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a strong possibility. Another major contender is the 
Danforth/Finance Committee bill responding to Japanese Unfair 
Trade Practices, which mandates U.S. retaliation unless Tokyo 
acts to remove trade barriers. A similar nonbinding 
resolution passed the Senate by a vote of 92-0 in the spring. 
There is also the �B�e�n�t�s�e�n�/�R�o�s�t�e�~�k�o�w�s�k�i� bill, which provides 
for a 253 surcharge on all imports from Japan, Taiwan, Korea, 
and Brazil. 

OPTIONS 

o Section 301 authority permits the Administration to respond 
by imposing tariffs, import quotas, or other restrictions, 
when an unfair foreign trade practice is burdening U.S. 
commerce. But Section 301 has only been used in two cases 
since its enactment in 1974. There are indications the 
Administration has recognized this need. 

Some of the options available to Congress would include: 

o More active and coordinated exchange rate policy. 

o A temporary and generalized increase in U.S. tariffs to 
offset the effects of the overvalued U.S. dollar and 
reduce the U.S. budget deficit. 

o A review of the Generalized System of Preferences (GSP) to 
eliminate some of the better-off beneficiary countries. 

o Reform of U.S. trade remedy laws to make them more 
responsive to complaints by U.S. industry and encourage 
more expeditious adjusment to foreign competitors. 
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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 distribution 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 cdrporate loopholes. Despite all the headlines, the bottom line conclusion is one we have known for a long time--payroll taxes and bracket creep raised the tax burden on working people, while the proliferation of tax loopholes cut taxes for the upper incomes and corporations. 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 exemptions. Businesses 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 believe in and will support without coercion. But unless we deal with the deficit. initiatives such as tax reform will fall by the way~ide--because our fiscal crisis will demand all our energy if it gets worse. 
• Republicans led the effort to reduce and index tax rates, close corporate loopholes, shut off some upper-income benefits, and improve tax compliance over the past four years. Taken together these changes are the best improvements in tax policy for 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 S424 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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o The President has prorosed a striking <.ind historic revision of the income tax laws. His plan would make the system both simpler and fairer. 

o The present 14 brackets would be replaced by just three: 15%, 25%, and 35%. The maximum corporate rate would drop to 33% (with graduated rates for small business). 
o The plan as a whole would shift the tax burden away from working people and toward businesses that have a.-IOt of income but haven't paid their share of tax. Total taxes paid by individuals would drop 7 percent, while corporate tax payments would rise about 9 percent. 
o Distributional Offset. Under the Reagan plan, families with incomes of $10,000 or less would get a 35.5% tax cut; $10,000 to $15,000, a 22.8% tax cut; $15,000 to $20,000, a 13. 5% tax cut; $20,000 to $30,000, an 8.7% tax cut; $30,000 to $50,000, a 6.6% tax cut; $50,000 to $100,000, a 4.2% tax cut; $100,000 to $200,000, a 4.1% tax cut; and $200,000 or more, a 10.7% tax cut (the larger-than-average break for the top income group results from the lower top rate of 35% and the lower top capital gain tax rate of 17.5%). 

o Return Free System. Under the Reagan plan, only 33% of taxpayers are expected to itemize. In addition, more than half of all taxpayers would be able _ to get their tax bill or refund without filing a return (if they so choose). 

o Protection for Low Income. The plan would remove from the tax rolls virtually all families, married couples, single heads of households, and older Americans at or below the poverty line. This would result from the combination of increasing the personal exemption, zero bracket, earned income credit, and the new consolidated credit for the blind, elderly, and disabled. 

o Indexing Protection. The plan retains the indexing protection for rate brackets, the personal exemption, and the zero bracket which we pioneered in 1981. Most plans that claim to do more for middle incomes (like Gradley-Gephardt) do not protect tLlxpayers against inflation and would do less for them in the long run. President Reagan a lso expands the indexinq concept to the earned income credit, protecting the 1·mrking poor, t o 1 l e p r e c i ,1 t i o n a n d t o c ,·1 p i t .::i 1 q ,, i n s ( i r 1 I 9 C) I ) . 
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i ~~:~ 1__1 ~· ~ : ~:~ - · ~'_I_ .· ~ -~~ '-'~~ !'re· : ; 11l1 •11f l<<'.1•1·11 1 J>r ''l> l 1:;1•:; .i :;y,;t ,. 1,, o f l>u:_;i11<·:;'; t.<1K<it.ior 1 Lhat i s 111or( ' rH!tltr:il ,1 nd 1-;iJl reduce t..-ix-111otiv<1ted rlistortions thrit ske w economic decisions. l< epeal ing the ITC and r ev ising d e preci~tion schedules mean greater neutrality among different investment categories. Other changes that will limit economic distortions include limiting real estate tax br ea ks to the amount at risk, a~d tightening th e minimum tax with regard to oil and gas tax breaks (intangible drilling costs). 

o Issues to Watch. Congress is giving the President's plan a very close look, and no doubt many Members have particular changes they want to propose. In particular, there will be focus on: 

Distribution of Tax Burden. Some are concerned abo ut the break for the top income class--but to address that would require changing the rate structure on the capital gains exclusion, both very sensitive issues. Secretary Baker's proposals to drop inventory indexing, eliminate 40l(k)s, and restore the child care credit will help make the case this is a revenue-neutral plan. 
Neutrality/Investment. Any perceived deviation from 'neutral" tax treatment for different industries will bring demands for change from other industries. In addition, those industries most heavily subsidized by the current code--like those which benefit from the ITC because they are capital-intensive--will want to minf~ize the effect of the plan. 

State and Local Taxes. Secretary Baker has said that el1m1nat1ng the deduction for State and local taxes is a sort of "acid test" for serious tax reform. This is a $40 billion item over the projected phase-in period, and that amount would be difficult to make up. If high-tax States can fight off this change--even in the context of much lower tax rates and other benefits that ease the tax take on their citizens--progress may be difficult. A compromise that doesn't lose much revenue may be necessary . 
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Th e ma in thr ea t t o co n t i n ued e co nomic e xpa n s 1o n 1s run-a way 
Federa l spending. 

o Since 1940, the Federal Government has run deficits in 37 
out of the last 45 years. Since 1960, we've run deficits in 
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 Feder~l spending policy, CBO projects 
that Federal outlays will rise from $9 50 billion in 1985 to 
$1,378 trillion in 1990--a n incr e as e o f $4 28 billion in five 
yea rs. 

o I f no changes a r e made , the budaet deficit wil l incr ea s e 
from $214 billion in FY 85 t o $ 300 bi llion in 199 0 and t h e 
National debt will incr ea s e 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 irresponsibility of 
previous decades: 

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

o In 1985, interest on the National debt will cost taxpayers 
$130 billion--almost three times the level of five years 
age. This represents 3.8 % of GNP, 13.5% of the entire 198 5 
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 
fun d ing today . 

o To put it in eve n si mpler terms , a bout 40% of a ll r eve n ue 
collec ~ ed by t he Federal Government from personal i ncome 
taxes (S330 billion in 1985) will go to pay interest costs 
and no Federal services at all . 
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• l J 11 l t: : ; '.j w c· 1.: r 1 ii c: t. c1 111,-1 :, s i v e d e f i c i t r e cl u c t i o r 1 111 ca ~• u r c· , I\ m c r i c ,·1 n f .1 m i I i e s w i I I f <.1 c e e i t h e r h i g h e r i n t e r e s t r <1 t e s o r hi g h e r in f l ot i o n: not to menti o n th e ri s k of a d i sa str o u s ne w r ecess ion throwing million s o f bre a d winn ers o u t of wo rk. 

• Mos t e c o n o mi sts b e li e v e th a t enactme nt of th e d e ficit r e duction p a ck age a s l a rge as the Senate offer will pr o duce a dr op of a t l eas t l percent in interest rates o v e r the s h o rt r un a nd 2 to 3 pecentage point s over th e l o ng term: r e l a ti ve t o what they otherwis e would b e . 
• Wi t h a 2% d r op in i nte r es t rate s , th e mo n t hly pa ym e n t o n a med i a n p riced home ( $80 , 000 ) will go do wn b y abo u t $ 100 a mo nth . 

Co nv e rs e ly, i f we do n' t reduce the d e ficit to k eep r a t es as low as th e y a r e n o w, homeowners could fac e that large a n increase-or-mo r e in monthly payments. 
A 2% drop in int e rest rates would mean an additional $4,000 in income for the average wheat farmer with a l,000 acre operation. 

w This year alone, the Federal government will overspend close to $1,000 for every man, woman and child in America. 

• This $1,000 per head of additional Feder~~ debt will be one more burden for our children to repay in higher taxes or higher inflation in the future. 
• I don't believe we can let this budget negotiation fail. If we don't act now on major deficit reduction, the American peopl e will pay the price. By 1989, interest on the debt alone would take up half of all individual incom e tax pa ym e nt s . The interest cost would be $250 billion or $1, 100 for each American. 

• I f we ca n g et some thing like this packa g e I a m v e ry, ve ry o p t imi st i c abo u t the c o ur se of th e eco nomy . I t hin k we ta k e too muc h f o r g r a nt e d wh a t we h ave ach ieved so far: strong growth wit h o u t i n f l a ti o n. We can keep th.:it go i ng i ( v.• e reduce t h e def i cit substantially . Th e 1.J LI Y i s o p e n to eco n om i c performance u n precedented in th e po:>t 1.Ja r p er i od i f 1-.1 0 h :ivc th e will t o finrl it. 
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