
CHAPTER 1

The American Economy: Responding to
Challenges

THE UNITED STATES IS THE most prosperous and productive
Nation on earth. With less than 5 percent of the world's popula-
tion, America produces a quarter of the world's total output. The
longest peacetime economic expansion in the Nation's history, 1982
to 1990, produced 30 percent more output, 21 million jobs, and 5
million new corporations.

However, no economic system is immune to disruption. Even
well-functioning market economies face the risk of temporary set-
backs from external shocks, policy mistakes, or other disturbances.
This was starkly demonstrated in the first 2 years of the 1990s. The
American economy, which already was experiencing slow growth,
fell into recession in the second half of 1990. Between the third
quarter of 1990 and the first quarter of 1991, output fell 1.6 percent
and 1.7 million jobs were lost. The unemployment rate, which had
averaged 5Vi percent for the 18 months prior to the recession, rose
to 7.1 percent in December 1991. Sluggish growth and recession re-
flect the serious difficulties that the U.S. economy has faced in cor-
recting structural imbalances while adjusting to previous monetary
tightening, the credit crunch, and the August 1990 oil shock.

Over the past few years, structural imbalances had developed in
the financial and real estate sectors, in household and corporate
debt positions, and in governments' fiscal positions. A major reallo-
cation of resources from defense to other sectors is under way, re-
versing the trend of the 1980s. The economy also has had to deal
with changing national demographics, and a productivity growth
slowdown that began two decades ago.

The monetary policy initiated in the late 1980s to ease incipient
inflationary pressure slowed growth by the early 1990s. The antici-
pated increase in demand for world capital resulting from the his-
toric changes in the former Soviet bloc increased interest rates sub-
stantially in early 1990. Problems in financial markets have limit-
ed the availability of credit.

Oil prices surged following Iraq's invasion of Kuwait and con-
sumer and business confidence plummeted as the immediate out-
look for growth weakened and uncertainty increased about the
worldwide consequences of the crisis. The U.S. economy was not re-
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silient enough to continue to grow in the face of the combination of
the oil shock, structural adjustments, monetary restraint, and prob-
lems of credit availability. The Nation entered 1991 in the midst of
the ninth recession since the end of World War II.

The other industrial countries also were buffeted by many of the
same problems that hit the United States—the oil shock, sinking
consumer and business confidence, and high interest rates. Several
of these countries also were experiencing structural problems relat-
ed to government budget positions and serious difficulties in their
financial and real estate markets. Recessions began in Canada and
the United Kingdom earlier in 1990, and with jobless rates at or
exceeding 10 percent in late 1991, the recessions have been deeper
than in the United States. Growth in other industrial countries, in-
cluding France and Italy, slowed in 1991, and the unemployment
rate for the European Community as a whole was about 9 percent
in 1991. Growth in Japan and Germany slowed considerably in the
second half of 1991.

The current economic difficulties in the United States and other
industrial countries should not obscure the fundamental strengths
of market economies. The United States is the world's best exam-
ple of the interrelated strengths of democratic pluralism and
market-oriented economies. Americans have the highest standard
of living in the world. U.S. gross domestic product (GDP) per capita
of $22,056 in 1990, the latest year for which comparable data are
available, places the United States more than 35 percent above
Germany and more than 25 percent above Japan, when calculated
using purchasing power equivalents (Chapter 7). The United States
has the highest level of productivity of any country in the world,
with output per worker about 20 percent above the average of the
other major industrial countries. As of 1990, the last year for which
comparable data are available, the United States produced a larger
share of the industrial output of the Organization for Economic Co-
operation and Development—24 of the largest industrial econo-
mies—than it did in 1970. U.S. firms are competitive international-
ly, and America is unsurpassed in basic research.

Nor should we ignore the remarkable sweep of countries around
the world seeking to emulate our economic and political system.
The collapse of central planning and, communism—the most impor-
tant economic and political event of the postwar era—was, in large
part, a consequence of these command systems' inability to provide
their populations with adequate standards of living and personal
freedoms. Change in the former Soviet bloc is only the most con-
spicuous; countries in Latin America, Asia, and Africa are discard-
ing their centrally controlled economies and privatizing state-
owned enterprises. All are embracing market principles conscious
that the transition to the market economy can be difficult. On the

22Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



political side as well, institutional transformations leading to demo-
cratic freedoms are in ascendancy. Market reliance and democracy
are mutually reinforcing principles and practices; they lead to the
highest standards of living and the greatest personal freedoms.

ADJUSTING TO IMBALANCES

Modern market economies such as the United States are con-
stantly restructuring in response to changes in the goods and serv-
ices that consumers desire, innovations in productive technologies,
and external events that affect the ability of the economy to
produce goods and services. In the last decade, for example, com-
puter technology has transformed the workplace and greatly in-
creased the demand for skilled workers.

In responding to structural change, however, even a fundamen-
tally sound market economy can occasionally develop imbalances.
Or external shocks or policy mistakes can knock it off track. A
flexible and productive economy generally can adapt to such events
with a minimal amount of disruption to the economy as a whole,
although the costs of adjustment usually are concentrated in specif-
ic groups of the population or regions of the country. But if an un-
usual confluence of imbalances, mistakes, and shocks occurs, then
the self-adjusting mechanisms may be inadequate to sustain overall
economic growth. And if productivity growth is slow, the economy
has less of a cushion to absorb the adjustment that markets under-
take naturally without sliding into recession. The American econo-
my is struggling today with such a confluence of events.

For the year and a half prior to the recession that began in the
third quarter of 1990, the U.S. economy was growing at only a 11A-
percent annual rate as it adjusted to policies and worked to correct
its imbalances. When the recession began, the Administration and
most private analysts believed that it would not be as severe as the
last recession, or even the average of postwar recessions. Partly as
a consequence of expecting a less severe recession, the subsequent
recovery also was expected to be more moderate than those follow-
ing other postwar recessions. Moreover, many, including the Ad-
ministration, believed that the continuing resolution of structural
imbalances would inhibit the recovery.

The recession appeared to end in the spring of 1991, and signs of
a moderate recovery began to emerge. The index of leading indica-
tors, industrial production, real income, and retail sales all bot-
tomed out in the first quarter and showed upward trends into the
second quarter. Other key data also pointed to a recovery. Housing
starts, new orders for durable goods manufactured in the United
States, and manufacturers' shipments reached their recession
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troughs in the first quarter and then climbed through midsummer.
Real GDP grew modestly in the second and third quarters of 1991.

Rather than continuing its modest rebound, the economy flat-
tened from the late summer to the end of 1991. Payroll employ-
ment, industrial production, and retail sales all turned down. Real
GDP was essentially flat in the fourth quarter. On the positive
side, exports continued to rise and housing starts continued their
slow upward progress. The Administration, along with most private
analysts, expect the economy to be sluggish early in 1992 but then
to pick up in the second half of the year. Some indicators of future
economic activity reinforce this view.

ADJUSTING TO CYCLICAL FACTORS

The economy had been slowing even before the oil shock in
August 1990. In 1988 and the first half of 1989, the Federal Reserve
and central banks around the world had adopted tighter monetary
policies in an effort to temper growing inflationary pressure by
slowing the rate of growth of their economies. In the presence of
structural imbalances and combined with the oil shock, these poli-
cies proved too contractionary in most countries, including the
United States.

Interest rates around the world, which had been relatively flat in
1989, rose sharply in early 1990. This rise in interest rates in part
reflected an increased demand for capital originating from the an-
ticipated unification of Germany, a reemergent Latin America, and
prospective developments in Eastern and Central Europe and the
former Soviet Union. At the same time, the supply of capital to the
rest of the world from the two largest capital exporting countries,
Germany and Japan, declined abruptly. The higher long-term in-
terest rates that resulted dampened U.S. growth.

In the United States, governments at all levels have encountered
budget problems. The sluggish economy and structural problems
created deficits at the State and local level. As the economy weak-
ened, tax revenues declined and pressure on spending mounted. To
reduce their deficits, many State and local governments have
raised taxes, and more are likely to do so in 1992. The tax increases
dampen private spending, further impeding economic recovery.

At the Federal level, the 1990 budget agreement established a
program to restrain spending and reduce the structural deficit—
that is, the deficit excluding the cyclical component of expenditures
and revenues. (Chapter 7 discusses budget concepts.) As an econo-
my dips into recession, income tax receipts fall and outlays for the
cyclical components rise, even without any legislated changes in
programs. Such automatic stabilizers are an important element of
systematic fiscal policy because they cushion the fall in the econo-
my, preventing further contraction. On balance, for example, the
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automatic stabilizers were larger than other fiscal factors in 1991;
the overall stance of Federal fiscal policy was slightly stimulative.

Usually late in a recession or early in a recovery, tax cuts or in-
creases in discretionary fiscal spending increase the structural
budget deficit, providing notably more stimulus than the automatic
stabilizers alone. In contrast, between fiscal 1990 and 1991, the
structural budget deficit, excluding outlays for deposit insurance,
changed little. The structural deficit is expected to increase consid-
erably in 1992, however, adding a discretionary stimulus to the
automatic stabilizers (Chapter 2).

The initial fiscal position inherited from the past and expecta-
tions concerning future fiscal policy can restrict the use and effec-
tiveness of discretionary fiscal stimulus. Obviously, in the current
fiscal situation, an attempted stimulus that abandoned, or was per-
ceived to abandon, serious discipline on the growth of future spend-
ing or on the reduction in the multiyear structural deficit probably
would produce a substantial rise in interest rates. That would
offset a large portion of the direct stimulus in the short run and
would leave the economy thereafter with a higher cost of capital,
which would be detrimental to investment necessary for long-run
growth.

Finally, it is important to note that the deficit has been boosted
by a temporary bulge in deposit insurance outlays, which exceeded
1 percent of GDP in fiscal 1991 and are expected to be larger in
fiscal 1992. It is widely accepted that the actual timing of outlays
and borrowing to protect insured depositors has little impact on
credit markets, interest rates, and the economy. So the component
of the deficit due to deposit insurance (about $66 billion, or roughly
one-quarter of the deficit in fiscal 1991) does not represent fiscal
stimulus.

ADJUSTING TO STRUCTURAL FACTORS
The unusual confluence of the cyclical factors, structural imbal-

ances, and long-run trends in the U.S. economy has hindered ad-
justment and slowed the pace of recovery.
The Financial Sector

The financial sector has been buffeted by disturbances of both an
external and policy nature, as well as by problems of its own
making. The high inflation and interest rates of the 1970s wiped
out a large fraction of the value of the assets held by savings and
loans (S&Ls), primarily long-run, fixed-rate mortgages. The debt
crisis in the developing countries shocked commercial bank portfo-
lios in the 1980s. The expansion of deposit insurance that did not
account for the riskiness of an institution's investments enabled
weak banks and S&Ls to stay open and to overinvest in risky
assets without losing depositor confidence. Many financial institu-
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tions already were in poor financial condition when the downturn
in real estate markets hit in the late 1980s. Real estate normally is
a cyclical part of the economy; but changing tax laws boosted the
upturn in real estate activity in the early and mid-1980s, and a re-
versal in the laws accentuated the downturn that began in some
regions of the country in the late 1980s. The downturn has been
most pronounced in commercial real estate and has been particu-
larly deep in certain regions of the country.

While prudent supervision of financial institutions is extremely
important, it is widely thought that examiners have been discour-
aging banks and S&Ls from engaging in some sound lending oppor-
tunities. In addition, banks have changed the composition of their
lending portfolios and have increased their equity in response to
the financial markets' demands for more capital as well as to meet
domestic capital requirements and to accommodate the new inter-
national agreement on bank capital standards. Once monetary
policy shifted actively toward the objective of bolstering economic
growth, its effectiveness was dampened by these problems. Indeed,
growth of commercial and industrial bank loans slowed during
1990 and fell dramatically in 1991.

Taken together, these unexpectedly tight credit conditions cre-
ated a credit crunch. Some businesses, particularly small and
medium-sized firms that traditionally depend on banks for financ-
ing and that normally would help stimulate an upturn in economic
activity, have been hit hard by the credit crunch. Such businesses
generally account for a large percentage of job growth.

Demographics
Some of the slower growth in recent years is a direct conse-

quence of demographic shifts. As the baby-boom generation ma-
tured in the late 1970s and early 1980s, the rate of household for-
mation increased. That contributed to higher demand for big-ticket
items such as houses, cars, and appliances, and with it higher
levels of mortgage and installment debt. The boost to demand for
these items coming from demographic factors has diminished as
the baby boomers have grown older and the rate of household for-
mation has slowed. This has reinforced problems in the auto and
real estate markets.

As the baby-boom generation was forming new households in the
1970s and early 1980s, it also was entering the work force in record
numbers. Female participation in the labor force was rising par-
ticularly quickly. However, growth of the working-age population
has slowed in the late 1980s and early 1990s. Hence, the contribu-
tion to economic growth from an expanding labor force has de-
clined.
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Private Debt
Private debt increased substantially during the expansion. From

1982 to 1988, household borrowing almost doubled, growing nearly
twice as fast as personal income, and corporate borrowing surged.
By the end of the expansion, consumers and businesses faced rela-
tively high levels of debt. Although the value of assets grew as
well—a point often ignored when the growth of debt is discussed—
the high ratios of household debt to income and corporate debt to
profits probably were not sustainable. A period of slower consump-
tion and investment naturally results as households and corpora-
tions restructure their balance sheets.

The largest asset for most households is the equity in their
homes. After rising rapidly in the 1970s and 1980s, residential real
estate values flattened and even fell in many areas. When consum-
ers' expectations for a continued increase in wealth were damp-
ened, growth of consumer spending tapered off.

Defense Spending
Increases in defense spending were an important contributor to

growth in the 1980s. By the end of the decade, fiscal constraints
and shifting spending priorities led to cuts in defense spending;
real defense purchases of goods and services surged between 1979
and 1987, but fell somewhat from 1987 to 1990. A much larger de-
fense downsizing has already begun to affect employment in de-
fense industries as firms adjust to expected changes.

The United States has accommodated reductions in defense
spending before. But the transition is never easy and, in fact, is
costly in the short run, as people retrain and industrial resources
are retooled for other purposes. Moreover, local economies where
defense industries are a primary source of employment can experi-
ence significant disruption. Despite these difficulties the long-run
potential dividends to the United States that come from turning
military capacity to civilian endeavors is large. Obviously, the ben-
efits to the world of the end of the Cold War transcend these eco-
nomic factors.

FOUNDATIONS FOR RENEWED GROWTH

Fundamentals that promote growth are beginning to fall into
place. Declining real and nominal interest rates should help boost
interest-sensitive spending. Inflation, too, is expected to remain
near its current, relatively low levels. Imbalances in international
accounts have been substantially reduced, and exports should con-
tinue to grow as the Nation's international competitive position
strengthens. Some structural imbalances are being righted: House-
holds and corporations are reducing their credit burdens, and
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banks are improving their capital positions. It will take time to cor-
rect all the imbalances, but a start has been made.

With the exception of a few industries, there does not appear to
be a widespread inventory imbalance that would foreshadow fur-
theif cuts in production. Increases in domestic and foreign demand
will therefore be met mainly from new production and not from
drawing down existing stocks. New production will generate
income, increase consumption, and lead to further gains in produc-
tion, employment, and income.

The international competitive position of the United States has
improved. After adjusting for exchange rates, the pattern of unit
labor costs in manufacturing has been favorable relative to that of
the Nation's major trading partners. As foreign economic growth
rebounds, U.S. exports should increase.

A particularly positive factor is the reduced inflation rate. Al-
though special factors in agriculture, energy, and excise taxes may
cause an occasional temporary blip in, for example, the consumer
price index, underlying inflation is widely believed to be down. The
economy currently is operating well below full capacity. Thus,
during a moderate recovery, resource constraints that could rekin-
dle inflationary pressures are unlikely to emerge. Furthermore, a
credible and systematic monetary policy that is designed to reduce
inflation gradually has ample room to accommodate a healthy ex-
pansion.

Nominal interest rates generally are at their lowest levels in two
decades. Real rates may not be as low as they have been around
the trough in some other cycles. But the lagged effects of lower in-
terest rates already in the pipeline should help the economy in
1992. The lowest mortgage rates in almost 20 years should spur
housing starts and sales. Low rates also allow households to refi-
nance mortgages, improving their balance sheets and providing a
foundation for consumption growth. For many businesses, lower in-
terest rates reduce the cost of borrowing to finance new invest-
ment. They also increase corporate cash-flow. Some corporations
are using the strong stock market to issue equity and repay debt,
thus improving their financial position and freeing funds for in-
vestment. There is some offset to the expansionary effect of these
factors because lower interest rates reduce interest income and the
consumption based on it.

Because their capital positions have improved greatly, banks
should be in a better position to lend than they have been for some
time. Furthermore, the Administration, under the leadership of the
Treasury Department and in conjunction with banking and thrift
regulators, has been working to ensure that lenders make prudent
loans and that examiners perform their reviews in a balanced, sen-
sible manner. Still, bank lending remains tight; many banks are in-
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vesting in Treasury securities rather than making loans. A combi-
nation of slack demand, due to the soft economy and the need to
rebuild balance sheets still further, and skittishness, in response to
regulatory overreaction, is preventing the banking system from
playing its normal role in financing economic expansion.

POLICIES FOCUSED ON GROWTH

Economic growth is not just an abstract concept; it is the key to
ensuring America's future. Growth will raise our standard of
living; it will create a legacy of prosperity for our children; it will
enable us to afford nontraditional goods and services, such as a
better environment. It will provide new employment opportunities
for those seeking upward economic and social mobility, and it will
allow the United States to maintain its leadership role in the
world.

The Nation must choose between sound policies that promote
long-term growth and those that stifle the flexibility of the econo-
my, stunt incentives to work, save, invest, and innovate, and place
our economic future at risk. If the proper choices are made today,
the Nation's long-run growth potential will improve and a crucial
step will be taken toward improving the current performance of
the economy. Policies that promote short-term growth can and
should be made consistent with medium- and long-term goals. This
is one of the fundamental principles of the President's growth
agenda.

PRODUCTIVITY—THE KEY TO SUSTAINABLE GROWTH
The major long-run challenge confronting the American economy

is to increase the Nation's rate of productivity growth—that is,
growth in output per worker. The United States still has the high-
est level of productivity, but other countries have had higher pro-
ductivity growth in recent decades. After a quarter of a century of
rapid advance following World War II, U.S. productivity growth
collapsed between 1973 and 1981. It has only partially rebounded
since then, although productivity growth in the manufacturing
sector has improved much more than in the rest of the economy.
Higher saving rates have helped Europe and Japan maintain
higher productivity growth rates.

Productivity depends on capital formation, workers' skills, and
new technology. The Nation cannot be complacent about the funda-
mentals of economic growth and productivity. Quite simply, with-
out adequate productivity growth, America's standard of living will
neither keep pace with the expectations of our citizens, nor remain
the highest in the world.
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The Nation must increase its rate of saving to ensure that funds
are available to finance job-creating investment and research and
development leading to new technologies. Raising America's saving
and investment rates to enhance future productivity growth is a
key goal of the Administration's policies.

The United States cannot remain the world's leading economy
without the world's leading labor force. Competing in a rapidly
changing international economy requires a skilled and flexible
work force able to adapt to changes unforeseen today. Effective job
training programs to retrain workers are a key to increasing pro-
ductivity and remaining internationally competitive.

The most important step the Nation can take to confront these
long-term challenges is to restructure our elementary and second-
ary education system. By some measures, the United States spends
more per pupil than any country in the world except Switzerland,
but test scores reflect less than world-class performance. Another
urgent priority for the Nation is to eliminate the scourge of crime
and drugs. Not only is it costly to address the consequences of these
problems, but the Nation is losing the potential contribution these
people can make to economic growth.

A key source of the U.S. economy's dynamism and resiliency is
the flexibility it derives from reliance on markets. Of course, some
markets are not perfect, and achieving certain desirable social
goals such as a cleaner environment may require rules and regula-
tion. Long-run productivity is enhanced if regulation does not un-
necessarily hamper the efficient allocation of resources and reduce
the economy's flexibility. Incentive regulation, which encourages
firms to operate more efficiently while at the same time achieving
the social objective, is an important innovation in this regard. In
particular, regulation must not inhibit competition by discouraging
technological innovation that would enable new firms to compete
with those that are currently regulated.

Just as improper regulation harms the economy, protection from
foreign competition retards innovation, raises production costs, and
decreases choices for consumers. Long-term productivity growth,
therefore, depends on opening, rather than closing or segmenting,
markets.

THE ADMINISTRATION'S AGENDA TO MEET THE
CHALLENGES

The President has presented a comprehensive and coordinated
growth agenda for the Nation. The agenda includes fiscal and other
measures that will stimulate the economy in the short run, address
the structural imbalances, and promote the Nation's long-term
growth.
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The Administration's policies for raising long-run productivity
growth and thus the standard of living are based on five principles:
a pro-growth fiscal policy that enhances incentives for entrepre-
neurship, saving, and investment, and that continues to reduce the
multiyear structural budget deficit; a trade policy that promotes
growth through opening markets worldwide; a regulatory policy
that avoids unnecessary burdens on business and consumers; a
human capital investment policy that focuses on education, train-
ing, and preventive health care; and strong support of a monetary
policy that keeps inflation and interest rates low, while providing
adequate growth of money and credit to support solid real growth.

The agenda focuses directly on increasing economic growth. The
short-term agenda includes executive actions and proposed legisla-
tion that will stimulate economic growth immediately. Executive
actions with immediate impact include a reduction in excessive
personal income tax withholding and acceleration of previously ap-
propriated Federal spending. Reinvigorated action to reduce the
burden of unnecessary regulation and prudent measures to reduce
the credit crunch will improve the environment for growth now.
Proposed legislation focuses on spurring job-creating investment.
The proposed 15-percent investment tax allowance and simplified
and liberalized treatment of depreciation under the alternative tax,
as well as the reduction in the capital gains tax rate, will stimulate
business investment. The reduction in the capital gains tax rate
will quickly raise asset values, improving confidence and encouraging
spending. A $5,000 tax credit and penalty-free withdrawal from in-
dividual retirement accounts for first-time homebuyers, along with
other incentives, will increase housing construction and sales.

Bolstering the short-term agenda are proposals for the long term
that invest in the Nation's future by increasing the productivity of
people and business. Record Federal investment in research and
development and infrastructure, and the extension of the research
and development tax credit will help increase business productivi-
ty. Record Federal investment in Head Start, children, and educa-
tion, as well as proposals that strengthen the war on drugs and im-
prove the implementation of job training through Job Training
2000 will help increase labor productivity. The long-term growth
agenda also includes continued efforts to expand international
markets through multilateral, regional, and bilateral negotiations.

Fiscal discipline has been a centerpiece of all of this Administra-
tion's budgets. Fiscal policy is designed to foster long-term growth
by encouraging saving and investment as outlined in the Omnibus
Budget Reconciliation Act of 1990. Controlling the growth of gov-
ernment spending and deficits so that resources are freed up for in-
vestment is but part of a more comprehensive fiscal program that,
within proposed spending categories, shifts spending from current
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consumption to investment, such as expenditures for research and
development and investments in public infrastructure that pass
cost-benefit tests.

Some of the President's reform proposals are awaiting congres-
sional action. Education reform through America 2000 will revolu-
tionize education, strengthen accountability, and improve perform-
ance. Financial sector reform will strengthen the financial system,
improve its ability to contribute to business growth, and sustain its
international competitiveness. Civil justice reform will curb waste-
ful litigation and enhance productive activity. And the National
Energy Strategy will increase energy security and conservation.

The President has repeatedly proposed reducing the tax rate on
capital gains. This will encourage entrepreneurial activity, create
new products, new methods of production, and new businesses.
These, in turn, will generate new jobs. A capital gains differential
will reduce the tax bias against equity financing and the overall
cost of capital, thereby increasing investment and growth. More-
over, the Administration has supported a zero capital gains tax for
areas designated as Enterprise Zones to spur investment and en-
courage entrepreneurial activity in inner cities and rural areas.

Innovation increases productivity growth and the standard of
living. The Administration has advocated making the research and
experimentation tax credit a permanent part of the tax code and
has proposed large increases in both basic and applied research
and development spending in the Federal budget.

There are also proposals to assist families. These policies include
an increase in the tax exemption for each child, a new flexible indi-
vidual retirement account, and deductibility of interest paid on stu-
dent loans. Comprehensive health reform will increase the afford-
ability and security of health insurance at a cost that is economi-
cally sustainable. The incentives for first-time homebuyers, men-
tioned earlier will encourage homeownership—one of the most im-
portant ingredients to family financial and social well-being. The
homeownership and opportunities for people everywhere (HOPE)
program helps low-income residents of public and assisted housing
to manage and eventually own their own homes.

Fundamental banking reform is critical to ensuring efficient op-
eration of credit markets. The recent bill passed by the Congress is
at best only a start. Important provisions in the Administration's
proposal that would remove many unnecessary and antiquated re-
strictions on the banking industry are missing from the legislation.
These reforms are needed to rebuild the soundness of the banking
industry and enable it to be internationally competitive.

The Administration believes a well-functioning legal and regula-
tory system should increase, not impede, economic activity.
Through its Agenda for Civil Justice Reform in America, the Ad-
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ministration has proposed a comprehensive set of reforms to the
civil justice system that will improve the efficiency of the legal
system and reduce unnecessary and costly litigation. This would
free up resources and enhance productivity. (These reforms are ex-
plained in detail in Chapter 5.)

The Administration believes that investments in the Nation's
human capital increase its productivity and living standards at
home and increase its competitiveness abroad. The National Educa-
tion Goals, America 2000 Excellence in Education Act, and Job
Training 2000 all are directed at improving the quality of our most
important resource—our people. The America 2000 Excellence in
Education Act focuses on setting world-class educational standards,
measuring performance against those standards, and increasing
the educational choices available to American families so as to gen-
erate the competition that will improve performance and account-
ability of schools. The Administration's Job Training 2000 system is
designed to train millions of workers in the skills needed in the
evolving labor market. (This initiative is described more fully in
Chapter 3.)

Moreover, the President has initiated a variety of measures to
expand opportunities and improve the well-being of individuals and
families. Although not often thought of as economic policy, expand-
ed tax relief for child care, Head Start, Healthy Start, protecting
the civil rights of all Americans, the strategy to eliminate sub-
stance abuse, and measures against violent crime all serve to im-
prove U.S. productivity in the long term. Starting our children on
the right path, providing our children the finest education, and
continuing to provide programs that ensure public safety are sound
economic policies.

The President's economic and domestic agenda also includes in-
vesting in America's future by improving the Nation's infrastruc-
ture, enhancing energy efficiency and security, and improving the
quality of the environment and life. The Administration continues
to promote an energy policy that relies on the flexibility of market
forces to ensufe that the Nation's resources are used most efficient-
ly. Implementation of the Administration's National Energy Strat-
egy would enhance competition in the generation of electric power
and in the delivery of natural gas and would reduce vulnerability
to oil disruptions abroad. (Chapter 5 addresses these items.)

This Administration is committed to free and fair trade. Because
trade enhances long-term growth, the Administration is following a
multipronged effort to open markets, expand trade, and spur
growth. (The rationale underlying this policy is described fully in
Chapter 6.) The Administration is committed to achieving a suc-
cessful conclusion of the Uruguay Round of multilateral trade ne-
gotiations, under the auspices of the General Agreement on Tariffs
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and Trade. These ambitious talks, which were initiated in 1986 in-
volve 108 countries and cover topics ranging from the elimination
or reduction of tariffs, to the strengthening of international rules
for trade in textiles and agriculture, to the extension of rules to
cover trade in services and intellectual property. A successful Uru-
guay Round would expand market opportunities globally for our
exporters, increase jobs, and provide lasting gains for both the
United States and the world. The Administration also has important
proposals to expand trade in this hemisphere—notably the Enter-
prise for the Americas Initiative and the historic North American
free-trade area—and is continuing to achieve market access
through bilateral negotiations.

Taken together, the President's proposals constitute a compre-
hensive agenda to stimulate short-term economic growth and sup-
port long-term productivity growth. These policies will expand op-
portunities for workers and families, increase living standards, and
support the global competitiveness of the U.S. economy.

CONCLUSION

The United States confronts serious economic challenges in the
1990s. The flexibility and resilience of the U.S. economy and the
resourcefulness of our people provide America the ability to meet
these challenges. But as the Council noted when the United States
was in the midst of the longest peacetime expansion in American
history and the unemployment rate had hit a 15-year low, the
Nation cannot take economic growth for granted. The U.S. econo-
my remains the largest and most productive in the world. Sound
policies are essential to guarantee that American living standards
will continue to rise substantially from one generation to the next
and that the United States will remain the world's leading econo-
my.

The President's agenda, based on sound economic policy princi-
ples, seeks to achieve the maximum possible rate of sustainable
economic growth. If enacted, the President's policies will not only
make near-term recovery faster, stronger, and more certain, but
also will solidify the foundation for long-term growth and help
ensure that the United States remains the world's leading economy
in the 1990s and beyond.
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