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OUTLINE OF REMARKS
NATIONAL MARINE MANUFACTURERS ASSOCIATION
March 16, 1983--8:00 a . m . --Hyatt Regency
I.

Th e Presi de nt and the New Congress

A.
In his State of the Union message, President Reagan made
clear that he and the 98th Congress must work together to deal
with an active a genna.
That means action on the deficit, on
unemployment, on social security, and attention to the shifting
patterns of industry and job creation in our economy .
At the
same time we have to realiz e there will be major areas where ·we
will not agree .
No one is q oing to co~promise away the gains won
towards restraining the gro Hth of spending, controlling the tax
burden, and beating back inflation .
The American people still
overwhelmingly support those goals.
B.
The President, the House leadership, and the Senate
leadership will have to work together to forge a consensus on
major decisions if we are to get the jo~ done .
On some issues we
simply cannot afford to have a legislative stalemate:
social
security is one of these, and the President and the Speaker have
shown a statesmanlike regard for the public interest in
supporting the bipartisan social security package, and in
agreeing on the basic of a $4 billion - plus package .
C.
The President still sets the agenda .
On taxes,
spending, deficits, employm e nt, and trade the President oroposes,
and Congress ~ust dispose .
Those of us who have ideas of our own
will work with the White House to get things done--but leadership
still must come from the President .
That is why we are unlikely
to see any ~ajor departure fro~ the principles of government
Ronald Reagan has espoused in his first two years in office .
D.
There is no coherent alternative to Republican
leadership .
The-people still recognize that our economic
problems were a long time in the making , and that the cure will
take time too .
According to CBS/New York Times voter exit polls
in the last election , voters by a 5 to 4 ~argin blamed our
economic problems on past Democratic policies rather than on
President Reagan .
II .

The Economy

A.
Prognosis.
We have to realistically assess the state of
the economy and the prospects for the next few years .
The fact
is that the groundwork has been laid for a stable and lasting
recovery , without renewecr-inflation .
It is absolutely crucial
that we proceed with care at this point, and not throw away the
gains already made .
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No one should doubt that we are making progress.
In January
the index of leading economic indicators jumped 3.6 percent--the
biggest one-month rise since 1950, and the ninth increase in the
last 10 months.
In addition, the "concurrent indicators" of
current economic performance rose .6 percent in J a nuary, showing
we are in recovery.
1.
Inflation was cut to 3.9 percent in 1982, from 12.4
percent in 1980.
This is the lowest inflation rate since 1972.
2.
Interest rates are down and still falling.
The
prime rate is down to 10 1/2 percent, way down from the 21
percent that prevailed wh e n President Reagan took office.
Home
mortgage rates are down 3 points since last year.
Long-term
rates for business loans are off 3 to 4 points from a year ago.
3.
Government spending growth rate is down to 11.2
percent this year from 17.4 percent in 1980.
The 1983 budget
resolution projects the growth rate of government to fall to 7.5
percent by 1985.
4.
Lower taxes with major improvements in tax equity
will help buoy the recovery, both on the consumer side and on the
investment side.
The combined effect of the 1981 and 1982 tax
bills has been to lower individual taxes over 3 years by $344
billion, as well as improve compliance and tax fairness.
Lower
individual rates boost personal income and restore incentive,
while fa v orable capital , cost recovery rules should spur
investment.
5.
In January, industrial production was up 0.9
percent; housing starts were up 36 percent; the stock market is
up 300+ points over last August.
These are tangible evidence of
recovery.
B.
Unemployment.
The January drop in unemployment to 10.4
percent is major good news, and the decline should continue even
if there are a few "blips" upward.
Unemployment, of course,
remains the major negative in the economic picture.
High
unemployment has to come down and stay down without inflationary
stirnulus--that is what we have failed to do in the past.
o Clearly there is a bipartisan consensus for more
jobs. But resuming the inflationary policies of the past will
not create lasting jobs, just an illusion of prosperity that
leaves us worse off the next time we try to get "off the wagon."
o That means the most important thing we must do is
judge carefully the degree of stimulus the economy can and should
take, consistent with a firm anti-inflation policy. The Federal
Reserve will play a key role, and has already shown a willingness
to adjust its short-term goals based on an assessment of the
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weakness of the economy . We will not allow the recessio n to
continue , but we will not reinflat e the economy , either.
o While the main emphasis must remain on the long-ter m
goals of growth with low inflatio n, there are steps we can take
in the short term to deal with the plight of the unemploy ed.
Many things have already been done:
- A new Federal supplem ental unemploy ment
compens ation program was passed with the 1982 tax bill, providin g
addition al unemploy ment benefits to about 2 million workers in 38
States.
The Presiden t has agreed to extend this through Decembe r
31, and proposes a tax credit voucher for employe rs who hire the
long-term unemploy ed
- The Presiden t signed into law the new Job Training
Partners hip Act, which emphasi zes training for permane nt
employm ent rather than make-wo rk jobs.
New initiati ves outlined
by the Presiden t focus on the long-ter m unemplo yed, youth, and on
training or relocati ng displace d workers who lost jobs due to
plant closures or force reductio ns
- The targeted jobs tax credit, which was extended
for 2 years by the 1982 tax bill, gives employe rs a real
incentiv e to hire the disadvan taged--a bout 600,000 workers are
certifie d under the program
- The adminis tration's enterpr ise zone legislat ion,
reported last fall by the Finance Committ ee, can provide us with
an experim ent in private- sector job creation in depresse d areas,
through a combina tion of Federal tax incentiv es and State and
local efforts to target an area for developm ent with regulato ry
and tax relief, neighbor hood particip ation, and capital and other
improvem ents
- The 5¢ per gallon gax tax increase can create over
300,000 jobs by funding much needed repairs and construc tion of
the Federal highway system.
C.

The Deficit and Interest Rates.

1.
All our economic difficu lties are, of course,
related- -high interest rates and slow growth boost the deficit ,
and higher deficits create greater uncerta inty in the business
com~unity as to our future course; will there be more inflatio
n,
or less credit availabl e for business expansio n?
2.
Because of this, it makes sense first of all to
chart a path that is most likely to bring stable ~rowth without
inflatio n.
Higher growth boosts revenues and cuts unemploy ment
costs, thereby reducing the deficit as well: already, upward
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revisions of growth estimates are being made in light of the
economic indicators.
3.
In the short term, as the President urges, it makes
sense to c o ntinue to review every part of the Federal budget in
an effort to bring the deficit down.
This means both defense and
entitlements must be under scrutiny to maximize the efficiency of
every dollar spent.
A balanced de~icit reduction program is
still our goal:
the Budget Committee will produce a budget
resolution in the next few weeks.

4. Continued efforts to restrain the deficit by
controlling Federal spending will give the Federal Reserve a bit
more room to accommodate the potential for real growth that
exists in the economy without inflationary pump-priming.
But
restraint in both fiscal and monetary policy is crucial if we
want to maintain long-term confidence in the economic program.
That means long-range goals must be carefully reconciled with
efforts to respond to particular weaknesses in the economy.
Radical attempts to reverse course would be self-defeating and
must be resisted.
III.

Taxes and the Budget

A.
If we need additional revenues in the out-years, it has
to be done consistent with the goal of reducing the deficits as
recovery proceeds:
a goal that everyone agrees is essential.
B. There are lots of ways to raise revenue, but our job is
to choose ways that are fair and consistent with good tax policy .
We should resist the temptation to undo the progress that has
been made in providing greater incentives for savings, work, and
investment:
those incentives will become more important as
recovery proceeds.
There are many base-broadening measures still
to be considered that would improve the equity and efficiency of
the tax code.
C.
Indexing.
There seems to be a growing clamor for repeal
of the tax indexing provision of the 1981 tax act, which takes
effect in 1985. We all know that we have to compromise to get
things done, but this is one area that we ought to leave alone if
we are interested in sound tax policy and honesty in government.
We can raise revenues--but why resort once again to back-door
revenue increases generated by inflation? Tampering with
indexing further risks sending a signal that we are prepared to
reinflate the economy and generate revenues through bracket creep
to deal with the deficit.
That would mean undoing all the
progress we have made over the past two years, and it would be a
tremendous mistake.
D.
Outyear tax increases.
The President's budget
recommends a contingency tax to raise $46 billion in FY 1986,
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consisting of a 5% surcharge and an oil tax, to be triggered if
the deficit re~ains too high despite adoption of major spe nd ing
cuts.
It is not clear why we would need to use a "trigger''
device to raise taxes based on deficit levels:
if we estimate
that the revenues will be needed, we can agree that any tax
increase we provide for will be temporary , whether it be a surtax
or a package of miscellane ous changes.
It seems unlikely that a
''trigger" mechanism would create the kind of reassuranc e on the
deficit that the country is looking for.
If growth and revenues turn out better than now
projected , we can always reduce taxes to the extent that becomes
fiscally desirable .
One possibili ty is to enact some additiona l
base-broad ening measures-- improvem e nts in equity 1rd eliminatin g
tax provisions that are economica lly ineff icient--th en provide
for further rate reduction s if the deficit is brou ght under
control more rapidly than is now expected.
This would maintain
the momentum for a lower-rat e, broader-ba sed tax s ystem that has
been built over the last two years.
It is also consisten t with
the administr ation's considera tion of a streamline d and
simplified tax structure with lower rates.
E.

Tax Issues of Continuing Concern

A number of issues that have been around for some time
ought to r ec eive attention from the 98th Congress.
1.
6-month holding period.
Efforts to reduce the
capital gains holding period to 6 months will continue.
There is
very strong support for this change, because it can give a boost
to capital markets at a time when greater savings and investmen t
is vitally important to sustained economic recovery.
This change
was approved by the House in 1981 and by the Senate on three
separate occasions in 1982, so it is time to get it enacted into
law.
2.
Education Savings Account.
An idea that has been
around for several years and may receive attention in the new
Congress is to use an IRA-type arrangeme nt to encourage savings
for college education or advanced vocationa l training.
Contribut ions to an account set up for this purpose would be taxfree subject to limits on the use of the funds for the stated
purpose.
In the area of education of one's children, in
particula r, the President has proposed a version of this
initiative in his FY 1984 budget.
It could provide support for
education with a free-mark et approach, which has a lot of appeal.
3.
Fringe Benefits. The moratorium on IRS fringe
benefit regulation s expires on December 31, 1983, having been
extended to that date by ERTA.
This issue has been with us since
1978, when the moratorium was first imposed, and it may be time
to deal with it.
The Congressi onal Budget Office estimates that
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about $500 million could be generate d by taxing so-calle d
"nonstat utory" fringe benefits provided to employe es--e.g., free
airline travel, recreati onal faciliti es, etc. While
theoreti cally taxable, these benefits raise difficu lt issues of
valuatio n and allocati on to individu al employe es. Still, fringe
benefits are "compen sation" and, to prevent erosion of the
revenue base, somethin g may have to be done.
4.
Life Insuranc e Taxation .
The temporar y life
insuranc e company taxation prov1s1o ns of TEFRA expire at the end
of 1983.
The Finance Committ ee and Joint Committe e staffs, as
well as GAO, are looking at permane nt changes in the taxation of
the life insuranc e and casualty insuranc e industri e s.
If the
temporar y rules were simply extended , a substan tial revenue loss
would result, probably in excess of $1 billion per year.
5. Withhold ing on Interest and Dividend s. The
withhold ing repeal campaign has to be resisted , and the Presiden t
has indicate d he will resist it .
Withhold ing is an equitab le
complian ce measure , not a new tax --wit hout the $4 billion per
year from withhold ing, we will have to raise someone else's
taxes.
On a $1,000 account , withhold ing would mean only a 50cent loss each year on compoun ding--an d banks can help people
avoid that by opting for annual withhold ing.
G.

Possible Adminis tration Tax Initiati ves

A number of initiati ves were not acted on in the 97th
Congres s, and the adminis tration's 1984 budget proposes action in
these areas in the 98th Congres s.
1.
Tuition Tax Credits . Although the Finance Committ ee
fashione d a comprom ise tuition tax credit proposal last year
after extensiv e conside ration, the bill received no further
action last year. But the Committ ee's efforts could form the
basis for legislat ion in the 98th Congres s.
Legisla tion, S. 528,
was introduc ed February 17.
'
2. Caribbea n Basin Initiati ve.
The adminis tration's
proposa l to provide trade and certain tax incentiv es for economic
developm ent in the Caribbea n Basin made substan tial progress in
the 97th Congres s, but still awaits final action.
This is likely
to be a priority item for the adminis tration; The Finance
Committ ee will hold hearings on April 13.
3.
Enterpr ise Zones.
The Finance Committe e reported
out a modified version of the adminis tration's enterpri se zone
proposal last Septemb er, but no further action was taken.
New
legislat ion has been sent up by the Preside nt, and the proposa l
is likely to come up again in connecti on with discussi on of jobcreation and economic developm ent proposa ls, and possibly could
be acted on with further refinem ents.
A major question is
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wheth er the House will take an intere st in the idea, which
they
did not in the 97th Congr ess.
4.
DISC. While no speci fic DISC propo sal was made in
the 97th Congr ess, the issue was exten sively discus sed-partic ularly the questi on of legal ity under the GATT.
The search
is clearl y on for an altern ative way to encou rage expor ts,
and
the admin istrati on is likely to be active .
IV. Socia l Secur ity
A.
Bipar tisan coope ration contin ues to be the key to
resolv ing the social secur ity financ ing crisis .
The Nation al
Comm ission develo ped a bipar tisan packag e that deserv es suppo
rt.
It is not perfe ct, and everyo ne had to swallo w hard on some
items:
that is the cost of reachi ng agreem ent.
B.
The work of the Comm ission made clear that it is a
crisis in socia l secur ity that we are confro nting.
The~
Comm ission agreed that $150-$ 200 billio n is needed betwee n
1983
and 1989 to ensure the solven cy of the system throug h 1990.
means provid ing about a 15 percen t reserv e ratio by 1990 underThis
the pessim istic-- some would say realis tic--a ssump tions. This
is
still a reserv e level lower than at any point in histor y,
and
does not take into accou nt the medic are progra m, which will
have
seriou s reserv e proble ms by 1990 if nothin g is done.
C.
The real job is, and always has been, up to Congr ess.
The bipar tisan packag e, includ ing a 6-mon th delay in cost-o
fliving adjust ments , partia l accele ration of schedu led payro
ll tax
increa ses, covera ge of new Feder al worke rs and non-p rofit
organ izatio ns, and partia l taxati on of benef its for higher
-incom e
benef iciari es, is now before Congr ess.
The House approv ed the
basic packag e last week, and the Financ e Comm ittee approv ed
simila r legisl ation last Thursd ay.
D.
Long-t erm chang es are also needed , of course , and the
work of the commi ssion has helped give us valuab le guidan
ce. We
canno t forget that the payro ll tax burden is alread y heavy
and
schedu led to increa se, and the confid ence of young people
is
critic ally low.
The long-t erm defic it can be reduce d
consid erably by very gradu ally slowin g the growth of benef
its as
people come on to the rolls in the future .
The House and Financ e
Comm ittee bills both involv e raisin g the retire ment age, again
very gradu ally, for people retiri ng some 20 or 30 years from
now.
Ample time is availa ble for people to adjus t their saving s
and
retire ment decisi ons.
The Financ e Comm ittee bill has the
additi onal virtue of phasin g out the retire ment earnin gs test
beginn ing in 1990.
This will elimin ate the penal ty again st older
Ameri cans who choose to remain in the work force.
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E.

Major Features of the Package
1.

COLA Delay

Even with the 6-month delay of the cost-of-living
increase, benefits for 1984 for the average retired couple will
be about $330 higher than their benefits for 1983, assuming an
inflation rate of 4 percent.
2.

Taxation of Benefits Above Threshhold

Many low and moderate income retired taxpayers are
already taxed on their pensions, dividends, interest, and other
income.
Basic fairness requires that individuals with
substantial amounts of other income should at least treat some of
their social security benefits as income subject to income tax.
One-half is an appropriate amount and should not cause undue
hardship.
Taxation of benefits above the threshhold should
only affect about 7 percent of all social security beneficiaries,
so the great majority of social security recipients will not be
affected by this change.
3.

Payroll Tax Acceleration

The acceleration of the payroll tax increase will
only increase payroll tax revenues by $9 billion between now and
1988.
Half of this amount--the employee portion--will be offset
by a tax credit.
The other half--the employer portion--will be
deductible on the employer's income tax return.
The net effect
will only be to take about $3 billion out of the economy--an
insignificant factor in a 3 trillion dollar economy.
By removing the enormous amount of misinformation
and uncertainty which has scared the elderly people of the
country, the bill will improve confidence, both among the elderly
and in the financial markets .
These should have significant
positive economic effects.
F.

Benefits vs. taxes
o

Of the $169 billion National Commission financing
package, one can view the largest component as being
on the benefit side through slowing the rate of
future benefit growth and partial taxation of
benefits for the highest-income beneficiaries.
0

Benefit slowdown and recapture
COLA adjustments

$70 billion - 41%
($40 billion)
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o

o

Recapt ure of benefi ts through
tax syst e ms

($30 billion )

Expans ion of coverag e and
repaym ent of milita ry service
obliga tion

$41 billion

Covera ge of Federa l and
nonpro fit employ ees

($23 billion )

Milita ry service debt

($18 billion )

Tax speedup and restruc turing
of self-em ployme nt tax

$58 billion

Tax speed up

($40 billion )

Self-em ployme nt restruc turing

($18 billion )

-

24%

-

34%

$169 total
o

V.

Even though one-th ird ($58 billion ) of the
packag e is compri sed of payrol l tax change s, the
real impact on the econom y will be less because
of the tax credit to employ ees, the
deduc tibility of employ er payrol l taxes and the
tax deduct ion provide d for the self-em ployed
will reduce the total tax burden by about $18.5
billion .
Thus the real additio nal payrol l tax
burden will be slightl y below $40 billion over
the period 1983-1 990.

Trade

A.
Trade defici t is too large.
The size of our trade
defici t (which is now projec ted at $75 billion in mercha ndise
trade and $40 billion in curren t accoun t) alone means Congre ss
will continu e to look hard for ways to reform our trade policy .
The system of multil ateral arrange ments has been called into
serious questio n as many believ e it fails to meet our needs.
Many voters and member s of Congre ss will want to see us approac h
more of our trade problem s on a bilate ral basis.
The average
Americ an simply does not underst and why Japane se cars and TV's
sell well here but Americ an cigare ttes, beef, baseba ll bats, and
cosmet ics cannot be sold in Japan.
Remedi es for this type of
situati on are certain to be a major focus of attenti on in the new
Congre ss.

I

B.
Export issues .
Unfort unately , the GATT minist erial
failed to make progre ss on the questio n of foreign subsid ies for
agricu ltural export s.
This will continu e if pressu re from
Congre ss to resolve this situati on through negoti ation or for

I
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other export promotio n actions like the recent wheat flour sale
to Egypt.
I will be introduc ing legislat ion which will
facilita te such activiti es in the future.
This does not mean
trade war, but does mean seeking to expand East-We st trade,
developi ng a viable substitu te for DISC, utilizin g Ex-Im Bank
resource s more adeptly, and moving the trade reciproc ity bill
that the Finance Committ ee approved in 1982.
Fair access to
markets must be a two-way street, and Congress will be under
conside rable pressure to see that that is so.
C.
Import issues.
As you know, the House passed "local
content" legislat ion at the end of the last Congres s.
That is a
drastic proposa l and likely to be counterp roductiv e in the long
run if our goal is to increase access to markets and to gain
maximum ben e fit from the mutual advantag es of internat ional
trade.
The r e may be other areas, however , where we might make
adjustm ents :
in consider ing extensio n of the Generali zed System
of Preferen ces, there may be an interest on the part of some
members of the Finance Committe e to restrict the program,
particu larly in light of the failure of the GATT minister s to
agree on a new round of negotiat ions between develope d and
developi ng countrie s concerni ng tariffs.
Similar ly, there may be
some objectio n to the trade provisio ns of the CBI proposa l, and
it may be difficu lt to extend the Preside nt's authorit y to
negotiat e tariff reductio ns on a limited basis.
It is a good
sign that the Japanese have agreed to continue to volunta rily
restrain their automob ile imports to this market for a third year
until the domestic industry has had an adequate time to get back
on its feet.
D.
Clearly the heat is on when it comes to seeing that
American produce rs get fair treatmen t under our system of
internat ional trade.
If we choose our battles carefull y to
secure an appropr iate response from our trading partners , we have
an opportu nity to making trade freer a nd fairer, to the advantag e
of everyon e.
But we must avoid the two extremes of allowing the
world to think only the U.S. will play by the rules 6f free
trade, regardle ss of disadvan tage to our citizens ; or, on the
other hand, taking extreme unilater al actions that may look good
politica lly but that, in the long run, will provoke severe
reaction and deprive us of market opportu nities. We need just
the right amount of leverage to open more doors, not have them
slammed in our face.
VI.

Conclusi on

The months and years ahead must not be dominate d by rigid
ideologi es on either side--bu t neither can the Presiden t or the
Republic an leadersh ip be expected to cast aside the principl es of
Governm ent the American people so soundly endorsed in 1980.
Those princip les--a more restrain ed Governm ent, a freer economy ,
greater account ability to the American people- -are as valid today
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as they ever were, and there is no indic ation that
the peopl e
have chang ed their comm itmen t to these same princ
iples .
Guide d
by these princ iples , we will try to work toget her
to build on the
sound found ation for recov ery that has alrea dy been
laid.
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