
BOB DOLE 
KANSAS 

TO: Senator Dole 
FROM: George Pieler 

tlnittd ~tattl ~matt 
OFFICE OF THE MAJORITY LEADER 

WASHINGTON, DC 2C>a10 

SUBJECT: Talk to American Stock Exchange 

June 10, 1985 

You are scheduled to speak to their conference on "A New :American Revolution" -Tuesday ~orning at 8: 15 at the -Department of ;State. The focus of the -conference is on emerging · and fast-growing industries: telecommlinications, health care, etc. · Tbey want your view on the direction of the ~conomy. 
Attabhed, as per ·your suggestion, are some new points focusing on the deficit problem~ Also attached are current materials on tax reform and on the House and Senate budgets~ ' 
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Budget Deficit as Top Priority .... . 
• House and Senate conferees on the FY 1986 budget will meet for the first time today. They have a tremendous challenge: to agree on a major deficit-reduction packag~ that will keep recovery on track, both by the magnitude of the savings and by guaranteeing that the plan will be carried out fully in the years ahead. , 
• Let's not forget that the deficit is our number one domestic problem • . . By .the same token, getting the _ budget 6n· a 'glide path' toward balance could be a historic breakthrough for . o~r econainy: , sustaining recovery for the rest of . this decade without reigniting· -inflation. . That's ·why everyone · should .focus very, very closely on the actions of the budget ~onferees. 
• Another reason for keeping an eye on the budget is the debate over the actual s~vings, and- over how . shifts in the .economymay·affect the deficit projections. Some say the deficits will be higher than we tho~ght, even if we approved the Senate budget in its entirety. If · that's so, the · conferees ought to·· aim even higher .. in total savings--they have to hit the mark of a deficit . at 2\ . of GNP in 1988, or come as c.lose as possible. There are enough different items in both budget packages to make that possible. ·· 
• To evaluate how well the budget conferees do, watch how much the come up with in reconciled savings. Savings that .aren•t . reconciled--aandated to the a'Jtho~Azing committees--may never be realized. ·The Senate reconcil.es $135 billion, .. the . House only $3.7 billion • . And consider how defense ·comes out: . the House deni~s even an inflation increase, which we allow. ·But the .. Senate, and the Ho.use ·Armed Services co-i.tee, are working on defense autho.rizations that give the inflation adjustment. That tells me that the House defense number ·represents .phoney savings--they won't be 4chieved, but the are plugged in .the budget to avoid making real cuts · in o.ther programs. 

I 
l 

IL 
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Reagan's Tax Retorm 

o The President baa proposed a striking and historic revision ot the .income tax laws. Ria plan would make the a7ate• both simpler !:!!!!, t'airer. 
o 'the present 1' brackets would be replaced b7 ~ust three: 15S, 25S, and 35S. 'the max111um corporate rate would drop to 33S (with graduated rates t'or small . buaineaa). \ 

0 

0 

0 

'file plan ·aa a whole would sbit't the tax burden awfr t'rom working people and toward businesses that b&°'e a ot or income but; b&Y.en' t paid th,ir share of' tax. ''total taxes paid b7 indiYiduals would drop .T percent, while corporate tax p&711ents would rise about 9 percent • 
Diatributidnal Ot't'set. Under the Reagan plan, t'aailies with ihcoae• or 110,ooo or less would get a 35.ss tax cut; $10,000 to $15,000, a 22.as tax ~ut;·t1s.ooo to $20,000, ·a 13.SS tax cut; $20,000 to $30,000, an 8.TS tax cut; t30,ooo to $50,000, a 6.6S tax out; t5o,ooo to t100,ooo, a ,.2s tax cut; t100,ooo to t200,ooo, a -.1s tax cut; and $200,000 or 110re, a 10.TS tax eut (the larger-than•aYerage break t'or the top lncoae group reaults t'raa the lower top rate of' 351 and the lower top capital gain tax rate of' 1T.5S). 

Return Pree Srateia. Ondeaa the Reagan plaa, onl7 331 or tiipa7,er• are expected to itemise. · In &4d1t1on, 110re than halt' et' all t&xlf&7er• would be able ·to get their tax bill or ref'und Without t'i11ng a return (it' the7 so chooae). 
o Protection t'or Low lnc011e. 'l'be plan would remove t'rom the £&i i-oll• Yii-tuail7 all t'aaillea, aari-ied couples, aingle head• of' houaebolds, and older Allericans at or below the povert7 line. 'l'b1s would result t'rom the combination ot increasing the personal exemption, zero bracket, earned income credit, .and the new consolidated credit tor the blind, elderl7, and disabled. 

0 Indexinf Protection. The plan retains the indexing protect on for rate brackets, the personal exemption, and the zero bracket which ·we pioneered in 1981. Mos.t plans that claim to do more tor middle incomes (like Bradle7-Gephardt) do not protect taxpa7ers against intlation and would do leas ror them in the long run. President Reagan also expands the indexing concept to the earned income credit, protecting the working poor, to depreciation and to capital gains (in 1991). 

' . 

, 
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o Business and Growth. President Reagan proposes a system ot business taxation that is more neutral and will reduce tax-motivated distortions that skew economic declslona. Repealing the ITC and revising dep~eciation . schedules mean greater neutralit7 among ditterent investment categories. Other changes that will limit economic distortions include limiting real estate tax breaks to the amount at risk, and tightening the minimum tax with ·regard to oil and gas tax breaks (intangible drilling :costs). 
o Iasue,s . to Watch. Congress wil1 give the President'• plan i v.r7 close look, and no ' doubt 11anJ Members will have par~icular changes the7 want to propose. In particular, there will be tocua on: 

Distribution ot 'fax Burden. It 'freaaur7'a ea£1iites bold up, tbia ia a ver7 tair plan. Some 11&7 be concerned about the break tor the top income o1a••~-but to address that would require changing the·rate structure oi; the capital gains exclusion, both ver7 sensitive iaauea. 
Heutralit(/Inveatment. An7 perceived deviation trom 1neu ra11 tax treatment tor d1tte~ent induatriea will bring de11&nda tor change trom other 1nduatriea. In addition, those 1ndustr1ea aoat beavil7 aubaidised b7 the ~urrent code--11ke those which benefit trom the ~ because the7 are oapital-1ntenaive--will want to m1n1111se the ettect ot the plan. · 

State and Local Taxes • . Secretar7 Baker baa aaid tbit eliliinating the deduction tor State and local taxes is a sort ot •acid teat• tor serious tax retorm. Thia is a t•o billion item over the proJected phase-in period, and that amount would be dltticult to make up. It high-tax States can tight ott thla change--even in the context ot much lower tax rates and other benetita that ease the tax take on their c1t1zena--progreaa may be dittlcult. 
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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 
out of the laat 45 years. Since 1960, we'•• ·run deficits in 24 out of 25 year•. · .. 

o In 1985,~th• 9ro•• Federal debt will total $1,841 -trillion, an lncrea•• of 5331 over 1960, 2381. -over 1975; aiad 1011 over . 1980. Th• total debt in 1985 now •tands at 48.I · of our GHP. 
0 With DO dlaD4J .. ln Federal •pendln9·pollcy, CBO - ~j~t• that Federal oatlay• · will rlae fro• ·$950 bl11laa ._in · 1985 to fl,378 trillion ln 1990--an lncrea•• of $428 billion in five yeara. 

o If . .- DO chaDCJ•• are .. de, the budqet deflclt will lm:eaae fro• $214 bllllon ln FY 85 to $300 billion ln.1990 and the ITatloaal debt will lnc:reaae to $2,786. 

DlTEREST OR THE DEBT 

lfld• -•l•• lnc:reaae in debt ba• lt••lf created oae of ~· la&"9••t aa4 faat••t 4JrOWlDCJ c:aaponent• of Federal ~ing- : lnt•r••t oa t:1le debt. · Constant deflclt• ba•• pat f~•9&1 .policy on an 81Mlle9• b:eadalll ·of paying for -th• lrr•apoD8iblUq o~ prevloas decades·• · · 
• 

o Iii 1965, later••t on the llatlonal debt co•t f9 blllioa and 
cosa.aaed .1.41 of ·catP. By 1980, ann"-1 lnterut c0a·t• ro•e to $52 blllloa-21 of GRP. But the wor•t .,.. yet· to coae. 

o In 1985, lnt•r••t on the Katloaal debt will coat taxpayers 
$130 bllllon--almoat thcee ti••• th• l•••l of fl•• year• a9o• Till• repr•••nt• 3.81 of GBP, 13.51 of th• entire 1985 budget, and a 1,4501 increase in costs over 1965. 

o $130 billion i• equal to the •u• total of all Federal . •pending fro• 1789--the founding of the· Republlc--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 401 of all revenue collected by the Federal Government from personal incoae taxes ($330 billion in 1985) will go to pay interest costs and no Federal services at all. 
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House Budget 

o The House budget doesn't do enough, in a credible way, to keep the economy on an even keel and reassure financial markets. 

o First of all, the Bouse plan doesn't even aia as high as the Senate budget. It claias savings of only about $250 billion over three years, as opposed to the nearly $300 billion in the Senate plan. The Bouse would leave the deficit· nearly 201 higher in 1988 than the Senate• 
0 The Bou•e budget really underaines the Rational defense at,a tiae when our defense posture is critical to the •ucces• of ar .. control talks. The .Senate plan already freezes defense in 1986, allowing no real increases there just isn't any rooa for further cuts· without jeopardizing security. The President is absolutely adaaant on this point. 
o About 501 of total savings in the Bouse budget coae fro• defense even though defense only accounts for 281 of the Federal: budget. 
o !'lie Bouse plan avoids aajor savings in entitleaent progra... It also terainates only one prograa-revenue sharing--where the .Senate ends 14 progra .. and IU!ikes significant reforas .in aany others. 'l'bat proves the Bouse plan doesn't bite the bullet__.it doesn't do anything to ensure the long-tera savings that will reassure inveatora ·and shore up buaineaa .and conauaer · confidence. 

0 The Bou•• budget also i• full of 8110ke and •irrora. $12.2 billion in saving• are assuaed from reducing spending for contracting out services. But aost analysts view contracting out as a coat saving device. $3.7 billion is saved in •offsetting receipts• that will probably not be realized. 

' . 

I 
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KEY POINTS ON SENATE BUDGET 

o Through spending cuts alone, the plan would reduce the deficit by $56 billion in FY 1986, and about $295 billion through FY 1988. 

o Cuts of this magnitude leave remaining deficits of $171 billion in FY 1986, $145 billion in FY 1987, and $104 billion in FY 1988. 

o This plan reaches the goal we set of getting the deficit down to 2t of GNP by 1988, without tax increases. 
o Every area of the budget .is hit hards the President's defense request is cut to zero in 1986, 13 programs are terminated, and permanent entitleaent savings are achieved by freezing all non-aeans tested COLAa for one year. 
0 

0 

These are real, meaningful cuts and should have a significant iapact on financial markets. Results froa a survey of leading Wall Street financial advisers indicates that we should expect interest rates to drop by 1 or 2 percentage points in the near term and by as auch as 3. pointa in 1988 if we follow through this package. Rates have already trended downward--the prime is down 1/2 point to lOt. 
If that happens and keeps the recovery on track, we can expects 

alaost 7 aillion new jobs by 1988 
housing starts back up to the 2 aillion units/year level inflation staying down at 41 or le•• national personal incoae up by $800 billion by 1988 potential increase of 18-261 in net incoae for small business (due to lower interest rates) 
a potential increase of $2-4 billion in net farm income (due to lower interest rates) 

' . 
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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 tar as taxes are concerned, the focus will be on tax retorm and ways to improve the distribution or the tax burden. 
• There have been a lot or reports and analyses or 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 headl~nea, the bottom line conclusion is one we have known tor a long time--payroll taxes and bracket creep raised the tax burden on working people, while the proliferation or tax loopholes cut taxes tor the upper incomes and corporations. There, in nutshell, is the source or most or the momentum tor tax retorm. 

• Working people have legitimate concerns in the tax debate: protection or the tax tree status or tringe benefits that workers have bargained tor, including health insurance--greater equity tor the average taxpayer through lower rates and larger personal exemptions. Businesses and workers who don't benefit from rich tringe benefits have legitimate concerns, too, which is why we expect a long and live1y debate. 

• Clearly tax retorm is important, because we must have a tax system that our.people believe in and will support without coercion. But unless we deal with the deficit, initiatives such as tax reform will tall by the wa7aide--becauae our fiscal crisis will demand all our energy it it gets worse. 
• Republicans led the ettort to reduce and index tax rates, close corporate loopholes, shut ott some upper-income benefits, and improve tax compliance over the past tour years. Taken together these changes are the beat improvements in tax policy tor working people in many years. And without them, scheduled increases in the payroll tax would be pinching workers much more severely than they are. 

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