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REMARKS OF SENATOR DOLE
GULF OIL
Monday, January 23, 1984--7:30 P.M.--Ritz Carlton
What is the Federal deficit likely to be?
o

The estimates of future Federal deficits are quite sensitive
to one's economic assumptions.
Yet even under the most
optimistic of economic assumptions, the deficit will remain
at historically high $200 billion levels over the foreseable
future, unless drastic action is taken.

o

Assuming an extremely strong recovery (4% real growth of GNP)
is sustained over the next few years and all of the
Administration's proposed spending cuts are made, the
deficits are still projected to be:

o

0

FY 1985

FY 1986

FY 1987

FY 1988

$185 billion

$195 billion

$199 billion

$179 billion

If economic growth is not so strong (3% real GNP growth) and
interest rates are slightly higher (9% T-bill rate), and
Administration's spending cuts are not enacted, the projects
deficits would be:
FY 1985

FY 1986

FY 1987

FY 1988

$202.6 billion

$236.7 billion

$270 billion

$290.1 billion

If we have an economic downturn during this period, we may be
facing $300 plus billion deficits.

•

Why worry about the deficit--What
does it mean to the average American?
o

If nothing is done to reduce deficit spending over the next
five years, the total Federal debt will nearly double to over
$10,000 for every man, woman and child in America.

o

At this level, by 1989 it will take one-half of all
personal income tax payments just to pay the
Federal Government's interest bill.

-~~-Arne-r4~a-ns'

•
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o

Virtually all economists agree that the sustained enormous
deficits that we are facing will be economically harmful.

o

Many Americans will find home-buying more difficult with higher
deficits.
Consider a family purchasing a home at today's current
interest rate, averaging about 12-1/2%, with a $55,0 0 0 mortgage.
If the deficits push interest rates up, total interest costs over
the 30 year term will be $15,5 0 0 more for each one percentage
·
point increase.

o

All Americans will directly feel the results of high deficits if
they lose jobs as a result of a business slowdown resulting from a
crowding out of private investment, or if they lose jobs to
imported products made more competitive because of an abnormally
strong dollar or if they end up paying higher prices because
inflation is rekindled.
What do you think the Adminstratio n will propose
in its FY 1985 budget to deal the with deficits?

o

Clearly the Administratio n will repropose many of the domestic
spending cuts from its 1984 budget that have not been acted upon.

o

Based on the figures I have seen, the ~dministration will propose
only about $6 billion in net domestic cuts for FY 1985, but that
figure is larger in the out years:
FY 1985

FY 1986

FY 1987

FY 1988

$5.6

$13.7 billion

$17.0 billion

$22.1 billion

b~llion

o

Unfortunatel y, I am afraid that the effect of these domestic
spending cuts will be undercut by proposed increases in defense
spending.

o

On the tax side, I do not think it is likely that the
Administratio n will propose some form of contingency tax increase
like that included in last year's budget.
•

o

Thus, at this point I do not see very much in the way of deficit
reduction included in the FY 1985 budget Adminstratio n submission.
What do you propose to do
to trim the def1c1t?

o

The Senate Finance Committee has been working on a deficit
reduction package that I hope will gain bipartisan support.

o

The Finance Committee has aimed for $15 0 billion in total deficit
reduction over the next 4 fiscal years, with most of the savings
coming in fiscal years 1985 through 1987.

o

The package will have a least one dollar in guaranteed spending
cuts for each dollar of revenue increases.
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o

The Finance Committee will undertake to provide one-half of the
spending reductions, and look to the other Senate Committees to
produce an equivalent amount of savings.

o

Any new revenue increasei (other than pure loophole closers) will
be expressly contingent on certification that spending cuts have
been achieved and will be triggered off in Congress later reneges
on these spending cuts.

o

As now constituted, this package would involve more in spending
cuts than the Administratio n may propose, but perhaps somewhat
less in taxes than if the Adminstratio n were to simply extend its
1984 contingency tax proposal.

0

The Senate Finance Committee deficit reduction package would
reduce the deficit by the following amounts:
FY

84

85

86

87

Revenue Increase

3.0

ln.6

24.8

28.5

72.8

Finance Committee
Spending Reductions

1. 0

ry. 2

11. 9

19.0

38.1

Other Committee
Spending Reductions

1. 0

n.O

11. 0

1 9. ()

37.0

5. (il

28.8

47.7

66.5

147.7

Total

Total

What about defense spending?
o

It is expected the Administratio n will reccommend $305 billion in
defense spending for FY 1985--a 13% real increase over the 1984
defense spending level.

o

This sharp increase in defense spending is $16 billion over the
substantial increase provided for FY 1985 in the most recent .
Congressiona l budget resolution.

o

Over the period FY 1985-1987, the Administrati on's defense
recommendati on is about $65 billion higher than the 5% real growth
path that Congress last year set as adequate for a strong defense.

o

The Adminstratio n's defense recommendati on is a first offer that
sets its opening bargaining position.
I believe that the final
defense number for FY 1985 will be close to the $289 billion
figure contained in last year's budget resolution.

o

Even at a $289 billion level, defense spending will have increased
91% since 1981, the first year of the Reagan Presidency.
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What about Medicare Cuts?
o

From the preliminary information I have seen about the
Administration's budget plans, I expect to include many of the
same Medicare recommendations that they proposed last year.

o

The Senate Finance Committee has reviewed these recommendations
and included modified versions of n nu mber of them in its
tentative package.

o

We should be closely examining Medicare whether or not we have a
deficit.

o

The most recent Trustees report on the hospital insurance program
concluded that under mid-range economic assumption, the HI fund is
barely adequate to ensure the payment of Medicare benefits through
the end of the decade.

o

Under pessismisti~
in 1988.

o

The Medicare trustees concluded in order to bring the Medicare
system into actuarial balance, expenditures will have to be
reduced by 30 percent or revenues into the fund need to be
increased by 43 percent.

o

Thus, we need to act . responsibly to insure the continued viability
of the Medicare program.

~ssumptions

the Medicare fund will be exhausted

Note:
Trent Lott . late this week condemned any Medicare cuts and
predicted they would not even be included in the Administration's
budget submission.
WHY SHOULD WE ACT THIS YEAR ON THE DEFICIT

•

o

If we fail to deal with the deficit now, the problem will become
worse.
Current projections showing deficits holding in the range
of $200 billion probably are optimistic, as they are based upon
assumption of steady economic growth through 1989 . . However,
postwar experience suggests that the average recovery lasts only 3
years, making a recession in 1985 or 1985 likely.

o

If we postpone action until 1985 and we do suffer another
recession, the deficits would then hit the $3 0 0-$400 billion
range.
At that point, it may be difficult to cut the deficit
without fur t ner -weakenffig- tne economy.
Our choices would become
very difficult indeed.

o

Of course, failure to reduce the deficit in 1984 makes a recession
likely to come sooner, as interest rates are forced up by private
credit demands clashing with Treasury borrowing needs.
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o

By postponing action of the deficit, we increase the risk of
recession.
The average increase in the unemployment rate during a
postwar recession is about three points, or three million jobs.
By acting to reduce the deficit, we can significantly lower the
risk that three million wbrkers will lose their jobs in 1985 and
1986.

o

The rise in interest rates will depress auto sales, housing
starts, and capital goods orders.
It is widely recognized that
sustained economic recovery will be impossible unless these key
sectors are healthy.

o

Alternatively, the Fed could offset the deficits' impact on
interest rates by "monetizing" the debt, leading to a resurgence
of inflation in 1985.
If we do nothing, we will force the Fed to
choose between high interest rates and recession, or inflation.

o

Failure to reduce the deficits in 1984 may also depress the stock
market.
A key fact~r in determining equity and bond prices is
investors' confidence that Congress and the Administration can
produce a sound fiscal policy.
If we send the signal that the
deficit problem is secondary to politics, equity and bond prices
may fall.

o

The exploding cost of servicing the Federal debt will make
controlling spending mor~ difficult each year, unless the deficits
are reduced soon.
Each year that we add S200 billion in new
Federal debt adds about $15 billion to the next year's interest
costs.

o

The economy is now on a path where more and more of its resources
go just to pay off the debt.
According to economist Lawrence
Summers, "It's a case where the miracle of compounding (interest)
works against you."

o

In 1976 net interest accounted for just 7% of total outlays But if
we do nothing, by 1988 the total Federal debt will be more than
half of total GNP, and the net interest cost of servicing thi~
debt will reach 14% of all spending.
Each year that we do
nothing, the share of Federal spending that we can control gets
smaller.

o

Recent studies indicate that current and prospective budget
deficits may have helped to.overvalue the American dollar.
If the
deficits are not reduced, the problem of overvaluation could
become worse, weakening the competitive position of American
exports and costing the U.S. jobs in such industries as steel,
electronics, and agriculture.
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RECOVERY--WHAT PROGRESS HAVE WE MADE

Strength of recovery
o

A strong recovery is on track and appears to be moderating to a
pace that can be sustained in the years ahead.
As an indication,
look at the expansion of real gross national product.
It grew by
9.7% in the second quarter of 1983, 7.9% in the third quarter, and
an estimated 4.5% in the fourth quarter.
By this measure, the
recovery is the strongest since 1961.

o

Housing starts are running at a rate of about 1.7 million units a
year, and new home sales are up by 91% over the recession low.

o

Industrial output in 1983 rose n.5%, and factory utilization is up
to 79.4%--the highest level in two years, and close to the normal
capacity of 82%.

o

The Commerce Department's survey of business plans for 1984 show
that business plans to increase capital investment by 9.4%--this
is a rate about 2% higher than that seen at comparable points in
previous postwar recover1es.

Inflation
o

The best news about this recovery is that it is noninflationary.
In 1983 the producer price index rost just 0.6%--the lowest
increase since 1964.
The CPI is running at 3-4%, and continued
moderation in producer prices indicates low inflation will
continue.

Creating Jobs
o

People are going back to work, and the pace of job creation has
been unusually high for a postwar recovery.
On January 6 the
Labor Department announced the civilian unemployment rate dropped
from 8.4% to 8.2% in December.
Overall, this means unemployment
has dropped 2.5 percentage points over the past year.

o

The continued strength of the recovery shows that r~cent growth in
employment has not just been a statistical fluke, but shows a -real
turnaround in the labor market.
Unemployment fell 230,000 in
December, and there have been 4 million jobs created in the last
year.

o

What is more, the growth in jobs is broad-based. While
manufacturing industries showed the most dramatic gains, all
industries other than government and agriculture showed dramatic
drops in unemployment.
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ROYALTY TRUSTS
Bac kgro und on Roy alty Tru sts
A roy alty tru st is gen era lly form
inte res t out of a com pan y's wor king ed by carv ing a roy alty
inte res t in oil prod ucin g
pro per ties .
The toy alty inte res t is con trib ute
d to a tru st, and
the inte res ts in the tru st are dis
trib ute d to the com pan y's
sha reh old ers as an ord inar y dis trib
utio n. Gen eral ly spe akin g, the
inte res ts dis trib ute d to the sha reh
old ers rep rese nt hig hly
app reci ated pro per ty.
Cur ren t Law
Und er cur ren t law , the ord ina ry dis
trib utio n of app reci ated
pro per ty doe s not trig ger a tax at
the cor por ate lev el.
Ind ivid ual sha reh old ers . who rece ive
the dis trib utio n may pay a
tax , dep end ing upon whe ther the dis
trib utin g cor por atio n has any
earn ing s and pro fits .
In the case of cer tain of Mes a's
prio r
roy alty tru st arra nge men ts, the dis
trib utio n was tax -fre e to the
sha reh old ers as wel l.
Ind ivid ual sha reh old ers rece ive a
fair mar ket valu e bas is in
the pro per ty dis trib ute d to them .
Thu s, sub seq uen t earn ings
prod uce d by the roy alty inte res t
are larg ely non -tax able to them
as a retu rn of cap ital .
Pro pos al
The sta ff pre lim inar y rep ort on cor
por ate refo rm and
sim plif ica tion reco mme nded tha t a
cor por atio n be taxe d on the
dis trib utio n of app reci ated pro per
ty to ind ivid ual sha reh old ers.
Thu s, the re can be no bas is step -up
with out cor por ate lev el gai n.
(The pro pos al doe s not chan ge the
tax atio n of dis trib utio ns to
cor por ate sha reh old ers, whi ch wou
ld con tinu e to rece ive a
carr yov er bas is in the pro per ty dis
trib ute d, with
•
lev el tax .)
The bud get def icit red ucti on pro pos no cor por ate
als
bef
ore
the
Com mitt ee in Nov emb er con tain the
sam e pro visi on in the Tre asu ry
sup por ted pro pos als.
Tal king Poi nts
~

Opp one nts of the pro pos al con tend
tha t it wou ld imp ose two
lev els of tax atio n -- onc e at the
cor por ate lev el and onc e
aga in at the sha reh old er lev el.
In fac t, und er cur ren t law ,
no tax is ofte n imp osed -- whe re
the sha reh old er is taxexem pt (e.g ., a pen s!on or IRA) or
whe re the cor por atio n has
no earn ing s and pro fits (e.g ., Mes
a's prio r dea ls).
Thu s
sha reh old ers hav e ofte n rece ived
a "fre e" bas is step -up in
the dis trib ute d pro per ty.
The SFC pro pos al wou ld mer ely
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insure that at least a corpor ate-lev el tax would be imposed
in order to obtain a basis step-u p.
The Mesa people have genera lly not challen ged the soundn ess
of the propose d rule, but have asserte d that more revenue can
We have asked
be raised if the propos al is not effecte d.
ions.
them to prove their assert
•

The royalty trust scheme also raises questio ns as to whethe r
the divisio n of operat ing intere sts of large oil compan ies
such as Gulf is consis tent with our nation al energy goals.
It is unclea r whethe r the develop ment of oil and gas reserve s
is unaffe cted by royalty trust arrange ments.

•
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