
OUTLINE OF RE MARKS 

COMMON CARRIERS CONFERENCE 

March 8 , 1982 - Grenelefe Resort, Kansas · City 

I. Th e Economy -- Where We Stand Now 

A. Economic Recovery Program Remains Our Only Real 
Alternative 

1. The President's policies have just begun to take 
hold, and we have made dramatic progress on 
inflation, which dropped to 8.9 percent in 1981. 
That is the lowest since 1977. 

2. We must stay the course. Returning to stability and 
prosperity will take time. High-·tax, high-spending 
policies got us where we are - there is no hope if we 
return to that route. 

3. High interest rates in part reflect market skepticism 
in view of past policy flip-flops. Nevertheless, 
interest rates have shown a significant downward 
trend that must be sustained: 15 1/2% is better than 
21%. We ha ve to show the financial community a 
consistent, steady course, keep spending under 
control, and keep in place the tax changes that 
encourage greater savings, work, and investment. 

B. Economic Downturn 

1. The resumption of monetary restraint, following a 
too-late attempt by the Carter administration to gin 
up the economy, has combined with long-term problems 
in autos, housing, and other sectors to induce 
recession. There is sound reason to expect a 
decisive upturn this year. 

2. No one delib e rately induces recession. But major 
shifts in policy can b ring unsteadiness in the 
economy a s we make the transition. The only 
alternative is the inflation roller-coast, 
accompanie d by stagnation. 

3 . The President ' s program should leave the economy well 
poised for recovery and st a ble growth. For once 
changes in tax and f iscLJl policy will be timed aid 
growth while inflation is being wringed out of the 
e conomy. We can improve our chances by acting 
promptly to moderate projected deficits. 
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II. The 1933 Budget 

.'!\. This is a credible budget. While s0me may prefer a 
different 'mix' of spending cuts and tax changes, the 
pr0p0sed budget advances the President's plan in a 
realistic manner . 

B. The President rec0mmends additional spending cuts and 
management changes saving over S40 billion in fiscal year 
1983. Even those who prefer a different mix must agree 
that the overall level 0f spending cuts is the minimum we 
sh0uld do, in face of triple-digit deficits. C0ngress 
must cooperate, but we believe no area is exempt from 
cuts, even defense: because no area is free from waste. 

C. It is clear we will have to raise some revenues, as the 
President acknowledged by recommending $32 billion in 
loophole-closings and administrative tightening over 2 
years. We shuuld raise revenues only for the goal of 
uffsetting the deficit. It is nut an excuse for avuiding 
spending cuts: we have found that higher taxes do nut 
balance the budget so lung as C0ngress is always inclined 
tu spend mure. 

D. Th e projected deficits--$98.6 in 1982, $91.5 in 198 3, 
$82.9 in 1984--are too high. But if we do nothing, the 
figures will be worse. In addition, the numbers do shuw 
a steady downwa rd trend in the deficit as the economy 
expands. That is the goal we have to achieve . Remember, 
the steady decline in inflatiun is one of the major 
reasons why the deficits are larger. Inflation is 
expected to dr0p to the 4% range by 1984. 

III. S0me Perspective on Our Situation 

A. A Gr0wing Economy 

1. By 1985 the administration expects the economy to 
gr0w from $2 . 8 trillion to $4 . 6 trillion. Such 
growth means a better ab ility tu finance our defense 
needs a nd critical social programs , with0ut taxing 
the life 0ut of the econ0my . 

2. If we have slower growth, then we have to reexamine 
our 0ptions: what is most important in the budget, 
and where we could raise revenues with the lea st 
harm. CBO and the administrati0n are in basic 
agreement on economic trends: this is the time to 
strike a prudent, but optimistic, balance. But 
clearly $100 billion deficits are unacceptable, 
ecunomically or politically. 
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B. 1981 Tax Act and the Deficit 

1. The 1981 Tax Act, though the largest tax cut in 
history, just stabilizes the tax burden. Revenues 
still will rise from about $600 billion in 1981 to 
about $300 billion in 1985. Receipts by 1987 should 
be 18.7% of GNP - the same as the average between 
1963 and 1973. Without action, receipts would have 
been a crushing 24% of GNP in 1987. 

2. The question is how high a deficit can be tolerated 
without "crowdirig out". Increased savings due to tax 
changes and the drop in inflation should ease 
pressure in financial markets. We can do more to 
ease that pressure without undermining the economic 
program. 

IV. Future Agenda for Tax and Fiscal Policy 

A. Revenues 

1. Thrust of future tax legislntion will be to eliminate 
abuses and obsolete incentives and improve tax 
administration and collection. The 1981 Tax Act 
shows this trend, as in closing the commodity 
straddle loophole. 

2. The administration proposes raising $32 billion over 
2 years by tightening in these areas, and by new 
enforcement devices. Depending on the size of 
spending cuts we can agree to, Congress may want to 
increase this figure. 

Completed contract method for multiyear defense 
contracts. ($6.3 billion over 2 years.} 

Cut back business credits that duplicate 
conservation efforts of decontrol ($.4 billion 
over two years). (Congress is not sympathetic 
to this. 

Industrial development bonds (restrict, require 
matching efforts from State or locality, etc.) 
( $1 bi 11 ion over two ye a rs) . 

Elimina te insurance industry loophole (modified 
coinsur a nce) . ($4.1 billion over t 1.vo years). 

Capitalization of construction period interest and 
taxes. ($1.5 billion over two years). 
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3. Underground Economy 

a. The Compliance Gap 

The IRS estimates that $70 to $80 billion is 
lost annually though noncompliance with the 
federal income tax laws. 

b. The Proposals 

Proposals being finalized by the Finance 
Committee staff would improve the current system 
of information reporting. 9 to 16% of interest 
and dividends paid go unreported. We can 
improve the reporting system and impose real 
penaties on those who refuse to comply. 

c. The Administration 

The administration has proposed 5% withholding 
-- an option that we cannot rule out, but that 
has been unpopular. All aspects of 
noncompliance, including, for example; 
underreporting of tips and capital gains, may be 
addressed by better information reporting. 

d. Coverage 

In addition, new penalties would hit the 
sophisticated tax avoider and the fraudulent 
corporate tax manager. 

e. Revenue Effect 

The draft proposals are expected to generate 
between $3 and SS billion annually. 

4. Minimum Tax 

a. Current Law 

Current law includes three very complex minimum 
taxes, two on individuals and one on 
corporations. These taxes raise only Sl.5 . 
billion and still permit significant numbers of 
taxpayers to pay no tax. 

b. Administration Proposal 

The Administration would address this problem by 
creating a new alternative minimum tax on 
corporations. This would raise about S2.3 
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billion in the first year, rising to the $4 
billion range. 

c. The Dole Proposal 

The proposal being considered woul d completely 
revise and simplify the minimum taxes. In lieu 
of the overlapping alternative and a d d-on taxes 
on preference items, the minimum taxes on 
corporations and individuals would be a flat 
rate of, perhaps 15% on a comprehensive, 
economic income base. 

d. The Tax Base: Individuals 

Included in the tax base for indivi d ua ls might 
be adjusted gross income and items li k e excess 
accelerated deductions, contribution s to IRA's 
and Keoghs, the stock option preference, 
intangible drilling costs, certa in e xc luded 
items and other items. 

e. Corporations 

Corporations ' tax base will begin wi th t a xable 
income and addback similar preferenc e it ems of 
accelerated depreciation, certain de fe rred 
income, a nd excluded items. 

f. The minimum tax is fully consistent wi th the 
1981 tax cut. That tax cut provided incentives 
by reducing marginal tax rates. The marginal 
tax rate of a minimum tax will only b e 15%: all 
taxpayers with substantial real inc0me ought to 
pay some income tax. 

g. Revenue Effect 

The proposal is tentatively expected t o produce 
a pproximatel y $2 bil l io n a nn ua lly f rom t he 
indivirlua l t a x a nd $5 billion annual l y from the 
corpor a te tax. 

5. Another option is to acc e lerate in dexing in l ieu of 
th e 1983 r a te cut. As inflation drops l ess r a te 
re d uction is needed to offset bracket cr eep . This 
co uld raise $18 billion ov e r two years. 1983 rather 
than proceed wi t h the 1 0% r a te cut and i nde x later. 
Th is option could r a ise $17 billion or mo re over two 
years. 
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5 . Independent C0ntract0rs - S. 8 

a. The Dole "Safe-Harbor" Bill on Independent 
Contractors 

Early last session I introduced S. 8, a bill that 
would establish a statutory "safe-harbor" for 
businesses to classify certain workers as independent 
c0ntractors, rather than employees. The bill would 
preserve common law standards, but also provide 
clearer standards that industry could rely on for 
greater certainty in classifying workers. The worker 
classification issue is crucial because of the 
history of highly agressive IRS attempts to 
reclassify independent contractors as employees. 

b. Legislative Agenda 

c. 

Congress has pr0vided interim relief to industries 
that might be subject to IRS reclassification 
attempts, but the moratorium on such IRS activity 
expires on June 30, 1982. We intend to push for 
enactment of a "safe-harbor" independent contractor 
bill this spring in order to provide appr0priate 
permanent relief to the industries that have too long 
been subject to the risk of overzealous--and in many 
cases erroneous--IRS administrative actions. 

Need for Im roved Com liance for Inde endent 

With the growing deficit figures, the IRS can no 
longer afford to tolerate the growing tax compliance 
gap, a pro~lem that is most serious for those 
individuals whose income is not subject to 
withholding, such as independent contractois. We 
have been working closely with the IRS, and with 
industry representatives including the trucking, 
timber hauling and moving industries, to develop 
tougher, but workable, information reporting 
requirements to ensure that the income tax burden is 
imposed fairly on all taxpayers. We expect that a 
revised ~e,sion of S. 8 with safe-harbors and tougher 
compliance measures--will be introduced this month. 

B. Entitlements and Social Programs 

1. Reform of basic entitlement programs, which will be 
necessary to hold budget in line. Administration 
proposals in the 1983 budget would save about $52 
billion over 3 years. Finance Committee will try to 
work with administration to reach agreement. 

· - ·-·-
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2. Sume recunciliatiun savings already made in these areas for fiscal year 82: 

AFDC 

SSI 

Unemployment Compensation 

Title XX Social Services 

Medicare 

Medicaid 
3. Between 1970 and 1981, entitlements security rose 412% - 15.6% per year. That cannot be sustained. 

$1.1 

107.0 

785.0 

700.0 

1.4 

944.0 
other than 

billion 

million 

million 

million 

billion 

million 
social 

4. Medicare will likely cost $50 billion in 1982, and Medicaid $32.5 billion. Hospital costs rose 18.6% between October 1980 and October 1981. This cannot be sustained. Reforming reimbursements, more private sector optiuns, and greater competitiun all should be considered. 

C. Social Security 

1. We have restored the minimum benefit and authurized temporary interfund burrowing. Now the President's Task Force, chaired by Alan Greenspan, is preparing to address the long-term problems of social security. The recently announced deterioration in the medicare trust fund confirms that social security is seriously underfinanced. Sume action may be necessary before the Task Force completes its work. 
2. Only if the economy performs considerably better than in the past 5 years could social security remain solvent beyond 1984 or 1985. Even then, chronic and severe de ficits are likely to become appa rent by the end uf the decade. 

Under the must recent projections by the Social Security Board of Trustees, the combined reserves of the system fall dangerously low (below 14 percent of outlays) in 19 85 . The system would be unable to pay benefits beyond 1987 (wh en reserves fall below 9 percent of outlays). 

Under more pessimistic economic a ssumptions --more like recent experience -7 social security would be broke by late 1983. 

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

Page 7 of 10



8 

3. Even today, the trust funds are seriously depleted --
with reserves equal to 23 percent of outlays or 
barely 2 to 3 months' worth of benefit payments. The 
history of the trust funds indicates that reserves 
equal to 100 percent or more were the norm prior to 
1970. 

4. Even if we take the steps necessary to shore up the 
system in the 19SO's, there is still a long-term 
deficit of $5 trillion short of expenditures in the 
next 75 years, measured in current dollars. 

5. Further tax increases, beyond those legislated in 
1977, are not the solution. The long-term cost of 
social security must be brought into line with 
taxpayers' willingness and ability to pay for it. 

IV. Private School Tax Exemption 

A. Background 

1. On January 8, the Treasury Department reversed its 
position in the Bob Jones and Goldsboro cases pending 
in the Supreme Court. 

2. Treasury concluded that the Government lacked legal 
authority to continue its ten-year policy of denying 
tax exemption to private schools that racially 
discriminate, despite court rulings indicating 
co.nsitutional problems with granting such exemptions. 

B. Legal Issue 

1. The policy of denying tax exemptions has been upheld 
as a proper interpretation of the Code, read in 
conjunction with other laws, by two U.S. Courts of 
Appeals. 

2. There are also important issues of religious freedom 
involved in these cases. The issue arises when 
religious schools claim th a t they discriminate 
because of religious beliefs. 

C. Legislative Prospects 

Wh ile legislation has been proposed, the administration 
now has asked the Supreme Court to resolve the two 
pending cases that could give Congress the guidance it 
needs. 

" New Federalism" 

.__,_ 
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A. Program Swap with the States 
1. The President recommends sweeping changes involving Medicaid, AFDC, Food Stamps, and grant programs along with earmarking excise tax receipts for the States. This program swap will be a major concern of the Finance Committee, which has jurisdiction over revenues, AFDC, Medicaid, and revenue sharing. In addition, the Nutrition Subcommittee will be involved . in the Food Stamp proposal. 
2. This is a bold move, but it is easier said than done. The States want to know how the resources they are gaining will match up with the new program responsibilities. Dialogue between Governors and the administration shows there is room for compr omise. 
3. This is a good opportunity to really examine which functions are most appropriate to the Federal government. For example, we must determine whether food stamps can be adequately administered by 50 States, and some safeguards aga inst inequ iti es are needed. 

B. Trust Fund/Revenue Sharing 
1. The President wants to phase out a number of grant programs that may be more sensible for State and local governments to administer. Federal excise taxes will be set in a trust fund to help States assume these new responsibilities. The fund and the taxes will be phased out over a period of years so that by the end of a decade the Federal government will have ended these programs and the exc ise taxes at the Federal level. 

2. Crucial questions must be answered: who will be the winners and losers? What formula will determine the allocation of trust fund receipts to the States? How strong will be the obligation to pass through fun ds to local governments? 

3. These are difficult questions, but there is me rit in sorting out the wide array of grant progr ams , not all of wh ich serve a nation a l purpose. The notion of encouraging States to opt out of Federal grant programs is similar to the grant-traning proposal I introduced du ring the r eve nue sharing debate in 1980. 
C. Enterprise Zones 
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1. Th e President a lso wants to establish enterprise 
zones to benefit from targeted tax incentives a nd, 
hope fully, Fe der a l, State, and loc a l regulatory 
relief. The notion of unleashing free enterprise 
makes sense: but there are difficulties. 

2. There is a risk that zones may put businesses outside 
the zone at a competitive disadvantage. We do not 
want to drain business activity from the periphery of 
zones. 

3. The extent to which local commitments made to secure 
zone designation are binding on the locality must be 
made clear -- we cannot lure enterprises into 
depressed a reas under a promise that cannot be 
enforced. 

4. Shifting economic resources around would not be 
enough. We ought to have some assurance that new 
activity is likely to be generated. 

5. The selection of zones -- if limited to 25 per year 
for three ye a rs, a s proposed -- will be a touchy 
mat ter. If it is to ha v e a ny mean ing , this should be 
a n experiment in free enterprise, not a new pork 
barrel. 

~ . There is no panacea for urban blight. At most we can 
give localities some new tools to work with in 
redeveloping neighborhoods. AT the same time, our 
primary emphasis must remain on the general economic 
growth we need to creat jobs across the land. 

V. Conclusion 

As in 1981, a bipartisan cooperative effort is needed, 
involving the President, the Congress, and State and 
local leaders. Contrary to what some may think, if we 
hang, we all ha ng together. The future of the economy 
j obs, ind ustry, trade, a nd d ev elopment for the good of 
a ll -- is a t st ake . Th is is no ti me for partisa ns h ip or 
" q uic k fixes". 
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