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BOB DOLE
KANSAS

ilnittd £'tatts £'matt
OFFICE OF THE MAJORITY LEADER
WASHINGTON, DC 20510

May 6, 1985
TO:

Senator Dole

FROM:

George Pieler

SUBJECT:

Talk to Government Research Corporation

Attached are materials for your talk to the Government
Research Corporation Foreign Investment Policy Forum
on Tuesday, May 7 at 8:30 a.m. The talk will be at the
Congressional Hall of Honor of the Reserve Officers
Association, 1 Constitution Ave. N.W.
The main interest is in the deficit, tax reform, and
the economic summit. Materials attached are on the deficit
and the budget plan, tax, trade, and the dollar.

Attachments
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ESCALATING DEFICIT
The main threat to continued economic expansion is run-away
Federal spending.
o

Since 1940, the Federal Government has run deficits in 37
Since 1960, we've run deficits in
out of the last 45 years.
24 out of 25 years.

o

In 1985, the gross Federal debt will total $1,841 trillion,
an increase of 533% over 1960, 238% over 1975, and 101% over
1980. The total debt in 1985 now stands at 48% of our GNP.

o

With no changes in Federal spending policy, CBC projects
that Federal outlays will rise from $950 billion in 1985 to
$1,378 trillion in 1990--an increase of $428 billion in five
years.

o

If no changes are made, the budget deficit will increase
from $214 billion in FY 85 to $300 billion in 1990 and the
National debt will increase to $2,786.
INTEREST ON THE DEBT

This massive increase in debt has itself created one of the
largest and fastest growing components of Federal spending-interest on the debt. Constant deficits have put fiscal policy
on an endless treadmill of paying for the irresponsibi lity of
previous decades:
o

In 1965, interest on the National debt cost $9 billion and
By 1980, annual interest costs rose
consumed 1.4% of GNP.
But the worst was yet to come.
to $52 billion--2% of GNP.

o

In 1985, interest on the National debt will cost taxpayers
$130 billion--alm ost three times the level of five years
ago. This represents 3.8% of GNP, 13.5% of the entire 1985
budget, and a 1,450% increase in costs over 1965.

o

$130 billion is equal to the sum total of all Federal
spending from 1789--the founding of the Republic--to 1936.
It also equals total Federal outlays in 1966, the entire
defense budget in 1980, and twice the level of medicare
funding today.

o

To put it in even simpler terms, about 40% of all revenue
collected by the Federal Government from personal income
taxes ($330 billion in 1985) will go to pay interest costs
and no Federal services at all.
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Taxes
•

The President and the American people have sworn off tax
increases as a deficit solution, and no one in Congress seems
to want to suggest otherwise . So as far as taxes are
concerned , the focus will be on tax reform and ways to
improve the distributi on of the tax burden.

•

There have been a lot of reports and analyses of inequities
in the tax code, including one by Joe Pechman on who pays
taxes, and one by Ralph Nader's Public Citizen group on
corporate loopholes . Despite all the headlines , the bottom
line conclusion is one we have known for a iong time--pay roll
taxes and bracket creep raised the tax burden on working
people, while the prolifera tion of tax loopholes cut taxes
for the upper incomes and corporatio ns. There, in nutshell,
is the source of most of the momentum for tax reform.

•

Working people have legitimate . concerns in the tax debate:
protection of the tax free status of fringe benefits that
workers have bargained for, including health insurance -greater equity for the average taxpayer through lower rates
and larger personal exemption s. Businesse s and workers who
don't benefit from rich fringe benefits have legitimate
concerns, too, which is why we expect a long and lively
debate.

•

Clearly tax reform is important , because we must have a tax
system that our people.be lieve in and will support without
coercion. But unless we deal with the deficit, initiative s
such as tax reform will fall by the wayside--b ecause our
fiscal crisis will demand all our energy if it gets worse.

•

Republica ns led the effort to reduce and index tax rates,
close corporate loopholes , shut off some upper-inco me
benefits, and improve tax compliance over the past four
years. Taken together these changes are the best
improveme nts in tax policy for working people in mariy years.
And without them, scheduled increases in the payroll tax
would be pinching workers much more severely than they are.
And President Reagan's Treasury Departmen t wants to go
further-- their reform plan would reduce individua l rates,
while increasing business taxes by 37 percent.

•

The latest report by the Joint Committee on Taxation shows
that tax loopholes and preference s will amount to about $424
billion in 1986. Tax loopholes are on a rapid growth path-which is why people are troubled by the unfairnes s of a
"swiss cheese" tax base.
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TRADE
Japanese Trade Confron tation
•

Senate passage (92-0) of Danforth resoluti on calling for
Adminis tration restrict ions on Japanese imports if trade
deficit continue s to grow is showing results. Prime Ministe r
Nakesone has made strong persona l efforts to make his people
aware of the need to import as well as export. Liberali zed
access is being negotiat ed for pharmac euticals and medical
supplies as well as for telecomm unicatio ns equipme nt. Other
sectors under review are forest products and electron ics.

•

Proof will be in the effect of these initiati ves on the trade
deficit. The 1984 level was $36.8 billion out of the total
U.S. merchan dise trade deficit of $123.5 billion. Raising
the quota for automob ile exports from 1.85 million units to
2.3 million (450,000 increase ) will need to be offset to
prevent the deficit from growing in 1985/86.

•

Limited progress was made at the Bonn economic summit with
most nations concurri ng on the need for new trade
liberali zation talks (France dissenti ng). Still further
Senate action on the Danforth bill to require Adminis tration
restrict ions may be unneces sary at this time. Nakasone has
indicate d that further tariff reductio ns will be announce d by
the end of June.

•

The U.S. should continue to concent rate its efforts on
putting its own economic house in order through deficit
reductio n and not exagg~rate the impact of foreign imports or
look for scapego ats. The trade gap and the sharp rise in
foreign investme nt in the U.S. are importa nt, but they will
be best addresse d by getting interest rates and the value of
the dollar down.

GATT Trade Negotia tions
•

The Adminis tation will continue its effort to solidify
support from major trading partners . The EEC has agreed,
providin g the agenda is defined in advance -- meaning they do
not want to commit to negotia ting the use of export subsidie s
on primary products , includin g agricult ure. Prelimin ary
talks on a possible agenda for trade talks will start this
summer.

•

Agricul ture groups are suspicio us that the negotia tions will
be used only to delay action in respondi ng to foreign
subsidie s on farm exports. If agricult ure is to be included
in the talks, the U.S. should be willing to use the same
tactics in the interim.
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The Dolla r
• The conce rn our tradi ng partn ers have about the
is twofo ld. First , they belie ve the high value of thedolla r
dolla r is a funct ion of high U.S. inter est rates , which in
turn resul t from large budge t defic its coupl ed with
a relat ively restr ictiv e mone tary polic y. Our tradin g
partn ers have to comp ete with those high inter est rates ,
and high rates tend to inhib it growt h and incre ase unemp loyme
nt.
• Anoth er conce rn is that our high rates attra ct capit al
into the U.S. out of the other indu stria lized natio
inhib iting inves tment that could creat e jobs there . ns-Actu ally,
capit al inflow s into the U.S. have not grown subs tanti
ally
since 1981: but capit al outflo ws from the U.S. have dropp
subs tanti ally (60% in 1983) . In other words , we are keepi ed
ng
more of our own capit al at h.ome rathe r than inves ting ·it abroa
d.
• A mode rate, gradu al decli ne in the value of the
would help both us and our tradi ng partn ers. It woulddolla r
impro ve our abili ty to expo rt, poten tially boost growt
the U.S., and add jobs in expo rt-rel ated indu strie s. h in
A main reaso n for the slow (1.3% ) growt h in the first quart
of 1985 is the trade defic it, as U.S. demand is satis fied er
to a large exten d by impo rts. Reduc ing the budge t defic
is the best way to mode rate the value of the dolla r in a it
contr olled way, by reduc ing press ure on inter est rates .
It also reduc es the risk that a sudde n down turn in our
econo my might bring the dolla r down sudde nly, with poten tial
for highe r inter est rates and infla tion here.
• Secre tary Baker decli ned to enter into talks on
excha nge rates as a preco nditio n for trade talks , and
conti nues to take the posit ion that, for the most part,
U.S. inter venti on in forei gn excha nge marke ts will occur
only in cases where specu lation 'dist orts.' the mark et.
Presu mably we have to inten tion of retur ning to the kind
of heavy inter venti on the Carte r admi nistra tion used to
try to prop up the dolla r when it was weak. We need
to focus on econo mic funda menta ls, cut spend ing, keep
infla tion down --and encou rage our partn ers to do much
the same (coor dinat ion of such actio ns would be an
appro priate subje ct for talks on excha nge rates ).
And econo mic recov ery abroa d, laggi ng behin d our own,
will stren gthen the curre ncies of our tradi ng partn ers
relat ive to the dolla r.
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The Government Research C<>r oration
---------1250 Connecticut Avenue , N.W.
Suite 600
Washington , D.C. 20036
Telephone (202) 223-0222
Telex 440310 GRCDC

April 19, 1985

The Honorable Robert J. Dole
141 Senate Hart Office Building
Washington, D.C. 20510
Dear Senator Dole:
Thank you for agreeing to participate in the meetings being planned for the
Fifth Annual Foreign Investment Policy Forum to be held in Washington May 5-8,
1985. As you can see from the enclosed list of those who will be participating in
the program, this is an impressive group of corporations being represented. In this
regard, we hope you will be able to join us for one of our evening functions, for
which invitations have been extended seperately. Should any of the evenings
(Sunday, May 5 - Wednesday, May 8) be particularly preferable to you due to your
own schedule, please do contact me with that information.
As discussed with your staff, we look forward to hearing your remarks at
8:30 am on May 7th at the Reserve Officers Association of the United States, 1
Constitution Avenue, N.W., in the Congressional Hall of Honor. As mentioned in
our March 4 letters, the delegates who are coming this year have already
expressed interest in gauging the prospects for tax simplification and deficit
reduction, and will be particularly interested in your views in early May.
Again, thank you for participating in the Fifth Annual Foreign Investment
Policy Forum. I look forward to seeing you on the 7th.

Leslie C. Shields
Director
Special Projects

London • Ottawa • Toronto
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1985 U.S. Foreign Inve stment Policy Forum

Ziauddin Akbar
Treasurer
Bank.of Credit and Commerce Internationa l
London

Rene Burgauer
Directeur Adjoint
Banque Gutzwiller
Geneva

Wajid S. Al-Kaylani
General Manager
Bank of Credit and Commerce Internationa l
London

Donald H. Brydon
Barclays Investment Management , Ltd.
London

Catherine Allonas
Chief Economist
Caisse N ationale de Credit Ag.r icole
Paris
Trevor Appleby
Vice President
Manufacture rs !..if e Insurance Company
Toronto
David F. Barker
Chief Investment Manager
Norwich Union Insurance Group
Norwich, England
Tony Baron
Chief Economist
Laurie Milbank
London
Gordon V. Bayley
National Provident Institution for
Mutual Life Assurance
London
Caspar Benz
Portfolio Manager
Swiss Reinsurance Company
Zurich
David Berridge
General Manager
Scottish Equitable Life Association Society
Edinburgh
Ronald van Boven
General Manager Foreign Exchange
Bank Mees & Hope NV
Amsterdam

The Government Research Corporation

Peter James Capel
Buckmaster & Moore
London
Howard Carter
Buckmaster & Moore
London
Pierre Chevallier
Groupe Drouot
Paris
Giles Coode-Adam s
L. Messel & Co.
London
Marcel Decleve
Banque Bruxelles Lambert
Brussels
·
Bernard Desforges
Banque de Neuflize, Schlumberge r, Mallet
Paris
Wim Dijkema
ROBECO Group
Rotterdam
Gerhard Eberstadt
Managing Director
Dresdnerban k Investment Management
Frankfurt
Antonio Escamez
President
Banco Central, S.A.
New York

1250 Connecticut Avenue, N.W.. Suite 600, Washington, O.C. 20036
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Rona ld Flore nce
Inves tmen t Mana ger
Frien ds Prov ident
Lond on

Iain D.J. Maso n
\v{an ager, Inter natio nal Depa rtme nt
Natio nal Mutu al Life Asso ciatio n
of Aust ralas ia, Ltd.
Melb ourne

Dr. Hans J. Halb heer
Cred it Suiss e
Zurk h
N. C. Ham il ton
Shell Inter natio nal Petro leum Co. Ltd.
Lond on
J. Hartw ig
Socie te Fran caise D'As suran ces Pour
Favo riser Le Cred it
Paris
Carlo s Conr ado Helb ling
Econ omis t/ Advi ser
Buen os Aires
Chris tophe r J. Holm es
Inves tmen t Mana ger
Natio nal Prov ident Insti tutio n for
Mutu al Life Assu rance
Lond on
Haro ld Paul Hugh es
Pens ion Fund Cons ultan t
Briti sh Broa dcast ing Corp orati on
Lond on
Dr. Mart in Jetze r
Guye rzell er Bank AG
Zuric h
Davi d Lloy d
L. Mess ell & Co.
Lond on
Herm an Maas
Senio r Anal yst
J. Vont obel and Com pany A.G.
Zuric h
Andr e Mars an
Mont rusco Asso cie Inc.
Mon treal
Gust avo A. Mart uret
Banc o Merc antil & Agri cola
Cara cas

The Government Research Corporation

Ken Math ysen -Ger st
Lom bard Odie r and Cie
Gene va
Desm ond McC lelan d
Depu ty Mana ger
Euro pean Inve stme nt Bank
Luxe mbou rg
Pete r Mend elsso hn
Unite d King dom Prov ident Ins ti tu ti on
Lond on
Simo n Milde
Jone s, Lang , Woot on
New York
Celso Da Roch a Mira nda
Presi dent, Boar d of Dire ctors
Cia. Inter nacio nal Fidu ciari a
Rio de Jane iro
Neil Moor e
Mana ging Dire ctor
Cavi apen Inve stme nts Limi ted
Lond on
Dr. Helm ut von Natz mer
Exec utive Vice Presi dent
and Gene ral Mana ger
Deut sche Bank AG
New York
Dona ld Ness
Scot tish Inve stme nt Trus t, plc
Edin burgh
Ange l Davi d Pini
Banc o de Italia n y Rio de la Plata
Buen os Aires
Gera rd de Plinv al
Gene ral Mana ger of Inter natio nal Fund
and Senio r Vice Presi dent
Caiss e N ation ale de Cred it Agri cole
Paris

1250 Connecticut Avenue , N.W., Suite 600. Washington,
O.C. 20036
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Anthony Puckridge
Director
Lazard Brothers & Co, Ltd.
London

Dieter Spaethe
Partner
MM Hentsch & Cie
Geneva

Barthold von Ribbentrop
Executive Vice President
Atlantic Capital Corporation
New York

W.B. Taylor
Kent County Council Superannuation Fund
Kent

William Ridley
Wood, MacKenzie & Company
London
David C. Ritchie
Scottish Widow's Fund
and Life Assurance Society
Edinburgh
Ken Rose
West Midlands County Council
Superannuation Fund
Queensway, Birmingham
Iain O.S. Saunders
Robert Fleming Inc.
New York
Dr. Bernard Scheffler
Member of the Board
Batig Gesellschaft Fuer Beteiligungen MBH
Frankfurt
Patrick Segal
Attache a la Direction
Banque Privee
Geneva
Renaud Victor Segalen
First Vice President
Credit Industriel et Commercial
Paris
Richard Sleight
Legal and General Corporation
London

Christopher Taylor Young
Charter house J aphet plc
London
Heiko H. Thieme
Vice President
Deutsche Bank Capital Corporation
New York
Jean Varda
Executive Vice President
Credit Industriel et Commercial
Paris
Villane au
Caisse Des Depots
Paris
Bruce C. Watson
Chairman
MIM Holdings Limited
Brisbane, Queensland
Richard C. Wheway
Finance Director
Halifax Building Society
Halifax West Yorkshire
Otto Lutz Wille
Managing Director
ADIG Investment GMBH
Frankfurt
Alois K. Prinz Zu Lowenstein
Bank in Lichtenstein (Frankfurt) GMBH
Frankfurt

Brian Vincent Smith
Chairman
West Midlands County Council
Queensway, Birmingham
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