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The group at the Homestead, is particularly interested 
in your approach to the government's fiscal problems: 
esp~cially the balanced budget amendment. What's going 
on with Gramm~Rudman and the deht limit obviously would 
be of interest. 

Attached are materials on the balanced budget amendment, 
Gramm~Rudman, and on the deficit and tax reform generally. 
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SENATOR BOB DOLE 

TALKING POINTS ON THE GRAMM-RUDMAN-HOLLINGS BUDGET PROPOSAL 

Budget Reform is Needed 

o As one who battled the deficit for years, with at best mixed 
success, it is clear to me that the current budget process is 
not working. 

o We spent the first seven months of this year concentrating 
the full attention of the Senate on the deficit, but produced 
only an inadequate budget resolution. 

o Now Fiscal Year 1986 has already begun and we still have not 
implemented legislation which will achieve the savings 
assumed in the resolution. 

o Moreover, looking at the House reconciliation product to 
date, I am not optimistic that we are any closer to the 
reconciliation targets and that we will achieve real savings 
at the end of the process. 

Gramm-Rudman-Hollings Proposal 

o Therefore, I welcome the Gramm-Rudman-Hollings proposal, as a 
new approach to attempt to force some meaningful action on 
the deficit. 

o The proposal establishes the kind of guaranteed downward 
glide path on deficits that virtually all Senate Republicans 
set as our goal last January. 

o The Gramm-Rudman-Hollings proposal does not tie our hands 
except to force us to meet our targets. We are given the 
opportunity, a s is the President, to propose a lternative 
means of meeting our targets if we choose not to sequester 
funds across the board . 

o Obv iously the broader the spectrum of programs dealt with by 
the p r oposasl , the fairer it is preceived to be . However , 
having spent a considerable pe ri od of time on the subject of 
socia l security in our earlier debate on the budget it was 
c lear that this one issue could again derail our e fforts to 
ach ieve serious long-term deficit reform . 

o It is for this reason that an agreement was reached , at the 
outset , to exclude OASD I from the proposal . The same is true 
for the means - tested entitlements like SSI . 

I 
I 

I 
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How it Works 

o For each fiscal year from 1987-1991, the President must 
submit a budget that meets the deficits mandated in the 
Gramm-Rudman-Hollings plan. 

o Starting this November, however, if new estimates by the CBO 
and OMS on Nov. 1 project a deficit that exceeds $180 billion --
the deficit target contained in the legislation -- by 7 percent 
($193 billion) -- the president must issue a "sequestering" 
order. The president has 14 days after receipt of the report to 
issue the order if there is positive GNP growth, 30 days if 
negative real growth is projected. (The same procedure will 
follow each year, however, the OMB/CBO reporting date will be 
Sept. 25. For fiscal 1987, the maximum deficit is $144 billion; 
fiscal 1988 $108 billion; fiscal 1989, $72 billion; fiscal 1990, 
$36 billion and fiscal 1991, $0 billion.). 

o The president must eliminate the excess by reducing automatic 
spending increases (e.g. entitlement COLAs) across-the-board, and 
by withholding other (controllable) spending. Each category 
would have to contribute one-half to the reduction plan. The 
actual sequestering, if it were to take place, would take effect 
30 days after the presidential order was issued, • However, 
within 10 days of the Presidential report, the congressional 
budget committees could propose an alternative plan for achieving 
the same deficit reduction. 

o The president could suspend the deficit limitation of 
Gramm-Rudman-Hollings in the case of a recession. 

o Social Security is not eligible for reduction. 

Budget Procedure Reform 

o In addition to establishing a target and sequestering 
procedure for ratcheting down the budget deficit to zero, the 
proposal contains a number of useful changes in the budget 
process, such as suspending the requirement for a second 
concurrent budget resolution; making 302 (b) allocations 
mandatory; and requiring that amendments to the budget resolution 
cannot increase the level of the deficit. Waiving these BUDGET 
PROCEDURES WOULD REQUIRE A SUPER MAJORITY -- OR TWO/THIRDS. 

o Social Security would be removed from the unified budget in 
1986 and thereafter. 
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Weaknesses and Negatives 

o The obvious weakness is that what Congress writes into law, it 
can rewrite and undo. 

o Congress has regularly missed the deadlines under the existing 
Budget Act. 

o The cuts in the defense budget may be far greater than the 
administration is willing to accept. If the administration does 
not live up to the letter of the law on defense then it will be 
harder to make cuts in other domestic programs stick. 

o Not realistic that Congress could come up with an alternative 
in 10 days. It took 10 days to get the Gramm-Rudman-Hollings 
proposal off the floor. 

o There is the problem with projections-- what if a recession 
happens in the middle of the year -- one that OMB or CBO does not 
project. Benefits are going to be taken away from people when 
they most need them. 

o With Social Security off the table, a huge chunk of federal 
expenditures are off limits. But we lost that battle earlier in 
the year. 

o There is a particular problem with agencies that have lots of 
loan gaurantees like Agriculture where the fiscal year and loan 
timings do not coincide. 

o Finally, no legislation can mandate backbone. And ultimately, 
Congress will have to make policy decisions that are not going to 
be easy -- either politically or substantively. 

Despite these weaknesses, however, the Gramm-Rudman-Hollings 
plan is an important step in tightening up the budget process --
both for the administration and Congress. And under the 
emergency situation we now find ourselves -- where resolving the 
deficit crisis will determine whether the U.S.economy continues 
to grow, this action is more than warranted. 

We are not in this mess because of Republican policies. The 
1981 tax cut helped spark one of the stro ngest and longest 
economic rebounds since the end of World War II. Inflation and 
unemployment remain at low levels, while interest rates have 
tumbled. 
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BALANCED BUDGET AMENDMENT 

e The balanced budget amendment is an appropriate long-term 
response to our fiscal problem: our inability to eliminate 
deficit spending. Even with strong public pressure to 
balance the budget, Congress hasn't been able to do so. We 
need an institutional restraint--in the Constitution--to help 
us keep the public interest ahead of special interest 
pressures. 

• 

0 

Legislation to require balanced budgets has never succeeded, 
because it can simply be overridden by a subsequent action of 
Congress. The Constitution should not lightly be tampered 
with, but there is no longer any question that our sorry 
record on deficits and spending is causing great concern 
throughout the country, and around the world. That is why 32 
of the 34 States required to call a constitutional convention 
on this issue have petitioned Congress for such a 
convention--that is a message that we in Congress have to 
heed, and a 33rd State may join the roster this year. I have 
been in Michigan three times this year to urge support for a 
balanced budget amendment. 

The fundamental problem of deficit spending demands -a 
fundamental solution. The balanced budget amendment reported 
by the Senate Judiciary on July 11 does not embody any 
particular economic theory, but just requires that Congress 
be specifically accountable for its decisions on fiscal 
policy. 

The amendment would just require a 3/5 vote to adopt a 
deficit budget, and an actual majority (51 Senators, 218 
Representatives} to raise the level of taxation as a percent 
of the national income. That is all there is to it: 
increased accountability, and an appropriate counter to the 
never-ending pressures for responding to special interests. 

g This is not a partisan issue and it is certainly not a quick-
fix: we have to do everything we can right now to reduce 
spending and deficits. But we also need to reform the basic 
way we deal with the budget in Congress. The balanced budget 
amendment would limit our options in a way that is good for 
us and good for the country. 

~ No one claims that a fiscal restr a in t am e ndment is a panace a 
for our immediate deficit dilemma, and i t should not be used 
as an excuse for ignoring our own l a ck of responsibility in 
failing to make a real impact on the tri p le-digit deficits we 
a r e fa c ing. For that we need suh s t a ntiv e legisl a tion to 

This document is from the collections at the Dole Archives, University of Kansas 
http://dolearchives.ku.edu

Page 5 of 15



2 

reduce spending, well beyond what we agreed to do in this 
year's budget resolution. 

' 
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Convention Call 

• The campaign in the States for a constitutional convention to 
draft a balanced budget amendment shows how keenly this issue 
is felt at the grassroots level. .Polls consistently show 
that between 70% and 80% of the people favor a balanced 
budget amendment. 

• In my view the convention calls from the States have been 
very effective in getting Congress to focus on this issue. 
That's one reason the Senate was able to pass the balanced 
budget amendment in 1982. 

• Article V of the Constitution provides for the convention 
method of amendment precisely in order to get a recalcitrant 
Congress to respond to an overwhelming popular consensus. 
It's not that we are eager to hold a convention: but if 
Congress doesn't want a convention, it ought to respond to 
the demands for a balanced budget amendment. 

• Convention calls need not be feared: Congress can properly 
limit a convention, and many of the 32 State petitions on the 
subject say outright that are not aimed at an open 
convention. When neither Congress nor the States want a wide 
open or 'runaway' convention, I am not certain why some fear 
the idea of convention calls. 

• As a former Member of the Judiciary Committee, I am convinced 
that Congress can limit any convention to the subject at 
hand--in this case the balanced budget amendment. In fact, 
both last year and again this year our Judiciary Committee 
has approved legislation (S. 40) providing regular procedures 
for the convention method of proposing amendments. 
Furthermore, in 1973 the American Bar Association concluded 
in their study of this issue that Congress had power to limit 
a convention to the subject matter of the petitions. 

• If an open convention were a real danger, we would be having 
one right now. In addition to the 32 petitions on the 
balanced budget amendment, Congress has received 7 other 
petitions for a convention on various other subjects. That 
is more than enough to require a convention, if Congress were 
to disregard the petition. But Congress doesn't, and it is 
not expected to. 
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Taxes 
.... 

• The President and the American people have sworn off tax increases as a deficit solution, and no one in Congress seems to want to suggest otherwise. So as far as taxes are concerned, the focus will be on tax reform and ways to improve the distribution of the tax burden. 
• There have been a lot of reports and analyses of inequities in the tax code, including one by Joe Pechman on who pays taxes, and one by Ralph Nader's Public Citizen group on cdrporate loopholes. Despite all the headlines, the bottom line conclusion is one we have known for a long time--payroll taxes and bracket creep raised the tax burden on working people, while the proliferation of tax loopholes cut taxes for the upper incomes and corporations. There, in nutshell, is the source of most of the momentum for tax reform. 

• Working people have legitimate concerns in the tax debate: protection of the tax free status of fringe benefits that workers have bargained for, including health insurance--greater equity for the average taxpayer through lower rates and larger personal exemptions. Businesses and workers who don't benefit from rich fringe benefits have legitimate concerns, too, which is why we expect a long and lively debate. 

• Clearly tax reform is important, because we must have a tax system that our.people believe in and will support without coercion. But unless we deal with the deficit, initiatives such as tax reform will fall by the wayside--because our fiscal crisis will demand all our energy if it gets worse. 
• Republicans led the effort to reduce and index tax rates, close corporate loopholes, shut off some upper-income benefits, and improve tax compliance over the past four years. Taken together these changes are the best improvements in tax policy for working people in many years. And without them, scheduled increases in the payroll tax would be pinching workers much more severely than they are. 

• The latest report by the Joint Committee on Taxation shows that tax loopholes and preferences will amount to about S424 billion in 1986. Tax loopholes are on a rapid growth path--which is why people a r e troubl e d by the un fa irn e s s o f a " s wiss c heese " t a x base . 
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Reagan's Tax Re f orm 

o The President has proposed a striking and historic 
revision of the income tax laws. His plan would make 
the system both simpler and fairer. 

o The present 14 brackets would be replaced by just three: 
15%, 25%, and 35%. The maximum corporate rate would 
drop to 33% (with graduated rates for small business). 

o The plan as a whole would shift the tax burden away from 
working people and toward businesses that have a-IOt of 
income but haven't paid their share of tax. Total taxes 
paid by individuals would drop 7 percent, while 
corporate tax payments would rise about 9 percent. 

o Distributional Offset. Under the Reagan plan, families 
with incomes of $10,000 or less would get a 35.5% tax 
cut: $10,000 to $15,000, a 22.8% tax cut: $15,000 to 
$20,000, a 13.5% tax cut: $20,000 to $30,000, an 8.7% 
tax cut: $30,000 to $50,000, a 6.6% tax cut: $50,000 to 
$100,000, a 4.2% tax cut: $100,000 to $200,000, a 4.1% 
tax cut: and $200,000 or more, a 10.7% tax cut (the 
larger-than-average break for the top income group 
results from the lower top rate of 35% and the lower top 
capital gain tax rate of 17.5%). 

o Return Free System. Under the Reagan plan, only 33% of 
taxpayers are expected to itemize. In addition, more 
than half of all taxpayers would be able to get their 
tax bill or refund without filing a return (if they so 
choose). 

o Protection for Low Income. The plan would remove from 
the tax rolls virtually all families, married couples, 
single heads of households, and older Americans at or 
below the poverty line. This would result from the 
combination of increasing the personal exemption, zero 
b r acket, earned income credit, and the new consolidated 
c r ed it for t he blind , e lde rly , a nd dis a bled. 

o Index i ng Pr otect i on . The plan reta i ns the indexing 
p r otection f o r r a t e b r ackets , the personal exempt i on , 
and t h e ze r o brack e t which we p i oneered in 1981 . Mo s t 
plans tha t c l ai m to do mo r e f o r middle income s ( l i ke 
Br ad l ey-Ge pha r d t) do not p r o t ect taxpa y er s agai nst 
inf la tion and would do less for them in t h e long run . 
Preside nt Re a g a n a lso expands the i ndexi ng concept to 
t h e earned income credit , protecting the work i ng poor , 
to depreciation and to capital gains (in 1991) . 
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o Business and Growth. President Reagan proposes a system 
of business taxation that is more neutral and will 
reduce tax-motivated distortions that skew economic 
decisions. Repealing the ITC and revising depreciation 
schedules mean greater neutrality among different 
investment categories. Other changes that will limit 
economic distortions include limiting real estate tax 
breaks to the amount at risk, and tightening the minimum 
tax with regard to oil and gas tax breaks (intangible 
drilling costs). 

o Issues to Watch. Congress is giving the President's 
plan a very close look, and no doubt many Members have 
particular changes they want to propose. In particular, 
there will be focus on: 

Distribution of Tax Burden. Some are concerned 
about the break for the top income class--but to 
address that would require changing the rate 
structure on the capital gains exclusion, both very 
sensitive issues. Secretary Baker's proposals to 
drop inventory indexing, eliminate 40l(k)s, and 
restore the child care credit will help make the 
case this is a revenue-neutral plan. 

Neutrality/Investment. Any perceived deviation 
from "neutral" tax treatment for different 
industries will bring demands for change from other 
industries. In addition, those industries most 
heavily subsidized by the current code--like those 
which benefit from the ITC because they are 
capital-intensive--will want to minimize the effect 
of the plan. 

State and Local Taxes. Secretary Baker has said 
that eliminating the deduction for State and local 
taxes is a sort of "acid test" for serious tax 
reform. This is a $40 billion item over the 
projected phase-in period, and that amount would be 
difficult to ma k e up. If high-tax States c a n fi gh t 
off this ch a nge -- even in the conte xt of much lower 
t ax r ates and o the r bene fi t s t h a t ea s e the tax take 
on their citizens--p r og r e ss may be d if ficult . A 
compromise that doesn't los e much revenue may be 
necessary . 
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TllE DE::FlCIT AND THE AVERAGE /\MERlC/\N 

• Unless we enact a massive deficit reduction measure, American families will face either higher interest rates or higher inflation: not to mention the risk of a disastrous new recession throwing millions of breadwinners out of work. 

• Most economists believe that enactment of the deficit reduction package as large as the Senate offer will produce a drop of at least 1 percent in interest rates over the short run and 2 to 3 pecentage points over the long term: relative to what they otherwise would be. 
• With a 2% drop in interest rates, the monthly payment on a median priced home ($80,000) will go down by about $100 a month. 

e Conversely, if we don't reduce the deficit to keep rates as low as they are now, homeowners could face that large an increase-or-more in monthly payments. 
A 2% drop in interest rates would mean an additional $4,000 in income for the average wheat farmer with a 1,000 acre operation. 

• '!'his year alone, the Federal government will overspend close to $1,000 for every man, woman and child in America. 

• This $1,000 per head of additional Federal debt will be one more burden for our children to repay in higher taxes or higher inflation in the future. 
• I don't believe we can let this budget negotiation fail. If we don't act now on major deficit reduction, the American people will pay the price. By 1989, interest on the debt alone would take up half of all individual income tax payments. The interest cost would be $250 billion or $1,100 for each American. 

If we c a n get something like this package I am very, very optimistic about th e course of the economy. I think we t a ke too much for granted what we have achiev e d so far: s trong gro wth without inflation. We can k ee p that g o ing if we r educ e the deficit substantially. Th e wa y i s o p e n to eco nom i c pe rformanc e unprecede nt ed i n t h e post wa r per i od i f we h a v e the will t o find i t . 
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ESCALATING DEFICIT 

The main threat to continued economic expansion is run-away 
Federal spending. 

o Since 1940, the Federal Government has run deficits in 37 
out of the last 45 years. Since 196 0 , we've run deficits in 
24 out of 25 years. 

o In 1985, the gross Federal debt wil l t o tal $1,841 trillion, 
an increase of 533% over 1960, 23 8% over 1975, and 101% over 
1980. The total debt in 1985 now stands at 48% of our GNP. 

o With no changes in Federal spending policy, CBO projects 
that Federal outlays will rise from $950 billion in 1985 to 
$1,378 trillion in 1990--an increase of $428 billion in five 
years. 

o If no changes are made, the budget deficit will increase 
from $214 billion in FY 85 to $300 billion in 1990 and the 
National debt will increase to $2,786. 

INTEREST ON THE DEBT 

This massive increase in debt has itself created one of the 
largest and fastest growing components of Federal spending--
interest on the debt. Constant deficits have put fiscal policy 
on an endless treadmill of paying for the irresponsibility of 
previous decades: 

o In 1965, interest on the National debt cost $9 billion and 
consumed 1.4% of GNP. By 1980, annual interest costs rose 
to $52 billion--2% of GNP. But the worst was yet to come. 

o In 1985, interest on the Na tiona l debt will cost taxpayers 
$130 billion--almost three time s t he l eve l of five years 
a go. This represents 3.8% of GNP , 1 3 . 5% o f the e ntire 1985 
b u dget, and a 1,450% increa s e i n cos t s ove r 1 96 5. 

o $ 1 30 billion is equal t o t h e su m tota l of all Fede r a l 
spen d ing fr o m 17 8 9--the f oun ding of the Republic -- to 1 936 . 
I t also equa l s total Federal outlays in 1966 , the ent ir e 
defense budget in 1980 , and tw i ce the level of med i ca r e 
fund ing today . 

o To put it in even si mpler terms, about 40% of al l r even ue 
co ll e cted b y the Fede r a l Gove r nment from personal i ncome 
ta xes ($33 0 billion i n 1985 ) will go to pay inte r est co s ts 
and no Federal se r vices at all . 
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Reagan Initiative on th e Dollar 

• The new Reagan administration initiative to moderate 
the value of the dollar involves commitments by the U.S., 
Japan, West Germany, France, and Great Britain. The agreement 
among these five nations was worked out by the finance ministers 
and central bankers of the five: Paul Volcker and James 
Baker representing the U.S. 

• The major new factor in the agreement is the U.S. 
commitment, at least in principle, to coordinated intervention 
in foreign exchange markets to moderate the value of the dollar. 
That commitment can have a major psychological impact that 
could ease the dollar down (obviously no one wants the dollar 
to crash). In addition, this commitment by the U.S. explicitly 
acknowledges the role the high dollar is playing in undermining 
the U.S. trade position. 

• In addition, Japan and the European parties to the 
agreement commit to boost growth in their countries, thereby 
increasing their domestic demand (including demand for U.S. 
products and services), and hopefully strengthening their 
currencies. 

• Finally, the U.S. commits to reduce our budget deficits 
further and resist 'protectionism'. These steps clearly 
are aimed at reducing the U.S. need to import capital (which 
requires a dollar that attracts investment) while keeping 
the engines of world growth going. 

• These are all positive developments, and the agreement 
is a major step forward just ·in acknowledging, by common 
consent, the nature of the economic problems we share with 
the other major developed nations. But we have to realize 
that there is only so much that can be achieved by ~jawboning' 
about the high dollar, and by exchange market intervention 
to control 'blips' in the dollar's value. The real meat 
of this agreement is in its focus on economic fundamentals--
that is where it will be most difficult to follow through, 
and where it is critically important that we do so. 

• We, the U.S., have to dramatically reduce our budget 
deficits. That means resuming, as soon as possible, the 
budget battle that we seem to have put aside for now. It 
also means pursuing every avenue the President outlined in 
his trade address, in order to fight unfair trade barriers 
without falling into the protectionist trap. And it 
mean s we must continue to coo r dinate closely with our 
f r iends abro a d to see t hat t hey make pr ogress towa r ds their 
economic goals o f s peeding up the i r ra t es of e conomi c gr ow t h 
and pursuing sta bl e mone t ary and fiscal pol icies . 
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TRADE 

o Historically, free trade has spurred U.S. economic growth, 
and fair competition from abroad has encouraged our 
industries to be more efficient. As a Senator from an 
agricultural state, I appr~ciate the importance of world 
markets for U.S. farmers. But, the United States cannot be 
the world's only free trader8:°ny more than we can 
unilaterally disarm. 

$150 BILLION TRADE DEFICIT 

o Last year, as you know we faced a record shattering $123 
billion merchandise trade deficit and this year it could 
reach $150 billion. Our deficit with just four of the places 
I recently visited--Japan, Korea, Taiwan and Hong Kong--will 
amount to $70 billion this year. 

o This gross imbalance has devastated important sectors of our 
economy, particularly manufacturing which is costing us 
millions of jobs, offsetting employment gains in the service 
sector. In the last ten years, it is estimated that the 
United States has lost over 600,000 jobs in just three 
industries alone: textiles and apparel, steel and footwear. 
And this trend has now spread to such high technology areas 
as telecommunications and semiconductors. 

IMPACT ON AGRICULTURE 

o The deterioration in the U.S. trade position has been equally 
pronounced in the agricultural sector. From a record high of 
$43.5 biilion in 1980, farm exports have plummeted $10 
billion in the past five years. 

o To a large e xtent, our trade woes are self-inflicted. 
American business can be faulted for not being more 
a gg ressive in pursuing export markets. The U.S. economy also 
ha s rec overed f r om t he worldwide recession more quickly and 
v i go r ous l y than the econom ies of our major trading partners. 
The b i ggest culp rit howeve r is the overvalued doll a r, which 
has made U. S . good s 403 mo r e e xpensive over the pa st four 
yea r s -- and at t he r oo t of this problem is our inability to 
control budget deficits . 

o The best known of the trade bil ls in clude the 
Thurmond/Jenkins bill, which estabishes an nual lim i ts on the 
growth of all imports of textiles and appa r el , except for 
goods from the EC and Canada . With 53 co s ponso r s in the 
Senate and over 290 in the House , passage must be conside r ed 
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a strong possibility. Another major contender is the 
Danforth/Finance Committee bill responding to Japanese Unfair 
Trade Practices, which mandates U.S. retaliation unless Tokyo 
acts to remove trade barriers. A similar nonbinding 
resolution passed the Senate by a vote of 92-0 in the spring. 
There is also the Bentsen/Rostenkowski bill, which provides 
for a 25% surcharge on all imports from Japan, Taiwan, Korea, 
and Brazil. 

OPTIONS 

o Section 301 authority permits the Administration to respond 
by imposing tariffs, import quotas, or other restrictions, 
when an unfair foreign trade practice is burdening U.S. 
commerce. But Section 301 has only been used in two cases 
since its enactment in 1974. There are indications the 
Administration has recognized this need. 

Some of the options available to Congress would include: 

o More active and coordinated exchange rate policy. 

o A temporary and generalized increase in U.S. tariffs to 
offset the effects of the overvalued U.S. dollar and 
reduce the U.S. budget deficit. 

o A review of the Generalized System of Preferences (GSP) to 
eliminate some of the better-off beneficiary countries. 

o Reform of U.S. trade remedy laws to make them more 
responsive to complaints by U.S. industry and encourage 
more expeditious adjusment to foreign competitors. 
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