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OUTLINE OF REMARKS
SMALL BUSINESS UNITED
May 3, 1983--noon- -SHOREHA M--PALLAD IAN ROOM
I.

The President and the Congress

A.
President Reagan has made clear that he and the 98th
Congress must work together to deal with an active agenda.
Already that has meant construct ive action on social security.
Next to be dealt with are the deficit, unemploym ent, and the
shifting patterns of industry and job creati~ in our economy.
At the same time we have to realize there wil~e major areas
where we will not agree.
It makes no sense to compromis e away
the gains won towards restrainin g 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.
That doesn't mean
there won't be a lot of hard bargaining on all sides; but on some
issues we simply cannot afford to have a legislativ e stalemate .
C.
The President still sets the agenda.
On taxes,
spending, defici ~s, 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.
The fact remains that there is no coherent alternativ e
to Republica n leadership . The people-S till 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 renewed inflation .
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 March
the index of leading economic indTCator s jumped 1.5 percent--t he
seventh straight such increase, and the 10th increase out of the
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last 11 months.
In addition, industria l output rose 1.1 percent
in March, and economist s agree we are in a broad based 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.
And the trend is continuin g:
consumer prices rose less in the
first quarter of 1983 than in any quarter since 1965.
2.
Interest rates are down and still falling.
The
prime rate is down to 10 1/2 percent, way down from the 21
p~rcent that prevailed when 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. Governmen t 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 governmen t to fall to 7.5
percent by 1985.
4.
Lower taxes with major improveme nts in tax equiiy
will help buoy the recovery, both on the consumer side and on the
investmen t side.
The combined effect of the 1981 and 1982 tax
bills has been to lower individua l taxes over 3 years by $344
billion, as well as improve complianc e and tax fairness.
Lower
individua l rates boost personal income and restore incentive ,
while favorable capital cost rec'overy rules should spur
investmen t.
5. - In January, industria l production was up 0.9
percent; housing starts were up 36 percent; the stock market is
up 450+ points over last August.
These are tangible evidence of
recovery.
Consumer confidenc e is rising and auto sales were up
in the first 10 days in April.
B.
Unemploym ent. The January drop in unemploym ent to 10.4
percent was followed by a further decline to 10.3 percent in
March.
That is major good news, and the decline has not been
reversed, although there may be a few "blips" upward.
Unemploym ent, .of course, remains the major negative in the
economic picture.
High unemploym ent has to come down and stly
down -without inflationa ry stimulus- -that is what we have fa1 ed
to do in the past.
o Clearly there is a bipartisan consensus for more
jobs. But resuming the inflationa ry 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, consisten t with a firm anti-infla tion policy.
The Federal
Reserve will play a key role, and has already shown a willingne ss
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to adjust its short-term goals based on an assessment of the
weakness of the economy • . ~e will not allow the recession to
continue, but we will not reinflate the economy, either.
o While the main emphasis must remain on the long-term
goals of growth with low inflation, there are ~teps we can take
in the short term to deal with the plight of the unemployed.
Many things have already been "done:
- A new Federal supplemental unemployment
compensation program was passed with the 1982 tax bill, providing
additional unemployment benefits to about 2 million workers in 38
States. The House and Senate have agreed to extend this program
through September 30.
- The President signed into law the new Job Training
Partnership Act, which emphasizes training for permanent
employment rather than make-work jobs• New initiatives outlined
by the President focus on the lotig-term unemployed, youth, and on
training or relocating displaced workers who lost jobs due to
plant closures or force ·reductions.
- The targeted jobs tax credit, which was extended
for 2 years by the 1982 tax bill, gives employers a real
incentive to hire the disadvantage d--about 600,000 workers are
certified under the program.
- The administrati on's enterprise zone legislation,
fall by the Finance Committee, can provide us with
last
reported
an experiment in private-sect or job creation in depressed areas,
throug~ a combination of Federal tax incentives and State and ..
local efforts to target an area for development with regulatory
and tax relief, neighborhood participatio n, and capital and other
improvements . Hearings held ·in the Finance Committee April 22
showed strong bipartisan support for the proposal •
. - The 5¢ per gallon gax tax increase can create over
300,000 jobs by funding much needed repairs and construction of
the Federal highway system. ·
C.

The Deficit and Interest Rates.

1. All our economic difficulties are, of course,
related--hig h interest rates and slow growth boost the deficit,
and higher deficits create greater uncertainty in .the business __
community as to our future course; will there be more inflation,
or less credit available for business expansion?
2. Because pf this, it makes sense first of all to
chart a path that is most likely to bring stable growth without
Higher growth boosts revenues and cuts unemployment
inflation.
already, upward
costs, thereby reducing the deficit as well:
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revisions of growth estimates are being made in light of the
economic indicators.
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.
entitlements 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
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-defeatin g and
must be resisted.
III. The Budget:

The House and the President

A. We all know that developing a credible, deficit-redu cing
budget for 1984 and beyond is going to take a lot of hard work
and give and take on all sides, "Democrat .and - Republican, liberal
The President has made his proposal, and the
and conservative .
radically different alternative. We are
a
adopted.
has
House
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 priorities • .
House resolution. The House-passed budget resolution,
B.
engineered by the Democratic leadership, simply i~ not a credible
plan for meeting our priorities and achieving sustained economic
growth. The House recommends a $30 billion tax increase in FY
1984 alone. Unfortunatel y, the Senate Budget Committee has
ratified that decision, subject to modification on the floor.
That is not only an unreasonable increase in the tax burden as we
come out of a recession, it · can only mean modification or repeal
the third year of the tax cut for the working people. Why run
the risk of aborting recovery? Reneging Dn .promises is no way to
Even the
run the government, and that proposal must be rejected.
expressed
have
committee
Means
and
Ways
members of the House
strong doubts that any more than $8 billion in revenue can or
should be raised in 1984.
Defense spending. The President has recommended a 10
C.
percent real increase in defen~e spending, and the House
2.3 percent compared with
recommends 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
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to assume a fair share of the burden of deficit reduction . But
surely we ought to take more seriously the President 's concern
about our national strength vis-a-vis the Soviet Union. We can
and probably will have to modify the Presiden t's defense request,
a nd the President will have to deal with both the ·senate and the
House leadership if we are to get agreement . We do have to get
more out of each defense dollar · spent. But the House-pro posed
increase is not wise, reasonabl e, or in the national interest.
The Senate Budget Committee has voted for a 5 percent increase
exclusive of pay, which is at least closer to the mark.
Domestic spending. There is widesprea d agreement that
D.
we cannot let the burden of deficit reduction continue t o fall on
But that does not mean
benefits for lower-inco me Americans .
and must be reduced,
can
ble--it
untoucha
is
domestic spending
The House
ge.
acknowled
to
something the Democrati c budget fails
spending
ry
nonmilita
for
more
billion
resolutio n provides $25
$6 billion of that differenc e
than does the President 's budget.
is in the health area: and certainly we have reached the point
where we should acknowled ge that Federal health program costs are
not under control, and that changes to control costs are very
much in order. The American people do want to share the cost of
reducing the deficit jn a fair way. But they do not want
national security risked, or the tax burden on individua ls raised
to an unconscio nable degree, just because some members of
Congress do not want to reexamine programs that may have outlived
Instead,
their usefullne ss or _have become grossly inefficie nt.
a
reach
to
,
President
the
let us work toge~her, and with
bipartisa n agreement like that worked out on social security.
IV.

The Budget:

Tax Issues

A. There are lots of ways to raise revenue, but our job is
to choose ways that are fair and consisten t with good tax policy.
We should resist the temptation to undo the progress that has
been made in providing greater incentive s for savings, work, and
investmen t: those incentive s will become more important as
recovery proceeds. There are many base-broa dening measures still
to be considere d that would improve the equity and efficienc y of
the tax code.
The House budget assumes repeal of the tax
Indexing.
indexing ptovision of the 1981 tax act, which takes effect 1n
1985. We all know that we have to compromis e 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 governmen t. 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
That would mean undoing all the progress we
with the deficit.
B~
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have made over the past two years, and it would be a tremendous
mistake.
Outyear tax increases. The President's budget
C.
recommends a contingency tax to raise $46 billion in FY 1986,
consisting of a 5 percent surcharge and an oil tax, to · be
t riggered if the deficit remains· too high despite adoption of
It is not clear why we would need to use a
major spending cuts.
It
''trigger" device to raise taxes based on deficit levels.
kind
the
create
seems unlikely that a "trigger" mech~nism would
for.
looking
is
o f reassurance on the deficit that the country
If growth and revenues turn out better ·than now
projected, we can always reduce taxes to the extent that becomes
fiscally desirable. One possibility is to enact some additional
base-broadening measures--improvem ents in equity and eliminating
tax provisions that are economically ineff icient--then provide
f or further rate reductions if the deficit is brought under
This would maintain
control more rapidly than is now expected.
the momentum for a lower-rate, broader-based tax system that has
It is also consistent with
been built over the last . two years.
a streamlined and
of
consideration
the administration's
simplified tax structure with lower rates.
V$

Tax Issues of Continuing Concern

A number of ~ssues that have been around for some time
may receive attention from the 98th Congress.
Efforts to reduce the
1. 6-month holding period.
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 investment
This change
.is vitally important to sustained economic recovery.
three
on
Senate
was approved by the House in 1981 and by the
separate occasions in 1982, so it is time to get it enacted into
law.
c~pital

2. Tuition Tax Credits. · Although the Finance Committee
fashioned a compromise tuition tax credit proposal last year
after extensive consideration, the bill received no further
But the Committ~e's efforts could form the
action last year.
Legislation, S. 528,
basis for legislation in the 98th Congress.
was introduced February 17.
The Finance Committee reported
3 • . Enterprise Zones.
enterprise zone
administration's
the
of
version
out ·a modified
New
taken.
was
action
further
no
but
September,
proposal last
proposal
the
and
President,
the
by
.
up
s~nt
been
legislation has
is likely to come up again in connection with discussion of jobcreation and economic development proposals, and possibly could
A major question is
be acted on with further refinements.
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whether the House will take an interest in the idea, which they
did not in the 97th Congress.
4. DISC. While no
the 97th Congress, the issue
particularly the quesiion of
Administration has committed
conformity with the GATT and
shortly.

specific DISC proposal was made in
was extensively discussed-The
legality under the GATT.
itself to bringing the DISC into
will submit legislation to do so

VI. Social Security
A. The National Commission developed a bipartisan package
It is not perfect, and everyone had to
that deserves support.
that is the cost of reaching
items:
some
on
hard
swallow
agreement.
B. The work of the Commission made
confront the crisis in social security.
that $150-$200 billion is needed between
t he solvency of the system through 1990.
about a 15 percent reserve ratio by 1990
some would say realistic--assumpt ions.

clear that we had to
The Commission agreed
1983 and 1989 to en~ure
This means providing
under the pessimistic--

C. The bipartisan package, includes a 6-month delay in
cost-of-living adjustments, partial acceleration of scheduled
payroll tax increases, coverage of new Federal workers and nonprofit organizations, and partial taxation of benefits for
higher-income . beneficiaries.
D. We cannot forget that the payroll tax burden is already
heavy and scheduled to increase, and the confidence of young
people is critically low. The long-term deficit can be reduced
considerably by very gradually slowing the growth-or the system
The bill raises
as people come on to the rolls in the future.
the retirement age to 67, again very gradually, for people
Ample time is available
retiring some 20 or 30 years from now.
for people t6 adjust their savings and retirement decisions.
VII. Trade
The size of our trade
Trade deficit is too large.
A~
deficit (which is now projected at $75 billion in merchandise
trade and $30 billion in current account) alone means Congress
will continue to look hard for ways to reform our trade policy. The system of multilateral arrangements has been called into
serious question as many believe it fails to meet our needs.
Many voters and members of Congress will want to see us approach
more of our trade problems on ~ bilateral basis. The average
&--nerican simply does not understand why Japanese cars and TV's
sell well here but American cigarettes, beef, baseball bats, and
Remedies for this type of
cosmetics cannot be sold -in Japan.
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situation are certain to be a major focus of attention in this
Congress.
B. Export issues. Unfortunately, the GATT mi nisterial
failed to make progress on the question of foreign subsidies for
This will continue if pressure from
agricultural exports.
Congress to resolve this situation through negotiation or for
other export promotion actions· like the recent wheat flour sale
to Egypt. S. 822, recently passed by the Agricultural Committee,
would establish several export p~omotion activities.
I support efforts to equalize the rules under which trade is
conducted. This does not mean trade war, but does mean seeking
to expand East-West trade, developing a viable substitute for
DISC, utilizing Ex-Im Bank resources more adeptly, and enacting
the trade reciprocity bill that the Senate approved April 21.
Fair access to markets must be a two-way street, and Congress
will be under considerable pressure to see that that is so.
Import issues. As you know, the House passed "local
C.
That is a
content" leg1slat1on at .the end of the last Congress.
drastic proposal and likely to be counterproductive in the long
run if our goal is to increase access to markets and to gain
maximum benefit from the mutual advantages of international
trade. There may be other areas, however, where we might make
in considering extension of the General i zed System
adjustments:
there. may be an interest on the part of some
Preferences,
of
members of the Finance Committee to seek some reciprocal benefits
There appears to be
from the major GS~ benefici~ries.
substantial support for the trade provisions of the President's
Carribean Basin Initiative, however, as those countries offer
It may be difficult
U.S. exporters a potentially strong market.
to renew the President's general authority to negotiate tariff
It is a good sigri that the
reductions on a limited basis.
Japanese have agreed to continue voluntarily to restrain their
automobile 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 producers get fair treatment under our system of
If we choose our battles carefully to
international trade.
secure an ~ppropriate response from our trading partners, we have
an opportunity to making trade freer and fairer, to the advantage
of everyone. But we -must- avoid the two ~xtremes of allowing the
world to think only the U.S. will play by the rules of free
trade, regardless of disadvantage to our citizens; or, on the ·
other hand, taking extreme unilateral actions that may look good
politically but that, in the lo~g · rtin, will provoke severe
reaction and deprive us of market opportunities. We need just
the right amount of leverage to open more doors, not have them
slammed in our face.
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VI.

Conclusion

The months and years ahead must not be dominated by rigid
ideologies on either side--but neither can the President or the
Republican leadership be expected to cast aside the principles of
Government the American people ,so soundly endorsed in 1980.
Those principles-- a more restrained Government, a freer economy,
greater accountabili ty to the American people--are as valid today
as they ever were, and there is no indication that the people
have changed their commitment to the~e same principles. Guided
by these principles, we. will try to work together to build on the
sound foundation for recovery that has already been laid.
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Additional Issues:

Small Business United

1. Section 385 Regs.
The Treasury Department promised by this
March to have ready a revision of their regulations on the
classification of debt vs. equity for tax purposes, but so far
no revisions have been made public.
However, Treasury indicated
it would be responsive to the major concerns of the small
business community--the complexity of the regulations, and
the risk of drawing such a 'clear line' between debt and
equity that there may be an incorrect classification in
many situations. Obviously these two goals are somewhat in
conflict with each other, but members of Congress will review
the regulations and work if necessary to see that the most
straightforward and equitable compromise can be achieved.
2. Jobs Credits. There is interest in the small business
community for a different jobs credit: not one targeted to
the disadvantaged, like the TJTC, but one available for
new hiring as a way to stimulate employment.
This method was tried at the end of the last recession
(in 1977), with the New Jobs Credit. The results were mixed:
while many small businesses were enthusiastic, the evidence
that the credit had induced additional hiring--that would not
have occurred otherwise--was inconclusive. That is because
hiring always goes up during a recovery, and we are in basically
the same posture now. Congress certainly will be open to
suggestions like this that could give recovery a boost--but
it would have to be carefullyeesigned and demonstrably cost
effective, so specific proposals will have to get careful scrutiny.
3. New Issues Capital Gains Exclusion. There is some interest
in increasing the capital gains exclusion for purchases of
original issues of stock that are held for more than 5 years.
This could aid new ventures in raising capital--but it might
do so at the expense of established companies that, as we emerge
from recession, also will be in the market for capital.
Certainly the idea merits consideration, subject to the revenue
cost and complexity it might add to the tax laws.
(Note: SBU indicates that Senator Chafee is interested in this).
4.
Small Business Participating Debentures. There is considerable
small business interest in proposals to authorize tax incentives
for investment in small business: particularly authorizing a
new type of obligation called a participating debenture which would
give investors interest income as well as a share of company
profits, with the profit share taxed as long-term capital gain
rather than ordinary income. Senator Weicker has a bill (S. 842).
(talking points on this issue are attached) •
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Sma ll Busin e ss Partic ipating De b en tures-- S. 842

o

The bill would create tax incent ives for invest ors to invest
in small busine sses.

Genera lly, small busine sses would be

permit ted to issue a hybrid debt obliga tion called a
"partic ipating debent ure.''

Investo rs in partic ipatin g

debent ures would receiv e both intere st income and a share of
the compan y's profit s.

The share of the compan y's profit

would be taxed as long-te rm capita l gain instead of ordina ry
income .

o

This bill and others have been introdu ced to create a new
source of extern al capita l for small busine sses.

These

measur es should be carefu lly reviewe d in order to determ ine
which bill adequa tely and fully addres ses the curren t
financi ng problem s of small busine sses compar ed with the
associa ted revenu e loss .

o

As the econom y contin ues on the road to recove ry and as
intere st rates contin ue to drop, hopefu lly, small busine sses
will benefi t in the availa bility of cheape r money .

Howeve r,

I unders tand the problem s small busine sses face when
compet ing in the market place for a limited supply of money.

o

If lawyer s addres s legisla tion to create new source s of
extern al or intern al capita l for small busine sses, the
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legisl ation must compl ement the short- range and long- r a nge
goals of the econom ic forec ast for recov ery.

o

In additi on, to the exten t the Financ e Comm ittee raises
revenu e for fiscal y e ars 1984 and 1985, we can pay partic ular
nt
attent ion to small busin ess so we do not worsen the curre
shorta ge for small busin esses.
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