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I.

OUTLINE OF REMARKS

I

II

NATIONAL VENTURE CAPITAL ASSOCIATION
April 21, 1983--9 a.m.--Hya tt Regency
I.

The President 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 agenda.
That means action on the deficit, on
un effi ployment, on social security, and attention to the shifting
patterns of industry and job creation in our economy.
At the
same time we have to realize there will be major areas where we
will not agree.
No one is going to compromis e away the gains won
towaras-r estraining the growth of spending, controllin g the tax
burden, and beating back inflation .
The American people still
overwhelm ingly support those goals.
B.
The President , the House leadershi p, and the Senate
leadership will have to work together to forge a consensus on
major decisions if we are to get the job done.
On some issues we
simply cannot afford to have a legislativ e stalemate :
the
bipartisan social packag~ . is a prime example.
C. The President still sets the agenda.
On taxes,
spending, deficits, employmen t, and trade the President proposes,
and Congress must 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 major departure from the principle s of governmen t
Ronald Reagan has espoused in his first two years in office.
D. There is no coherent alternativ e to Republica n
leadershi p.
The-peopl e 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 margin blamed our
economic problems on past Democrati c policies rather than on
President Reagan.
II.

The Economy

A.
Prognosis . We have to realistica lly assess the state of
the economy and the prospects for the next few years. The fact
is that the groundwor k has been laid for a stable and lasting
recovery, without renewea-i nflation.
It is absolutely crucial
that we proceed with care at this point, and not throw away the
gains already made.
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
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In addition, industrial output rose 1.1 percent
last 10 months.
in March, and economists agree we are in a broad based recovery.
Inflation was cut to 3.9 percent in 1982, from 12.4
1.
This is the lowest inflation rate since 1972.
1980.
in
percent
consumer prices dropped 0.2 percent
And the trend is continuing:
in February, and producer prices dropped 0.1 percent in March.
The
Interest rates are down and still falling.
2.
21
the
from
down
way
prime rate is down to 10 1/2 percent,
Home
office.
took
Reagan
percent that prevailed when President
Long-term
year.
last
since
mortgage rates are down 3 points
rates for business loans are off 3 to 4 points from a year ago.
3. Government spending growth rate is down to 11.2
The 1983 budget
percent this year from 17.4 percent in 1980.
resolution projects the growth rate of government to fall to 7.5
percent by 1985.
Lower taxes with major improvements in tax equity
4.
will help buoy the recovery, both on the consumer side and on the
The combined effect of the 1981 and 1982 tax
investment side.
bills has been to lower individual taxes over 3 years by $344
Lower
billion, as well as improve compliance and tax fairness.
individual rates boost personal income and restore incentive,
while favorable capital cost recovery rules should spur
·
investment.
In January, industrial production was up 0.9
5.
percent; housing starts were up 36 percent; the stock market is
These are tangible evidence of
up 300+ points over last August.
rising and auto sales were up
is
Consumer confidence
recovery.
in the first 10 days in April.
Unemployment . The January drop in unemployment to 10.4
B.
percent was followed by a further decline to 10.3 percent in
That is major good news, and the decline has not been
March.
reversed, although there may be a few "blips" upward.
Unemployment , of course, remains the major negative in the
High unemployment has to come down and stjy
economic picture.
down without inflationary stimulus--th at is what we have fa1 ed
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-inflatio n policy. The Federal
Reserve will play a key role, and has already shown a willingness
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to adjust its short-te rm goals based on an assessm ent of the
weaknes s of the economy . We will not allow the recessio n to
continu e, but we will not reinflat e the economy , either.
o While the main emphasi s 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 unemplo yed.
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 House and Senate have agreed to extend this program
through Septemb er 30.
- 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 Preside nt 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.
~-1-

- 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 disadva ntaged-- about 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
improve ments.
Hearings will be held in the Finance Committ ee
April 22.
- The 5¢ per gallon gax tax increase can create over
300,000 jobs by funding much needed repairs and constru ction of
the Federal highway system.
C.

The Deficit and Interes t Rates.

1. All our economic difficu lties are, of course,
related- -high interes t rates and slow growth boost the deficit ,
and higher deficits create greater uncerta inty in the business
communi ty as to our future course; will there be more inflatio n,
or less credit availab le 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 growth 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 indicator s.
In the short term, as the President urges, it makes
3.
sense to continue to review every part of the Federal budget in
This means both defense and
an effort to bring the deficit down.
entitleme nts must be under scrutiny to maximize the efficiency of
every dollar spent. A balanced deficit reduction program is
still our goal.
4. Continued efforts to restrain the deficit by
controllin g Federal spending will give the Federal Reserve a bit
more room to accommoda te the potential for real growth that
exists in the economy without inflationa ry pump-prim ing. But
restraint in both fiscal and monetary policy is crucial if we
want to maintain long-term confidenc e in the economic program.
That means long-rang e goals must be carefully reconciled with
efforts to respond to particula r weaknesse s in the economy.
Radical attempts to reverse course would be self-defe ating and
must be resisted.
III. The Budget:

The House and the President

A. We all know that developin g a credible, · deficit-re ducing
budget for 1984 and beyond is going to take a lot of hard work
and give and take on all sides, Democrat and Republica n, liberal
The President has made his proposal, and the
and conservat ive.
House has adopted a radically different alternativ e. We are
likely to end up with something in between, but we ought to
consider for a moment who is closer to the mark in terms of the
vital needs of our economy and in terms of natinal prioritie s.
The House-pas sed budget resolution ,
B. House resolutio n.
engineere d by the Democrati c leadershi p, simply is not a credible
plan for meeting our prioritie s and achieving sustained economic
growth. The House recommend s a $30 billion tax increase in FY
That is not only an unreasona ble increase in the tax
1984 alone.
burden as we come out of a recession , it can only mean that House
Democrats want to repeal the third year of the tax cut for the
Reneging on promises is no way to run the
working people.
Even the members
proposal must be rejected.
that
and
t,
governmen
strong
expressed
have
committee
Means
and
Ways
House
of the
should be
or
can
revenue
in
billion
$8
than
doubts that any more
1984.
raised in
C. Defense spending. The President has recommend ed a 10
percent real increase in defense spending, and the House
2.3 percent compared with
recommend s a mere 4 percent increase:
the President , if you factor out the military pay increase. We
all know that defense, like every area of the budget, will have
to assume a fair share of the burden of deficit reduction . But
surely we ought to take more seriously the President 's concern
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about our nation al streng th vis-a- vis the Soviet Union. We can
and probab ly will have to modify the Presid ent's defens e reques t,
and the Presid ent will have to deal with both the Senate and the
House leader ship if we are to get agreem ent. We do have to get
more out of each defens e dollar spent. But the House- propose d
inc~ease is not wise, reason able, or in the nation
al intere st.
The Senate Budget Commi ttee has voted for a 5 percen t increas e
exclus ive of pay, which is at least closer to the mark.
D. Domest ic spendi ng. There is widesp read agreem ent that
we cannot let the burden of defici t reduct ion continu e to fall on
benefi ts for lower-i ncome Americ ans. But that does not mean
domest ic spendin g is untouc hable- -it can and must be reduce d,
someth ing the Democ ratic budget fails to acknow ledge.
The House
resolu tion provid es $25 billion more for nonmi litary spendin g
than does the Presid ent's budget .
$6 billion of that differe nce
is in the health area:
and certain ly we have reached the point
where we should acknow ledge that Federa l health program costs are
not under contro l, and that change s to contro l costs are very
much in order.
The Americ an people do want to share the cost of
reducin g the defici t in a fair way. But they do not want
nation al securi ty risked ~ or the tax burden on individ uals raised
to an uncons cionab le degree , just becaus e some member s of
Congre ss do not want to .reexam ine program s that may have outlive d
their useful lness or have become grossly ineffic ient.
Instead ,
let us work togeth er, and with the Presid ent, to reach a
bipart isan agreem ent like that worked out on social securi ty.
IV.

The Budget :

Tax Issues

A.
There are lots of ways to raise revenu e, but our job is
to choose ways that are fair and consis tent with good tax policy .
We should resist the tempta tion to undo the progre ss that has
been made in provid ing greate r incent ives for saving s, work, and
investm ent:
those incent ives will become more import ant as
recove ry procee ds. There are many base-b roaden ing measur es still
to be consid ered that would improve the equity and efficie ncy of
the tax code.
B.
Indexin g. The House budget assume s repeal of the tax
indexin g provis ion of the 1981 tax act, which takes effect in
1985. We all know that we have to compro mise to get things done,
but this is one area that we ought to leave alone if we are
interes ted in sound tax policy and honesty in govern ment. We can
raise revenu es--bu t why resort once again to back-d oor revenu e
increa ses genera ted by inflati on? Tamper ing with indexin g
furthe r risks sending a signal that we are prepare d to reinfla te
the econom y and genera te revenu es through bracke t creep to deal
with the defici t. That would mean undoing all the progre ss we
have made over the past two years, and it would be a tremend ous
mistak e.
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C. Outyear tax increases . The President 's budget
recommend s a contingen cy tax to raise $46 billion in FY 1986,
consistin g of a 5 percent surcharge and an oil tax, to be
triggered if the deficit remains too high despite adoption of
It is not clear why we would need to use a
major spending cuts.
It
"trigger" device to raise taxes based on deficit levels.
kind
the
create
would
mechanism
seems unlikely that a "trigger"
for.
looking
is
country
of reassuran ce on the deficit that the
If growth and revenues turn out better than now
projected , we can always reduce taxes to the extent that becomes
One possibili ty is to enact some additiona l
fiscally desirable .
base-broa dening measures- -improvem ents in equity and eliminatin g
tax provision s that are economica lly ineff icient--th en provid~
for further rate reduction s if the deficit is brought under
control more rapidly than is now expected. This would maintain
the momentum for a lower-rat e, broader-b ased tax system that has
It is also consisten t with
been built over the last two years.
the administr ation's considera tion of a streamline d and
simplified tax structure with lower rates.
V.

Tax Issues of Continuin g Concern

A number of issues that have been around for some time
may receive attention from the 98th Congress.
1. 6-month holding period. Efforts to reduce the
holding period to 6 months will continue. There is
gains
capital
for this change, because it can give a boost
support
strong
very
a time when greater . savings and investmen t
at
markets
capital
to
This change
sustained economic recovery.
to
is vitally important
three
on
Senate
the
by
and
1981
in
House
the
was approved by
into
enacted
it
get
to
time
is
it
so
1982,
in
separate occasions
law.
2. Tuition Tax Credits. Although the Finance Committee
fashioned a compromis e tuition tax credit proposal last year
after extensive considera tion, the bill received no further
action last year. But the Committee 's efforts could form the
basis for legislatio n in the 98th Congress. Legislatio n, S. 528,
was introduced February 17.
3. Enterpris e Zones. The Finance Committee reported
out a modified version of the administr ation's enterpris e zone
proposal last September , but no further action was taken. New
.legislati on has been sent up by the President , and the proposal
is likely to come up again in connectio n with discussio n of jobcreation and economic developme nt proposals , and possibly could
A major question is
be acted on with further refinemen ts.
in the idea, which they
interest
an
take
will
whether the House
hearing is set
Committee
Finance
did not in the 97th Congress.
for April 22.
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4.
DISC. While no specific DISC proposa l was made in
the 97th Congres s, the issue was extensiv ely discuss ed-particu larly the question of legality under the GATT.
The search
is clearly on for an alternat ive way to encourag e exports , and
the adminis tration is likely to be active.
VI. Social Security ·
A. The Nationa l Commiss ion develope d a bipartis an package
that deserve s support .
It is not perfect , and everyone had to
swallow hard on some items:
that is the cost of reaching
agreeme nt.
B. The work of the Commiss ion made
confron t the crisis in social security .
that $150-$20 0 billion is needed between
the solvency of the system through 1990.
about a 15 percent reserve ratio by 1990
some would say realistic --assum ptions.

clear that we had to
The Commiss ion-agre ed
1983 and 1989 to ensure ·
This means providin g
under the pessimi stic--

C. The bipartis an package , includes a 6-month delay in
cost-of -living adjustmeq~s, partial acceler ation of schedule d
payroll tax increase s, coverage of new Federal workers and nonprofit organiz ations, and partial taxation of benefits for
higher-i ncome benefic iaries.
D. We cannot forget that the payroll tax burden is already
heavy and schedule d to increase , and the confiden ce of young
people is critica lly low. The long-ter m deficit can be reduced
conside rably by very gradual ly slowing the growth""""OI the system
as people come on to the rolls in the future.
The bill raises
the retireme nt age to 67, again very gradual ly, for people
retiring some 20 or 30 years from now.
Ample time is availab le
for people to adjust their savings and retireme nt decision s.
VII. Trade
A. Trade deficit is too large. The size of our trade
deficit (which is now projecte d at $75 billion in merchan dise
trade and $30 billion in current account) alone means Congres s
will continue to look hard for ways to reform our trade policy.
The system of multila teral arrangem ents has been called into
serious question as many believe it fails to meet our needs.
Many voters and members of Congres s will want to see us approach
more of our trade problem s on a bilatera l basis. The average
America n simply does not understa nd why Japanese cars and TV's
sell well here but American cigaret tes, beef, basebal l bats, and
cosmeti cs cannot be sold in Japan.
Remedies for this type of
situatio n are certain to be a major focus of attentio n in the new
Congres s.
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Unfortu nately, the GATT ministe rial
Export issues.
B.
failed to make progress on the question of foreign subsidie s for
This will continue if pressure from
agricul tural exports .
Congres s to resolve this situatio n through negotia tion or for
other export promotio n actions like the recent wheat flour sale
I will be introduc ing legislat ion which will
to Egypt.
This does not mean
activiti es in the future.
such
facilita te
East-We st trade,
expand
to
seeking
mean
trade war, but does
g Ex-Im Bank
utilizin
DISC,
for
te
develop ing a viable substitu
city bill
recipro
trade
the
resource s more adeptly , and moving
to
access
Fair
1982.
in
that the Finance Committ ee approved
under
be
will
s
Congres
and
markets must be a two-way street,
conside rable pressure to see that that is so.

,

As you know, the House passed "local
Import issues.
C.
content" leg1slat 1on 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 benefit from the mutual advantag es of internat ional
There may be other areas, however , where we might make
trade.
in conside ring extensio n of the General ized System
adjustm ents:
of Preferen ces, there may be an interes t on the part of some
members of the Finance Committ ee to restric t the program ,
particu larly in light of the failure of the GATT ministe rs to
agree on a new round of negotia tions between develope d and
develop ing countrie s concerni ng tariffs. Similar ly, there may be
some objectio n io the trade provisio ns of the CBI proposa l, and
it may be difficu lt to extend the Preside nt's authorit y to
It is a good
negotia te tariff reductio ns on a limited basis.
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 treatme nt under our system of
If we choose our battles carefull y to
internat ional trade.
secure an appropr iate response from our trading partner s, we have
an opportu nity to making trade freer and fairer, to the advantag e
But we must avoid the t~extremes of allowing the
of everyon e.
world to think only the U.S. will play by the rules of free
trade, regardle ss of disadvan tage to our citizens ; or, on the
other hand, taking extreme unilate ral 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.

Conclus ion

The months and years ahead must not be dominate d by rigid
ideolog ies on either side--bu t neither can the Presiden t or the
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Republ ican leader ship be expecte d to cast aside the princip les of
Govern ment the Americ an people so soundly endors ed in 1980.
Those princi ples--a more restrai ned Govern ment, a freer econom y,
greate r accoun tabilit y to the Americ an people --are as valid today
as they ever were, and there is no indica tion that the people
have change d their commit ment to these same princi ples. Guided
by these princip les,- we will try to work togeth er to build on the
sound founda tion for recove ry that has already been laid.
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PROPOSAL TO DELAY WITHHOLDING DURING TEST
PERIOD FOR ALTERNATIVE COMPLIANCE MEASURES
1.

Delay Until 1987. Mandatory withholding on interest,
dividends, and patronage dividends will commence on July 1,
1987 if 1985 compliance rate for individuals is certified by
GAO as being less than 95 percent, and Congress approves
If GAO report is not
resolution agreeing with GAO findings.
approved by April 1, 1987, GAO will continue to study 1985
If
compliance data and submit second report one year later.
Congress approves the second report by April 1, 1988,
mandatory withholding will commence on July 1, 1988.

2.

Present law back-up withholding will be
Back-up Withholding.
expanded to apply to interest, dividends, and patronage
dividends at a 20 percent rate and td include the following
unlawful failure to file prior year return or
cases:
unlawful prior year underreporting of interest, dividend, or
patronage dividend income by at least $50.
IRS will provide notice and opportunity to correct or clear
Back-up
up, prior to commencement of back-up withholding.
withholding will stop when taxpayer corrects, or in hardship
cases where IRS determines taxpayer misconduct is not likely
Treasury may require payers to validate
to be repeated.
taxpayer identification numbers against an IRS list to insure
that the numbers are correct, and to notify payers of cases
where back-up withholding is required.

3.

Return Format. Copies of 1099 information reports will be
required to be delivered to the taxpayer by first class mail
in official form and attached by the taxpayer to his tax
Magnetic tape filing will be required, with one-year
return.
waiver authority for hardship.

4.

The IRS will be required to implement a faster
IRS Matching.
program for matching interest information returns with tax
returns in order to have current information for the back-up
withholding system.

5.

Treasury will submit a
IRS Supplemental Appropriations.
report by June 15, 1983, on necessary supplemental
appropriations to accelerate the matching program, set up a
taxpayer identification number validation procedure,
implement back-up withholding, and enforce payor penalties.

6.

Stricter Payor Penalties:
a.

A negligence penalty (the greater of $50 or 5 percent of
the amount required to be reported) will apply to payers
who do not provide a correct taxpayer identification
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The penalty will not be imposed if the reported
number.
taxpayer identificatio n number is the same as that
provided to payor by account holder in sworn statement.
Increased penalties (the greater of $100 or 10 percent
of the amount required to be reported) will apply in
cases of gross negligence.

7.

b.

A no-fault penalty (the greater of $100 or 7.5 percent
of the amount required to be reported) will apply to
payors who do not file an information return, with
penalties doubled in cases where the payor fails to file
a large number or percentage of information returns.

c.

A minimum penalty ($100) will apply to payors who do not
impose back-up withholding when required.

A $1,000 civil fraud penalty will apply to
Fraud Penalty.
1nd1v1duals who willfully attempt to evade or avoid income
tax on interest, dividends, or patronage dividends.
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