ad worked
t h em s elves out by the mid-1990s. Low inflati on cre a ted a more pre-
d i ct a ble envi ron m ent for business dec i s i on m a k i n g. A stren g t h en ed do l-
lar redu ced import pri ces, wh i ch pushed U.S. companies to seek gre a ter
ef fic i encies. Bu r geoning inve s tm ent opportu n i ties in the com mu n i c a-
ti ons, bi o tech n o l ogy, and com p uter indu s tries also hel ped to en er gi ze
the econ omy. 

It would be difficult to overs t a te the con tri buti on of the strong econ-
omy to the improved bu d get out l ook. In Ja nu a ry 1993, CBO proj ected
that GDP for 1999 would be $8,275 bi ll i on; by Ju ly 1999 its esti m a te
for that year had grown to $8,964 bi ll i on. With a bit over on e - qu a rter of
i n c reases in GDP acc ruing to the govern m ent as high er revenues, the
$689 bi ll i on GDP improvem ent boo s ted revenues. So have unex pected
ch a n ges in the com po s i ti on of GDP. Corpora te profits and wage and
s a l a ry disbu rs em en t s — t wo rel a tively high ly taxed com pon ents of
n a ti onal incom e — grew over the 1990s as a fracti on of GDP, ra t h er
than remaining ro u gh ly the same as most forec a s ters had pred i cted .5

The strong econ omy also held down spending for su ch programs as
u n em p l oym ent insu ra n ce and wel f a re .

L ady Lu ck also con tri buted to the dra m a tic tu rn a round in the bu d-
get out l ook. Just as vi rtu a lly all unex pected devel opm ents du ring the

5 . In Ja nu a ry 1993, CBO proj ected that the growth of econ omic profits and wage
and salary disbu rs em ents would avera ge 5.7 and 4.8 percent, re s pectively, over the
1992–99 peri od. Its Ju ly 1999 proj ecti ons esti m a te the growth ra tes of these two
com pon ents over this peri od were 10.1 percent and 5.7 percen t .



      

previous two dec ades had unfortu n a te fiscal reperc u s s i ons, almost
everything bro ke ri ght from a bu d get pers pective du ring the 1990s. Th e
pe aceful co llapse of the Sovi et em p i re ju s ti fied sign i ficant redu cti on s
in the defense bu d get and made the painful con s equ en ces of defen s e
downsizing po l i ti c a lly accept a ble. Wi t h o ut this down s i z i n g, com p l i a n ce
with the discreti on a ry spending caps would prob a bly have been impo s-
s i ble because po l i c ym a kers, in fact, showed no con s i s tent abi l i ty to cut
dom e s tic discreti on a ry spen d i n g. Defense spending fell 26 percen t
bet ween 1990 and 1999 while discreti on a ry spending devo ted to
dom e s tic programs rose 24 percen t .6 O n ly in the 1996 bu d get—the firs t
a pproved after Rep u blicans ga i n ed con trol of both houses of
Con gre s s—did real spending on dom e s tic programs fall. 

The slowdown in the growth of em p l oyer health care costs, wh i ch
began in the early 1990s, was a second seren d i p i tous devel opm ent wi t h
bu d get a ry con s equ en ces. Af ter more than two dec ades of do u bl e - d i gi t
i n c reases, the growth of em p l oyers’ health care costs slowed to a crawl
as ben efit managers en er geti c a lly shifted workers into managed care
plans that barga i n ed aggre s s ively with provi ders for lower fees and
i n c re a s ed em p l oyee prem iums and cost shari n g. With a lag, these sav-
i n gs con tri buted to high er profits and wages, wh i ch boo s ted federal rev-
enues because both are taxable while em p l oyer-paid health care
prem iums are n o t .

The con cen tra ti on of the income gains among those with high
i n comes du ring the first half of the 1990s, while unfortu n a te from the
m a j ori ty ’s pers pective, was another bit of bu d get a ry good fortune that
boo s ted govern m ent revenues and lowered deficits. Over the 1989 to
1995 peri od, 61 percent of the aggrega te increase in income acc ru ed to
the ri chest tenth of households. Because the we a l t hy face high er- t h a n -
avera ge tax ra tes and the 1990 and 1993 deficit redu cti on pack a ge s
boo s ted those ra tes, the revenue gain re a l i zed by the govern m ent was
gre a ter than it would have been if the income gains had been more
equ a lly distri buted .

6 . Real discreti on a ry spending for intern a ti onal programs fell 19 percent over
the 1990–99 peri od. B u d get of the Un i ted St a tes Govern m en t , Fi scal Year 2000, Hi s to r-
ical Ta bl e s, table 8.2.
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The soa ring stock market also hel ped lower the deficit. Equ i ty pri ce s
rose far more than the improved out l ook for corpora te earn i n gs and the
redu cti ons in infla ti on and interest ra tes could ju s ti f y.7 Wh et h er this
run-up tu rns out to have been a spec u l a tive bu bble or a su s t a i n a bl e
reva lu a ti on of equ i ties, it has unex pectedly boo s ted tax co ll ecti on s .
Tax paym ents on re a l i zed capital gains, wh i ch avera ged $29 bi ll i on a
year bet ween 1990 and 1993, shot up to an esti m a ted $78 bi ll i on a ye a r
f rom 1997 thro u gh 1999. Fu rt h erm ore, the soa ring stock market has
en co u ra ged many to exercise stock opti ons, wh i ch du ring the 1990s
h ave become an incre a s i n gly important form of com pen s a ti on, parti c-
u l a rly in the high - tech sectors of the econ omy. In come re a l i zed from
exercising opti ons is mostly taxed at ord i n a ry ra tes, not at lower capi-
tal gains ra tes, providing another unex pected boon to federal revenu e s .

The dark clouds that have fill ed the econ omic skies of Japan, most
of Eu rope, Korea, So utheast Asia, and mu ch of Latin Am erica in recen t
ye a rs have had a silver lining for the Un i ted States. With excess indu s-
trial capac i ty and weak currencies, forei gn produ cers su pp l i ed the
Am erican market with inex pen s ive imports that hel ped hold down U. S .
pri ces. Econ omic weakness abroad also depre s s ed demand for many
raw materials and basic com m od i ties, helping to keep pri ces low and
the Fed ’s inflati on a ry con cerns in ch eck de s p i te the U.S. boom. Th e
pri ce of oil, in parti c u l a r, fell from $20 a barrel in 1990 to $8 in Decem-
ber 1998.

F i n a lly, an unex pectedly sharp slowdown in the growth of med i c a re
and medicaid spending has hel ped the bu d get out l ook. Med i c a re
s pending grew 11.3 percent a year and medicaid out l ays ex p a n ded at
t h ea n nual pace of 17.1 percent bet ween 1989 and 1995. The slowdown
in priva te sector health care cost growth, toget h er with legi s l a tive
ch a n ges, parti c u l a rly those en acted in the BBA97 redu ced proj ecti ons of
the growth of med i c a re and medicaid spending to an esti m a ted 5.2 and
6 . 1 percent, re s pectively, over the 1997–99 peri od. In fact, med i c a re
s pending barely rose, cl i m bing less than 0.5 percent annu a lly over this
peri od. Aggre s s ive ef forts of the Health Ca re Financing Ad m i n i s tra-

7 . Bet ween Ja nu a ry 2, 1990, and Ju ly 1, 1999, the Dow Jones avera ge rose 294 per-
cent, the Standard and Poors 500 index by 284 percent, the Wi l s h i re 5000 by 264 per-
cent, and the New York Stock Exch a n ge index by 229 percent. 
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ti on to root out inappropri a te and fra u du l ent ch a r ges, lower infla ti on ,
and undere s ti m a tes of the severi ty of the BBA97 cuts may explain the
s h a rper- t h a n - ex pected slowdown. Medicaid spending growth slowed to
an esti m a ted 5.7 percent ra te over the 1997–99 peri od. One ex p l a n a ti on
for this unanti c i p a ted slowdown is that the nu m ber of wel f a re rec i p i-
ents who are categori c a lly el i gi ble for medicaid has fall en more than was
ex pected in the wake of the 1996 wel f a re reform act .8 The ro lls of the
Tem pora ry As s i s t a n ce for Needy Families (TANF) program, wh i ch
rep l aced Aid to Families with Depen dent Ch i l d ren (AFDC), decl i n ed
4 0 percent and medicaid ro lls fell by 14 percent bet ween 1996, wh en the
wel f a re bi ll was sign ed, and Decem ber 1998.

How Li kely Are the Proje cted Su rpl u se s ?

Cl e a rly, many factors — s ome attri but a ble to policy dec i s i ons, others
to lu ck—h ave tra n s form ed the gl oomy bu d get out l ook that preva i l ed
in 1990 into the bri ght proj ecti ons of 1999. But how re a l i s tic are these
proj ecti ons? Should discussions of futu re pri ori ties assume that grow-
ing su rp luses wi ll be ava i l a ble to su pport new spen d i n g, tax cuts, or
redu cti ons in federal debt ?

In the su m m er of 1999, OMB and CBO both proj ected that unified
bu d get su rp luses would cumu l a te to $2.9 tri ll i on over the fiscal 2000–09
peri od if current policies were not ch a n ged (table 1-1). These proj ected
su rp luses would be sign i fic a n t ly larger than the deficits acc u mu l a ted
over the 1988–97 peri od ($1,840 bi ll i on) but a bit less than the sum of
the deficits incurred over the 1980–97 peri od ($3,097 bi ll i on). Ju s t
u n der two - t h i rds of the su rp lu s e s—a bo ut $1.9 tri ll i on—proj ected for
the next dec ade would be con tri buted by the social sec u ri ty progra m
in the so call ed of f - bu d get accounts. The su rp luses in the balance of
the bu d get—the on - bu d get acco u n t s —would amount to abo ut $1 tri l-
l i on over the dec ade .

All su ch proj ecti ons depend cri ti c a lly on assu m pti ons abo ut the per-
form a n ce of the futu re econ omy, the co u rse of spending and tax legi s-
l a ti on, and myri ad non econ omic factors that affect the bu d get ,

8 . Most of those leaving the wel f a re ro lls or not seeking wel f a re under the
reform ed sys tem are thought to be el i gi ble for medicaid ben efits but, for a va ri ety of
re a s ons, do not en ro ll. For a discussion of this issue see Mann (1999). 
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i n cluding su ch seem i n gly rem o te devel opm ents as state medicaid po l-
icy dec i s i ons and co ll ege tu i ti on ad ju s tm ents that would affect the rev-
enue loss from the Hope and Lifetime Le a rning tax credits cre a ted by
the TRA 9 7 .

Proj ecting the co u rse of the econ omy two ye a rs out, let alone a
dec ade into the futu re, is hazardous. Fortu n a tely, acc u ra te forecasts of
the precise pattern of futu re business cycles are not essen tial if all on e
is seeking is a ro u gh esti m a te of the likely bu d get situ a ti on over the
co u rse of a dec ade. If the avera ge ra tes of econ omic growth, infla ti on ,
u n em p l oym ent, and interest prove close to those assu m ed, the impact
of the econ omy on the overa ll bu d get situ a ti on wi ll be pret ty mu ch as
proj ected .9 In this re s pect, the econ omic assu m pti ons used by OMB and

Ta ble 1-1. Su m m er 1999 Budget Proje ctions for Fi scal Ye a rs 1999–2009
Bi ll i ons of do ll a rs

B u d get revi ew Fi scal year proje cti o n s

OMB June 1999 mid-session revi ew 1 9 9 9 2 0 0 0 2 0 0 9 2 0 0 0 – 0 9

Ba s eline total su rp lu sa $ 9 9 $ 1 4 2 $ 4 7 3 $ 2 , 9 2 6
On bu d get – 2 5 5 2 4 0 1 , 0 8 3

Off bu d get 1 2 4 1 3 7 2 3 3 1 , 8 4 3

CBO Ju ly 1999 bu d get update 1 9 9 9 2 0 0 0 2 0 0 9 2 0 0 0 – 0 9

Ba s eline total su rp lu sa $ 1 2 0 $ 1 6 1 $ 4 1 3 $ 2 , 8 9 6

On bu d get – 4 1 4 1 7 8 9 9 6
Off bu d get 1 2 5 1 4 7 2 3 5 1 , 9 0 1

Ba s eline assuming discreti on a ry spending 

grows with infla ti on

Total su rp lu s $ 1 2 0 $ 1 2 8 $ 2 7 4 $ 1 , 9 4 7

On bu d get – 4 – 1 9 3 9 4 6
Off bu d get 1 2 5 1 4 7 2 3 5 1 , 9 0 1

So u rces: OMB (1999); CBO (1999b); Cri ppen (1999).
a. As sumes that discreti on a ry spending thro u gh 2002 does not exceed the caps establ i s h ed by

the BBA97 and that after 2002 discreti on a ry spending increases with infla ti on .

9 . C BO esti m a tes that after a dec ade (by 2009) a 0.1 percen t a ge point lower
a n nual ra te of econ omic growth would redu ce the proj ected su rp lus by $40 bi ll i on, a
1 percen t a ge point high er infla ti on ra te would increase the proj ected su rp lus by $117
bi ll i on, and a 1 percen t a ge point high er interest ra te would redu ce the proj ected su r-
p lus by $20 bi ll i on. CBO (1999a, appendix C).
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C BO seem re a s on a bl e .1 0 While uncertain, they are similar to the con-
s en sus vi ew of priva te sector econ omic forec a s ters. The proj ecti ons of
l a r ge and growing bu d get su rp luses are, therefore, not the produ ct of
u n du ly rosy econ omic assu m pti on s .

The same cannot be said, however, of the assu m pti ons that the
bu d get of fices have made abo ut the likely co u rse of spending and tax
po l i c y. In accord a n ce with the conven ti ons of bu d get proj ecti ons, the
bu d get of f i ces assume that tax policy and mandatory spending pro-
grams remain unch a n ged. This assu m pti on is re a s on a ble because 
the tax code and these programs do not have to be re a ut h ori zed
peri od i c a lly. 

In the case of discreti on a ry spen d i n g, wh i ch must be appropri a ted
e ach ye a r, the conven ti ons of bu d get proj ecti ons assume that su ch
s pending wi ll stay within the legi s l a ted caps and wi ll grow at the ra te
of infla ti on after the spending limits establ i s h ed in the BBA97 ex p i re at
the end of 2002. These assu m pti ons are high ly unre a l i s tic. For them to
be re a l i zed, Con gress and the pre s i dent would have to redu ce real dis-
c reti on a ry spending over the 2000–02 peri od by an avera ge of 8 percen t
bel ow the amount requ i red to maintain 1999 levels of discreti on a ry
s pen d i n g.1 1 By 2002 spending would be almost 12 percent bel ow the
amount needed to maintain discreti on a ry programs at their 1999 lev-
els in the face of infla ti on. To maintain current real per capita discre-
ti on a ry spending would requ i re 19 percent more discreti on a ry
s pending in 2009 than the bu d get proj ecti ons assume wi ll be provi ded. 

Faced with bu d get su rp luses, nei t h er Con gress nor the pre s i dent is
l i kely to en force su ch re s traint on discreti on a ry spen d i n g. Recen t
acti ons of lawm a kers give no re a s on to qu e s ti on this ju d gm ent. Con-
f ron ted by stri n gent discreti on a ry spending caps for 1999, lawm a kers
bro ke the limits by de s i gn a ting some $21 bi ll i on as “em er gency” discre-

1 0 . Over the 1999–2009 peri od, CBO ex pects econ omic growth, infla ti on, unem-
p l oym ent, and interest ra tes to avera ge 2.4, 2.5,5.2, and 5.5 percent, re s pectively. Th e
com p a ra ble assu m pti ons underlying the OMB proj ecti ons are 2.4, 2.5, 5.1, and
5 . 6 percent. 

1 1 . This repre s ents a com p a ri s on of the discreti on a ry spending caps with the
1999 spending level, including em er gency spen d i n g, ad ju s ted for infla ti on. Cri ppen
(1999). 
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ti on a ry spen d i n g.1 2 To be su re, real discreti on a ry spending was redu ced
s ome 11 percent bet ween 1990 and 1998, but as noted previ o u s ly, all
of this redu cti on was in the defense accounts. Cu rren t ly, the ad m i n i s-
tra ti on and most mem bers of Con gress from both parties now su p-
port incre a s ed real defense spen d i n g. If defense spending were ju s t
m a i n t a i n ed at the 1999 real levels, non defense discreti on a ry spen d i n g
would have to be redu ced 18 percent bel ow 1999 levels by 2002 to com-
p ly with the spending caps. 

Ach i eving the mu ch less ambi tious goal of holding the growth of
total discreti on a ry spending ro u gh ly to the ra te of inflati on wo u l d
redu ce from $996 bi ll i on to a mere $46 bi ll i on the cumu l a tive su rp lu s
proj ected by CBO for the non - s ocial sec u ri ty porti on of the bu d get over
the 2000–09 peri od, and unified bu d get su rp luses over this peri od
would shrink from $2.9 tri ll i on to $1.9 tri ll i on (table 1-1). Meeting even
this goal wi ll be hard en o u gh given pop u l a ti on growth, ex pect a ti on s
ra i s ed by bu d get su rp luses, spending pre s su res built up from a dec ade
of fiscal re s traint, and the ex p i ra ti on of the spending caps after 2002.

The New Fi scal Policy Goa l

Wh et h er the cumu l a tive non - s ocial sec u ri ty su rp luses over the nex t
dec ade are close to $1 tri ll i on or less than $50 bi ll i on is very impor-
tant for discussions abo ut nati onal pri ori ties. Bet ween Ja nu a ry 1998
and Ju ly 1999 a profound, but little noti ced, shift occ u rred in the
focus of fiscal po l i c y. From 1969 until the pre s i den t’s 1998 state of
the union ad d ress, lawm a kers were pri m a ri ly con cern ed with bal-
a n ce — or lack thereof— in the u n i f i ed bu d get .1 3 Merely ach i evi n g

1 2 . If the su pp l em ental appropri a ti on approved in the spring of 1999 (P. L . 1 0 6 - 3 1 )
and the 1999 out l ay ef fects of the em er gency appropri a ti ons for 1998 (P.L. 105-174)
a re ad ded to the em er gency appropri a ti ons con t a i n ed in P.L. 105-277, the fiscal ye a r
1999 bu d get contains $34.2 bi ll i on in em er gency bu d get aut h ori ty that wi ll re sult in
$18.9 bi ll i on in em er gency out l ays. Ro u gh ly $5 bi ll i on of these totals was disaster
a s s i s t a n ce to farm ers, wh i ch is norm a lly con s i dered a mandatory, ra t h er than a dis-
c reti on a ry, spen d i n g.

1 3 . Before 1969 there were sep a ra te “ad m i n i s tra tive” and “trust fund” bu d get s .
Con gress paid most atten ti on to the ad m i n i s tra tive bu d get wh i ch differed from the
c u rrent unified bu d get in several re s pects, the most important being that it exclu ded
the social sec u ri ty program. The unified bu d get con cept came from recom m en d a-
ti ons pre s en ted in the Repo rt of the Pre s i d en t’s Co m m i s s i o n ( 1 9 6 7 ) .
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b a l a n ce in the unified bu d get seem ed unattainable for most of this
peri od. 

Wh en lawm a kers en acted the 1997 deficit redu cti on pack a ge, they
ch eri s h ed the hope that it would lead to ti ny overa ll su rp luses in 2002
and 2003—$1 bi ll i on and $5 bi ll i on— and larger ones there a f ter. Yet
m a ny were skeptical because they con s i dered the deep discreti on a ry
s pending cuts requ i red by the pack a ge to be unlikely, the sharp redu c-
ti ons in med i c a re’s paym ents to provi ders to be unsu s t a i n a ble, and the
p ack a ge s’s acco u n ting gi m m i ckery to be eph em eral. 

Had history unfo l ded as lawm a kers ex pected, a deb a te would prob-
a bly have begun around 2001 con cerning the uses to wh i ch the pro-
j ected u n i fied bu d get su rp lus should be put. But the bu d get situ a ti on
qu i te unex pectedly improved so mu ch that su rp luses in the n o n - so ci a l
se c u ri ty accou n t s became vi rtu a lly certain before 2002 if tax and spen d-
ing policies were left unch a n ged. Faced with this new bu d get re a l i ty,
Pre s i dent Bi ll Cl i n ton pled ged in his 1998 state of the union ad d re s s
to “s ave social sec u ri ty firs t ,” before agreeing to any sign i ficant tax cut s
or spending increases. Rep u blicans agreed with the need to stren g t h en
s ocial sec u ri ty and, in spring 1999, re s pon ded to the pre s i den t’s ch a l-
l en ge by of fering va rious mech a n i s m s — s o - c a ll ed lock box propo s-
a l s — de s i gn ed to en su re that all of the su rp luses gen era ted by soc i a l
s ec u ri ty would be devo ted to reducing public debt. The pre s i dent then
en dors ed this obj ective in his June 1999 Mid-Session Revi ew of the Fi s-
cal 2000 Budget. The upshot is a new con s en su s — that fiscal po l i c y
should aim to prevent deficits in the non - s ocial sec u ri ty, or o n - bu d get ,
accounts of the govern m en t .

If this con s en sus holds, what happens to discreti on a ry spending wi ll
determine how mu ch the nati on wi ll have ava i l a ble for cut ting taxe s ,
reforming en ti t l em ent programs, or reducing public debt bel ow the
l evel that wi ll re sult if social sec u ri ty su rp luses alone are devo ted to
this purpose. If the very ti ght lid on discreti on a ry spending assu m ed
in the bu d get of f i ce s’ proj ecti ons were su s t a i n ed, close to $1 tri ll i on
would be ava i l a ble over the next dec ade to redu ce taxes, expand and
s tren g t h en social sec u ri ty and med i c a re, or pay down debt. But su ch a
policy would requ i re sign i ficant redu cti ons in discreti on a ry progra m s ,
t h ereby set ting pri ori ties in a particular way. If discreti on a ry spen d i n g
grows at the ra te of infla ti on, “on - bu d get” su rp luses wi ll almost va n-
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ish. In that case, lawm a kers wi ll not be able to cut taxes or stren g t h en
en ti t l em ent programs unless they are wi lling to ren ege on their com-
m i tm ent to use all of the proj ected social sec u ri ty su rp luses to pay down
n a ti onal debt. Si m i l a rly, if aggrega te discreti on a ry spending is perm i t-
ted to grow more ra p i dly than inflati on — s ay to accom m od a te
i n c re a s ed proc u rem ent and re adiness needs in defense, to boost fund-
ing for health re s e a rch, or to augm ent spending on tra n s port a ti on
i n f ra s tru ctu re—t a xes wi ll have to be ra i s ed, en ti t l em ent programs cut ,
or social sec u ri ty su rp luses diverted from debt rep aym ent. 

The Is su e s

In short, the bu d get deb a te i s the deb a te on nati onal pri ori ties. Th e
s trong econ omy and arrival of the first bu d get su rp luses since 1969 have
tra n s form ed the deb a te. No lon ger do bu d get deficits and what to do
a bo ut them dom i n a te policy discussions. The end of deficits has freed
po l i c ym a kers to ad d ress new issues and con f ront old probl ems in ways
that may cost more than was con s i dered pru dent in the lean and hu n-
gry deficit ye a rs. 

The strong econ omy has redu ced the import a n ce of perennial issu e s
i nvo lving pers onal econ omic sec u ri ty. Ti ght labor markets have all ayed
workers’ con cerns abo ut finding or holding a job. With real wages ri s-
ing ac ross the boa rd, con cern over growing income dispari ties has
a b a ted. Non et h eless, income differen ces remain large, and the low earn-
i n gs of the unskill ed keep alive the deb a te abo ut how mu ch to raise the
m i n i mum wage. Al t h o u gh rel a tively low mort ga ge interest ra tes and
rising incomes have pushed hom eown ership ra tes to an all - time high ,
h om elessness remains a sign i ficant probl em .

Cold war sec u ri ty matters have faded from the agenda, but Ru s s i a
remains a po tent and dangero u s ly unstable nu clear power. New con-
cerns have em er ged, including po ten tial threats from North Korea, Ira q ,
and other rogue states; regi onal con fli cts on the Indian su bcon ti n en t
and in the Balkans; civil wars in Af rica; intern a ti onal terrorism; and
econ omic instabi l i ty in parts of Asia and Latin Am erica that could affect
o t h erwise sound econ omies. 

Some divi s ive probl ems of the 1970s and 1980s have lost salien ce
du ring the 1990s. Dropping ra tes of vi o l ent and property crime, wh i ch
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fell in 1998 to the lowest level since the govern m ent began co ll ecti n g
su ch data in 1973, has du ll ed the partisan and ideo l ogical ed ge of
deb a tes over criminal ju s ti ce po l i c y.1 4 Wel f a re, long known as the Mi d-
dle East of dom e s tic po l i c y, has become a back bu rn er issue. The Per-
s onal Re s pon s i bi l i ty and Work Opportu n i ty Act of 1996 —the wel f a re
reform legi s l a ti on that rep l aced the Aid to Families with Depen den t
Ch i l d ren (AFDC) en ti t l em ent program with the Tem pora ry As s i s t a n ce
for Needy Families (TANF) bl ock grant program for state s—re s o lved
m a ny of the more con troversial matters, at least for a time. The unex-
pectedly sharp drop in the wel f a re ro lls also hel ped to defuse the issu e .
By the end of 1998, the nu m ber of AFDC / TANF ben efic i a ries was down
46 percent from the 1994 peak; the nu m ber of food stamp rec i p i en t s
decl i n ed 33 percent over this peri od. In ad d i ti on, the probl em of teen
pregn a n c y, wh i ch for ye a rs seem ed to be unyi el d i n g, diminished mod-
e s t ly du ring the 1990s; bet ween 1990 and 1996, the teen pregnancy ra te
fell by 17 percen t .1 5 F i n a lly, the fiscal pre s su res that for many ye a rs led
s t a tes and loc a l i ties to beg Wa s h i n g ton for federal assistance have eased
d ra m a ti c a lly. In fact, over the past several ye a rs, most states have
boo s ted spending faster than infla ti on and cut taxe s .

To be su re, hardy perennials of past deb a te remain at the foref ron t
of policy discussions tod ay. The large nu m ber of sch ool dropo uts and
i n adequ a tely edu c a ted gradu a tes remains tro u bling for a nati on that
h opes to lead the world du ring the twen ty - f i rst cen tu ry. As a re su l t ,
deb a te con ti nues over the role the federal govern m ent should play in
i m proving sch ools. The envi ron m ent is far cl e a n er than it was a dec ade
or two ago, but gl obal warm i n g, urban con ge s ti on, and su bu rb a n
s prawl have joi n ed po lluti on on the policy agenda. The nu m ber of
Am ericans lacking health insu ra n ce con ti nues to grow de s p i te a slow-
down in the growth of health prem iums and record high em p l oym en t ,
wh i ch is the source of insu ra n ce covera ge for most people. 

Free for the first time in three dec ades of the nu m bing ef fects of
deficits, po l i c ym a kers have tu rn ed their atten ti on to several funda-
m ental qu e s ti ons that wi ll help to define the role of the public sector

1 4 . U.S. Dep a rtm ent of Ju s ti ce (1999). 
1 5 . Alan Gut tm ach er In s ti tute, “Teen a ge Pregn a n c y: Overa ll Trends and State - by -

S t a te In form a ti on ,” April 1999 (http / / w w w. a gi - u s a . org [Septem ber 2, 1999]).
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in the twen ty - f i rst cen tu ry. Foremost among these is the qu e s ti on of
what to do abo ut social sec u ri ty and med i c a re, wh i ch provi de incom e
su pport and medical insu ra n ce for the aged and disabl ed. Acti on is
e s s en tial to avoid financial insolvency du ring the first half of the twen ty -
first cen tu ry wh en the baby boom gen era ti on reti res. With su rp lu s e s
proj ected for the non - s ocial sec u ri ty accounts, a new financing
opti on— adding gen eral revenues to payro ll taxes to su pport these
s ocial insu ra n ce progra m s— has em er ged. Proposals to “priva ti ze”
these programs have also become part of the deb a te .

Proj ected su rp luses have also revived tax cuts as a po l i ti c a lly vi a bl e
opti on. This deb a te is re a lly abo ut the appropri a te size and scope of
govern m ent. Federal recei pts are esti m a ted to re ach 20.6 percent of
GDP in 1999, the highest since the wartime year 1944 wh en recei pt s
hit 20.9 percent of GDP. For some this is proof that tax bu rdens are
too high and should be redu ced. Ot h ers disagree, poi n ting out that the
ra tio is unu su a lly high because the econ omy is boom i n g, re a l i zed capi-
tal gains (wh i ch gen era te tax revenues but are not part of GDP) are
s oa ri n g, and the nati on is running su rp luses for the first time in three
dec ades, su rp luses that should be used to pay down debt and stren g t h en
the govern m en t’s abi l i ty to meet the fiscal ch a ll en ges it wi ll face wh en
the baby boom gen era ti on reti re s .

Ch a pter Su m m a ri e s

While many of the probl ems of the previous two dec ades have dissolved
or been re s h a ped by the nati on’s newfound pro s peri ty, the new cen-
tu ry holds su f fic i ent ch a ll en ges to test the imagi n a ti on, cre a tivi ty, and
co u ra ge of Am erican leaders to set nati onal pri ori ties for the year 2000
and beyond. The remaining ch a pters in this vo lume, wh i ch are su m-
m a ri zed bel ow, deal with some of the major issues facing po l i c ym a kers
and the nati on at the tu rn of the cen tu ry. These ch a pters lay out the
d i m en s i ons of the probl ems and the policy opti ons ava i l a ble for
ad d ressing them .

Na tional Securi ty and Fo rei gn Aid 

S pending on nati onal defense is a small er fracti on of GDP—3 percen t—
than at any time since the outbreak of World War II. Real defense spen d-
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ing is abo ut 25 percent bel ow the avera ge of the 1980s. Yet the annual U. S .
defense bu d get of ro u gh ly $280 bi ll i on accounts for abo ut on e - t h i rd of
gl obal military out l ays and is ro u gh ly five times larger than that of any
o t h er co u n try. Russia and China toget h er account for just over 10 percen t
of gl obal spen d i n g, and the “rogue state s” of Iran, Iraq, Libya, Cu b a ,
and North Korea toget h er spend less than 2 percent. However, as Mi ch ael
O’ Ha n l on explains in ch a pter 2, U.S. defense spending is not nece s s a ri ly
exce s s ive. The Un i ted States is the on ly co u n try with major military com-
m i tm ents thro u gh o ut the world, and its de s i re to prevail dec i s ively wi t h
l ow casu a l ties requ i res a su b s t a n tial ed ge over po ten tial foes. 

Af ter a dec ade of defense down s i z i n g, most ob s ervers call for som e
i n c rease. The deb a te is over how mu ch. Af ter a dec ade of small pro-
c u rem ent bu d gets, the arm ed forces need to rep l ace we a pons and other
h a rdw a re that are fast we a ring out. Pers on n el cuts, base cl o su res, and
o t h er econ omies may provi de some small of fs et ting savi n gs but wi t h
most of the po s t – cold war downsizing com p l ete, there is little room
for furt h er savi n gs in these areas. 

While an increase in real defense spending would almost cert a i n ly be
requ i red to meet current proc u rem ent plans, that increase may not
m a teri a l i ze if overa ll discreti on a ry spending is held to the pre s i den t’s
propo s ed fiscal 2000 bu d get or to the even more stri n gent con gre s s i on a l
bu d get re s o luti on for fiscal 2000. So the Pen t a gon may have to find ways
to ti gh ten its belt. Modest furt h er cuts in manpower, as well as a par-
tial re s tru ctu ring of the military to help it handle the strains of frequ en t
pe ace keeping and crisis managem ent opera ti ons, may be po s s i ble if
the Un i ted States dec i des to maintain the capabi l i ty to fight a two - w a r
s cen a rio less demanding than the two nearly simu l t a n eous De s ert
S torm - l i ke wars built into current plans. Fu rt h erm ore, O’ Ha n l on su g-
gests that the increase in proc u rem ent costs could be held down if the
Pen t a gon ref u rbi s h ed ex i s ting sys tems or rep l aced them with similar
equ i pm ent, ra t h er than upgrading to far more ex pen s ive, nex t -
gen era ti on we a pon sys tems. In ad d i ti on, the military should take
adva n t a ge of the com p uter and el ectronics revo luti ons and purch a s e
bet ter mu n i ti ons, com mu n i c a ti ons sys tems, unmanned aerial veh i cl e s ,
and adva n ced com p uter sys tems. 

L i ke defense, the intern a ti onal affairs accounts have been cut deep ly
du ring the 1990s, although the end of the cold war did not measu ra bly
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redu ce the requ i rem ents for diplom acy or forei gn aid. O’ Ha n l on
ack n owl ed ges that forei gn aid is of ten wasted but notes that recen t
re s e a rch has con f i rm ed that aid provi ded to co u n tries with sound
m ac roecon omic policies dem on s tra bly increases their econ om i c
growth and redu ces poverty. He su ggests that the U.S. aid bu d get
should be re s tored to ro u gh ly 1980s level s—an increase of abo ut $3 bi l-
l i on annu a lly—and foc u s ed on co u n tries com m i t ted to reform. 

In tern a tional Tra d e

I. M. De s t l er notes a paradox in U.S. trade po l i c y. Du ring the 1970s
and 1980s, the U.S. econ omy was tro u bl ed by infla ti on and high bu d get
deficits. Non et h eless Con gress gave su cce s s ive pre s i dents power to con-
ti nue to nego ti a te redu ced tari f fs and libera l i zed trade rules with other
co u n tries under so-call ed fast-track aut h ori ty, wh i ch requ i red Con gre s s
to accept or rej ect the nego ti a ted agreem ent wi t h o ut amen d m ent. In
the 1990s, by con trast, the econ omy is ex trem ely robust, with stabl e
pri ces and high em p l oym ent. In c re a s ed trade and intern a ti onal com-
peti ti on have made large con tri buti ons to current U.S. econ om i c
s trength. Yet Con gress has den i ed Pre s i dent Cl i n ton fast-track aut h or-
i ty. It is vital to the futu re econ omic health of the Un i ted States, De s t l er
argues, that Con gress re s tore this aut h ori ty. 

Wh en Pre s i dent Cl i n ton en tered of f i ce, the North Am erican Free
Trade Agreem ent (NA F TA) and gl obal trade libera l i z a ti on under the so-
c a ll ed Uru g u ay round of the Gen eral Agreem ent on Ta ri f fs and Trade had
a l re ady been nego ti a ted. He fo u ght hard for and won con gre s s i onal ra t-
i fic a ti on of both agreem ents, although the NA F TA su ccess came on ly
a f ter the Un i ted States nego ti a ted “s i de agreem en t s” on labor and envi-
ron m ental issues. But since then, Con gress has balked at ex tending “f a s t -
track aut h ori ty,” thereby making it impo s s i ble for the pre s i dent to
b a r gain ef fectively with forei gn govern m ents, wh i ch are unwi lling to
commit to agreem ents that the U.S. Con gress may su b s equ en t ly mod i f y.
The disagreem ent derives from con fli ct bet ween two groups in Con gre s s .
One fe a rs that furt h er trade libera l i z a ti on wi ll produ ce unde s i ra ble side
ef fect s—su ch as pre s su re on the wages of low - s k i ll ed U.S. workers, loss
of U.S. em p l oym ent, or unfair com peti ti on by forei gn ers with low labor
or envi ron m ental standards. The other is unwi lling to “en c u m ber” trade
n ego ti a ti ons with su ch matters, wh i ch they see as ex tra n eo u s .
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Me a nwhile, the U.S. merchandise trade deficit has ball oon ed as the
U.S. econ omy has boom ed and the econ omies of its major trad i n g
p a rtn ers have languished. The rising trade deficit has inten s i fied con-
cerns abo ut the linkages among trade, labor standards, and the envi-
ron m ent. De s t l er argues that these “trade and . . .” issues are real and
must be ad d re s s ed to re a s su re con cern ed mem bers of Con gress that
su ch issues wi ll not be negl ected as the nati on pursues freer trade .

The con ti nu ed pursuit of trade libera l i z a ti on is important bec a u s e
the U.S. econ omy is en orm o u s ly flex i ble and gains mu ch from the spe-
c i a l i z a ti on that trade abets. It is no coi n c i den ce that the Un i ted State s
is excepti on a lly open and excepti on a lly ri ch. Be s i des making Am eri c a n s
bet ter off, trade nego ti a ti ons are an important com pon ent of U.S. po l i t-
ical leaders h i p, parti c u l a rly in Latin Am erica and China. And trade po l-
icy has su b s t a n tial d o m e s ti c po l i tical import a n ce, as it sym bo l i ze s
Am erican atti tu des tow a rd en ga gem ent in the gl obal econ omy. 

To break the log jam, De s t l er calls upon Pre s i dent Cl i n ton to initi a te
a three - pron ged nati onal dialogue. Working groups would be estab-
l i s h ed to iden tify the spec i fic nego ti a ti ons to be aut h ori zed; to ad d re s s
l a bor, envi ron m ental, and other trade - rel a ted issues; and to de s i gn ways
to help Am ericans who lose from gl ob a l i z a ti on. The purpose of this
ef fort would be avowedly po l i tical. De s t l er bel i eves that com m on
ground exists for ad d i ti onal trade libera l i z a ti on, a process that has
s erved the nati on well for nearly half a cen tu ry. Im m ed i a te approval of
f a s t - track aut h ori ty would be useful, but it is not nece s s a ry. What is
n eeded urgen t ly, De s t l er bel i eves, is po l i tical leadership to begin the
d i a l ogue that wi ll red i s cover the curren t ly silent, free trade majori ty.

The Fu tu re of the Fa m i ly

De s p i te the nati on’s pro s peri ty, ch i l d ren are incre a s i n gly at risk of grow-
ing up in econ om i c a lly or soc i a lly impoveri s h ed envi ron m ents, wh i ch
a re assoc i a ted with poor edu c a ti onal outcomes, high crime ra tes, and
poor life pro s pects. Is a bel V. Sawh i ll reports that almost on e - t h i rd of
ch i l d ren are born out - of - wedl ock. Half of all marri a ges end in divorce .
An esti m a ted 60 percent of all ch i l d ren born in the 1990s wi ll spen d
s ome time in a singl e - p a rent family. A high er proporti on of young ch i l-
d ren than in the past live in one of two types of families: those started
by poor, teen a ged, unwed mothers who lack a high sch ool degree and
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those headed by rel a tively afflu ent, well - edu c a ted marri ed parents in
t h eir twen ties or thirties. This bi f u rc a ti on in family envi ron m ents is
a l re ady con tri buting to growing income inequ a l i ty and could cast a
d a rk shadow on the futu re. The increase of singl e - p a rent families has
con tri buted import a n t ly to the growth of child poverty and to escalat-
ing public costs for wel f a re, health care, social servi ces, housing, and
o t h er forms of assistance. 

Sawh i ll con s i ders a va ri ety of public policies to stren g t h en family ti e s ,
i n cluding ch a n ges in tax laws, ben efit programs, and divorce laws; ch i l d
c a re or other subsidies that might provi de ad d i ti onal su pport to those
raising ch i l d ren; and ef forts to disco u ra ge people from having ch i l d ren
before they are re ady. She argues for reducing the marri a ge pen a l ty in
the earn ed income tax credit, for edu c a ti on to prep a re people for mar-
ri a ge, for bet ter child su pport en forcem ent, and for after sch ool pro-
grams to redu ce early ch i l d be a ri n g. 

Because full - time motherh ood entails sign i ficant econ omic sac ri fice s
for all but the afflu ent, child care subsidies can simu l t a n eo u s ly improve
the lot of single, working mothers and help vu l n era ble ch i l d ren en ter
s ch ool more re ady to learn. 

In the end, Sawh i ll em ph a s i zes that govern m ent policies aimed at
s tren g t h ening families are likely to have modest direct ef fects. But these
d i rect ef fects are of ten amplified by the new messages su ch po l i c i e s
em body and by the ten dency of even small ch a n ges in beh avi or to cre-
a te their own mom en tum thro u gh a shift in cultu ral norms. Fa i lu re to
recogn i ze these indirect ef fects in the past may have made the tone of
the policy deb a te in this area overly pe s s i m i s tic abo ut what govern m en t
and non govern m ent ef forts can accomplish. 

In come In e q u a l i ty

E con omic inequ a l i ty has incre a s ed su b s t a n ti a lly du ring the past two
dec ades. Ad ju s ted for infla ti on, the avera ge income of the on e - fifth of
families with the lowest incomes actu a lly shrank bet ween 1979 and
1997. But incre a s ed income dispari ties have not been driven solely by
f a lling incomes of those at the bo t tom or by spect acular gains of those
at the top. Ra t h er, inequ a l i ty has incre a s ed thro u gh o ut the income dis-
tri buti on. Gary Bu rtless explains that this trend should con cern the
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n a ti on because growing dispari ties thre a ten po l i tical and social co h e-
s i on and could harm public health. 

The sources of the increase in inequ a l i ty are com p l ex and not fully
u n ders tood. Bu rtless esti m a tes that gre a ter earn i n gs dispari ties, par-
ti c u l a rly among men, are re s pon s i ble for ro u gh ly on e - t h i rd of the
i n c re a s ed inequ a l i ty. The declining preva l en ce of hu s b a n d - wi fe families
accounts for another one-fifth. Abo ut on e - ei ghth is rel a ted to the
i n c re a s ed ten dency of high - e a rning men and high - e a rning wom en to be
m a rri ed to each other. One-third of the increase in inequ a l i ty is rel a ted
to miscell a n eous factors su ch as the growing inequ a l ty and import a n ce
of nonw a ge income and a decline in the ef fectiveness of govern m en t
a s s i s t a n ce for the poor.

As Bu rtless explains, however, these ex p l a n a ti ons are mech a n i c a l .
The underlying causes of growing inequ a l i ty inclu de tech n o l ogi c a l
ch a n ge and gl ob a l i z a ti on, wh i ch have boo s ted the demand for and
w a ges of skill ed and edu c a ted workers, and the ero s i on of family bon d s .
Why divorce has become more com m on and out - of - wedl ock ch i l d-
be a ring has incre a s ed remains largely a mys tery. 

Policy has not stood sti ll in the face of the growing inequ a l i ty. In
recent ye a rs, low - i n come Am ericans have seen their income tax liabi l i-
ties redu ced or el i m i n a ted, and those with earn i n gs have received more
gen erous reb a tes from the earn ed income tax credit (EITC). He a l t h
i n su ra n ce covera ge for low - i n come ch i l d ren has been gre a t ly ex p a n ded
t h ro u gh medicaid and the Ch i l d ren’s Health In su ra n ce Progra m
(CHIP). The ava i l a bi l i ty of cash wel f a re ben efits for low - i n com e ,
work i n g - a ge pers ons who are not disabl ed has been redu ced and ben e-
fit levels have been cut .

Bu rtless ju d ges that the Un i ted States is more likely than other
adva n ced nati ons to accept incre a s ed inequ a l i ty. De s p i te our limited
to l era n ce for public sector acti on in this area, he urges that more should
be done. Jobs paying a wage sligh t ly bel ow the minimum wage should
be provi ded to some lon g - term unem p l oyed and those being forced
off the wel f a re ro lls by time limits. A basic health insu ra n ce pack a ge
should be gen era ted for all ch i l d ren. Si n ce health ben efits con s ti tute a
s i gn i ficant share of total com pen s a ti on for low - w a ge workers in firm s
that provi de their workers with su ch covera ge, this policy should boo s t
the demand for and wages of su ch workers. 
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Providing Securi ty for the Elderly and Di s a bl ed

Over the next four dec ades, the U.S. pop u l a ti on wi ll age ra p i dly. Th e
pop u l a ti on age 62 and over wi ll do u ble, and that age 85 and over wi ll
m ore than triple. The bu rden on futu re workers, from whose produ c-
ti on must come the con su m pti on for el derly and non el derly alike, wi ll
i n c rease. The aging pop u l a ti on wi ll also strain public bu d gets, parti c u-
l a rly those of the social sec u ri ty and med i c a re progra m s .

Social sec u ri ty, wh i ch provi des pen s i ons to some 44 mill i on el derly
and disabl ed indivi duals, is en j oying su rp luses now that are proj ected to
con ti nue for more than two dec ades. But the program faces a proj ected
l on g - run deficit, nece s s i t a ting some significant reforms before the
ex h a u s ti on of the trust fund re s erves, now anti c i p a ted in 2034. Th e
s oon er steps are taken to stren g t h en the program, Hen ry J. Aa ron and
Robert D. Rei s ch a u er argue, the easier and less disru ptive they wi ll be .

The aut h ors examine three broad categories of reform: rep l acem en t
of the current sys tem in whole or in part with mandatory, indivi du a lly
own ed savi n gs accounts model ed on In d ivi dual Reti rem ent Acco u n t s
( I RA), over wh i ch workers would exercise a good deal of con tro l ;
rep l acem ent of the current sys tem in whole or in part with mandatory,
i n d ivi du a lly own ed savi n gs accounts model ed on 401(k) accounts, over
wh i ch workers would have limited con trol; and stren g t h ening the cur-
rent sys tem wi t h o ut rel i a n ce on indivi dual accounts. Th ey rej ect the
a pproaches that rely on indivi dual accounts, largely because su ch
accounts cannot en su re basic income to reti rees, their spouses, and
depen den t s— the pri m a ry purpose of social sec u ri ty. In d ivi du a l
accounts would force workers to bear risks they are poorly po s i ti on ed to
h a n dle and would be ex pen s ive to ad m i n i s ter. 

Proj ected bu d get su rp luses have led mem bers of both parties to pro-
pose using gen eral revenues to stren g t h en social sec u ri ty. Aa ron and
Rei s ch a u er con trast three plans: Pre s i dent Cl i n ton’s proposal to divert
su rp luses to the social sec u ri ty trust fund and to invest a porti on of
those revenues in priva te equ i ties; a proposal cra f ted by the ch a i rman of
the Com m i t tee on Ways and Means to use su rp luses to fin a n ce depo s i t s
i n to indivi dual accounts; and a bi p a rtisan con gre s s i onal proposal that
would use su rp luses on ly to ease the tra n s i ti on to a new sys tem wi t h
i n d ivi dual accounts. 
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Med i c a re, wh i ch provi des health insu ra n ce for the el derly and dis-
a bl ed, faces proj ected insolvency in 2015. Al t h o u gh the program has
been an unqu e s ti on ed su ccess, it su f fers from several defic i encies. Fore-
most among these is the progra m’s outd a ted ben efit pack a ge, wh i ch
does not cover outp a ti ent pre s c ri pti on dru gs or cap out - of - pocket
ex pen d i tu res. 

Th ree broad approaches have been propo s ed to reform med i c a re .
The first is to stren g t h en and modern i ze med i c a re by expanding the
ben efit pack a ge, let ting market forces ra t h er than ad m i n i s tra tive mech-
anisms set the pri ces for servi ces other than hospitals and physician ser-
vi ces, and re s training the growth of hospital and physician fees thro u gh
trad i ti onal mechanisms. A second approach would have govern m en t
con tri bute up to a maximum amount tow a rd the purchase of health
c a re from the trad i ti onal fee - for- s ervi ce sys tem or a priva te health plan.
Com peti tive defin ed ben efits or “prem ium su pport ,” as this approach is
c a ll ed, would introdu ce com peti ti on that its advoc a tes hope wi ll
d a m pen cost growth. Finally, some would like to rep l ace med i c a re by
d iverting payro ll taxes into savi n gs accounts for each age gro u p. Th e s e
deposits plus inve s tm ent earn i n gs would be used to buy health insu r-
a n ce covera ge du ring that age gro u p’s reti rem en t .

A majori ty of the Bi p a rtisan Com m i s s i on on the Futu re of Med i c a re ,
as well as the pre s i dent in his Ju ly 1999 med i c a re proposal, en dors ed
va ri a ti ons on the prem ium su pport approach. Both plans would let
p a rticipants ch oose a ben efit pack a ge that covers pre s c ri pti on dru gs .
The costs of su ch covera ge would be su b s i d i zed for many or all parti c i-
pants. As Aa ron and Rei s ch a u er explain, the plans put forw a rd by the
pre s i dent and the majori ty of the com m i s s i on illu s tra te how difficult it
is to both deal with the defic i encies of the current med i c a re progra m
and take steps to re s train the growth of its costs. Th ey con clu de that
p ayro ll taxes wi ll almost cert a i n ly have to be ra i s ed or gen eral fund su p-
port incre a s ed to sustain the progra m .

Lon g - term care is an important and ex pen s ive need of many of the
el derly and disabl ed for wh i ch med i c a re provi des on ly limited assis-
t a n ce. Medicaid is the nati on’s largest single source of su pport for su ch
c a re, but on ly for those with low incomes and assets. Mi d dl e - i n com e
families must dep l ete their re s o u rces before they are el i gi ble for the pro-
gram. Su b s t a n tial inequ i ties exist because the gen ero s i ty of med i c a i d ’s
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l on g - term care servi ces va ries sign i f i c a n t ly from state to state. Th e
a ut h ors point out that there are no easy ways to help people pay for
l on g - term care. The social insu ra n ce approach would be very co s t ly,
while tax subsidies to en co u ra ge people to buy lon g - term care insu r-
a n ce would likely be inef fectual. 

Rei s ch a u er and Aa ron con clu de that failing to act soon wi ll cause a
probl em that is manage a ble, if difficult tod ay, to become unmanage a bl e
and divi s ive in the futu re .

Ta x e s

De s p i te seem i n gly en dless ti n kering over the ye a rs, almost everyone con-
c u rs that the tax sys tem could be improved. Un fortu n a tely, agreem en t
a bo ut the natu re and severi ty of the probl ems or what to do abo ut them
is elu s ive. Af ter de s c ri bing why federal taxes are so com p l ex, how tax
bu rdens are distri buted, and the ways taxes affect econ omic growt h ,
Hen ry J. Aa ron, Wi lliam Gale, and James Sly examine proposals for large
tax cuts. Th ey de s c ri be several arguments advoc a tes make to ju s tify tax
c ut s—that the govern m ent is taking in excess revenues, that Am eri c a n s
a re overt a xed, that tax cuts would ef fectively redu ce the size of govern-
m ent, and that cuts would prom o te econ omic growt h —and show the
weakness of each claim. Non et h eless Con gress passed a large tax cut in
the su m m er of 1999, wh i ch the pre s i dent had nei t h er sign ed nor vetoed
as this book went to press. Should the bi ll become law, it would cut
n a ti onal saving and lavish large tax cuts on the wealthiest househ o l d s .
The aut h ors argue that if taxes are to be cut, there are altern a tives that
would provi de more rel i ef to middl e - i n come households and simplify
the tax code more ef fectively than the proposal passed by Con gre s s .

The ch a pter de s c ri bes and eva lu a tes different ways to modify the cur-
rent tax sys tem. Aa ron and Gale focus on the panop ly of targeted pro-
vi s i ons that narrow and com p l i c a te the tax base, requ i re incre a s ed ra te s
on ro utine econ omic activi ties, mask true tax bu rdens and ef fective tax
ra tes, and ra rely ach i eve their goals. For the most part, the obj ective s
s o u ght thro u gh targeted provi s i ons would be bet ter ad d re s s ed thro u gh
d i rect ex pen d i tu res, a co u rse that would simplify and improve publ i c
u n derstanding of the tax code. Bet ter than adding to the menu of su ch
s pecial provi s i on s—an approach that has many su pporters in Con gre s s
and in the ad m i n i s tra ti on—would be curtailing them. For example, it
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would be po s s i ble to redu ce com p l ex i ty direct ly by converting dedu c-
ti ons to 15 percent tax credits and using the revenue to cut ra tes or, if
t a xes are to be cut, by raising the standard dedu cti on. Th ey list other
s tru ctu ral simplificati ons that could rel i eve many households of the
n eed to file a tax retu rn .

Ex p a n s ive claims have been made on behalf of va rious fundamen t a l
tax reform plans that would rep l ace the current sys tem with a fla t - ra te
con su m pti on tax, with no credits or dedu cti ons. Fu n d a m ental reform
retains many advoc a tes although its pop u l a ri ty has waned since the
mid-1990s. Radical reform would be su bj ect to the same po l i tical con-
s traints or trade - of fs that curren t ly plague tax po l i c y. In parti c u l a r,
claims that fundamental reform could simplify taxes and spur eco-
n omic growth are overs t a ted because many su perfic i a lly appealing sim-
p l i f i c a ti ons would produ ce untow a rd con s equ en ces. Cu rt a i l i n g
dedu cti ons for mort ga ge interest and ch a ri t a ble con tri buti ons, for
example, could cause declines in housing pri ces and ch a ri t a ble don a-
ti ons. Fu rt h erm ore, com p l ex provi s i ons to ease the tra n s i ti on wo u l d
be inescapable. As a re sult, tax ra tes would be high er than flat tax su p-
porters ack n owl ed ge .

In c rem ental reform is less dra m a tic but more prom i s i n g. Spec i f i c
s teps could ease com p l i a n ce and en forcem ent, fin a n ce ra te cuts, and pro-
m o te econ omic growth. Because every tax reform cre a tes losers as well as
wi n n ers, sel ective tax redu cti ons would help make reform po l i ti c a lly
p a l a t a ble. For that re a s on, as well as for re a s ons of fiscal pru den ce, large
tax cuts at this time would be unwise. The nati on should inste ad hu s-
band its re s o u rce s— not on ly to meet probl ems rel a ted to pop u l a ti on
a ging but also to acc u mu l a te a down paym ent on genuine tax reform .

Edu c a ti o n

Si n ce the mid-1960s, federal el em en t a ry and secon d a ry edu c a ti on po l-
icy has aimed to en su re equ a l i ty of opportu n i ty. It has con tri buted sig-
n i fic a n t ly to the rem oval of legal barri ers based on race, poverty, et h n i c
ori gin, and handicap. Yet, Diane Ravi tch em ph a s i zes, stu dent perfor-
m a n ce is qu i te disappoi n ti n g. U.S. stu dents lag behind those in most
o t h er co u n tri e s— p a rti c u l a rly at the secon d a ry edu c a ti on level— a n d
do not measu re up to dom e s tic standards. The perform a n ce of bl ack
and Hispanic stu dents is parti c u l a rly disappoi n ti n g.
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A starting point for raising edu c a ti onal ach i evem ent is improvi n g
the qu a l i fic a ti ons of te ach ers, many of wh om have nei t h er a major nor
a minor in the su bj ect they te ach. The federal govern m ent should su p-
port programs to stren g t h en te ach ers’ knowl ed ge of their ac ademic fiel d
and help states devel op instru m ents to test te ach ers’ su bj ect - m a t ter
k n owl ed ge. 

The govern a n ce of edu c a ti on is under going major ch a n ge in re s pon s e
to wi de s pre ad bu re a u c ra ti z a ti on and poor stu dent perform a n ce. One
s tra tegy for ch a n ge is the introdu cti on of com peti ti on and market pre s-
su res. A prime example is incom e - te s ted vo u ch ers—s ch o l a rships that
poor parents can use to pay for tu i ti on at public or non p u blic sch oo l s .
Vo u ch ers command headlines and raise bl ood pre s su re among advo-
c a tes and oppon ents alike. Evi den ce of the edu c a ti onal outcomes of
vo u ch er programs remains a matter of intense dispute. Me a nwhile, the
pro l i fera ti on of ch a rter sch ools is revo luti onizing edu c a ti onal gover-
n a n ce. Ch a rter sch ools are public sch ools that agree to be held acco u n t-
a ble for re sults in exch a n ge for auton omy on how those re sults are
produ ced, as well as waivers from most reg u l a ti ons other than those
governing health, safety, and civil ri ghts. Th ey are pop u l a r, in part ,
because they promise to redu ce bu re a u c ra tic microm a n a gem ent, tri m
overh e ad costs, and ded i c a te a gre a ter proporti on of funds to actu a l
i n s tru cti on. Con tract managem ent repre s ents another mod i fic a ti on of
trad i ti onal sch ool govern a n ce. The actual ef fects of each of these inno-
va ti ons in sch ool govern a n ce are far from set t l ed .

In this envi ron m ent, it would be prem a tu re for the federal govern-
m ent to prom o te any one approach to sch ool govern a n ce, but the need
for ex peri m en t a ti on and eva lu a ti on is cl e a r. For that re a s on, Ravi tch
argues, the federal govern m ent should make su re that aid provi ded
u n der su ch federal programs as Title I, special edu c a ti on, and bi l i n-
gual edu c a ti on fo ll ow the stu dent, thereby rem oving any bias in fed-
eral policy tow a rd current sch ool govern a n ce. The federal govern m en t
should also streamline reg u l a ti ons that now requ i re co s t ly and bu r-
den s ome boo k keeping by sch ool distri cts to com p ly with federal gra n t s
for el em en t a ry and secon d a ry edu c a ti on, special edu c a ti on, and hand-
i c a pped stu den t s .

The bilingual edu c a ti on program has been a particular disappoi n t-
m ent. It was inten ded to help stu dents who speak a language other than
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E n gl i s h—u su a lly Spanish—m a ke the tra n s i ti on into English language
i n s tru cti on. In fact, it of ten ob s tru cts acqu i s i ti on of flu ency in Engl i s h .
The drop - o ut ra te of Hispanic stu dents is high er than that of any other
m a j or gro u p. Ravi tch argues that the federal program should be
rech ri s ten ed as the Engl i s h - l a n g u a ge Literacy Program and that fed-
eral grants to states and sch ool distri cts should em ph a s i ze that the pri-
m a ry goal of the program is to help ch i l d ren gain profic i ency in Engl i s h .

He ad Start is at on ce the most popular edu c a ti onal program and, in
Ravi tch’s vi ew, the most poi gnant lost opportu n i ty. Enro ll m ents are
h i gh and growi n g, and con gre s s i onal su pport is overwh el m i n g. Th e
program provi des important health, nutri ti on, social, and psych o l ogi-
cal servi ces to poor ch i l d ren. But He ad Start te ach ers are not well
tra i n ed to help ch i l d ren gain an edu c a ti onal head start. Ad d i ti on a l
He ad Start spen d i n g, Ravi tch maintains, should go to boost te ach ers’
s a l a ries and improve their training ra t h er than to increase en ro ll m en t .
By set ting edu c a ti onal standards for pre s ch ool ch i l d ren, the He ad Start
program could bet ter fulfill the promise of its name.

The major ch a ll en ge of federal el em en t a ry and secon d a ry edu c a ti on
policy is to opera te ef fectively within the limitati ons of the federal ro l e
i m po s ed by the fact that federal spending con s ti tutes on ly 10 percen t
of the ro u gh ly $300 bi ll i on spent on su ch edu c a ti on. Pri m a ry re s pon-
s i bi l i ty for preco ll ege edu c a ti on under our con s ti tuti onal sys tem re s i de s
with state and local govern m ents. But the federal role, if limited, is
n on et h eless vital. The issue of te s ting is illu s tra tive. The federal gov-
ern m ent cannot and should not set edu c a ti onal standards for hu n d red s
of thousands of sch ools and tens of mill i ons of stu dents. But it can and
should, Ravi tch maintains, set ach i evem ent standards for those wh o
receive federal financial aid to attend co ll ege. In this way, the federa l
govern m ent could send a clear message that “ach i evem ent co u n t s” and
bo l s ter the ef forts of parents and te ach ers to improve edu c a ti on
t h ro u gh o ut the Un i ted State s .

Metropolitan Am erica 

The dominant trend in metropolitan Am erica is rapid decen tra l i z a ti on .
O uter su bu rbs have attracted pop u l a ti on and em p l oym ent, leavi n g
behind many cen tral cities and their ad j oining older su bu rbs. In recen t
ye a rs, citi zens and public officials have come to recogn i ze that these
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growth patterns impose high co s t s— con ge s ti on, loss of open space ,
and sch ool overc rowding in the newer su bu rbs, and poverty, fiscal dis-
tress, and lack of job growth in the older com mu n i ti e s — and that a
ra n ge of federal and state spen d i n g, tax, and reg u l a tory policies are con-
tri buting to these patterns. Bru ce Katz ex p l ores the metropo l i t a n
a genda that is em er ging in re acti on to these probl ems, an agenda the
a ut h or hopes wi ll re s h a pe urban and su bu rban growth. 

In some areas, new metropolitan coa l i ti ons are em er gi n g. Th e s e
coa l i ti ons are pursuing a ra n ge of policy reforms at the regi onal and
s t a te levels to curb sprawl and prom o te rei nve s tm ent in older com mu-
n i ties. These reforms inclu de the en actm ent of state growth manage-
m ent statutes, tax and bond initi a tives to acqu i re open space, “s m a rt
growt h” legi s l a ti on to steer infra s tru ctu re funds tow a rd older com mu-
n i ties, pooling of metropolitan re s o u rces to prom o te fiscal equ i ty
bet ween ju ri s d i cti ons, and the cre a ti on of new metropolitan en ti ties to
govern issues of regi onal con cern. 

Katz argues that the federal govern m ent should su pport this new
m etropolitan agenda in several ways. It should modify ex i s ting po l i c i e s
that fac i l i t a te sprawl and con cen tra te poverty. It should insti ll
m etropolitan govern a n ce or, at a minimum, metropolitan thinking into
a wi de ra n ge of federal programs and policies. The ad m i n i s tra ti on of
federal tra n s port a ti on, hom eown ers h i p, afford a ble housing, and work
force programs should ref l ect the fact that they have metropo l i t a n
ef fects. Finally, the federal govern m ent should inve s ti ga te wh et h er par-
ticular parts of metropolitan areas are tre a ted fairly in the all oc a ti on of
federal re s o u rces, parti c u l a rly those that cre a te wealth and levera ge
priva te sector inve s tm ents. 

Cri m e

Un til the 1960s, con gre s s i onal con s erva tives, espec i a lly those from the
So uth who fe a red civil ri ghts legi s l a ti on, stym i ed active federal invo lve-
m ent in figh ting crime. Th en, starting in the 1960s, Con gress passed
not on ly civil ri ghts legi s l a ti on but also a len g t hy series of bi lls to figh t
vi o l ent crime, improve inform a ti on on crime, provi de financial assis-
t a n ce to cri m e - f i gh ting activi ties in states and loc a l i ties, con trol gun
sales, build pri s ons, and establish mandatory sen ten c i n g. The re a s on for
this legi s l a ti on was obvi o u s—c rime was on the rise, and the el ectora te
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was fri gh ten ed and angry. Tod ay crime ra tes are fall i n g, in part for
dem ogra phic re a s ons, in part because of more stri n gent law en force-
m ent, and in part because of ch a n ged social and econ omic con d i ti on s .
John Di Iulio Jr. argues that it is time for the federal govern m ent to take
s tock of the role it has assu m ed in figh ting crime. Fu rt h erm ore, he
bel i eves that the federal govern m ent should not ex tend the law en force-
m ent initi a tives it has adopted in recent ye a rs .

One clear su ccess for federal policy has been improvem ent in the
acc u racy of crime stati s tics, although furt h er improvem ents are po s s i-
ble and de s i ra ble. Crime con ti nues to be underco u n ted, as it alw ays
has been. The soluti on, unsu rpri s i n gly, is more mon ey and more pub-
lic su pport for data-ga t h ering ef forts by the re s pon s i ble agencies: the
Bu reau of Ju s ti ce Stati s tics and the Federal Bu reau of Inve s ti ga ti on .

Perhaps the most striking devel opm ents in criminal ju s ti ce in recen t
ye a rs have been the pro l i fera ti on of pri s ons (both federal and state ) ,
the large increase in the nu m ber of inmates, and the incre a s ed aver-
a ge du ra ti on of incarcera ti on. Con tra ry to the bel i efs of some, vi o l en t
c riminals, not pet ty drug of fen ders, make up most of the incre a s ed
pri s on pop u l a ti on, although even now, many vi o l ent of fen ders never
s pend time in pri s on. Growing ra tes of incarcera ti on have con tri buted
in some measu re to the fall in crime ra tes, for the simple re a s on that
while in pri s on inmates cannot commit crimes against the gen era l
pop u l a ti on .

However, with ro u gh ly two mill i on people in pri s on, it is time to rec-
ogn i ze that measu res other than a furt h er increase in the pri s on pop u-
l a ti on are in order. Put ting vi o l ent and habi tual of fen ders behind bars is
one thing; insisting that every convi cted fel on spend every sen ten ced
m i nute behind bars is qu i te another. In parti c u l a r, incarcera ti on of dru g
of fen ders wi t h o ut tre a tm ent is bad social po l i c y. Di Iulio rei tera tes a rec-
om m en d a ti on he made in the 1992 ed i ti on of S et ting Do m e s tic Pri o ri-
ti e s: the federal govern m ent should mandate that all state correcti on a l
s ys tems provi de drug tre a tm ent programs similar to those of fered pri s-
on ers in the federal sys tem, and that the federal govern m ent fully pay
for these programs. Di Iulio also recom m ends that the federal sen ten c-
ing grid for drug of fen ders be rep l aced by anti d rug policies and advi-
s ory guidelines that re s tore a degree of judicial discreti on to federa l
ju d ges in drug cases. The federal govern m ent should also provi de su p-
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port for inten s ive, coerced, com mu n i ty - b a s ed absti n en ce programs for
a ll prob a ti on ers—s t a te and federa l—with a history of su b s t a n ce abu s e .

Di Iulio devo tes particular atten ti on to the probl em of yo uth cri m e .
While it has diminished in recent ye a rs, he is not sanguine abo ut the
f utu re. The pop u l a ti on in the cri m e - prone late teens wi ll increase, and
c rime may also rise. “G et ting to u gh” on juvenile of fen ders — that is,
tre a ting them like adult cri m i n a l s—has not had a major ef fect on how
young of fen ders are actu a lly tre a ted, in large part because no state has
h ad the stom ach to treat more than a few young people in this fashion .
For now, the best federal po l i c y, in Di Iu l i o’s vi ew, would be to mon i tor
juvenile crime ra tes and let states and loc a l i ties determine how best to
deal with juvenile of fen ders. In the end, Di Iulio bel i eves, the nati on
should ack n owl ed ge the ancient wi s dom that ch ronic del i n qu ency usu-
a lly has its ori gins in early ch i l d h ood ex peri en ces; that most juven i l e s
who en ga ge in frequ ent or serious crimes against pers ons and prop-
erty usu a lly come from families ch a racteri zed by vi o l en ce and dys f u n c-
ti on; that the pre s en ce of lovi n g, re s pon s i ble adults to te ach ch i l d ren
ri ght from wrong redu ces criminal propen s i ties among yo uth; and that
the absen ce of su ch adults makes it more likely that ch i l d ren who migh t
o t h erwise simply be aggre s s ive wi ll become cri m i n a l s .

The Envi ro n m ent 

Paul R. Portn ey revi ews the progress that has been made and the prob-
l ems that remain in envi ron m ental policy thirty ye a rs after the cre-
a ti on of the Envi ron m ental Pro tecti on Agency (EPA) and Council on
E nvi ron m ental Quality and the ex p a n s i on of the Clean Air Act of 1963.
Wi t h o ut qu e s ti on, the qu a l i ty of the ambi ent envi ron m ent has
i m proved. The nati on’s rivers, lakes, and coastal waters are cl e a n er now
than in the past. As Portn ey points out, envi ron m ental policy owes its
su ccesses to broad and con s i s tent public su pport for envi ron m en t a l
pro tecti on. Nevert h eless, sign i ficant probl ems remain, parti c u l a rly in
n on point source po lluti on, su ch as ru n off from farms and city streets. 

As govern m ent invo lvem ent in reg u l a ting the envi ron m ent has
i n c re a s ed, so too has the size and bu d get of the EPA, the Un i ted State s’
l a r gest reg u l a tory agen c y. But as Portn ey explains, most of the cost of
envi ron m ental reg u l a ti on is paid not by govern m ent but by those wh o
must com p ly with federal rules and reg u l a ti ons. These costs are large ,
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difficult to measu re, and out s i de fiscal re s traints, but should be bal-
a n ced against the con s i dera ble econ omic and social ben efits of a cl e a n er
envi ron m ent. 

E nvi ron m ental policy has evo lved in several directi ons that Portn ey
finds prom i s i n g. It has moved from pre s c ri ptive, tech n o l ogy - b a s ed reg-
u l a ti on to market - ori en ted approaches that give po lluters incen tives to
clean up. It has incre a s ed em phasis on envi ron m ental reporti n g, wh i ch
has ad ded to public inform a ti on abo ut em i s s i ons. Ma ny bu s i n e s s e s
h ave re acted to the discl o su re of this inform a ti on by vo lu n t a ri ly redu c-
ing their po lluti on to show that they are good stew a rds of the envi ron-
m ent. Finally, the EPA is incre a s i n gly sharing re s pon s i bi l i ty for
envi ron m ental issues with other govern m ent dep a rtm ents and wi t h
s t a te agencies. Because state reg u l a tory capac i ty has incre a s ed and the
n a tu re of many envi ron m ental probl ems are loc a l i zed, Portn ey su gge s t s
that a though tful re a ppraisal of “who should do wh a t” in the envi ron-
m ental arena is in order.

The com p l ex and con troversial issue of gl obal cl i m a te ch a n ge is likely
to be a major focus of envi ron m ental policy in the coming dec ade s .
Portn ey bel i eves that it wi ll be difficult to persu ade Con gress to move
a ggre s s ively because of uncert a i n ty abo ut gl obal warming trends and
the high cost of mod i f ying em i s s i ons that are thought to prom o te
w a rm i n g. Nevert h eless, the con s equ en ces of gl obal warming could be
very serious and difficult to reverse. It is therefore urgent to narrow
the uncert a i n ty abo ut the size of this probl em and the costs of ad d re s s-
ing it and to devel op a con s en sus around appropri a te rem ed i a ti on. 

The Changing Sh a pe of Govern m en t

Du ring the past fif teen ye a rs, the federal bu re a u c racy has under gone the
most dra m a tic reshaping in ad m i n i s tra tive history. Deep cuts have been
m ade in both the civil servi ce and defense con tractor work forces. Over-
a ll, federal em p l oym ent has been redu ced by almost 400,000 po s i ti on s .
The cuts have been mu ch deeper in the Dep a rtm ent of Defense than
in the dom e s tic agencies. Th ey also have been deeper at the bo t tom of
the pyramid of govern m ent jobs than at the top. 

As Paul Light explains, these cuts reflected no ad m i n i s tra tive stra tegy
o t h er than reducing the total headcount of the federal civil servi ce. For
the most part, the work force was down s i zed thro u gh attri ti on. No
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work force planning sys tem ex i s ted to en a ble those re s pon s i ble for
downsizing to iden tify jobs peri ph eral to the govern m en t’s core mis-
s i ons. As a re sult, the cuts were not targeted on de adwood, inef fic i en-
cies, or du p l i c a tive activi ties. By cut ting as mu ch mu s cle as fat, the
downsizing may well have underm i n ed the federal govern m en t’s abi l-
i ty to meet its futu re missions. 

Pre s su res for furt h er downsizing are likely to re a ppear fo ll owing the
2000 pre s i den tial el ecti on, as candidates vie with one another over wh o
can cut govern m ent most. Ca re is warra n ted to en su re that ad d i ti on a l
force redu cti ons do not jeop a rd i ze govern m en t’s abi l i ty to provi de
e s s en tial servi ces and redu ce even furt h er the publ i c’s faith in the pub-
lic sector. 

Re s tru ctu ring Govern m en t

S h ort ly after taking of fice, the Cl i n ton ad m i n i s tra ti on launch ed a major
ef fort to “rei nven t” the federal govern m ent. The ad m i n i s tra ti on
p l ed ged “a govern m ent that works bet ter and costs less.” De s p i te cyni-
cal ob s erva ti ons of many cri tics, the ad m i n i s tra ti on not on ly down s i zed
the federal work force but also re s h a ped the govern m ent thro u gh tacti c s
ra n ging from proc u rem ent reform to improved custom er servi ce. 

But, as Donald Kettl points out, su b s t a n tial work remains undon e .
The civil servi ce was not reform ed because the ad m i n i s tra ti on calcu-
l a ted that it stood little ch a n ce of moving su ch legi s l a ti on thro u gh
Con gress. In s te ad, the ad m i n i s tra ti on con cen tra ted on what it— a n d
m i ll i ons of federal workers—could do on their own. The re sult was an
i n c rem ental stra tegy in wh i ch, according to Kettl, Vi ce Pre s i dent Al
G ore took stron g, con s i s tent, and su rpri s i n gly pers onal leaders h i p.

As the “rei nven ting govern m en t” process unfo l ded, the ad m i n i s tra-
ti on found itself caught in to u gh po l i tical battles over the size of gov-
ern m ent. While the work force was small er, govern m ent spen d i n g
con ti nu ed to grow, and citi zens ga i n ed little sense that govern m en t
was “s m a ll er.” And while the perform a n ce of many govern m ent pro-
grams unqu e s ti on a bly improved, some agencies, like the In ternal Rev-
enue Servi ce (IRS), su f fered em b a rrassing attacks for its poor servi ce .
De s p i te its en ormous ef forts, the ad m i n i s tra ti on won few po l i ti c a l
k u dos, according to Kettl. However, the inescapable pre s su re to
i m prove the govern m en t’s produ ctivi ty—s qu eezing more servi ces out
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of less mon ey— has made rei nven ti on a perm a n ent movem ent. In deed ,
that truth frames the basic dilemma of the rei nven ti on movem en t :
el ected of ficials can ex pect little po l i tical gain, even wh en progress is
cl e a r. Pu blic percepti ons may be influ en ced more dra m a ti c a lly by fail-
u res, su ch as the IRS’s abuse of taxpayers, than by the su ccesses, wh i ch
a re ra rely fla s hy or news wort hy. At the same time, po l i ticians have lit-
tle altern a tive but to con ti nue the rei nven ti on ef fort. 

C a m pa i gn Fi n a n ce Refo rm

No aspect of our dem oc racy is su bj ect to more wi t h ering cri ticism than
the manner in wh i ch el ecti on campaigns are fin a n ced. Yet few areas of
policy seem less amen a ble to con s en sus building and legi s l a tive re s o lu-
ti on. Th omas E. Mann de s c ri bes the co llapse of the com preh en s ive
c a m p a i gn fin a n ce reg u l a ti on en acted in re acti on to the scandals su r-
rounding the 1972 el ecti on. By 1996 the mon ey chase was unbri dl ed .
The aut h or analy zes the ch ronic probl ems with mon ey and po l i ti c s —
po l i ti c i a n s’ need for mon ey, con fli cts of interest, inequ i ties in access and
i n f lu en ce, the lack of com peti ti on, and weak en forcem en t —and the
m ore cri tical ailments assoc i a ted with soft mon ey and el ecti on - ori en ted
i s sue advoc ac y. 

Mann cri ti c a lly revi ews three ambi tious proposals for reforming the
s ys tem —f u ll public fin a n c i n g, com p l ete dereg u l a ti on, and a ju ri s pru-
den tial altern a tive to the Su preme Co u rt dec i s i on, B u ck l ey v. Va l e o,
wh i ch ru l ed that legi s l a ted limits on campaign spending were uncon-
s ti tuti onal. He then outlines a more increm ental agenda that wo u l d
ad just the current reg u l a tory sys tem ra t h er than rep l ace it. That agen d a
i n clu des abolishing or stri ct ly limiting soft mon ey, making el ecti on -
ori en ted issue advoc acy su bj ect to federal reg u l a ti ons rega rding con-
tri buti ons and discl o su re, raising con tri buti on limits to account for
the infla ti on since the limits were establ i s h ed, freeing po l i tical parties to
p l ay a more active and con s tru ctive role on behalf of their candidate s ,
providing public subsidies to con gre s s i onal candidates, improving dis-
cl o su re of con tri buti ons and ex pen d i tu res, and stren g t h ening en force-
m ent of ex i s ting laws .

Reform ers face daunting po l i tical ob s t acles to en acting new cam-
p a i gn fin a n ce law: po l i ti c i a n s’ sel f - i n terest, low public salien ce, parti-
s a n s h i p, po ten tial Sen a te fil i bu s ters, and limits impo s ed by the co u rt s .
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In ad d i ti on, con f l i cts among de s i ra ble goals produ ce legi ti m a te dis-
a greem ent over how best to proceed. Un der these circ u m s t a n ces, Ma n n
con clu des that the best hope is not a soluti on to the campaign fin a n ce
probl em but a con ti nuous ef fort to manage it as well as po s s i ble, given
the com p l ex con s traints, ra p i dly ch a n ging envi ron m ent, and the other,
s om etimes com peti n g, goals of the po l i tical sys tem .
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