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SUBJECT: TALK TO SEAGRAM'S 

For your talk to Seagram's on Thursday, February 27 at 12:45, 
attached are talking points on the distilled spirits tax in 
addition to current materials on budget and tax. 

Bascially, the distilled spirits industry is concerned about 
being hit up at the last minute for a revenue "plug" either 1n 
th e tax reform context or in a deficit-reduction package. 

Attachment 
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f~ X C I S r~ TA X ON f) I S 'T' f L L E D S P [ !H T S 

o 1Jn<'ler c urrent l iHv the excise tax on ni.sti. lled spirits 1s 
$12 . '5 () prcc proof gallon . The last increilsc in the t. .cix 1v,:1S 1 11 

Lq84 , when the tax was raised by $2 . 00 per proof q~ll0n . 

o Obviously, there is always the possihility that the Pinance 
Committ.i:oe might look for a smn.ll revenue "plug" to make ,,. r.ax 
reform bill revenue-neutral : or to contribute to a deficit 
reduction package later in the year. 

o 'whether the cJistillen spirits t-1x is an approprir.1te cnndidrite 
for a revenue increase depends on your view of using tax 
pol icy as social policy : in this case , to discourage 
drinking as well as raise revenue. 

o If we do want to consider using excise taxes to discourrige 
drinking , we probably should decide whether to focus mainly 
on distilled spirits , or to focus more on wine and beer. 
Under present law , Federal taxes constitute 28 1/2% of the 
retail price of distilled spirits , but only 5 1/2% of the 
retail cost of beer and 1% of the retail cost of table wine . 

o Nor rire the Federal excise taxes consistent in the burden 
they impose on a particular alcohol content . For equivalent 
alcohol contents, the tax is 10 cents on a cocktail, 2 3/4 
cents on a can of beer , and 43 cents on a glass of wine. 

o In 1984 the liquor excise tax raised $3.7 billion; the beer 
tax raised $1.6 billion; and the wine tax raised $ . 26 
billion . 
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February 19, 198G 

BUDGET FOR FY 1 987 

o The President ' s budget for FY 1987 is a hJuepr int for deficit 
reduction that Congress will have to take seriously even if 
we can ' t agree with it in all particulars . It is important 
to keep in mind 0MB Director Mill er ' s contention that , if we 
adopt t his budget in full , we can meet the Gramm - Rudman 
targets for the rest of the decade~hout the need for major 
additional cuts . 

o Th e 1987 budget plan is designed to get the deficit down to 
$143 . 6 billion : just below the G-R- H target of $144 billion . 
Total spending is projected at $994 billion , and revenues at 
$850 . 4 billion . Total interest expense is $206 . 85 billion , 
and net interest (exclusive of intra - government payments) is 
$148 billion . 

o The deficit would be reduced by $38 billion in FY 87 , and by 
$166 billion over three years . Defense would still grow by 
3% in real terms (increase in budget authority adjusted for 
inflation) . Increased f u nds would be p r o vi ded f or f i ghting 
terrorism , for law and drug enfo r cement , for t he space 
program , aviation safety , and AIDS research. 

o Major new deficit-reduction initiatives include privatization 
of government activities , ranging from Amtrak to power 
facilities to Ex-Im bank l oa ns ; transferring a few programs 
to the States, such as the Agr i culture Cooperative Extension 
Servic e and highway ; a wide array of user fees on government 
services ; eliminating programs like EDA , UDAG , SBA , maritime 
suhsidies , and th e ICC . 

o The r e a r e add i t i o nal rece i pt s in the budget as well : 
extendi ng the cigarette t ax , h i gher fees fo r black lung , 
r epea ling the gasohol exempt i on , increa sed contributions to 
civil service retirement and the like . 

o The CBO indicates that the President ' s budget may b e some $ 14 
billion sho r t of its 1987 goa l because of low estimates of 
defense spending already in the pipeline . That is a 
le0itimate matter for review , but if baseline spe nding i s 
higher , then any cuts will have more of an impact as well . 
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Gramm-Rudman, the Dollar, and Inflation 

o Grc-1mm-Fudni.:tn shou 1,l hel f) u~3 m0 0t the commi trnent ,·J(' 111c1de 
last Septenhc'r to our tradin0 part.ners: to reduc,~ tr1c> 
dc•icit ;," p<"1rt of ou1- effort to moderate the vr1l:1,, ,,f 
oth~:r dollc1r. 

o By the same token , the risk of inflation should he 
reducPrl if \vE' brinq clown the deficit under Gramm-Rudman, 
becau:;~ th<: :'r,2:~s11re to punn up thP r:ioney supr,ly to kc~CP 
int<'rt?st rat0s dovm will Pase consirlerr1hly. 

Gramm- Rudman : Challenge to the Established Fiscal Order 

o The first actions in response to the new Gramm-Rudman 
deficit control reform will he takPn early in 19RG . For 
those of you \vho missed it, lr1te last year th0' Congress 
imposed a new fiscal straightjacket on itself . The new 
law sets firm deficit targets for each of the new five 
years, anrl nanrlntes autornntic r1crc)ss the hoard snendinn 
cut s i f the rl e f i c i t ex c e e rl s the ta r get . Th e f i r s t r o u n c~ 
of automntic cuts unrlcr the prorosal will take e~fcct 
Mn r ch J t rn 1 e s s Con qr e s s come s u n w i th a he t t e r \v a y to 
meet the tarqPt . 

o In addition, President Reagan's budget for fiscal year 
1987 is rlue to CongrPss by Fe1ffuary 5 . So we wi 11 have 
rccrrn s irlera. t j on of U1e 19!36 budget proceeding 
sinultaneously with our first shot at the 1987 budget . 

That is a tall order, hut is one we ought to be ahle to 
fill . Difficult as it seems , we should remember that the 
Grarnm - Rurtrnan law contajns new procrdures designed to make it 
easier to meet the ~cficit targets. We explicitly bring lnon 
pro0rarn~; and other '0ff-hucl q0t ' items into thf> 1,u(qc,ct procec;~;; 
set a point of order against legislation from committees that 
have not met their burl<Jct savings allocation; and rule out of 
order legislation inconsistent with the deficit targets. 

Po s s ib le Probl ems. We know there will be a rocky road ahearl 1n 
imp1ementing Gramm-Ru(lmnn . Con,3ressmen Synar and others alrcarly 
have won the first round in thPir suit claiminq it is unconsti-
tutional , and tl1e Rcaqan Adm:Lnistration also has some problems 
wit11 the rolP of tlH' Conqre:,s' General Accnuntinq O+'fice in 
r,wrlie1tin0 the dc!ficit forecnsts . The Sur,rernr' Cnurt v:ill l1avc to 
CJive us a finc1J rulinc_1 on ,,l.l that in n. f~,..,. mnnt_l-1:c; . 1·:Sr"n nort' 
important, wh;,t Conqrf'ss Ci1n le<1islat 0 , Cnnqrcss can hc1c}: nut-
0f . That ' s wr1y we nee:n a cnnsti:-_ution,,l manr~ate for :)uckJPtr1ry 
rcstrn.int, as well as a statutory on"' . 
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n So Gramm-Hudmon 11a:;11 't i:iridc nur opt inns any easier : hut 
if it works as plcrnn0d, it will force us--o.no thP 
Presiclent--to mak0. somf> necisions anci choose among the 
various oeficit-reduction options . That means everyone ' s 
ch1cris11erl srenoin0 proc:irarns will he put to the test of 
fiscal responsibility . 

Spending the Key. Finally , let me emphasize that Gramm-Rurlman is 
a de vi ce for reducing Federal spending . It is not a tax increase 
rlan , or a subterfuge for one . If we fail on the srenc'linc:i front, 
we can look at ot11er options . llut the soon1c'r we entertain any 
revenue options , you can bet thr pressure for spending cuts will 
clrop fast . 

Th e De ficit and the Average American 

o Unless we follow a deficit reduction path like that mandated 
under Gramm- Rudman , American families will fa c e either higher 
interest rates o r higher i nflation : not to me ntio n the risk 
of a disastrous new recession throwing millions of 
breadwinners out of work . That is what the 
Gramm- Rudman - Hollings initiative is all about . 

o Most economists beliP.ve that enactment of deficit reduction 
measures that eliminate the deficit b y the end of t he de c ade 
will p r oduce a d r op of at l east l pe rc ent in inte r est r ates 
over t h e short r u n and 2 to 3 percentage points over t h e lon g 
term : r elative to what they otherwise would be . 

With a 2% drop in interest rates , the monthly payment on 
a median priced home ($80 , 000) woul~ go down by about 
$1 00 a month . 

Conversely , if we d()n ' t rerl.uce the deficit to keep rates 
as low as they are now , homeowners could face that Jarge 
an increase--o r more-- i n monthly payments . 

A 2% d r op in i n terest r ates woul d mean an add it iona l 
$4 , 0 0 0 in income for the average wheat fa r me r with a 
1 , 000 acre operation . 

In 1985 , the Federal GovPrnment will overspend close to 
$1 , 000 for every man , woman , and ch ild in America . 

This $1 , 000 rcr 11earl of ar'J,htional federal dcht will he 
one more burden fer our chilJren to repay in hiqher taxes 
or 11ia11cr inflation in t11e future . 
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Interest on the Debt 

The massive increas e 1n rlcht has its~lf created one of the 
larc_::est and fastest 9rowinc3 components of Federal 
spenJing--interest on thP rlcht. Constant deficits have put 
fiscal policy on an endless treadmill of paying for tho 
irresponsibility of previnus decarlcs: 

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 
COI7le . 

o In 1985 , interest o n the national debt cost taxpayers 
$130 hillion- - almost three times the level of five years 
ago . this represents 3. 8% of GNP , 13 . 5% of the entire 
1985 bud?,et , and a 1 , 450% increase in costs over 1965 . 

o $ 13 0 bi llion is equal to the sum total of a l l Federal 
spending from 1789- - the founding of the repuhlic-- to 
1936 . It also equals total Federal outlays in 1966 , the 
entire defense budget in 1980 , and twice t h e level of 
mPdicare funding today . 

But if we can adhere to the deficit - reduction goals we ' ve set 
for ourselves , I am very , very optimistic about the course of the 
economy. I think we take too much for granted what we have 
achieved so far : strong growth without inflation . We can keep 
that going if we reduce the deficit substantially . The way is 
open to economic performance unprecedented in the postwar period 
if we have the will to find it . 
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February 25 , 1986 

Tax Reform Talking Points 

o The President's tax plan and the House bill are similar 1n 
concept--they both shift more of the tax burden to 
corporations and reduce the tax burden on individuals. But 
the bills are very different in how they make the change. 

o Both substantially reduce tax rates for individuals (the 
President to a maximum of 35%; Ways and Means to 38%) and for 

corporations (President 33%; Ways and Means 36%). But the 

Ways and Means rates take effect at much lower income levels: 
the 35% rate clicks in at $43,000 for married couples, as 
opposed to $70,000 under the Reaga n plan. 

o Neither plan gets an A+ for the major objectives of tax 
reform--simplification and fairness, but the President's plan 
r epealed many more of the overly complicated provisions of 
the tax code than the Ways and Means Committee effort. The 
House bill just modifies, but leaves in place , many complex 
tax rules . 

0 The House bill falls far short of the President's on fairness 

grounds . Fringe benefits and itemized deductions are major 
causes of differing tax liabilities, and unlike the 
President 's proposal, the House retained the State and local 
tax deduction , did less to limit interest-paid deductions, 
and did nothing on fringe benefits. This means that 
taxpayers with equal incomes can still have substantially 
different tax liabiliti es . 

o I h ave personally long favored income tax reform and, as 

Chairman of the Senate Finance Committee, led the fight over 
a number of years to plug unjustified tax loopholes. 

o The Senate Finance Committee now is expected to begin action 
on tax reform in the second or third week of March. A lot of 
difficult decisions await the Committee if it is to make 
significant progress towards the goals the President has 
outlined: lower tax rates, a $2,000 personal exemption for 
everyone, and more incentive for saving and capital 
investment. 

o I strongly believe that whatever we do on tax r eform should 
be confined to trade - off between broadening the income tax 
base a nd lowering income tax rat es for business and 
individuals. We should not resort to the gimmick of new 
taxes or add on taxes just to avoid tough decision on t a x 
reform. 
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o Above all, we should not lose sight of the basic goals of tax 
reform: lower rates and a more equitable, level playing 
field that will be more productive for the economy and fairer 
to the average taxpayer . This is the latest step in the 
direction we set when we indexed the tax code in 1981 and 
began major tax reforms in 1982 . 
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THE ECONOMY IN 1986 

o No one can really predict the course of the economy in 1986, 
although of course we have to take a stab at it to guide our 
budget decisions. But it is increasingly clear that the 
economy began picking up late last year. Leading indicators 
rose 0.9% in December, the eighth month in a row. 
Unemployment is down to 6.7%, the lowest since 1979. 

o There are forces at work that improve the prospects for 
strong growth this year. One of these is the drop in oil 
prices, which acts like a tax cut for energy users and helps 
moderate inflationary pressures that might build as a result 
of the dollar's decline . Coupled with the monetary stimulus 
the Federal Reserve provided in the last six months of 1986, 
and the prospect for improvement in our balance of trade 
later in the year (as the effects of the dollar decline are 
felt), this means we have a good chance for healthy growth in 
1986. 

0 Clearly the number one threat to maintaining a healthy 
economy remains the U.S. budget deficit. If it's not reduced 
sharply this year, we won ' t meet the commitment we made to 
our trading partners to secure their agreement to ease the 
dollar down. What's more, we would put an unconscionable 
burden on the Federal Reserve to keep the recovery going by 
pumping more money out in order to keep interest rates down. 
That's a sure recipe for inflation. 

o We ' ve created 9 million jobs with a near record economic 
recovery . We've got inflation down to the lowest levels in 
two decades . Let ' s not throw it all a way by punting on the 
deficit issue. The fact is that all the economic pundits 
we've been hearing in recent years have been wrong : the 
economy is more resilient than many believed , but not so 
strong as to be able to sustain huge deficits this late in 
the recovery. It's time for everyone to "give" a little 1n 
the interest of a deficit-reduction plan that will steer us 
safely through the potentially treacherous waters ahead . 
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