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Senator Robert Dole
Senate Majority Leader
U.S. Senate
Washington, D.C. 20510

Dear Bob: >_D

As we discussed during our conversation at your fund-
raiser at the F Street Club, | am anxious to provide an oppor-

tunity for our publishers and editors to listen to your vjews e ’
M ut the economic problems facing our n tion, _ /0-—/5 Vcannad

a,m.dwf)

/ -
This year, our aféual Magqazin nfer i e held
earby at Hilton Head in South Carolina, and we will have a
audience of over 600 magazine ubli nd edjtors as a

forum. We would Tike to invite you to make a presentation to
this group on Moriday morning, October 7th, if it can be worked
into your schedule.

e p—

We, of course, would love to have both of the "Honorable
Doles" as our guests for the weekend prior to the first session
on Monday morning. The weather should be great at Hilton
Head at that time of the year, and it would give you an oppor-

\Mﬂ“ unity to relax for a couple of days.

v

There will be a Board of Directors dinner on Saturday
, evening, and this would provide an additional opportunity for
you to meet the top people in our industry. Gretchen and |

-j’w hope that you will be able to join us, and we look forward

& MV)} to hearing from you. e
o == it
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SENATOR BOB DOLE

TALKING POINTS ON THE GRAMM-RUDMAN-HOLLINGS BUDGET PROPOSAL

Budget Reform is Needed

° As one who battled the deficit for years, with at best mixed
success, it is clear to me that the current budget process is
not working.

@ We spent the first seven months of this year concentrating
the full attention of the Senate on the deficit, but produced
only an inadequate budget resolution.

® Now Fiscal Year 1986 has already begun and we still have not
implemented legislation which will achieve the savings
. assumed in the resolution.

® Moreover, looking at the House reconciliation product to
date, I am not optimistic that we are any closer to the
reconciliation targets and that we will achieve real savings
at the end of the process.

.Gramm-Rudman-Hollings Proposal

® Therefore, I welcome the Gramm-Rudman-Hollings proposal, as a
new approach to attempt to force some meaningful action on

the deficit.

® The proposal establishes the kind of guaranteed downward
glide path on deficits that virtually all Senate Republicans
set as our goal last January.

® The Gramm-Rudman-Hollings proposal does not tie our hands
except to force us to meet our targets. We are given the
opportunity, as is the President, to propose alternative
means of meeting our targets if we choose not to sequester
funds across the board.

@ Obviously the broader the spectrum of programs dealt with by
the proposasl, the fairer it is preceived to be. However,
having spent a considerable period of time on the subject of
social security in our earlier debate on the budget it was
clear that this one issue could again derail our efforts to
achieve serious long-term deficit reform.

e It is for this reason that an agreement was reached, at the
outset, to exclude OASDI from the proposal. The same is true
for the means-tested entitlements like SSI.
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Budget Procedure Reforms

° In addition to establishing a target and sequestering
procedure for ratcheting down the budget deficit to zero, the
proposal contains a number of useful changes in the budget
process such as suspending the requirement for a second
concurrent budget resolution making 302 (b) allocations
mandatory, and requiring that amendments to the budget
resolution cannot increase the level of the deficit.

Balanced Budget Constitutional Amendment

® The Gramm-Rudman-Hollings proposal would complement the
constitutional amendment for a balanced budget by
establishing a realistic plan to achieve a balanced budget by
1990 to prove to the skeptics that it can be done.

© It is still our hope that we will take up and pass the
balanced budget amendment later this year.
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GRAMM-RUDMAN~-HOLLINGS CLOTURE VOTE

AMPLE OPPORTUNITY FOR DEBATE

WE HAVE NOW HAD AN OPPORTUNITY TO DEBATE AND STUDY THE
GRAMM-RUDMAN—HOLLINGS PROPOSAL SINCE EARLY THURSDAY
AFTERNOON.

THE STRUCTURE OF THE PROPOSAL WAS LAID OUT IN A "DEAR
COLLEAGUE" LETTER SENT TO ALL MEMBERS ON SEPTEMBER 23.

THE TEXT OF THE PROPOSAL WAS PRINTED IN FULL IN
THURSDAY 'S CONGRESSIONAL RECORD.

THE PRINCIPAL SPONSORS EXPLAINED THE PROPOSAL IN
DETAIL ON THURSDAY AFTERNOON. WE HAD A RATHER FULL

IN MY VIEW, WE ALL HAVE HAD ADEQUATE TIME TO
UNDERSTAND WHAT THE PROPOSAL IS ALL ABOUT AND THE
PROPOSAL IS ABOUT REDUCING THE FEDERAL DEFICIT.

c019_039_042_all_Alb.pdf
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SAME OLD OPPOSITION

THIS PROPOSAL HAS THE TEETH TO FINALLY FORCE
REDUCTIONS IN SPENDING.

FRANKLY, I KNOW THAT WHY SOME WILL VOTE AGAINST
CLOTURE AND AGAINST THE PROPOSAL.

SOME OF THOSE WHO WILL OPPOSE CLOTURE TODAY ALSO VOTED
AGAINST THE SENATE BUDGET RESOLUTION EARLIER THIS
YEAR.

THEY ARE THE SAME ONES WHO OPPOSED THE LINE ITEM VETO
PROPOSALS AND WHO WILL PROBABLY OPPOSE THE BALANCED
BUDGET CONSTITUTIONAL AMENDMENT WE INTEND TO BRING UP
LATER THIS YEAR.

SOME JUST DON'T WANT TO CUT SPENDING OTHER THAN
DEFENSE SPENDING. RATHER THEY JUST WANT TAX
INCREASES.

I AM ONE WHO THINKS THE TIME FOR ACTION IS NOW, AND WE
SHOULD NOT LET THIS OPPORTUNITY SLIP AWAY.

WE ALL KNOW THE EXISTING CONGRESSIONAL BUDGET PROCESS
IS NOT WORKING.

ONE ONLY NEEDS TO LOOK AT OUR EXPERIENCE THIS YEAR TO
PROVE THAT POINT.

WE SPENT THE FIRST SEVEN MONTHS OF THIS YEAR WITH THE
FULL ATTENTION OF THE SENATE FOCUSED ON REDUCING THE
DEFICIT AND NOW IN EARLY OCTOBER, WE HAVE NOTHING TO
SHOW FOR THIS EFFORT BUT A HIGHER DEFICIT.

SO SOME CHANGE IS CLEARLY NEEDED, AND I BELIEVE THE
CHANGE INCORPORATED IN THE GRAMM-RUDMAN-HOLLINGS
PROPOSAL IS THE KIND OF CHANGE THAT IS NEEDED TO BREAK
THE CURRENT BUDGET STALEMATE.

c019_039_042_all_Alb.pdf
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III. WHAT GRAMM-RUDMAN-HOLLINGS REALLY DOES

e THE PROPOSAL FINALLY ESTABLISHES THE KIND OF
GUARANTEED DOWNWARD GLIDE PATH ON DEFICITS THAT
VIRTUALLY ALL SENATE REPUBLICANS SET AS OUR GOAL LAST
JANUARY.

® AS THE SPONSORS HAVE POINTED OUT TIME AND TIME AGAIN,
THE PROPOSAL DOES NOT TIE OUR HANDS EXCEPT TO FINALLY
FORCE US TO MEET OUR GOAL OF ACTUALLY REDUCING THE
DEFICIT.

o THE CONGRESS AND THE PRESIDENT ARE GIVEN THE
OPPORTUNITY TO DEVISE ALTERNATIVE MEANS OF MEETING THE
DEFICIT TARGET IF THEY WISH TO PREVENT THE ACROSS-THE-
BOARD REDUCTIONS.

| ALLONG WITH FORCING ACTION ON THE DEFICIT, THE PROPOSAL
ALSO CONTAINS SOME USEFUL CHANGES IN THE BUDGET
PROCESS ITSELF.

® IN ADDITION TO ESTABLISHING THE DEFICIT TARGET OF THE
PROPOSAL, IT ALSO SUSPENDS THE REQUIREMENT FOR A
SECOND CONCURRENT BUDGET RESOLUTION MAKING 302(B)
ALLOCATIONS MANDATORY, AND REQUIRING THAT NEITHER
AMENDMENTS TO THE BUDGET RESOLUTION OR RECONCILIATION
CAN RESULT IN AN INCREASE IN THE DEFICIT.

== AS A RESULT OF THESE LAST CHANGES THOSE WHO WANT TO
SPEND MUST TAKE THE RESPONSIBILITY TO SAVE.

Page 7 of 16
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GRAMM/ RUDMAN/HOLLINGS

The proposal would set a maximum deficit ceiling for each
of the next 6 years so by the 6th year we wuld have a balanced
budget. The President is required to submit a budget with a
deficit not exceeding the maximum deficit limit imposed.

The Congress must only consider a first concurrent reso-
lution that provides for no greater deficit than the maximum
provided for that fiscal year.

In any fiscalyear for which OMB and CBO determine that the
deficit will exceed the maximum deficit limit, the President
must issue an order for an across the board sequestering
of funds.

The order will divide total outlays into controllable
expenditures and automatic spending increases, and sequester
one-half of the dollar amount of the deficit excess by
reducing (not below zero) the amount of each automatic
increase across the board by a uniform percentage and
sequestering enough budget authority to reduce the controllable
expenditures by a uniform percentage.

The Congress may choose to reduce the excess deficit in
another fashion.

Page 8 of 16
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THIS DHFLﬂIT AND THE AVERAGE AMERICAN

™ Unless we enact a massive deficit reduction measure,
American families will Fface either higher interest rates
or higher inflation: not to mention the risk of a
disastrous new recession throwing millions of
breadwinners out of work.

. Most economists believe that enactment of the deficit
reduction package as large as the Senate offer will
produce a drop of at least 1 percent in interest rates
over the short run and 2 to 3 pecentage points over the

long term: relative to what they otherwise would be.
- With a 2% drop in interest rates, the monthly payment on

a median priced home ($80,000) will go down by about
$100 a month.

e Conversely, if we don't reduce the deficit to keep rates
as low as they are now, homeowners could face that large
- an increase-or-more in monthly payments.

° A 2% drop in interest rates would mean an additional
$4,000 in income for the average wheat farmer with a
1,000 acre operation.

& 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 Federal 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 people will pay the price. By 1989, interest
on the debt alone would take up half of all individual
income tax payments. The interest cost would be $250
billion or $1,100 for each American.

- If we can get something like this package I am very,
very optimistic about the course of the economy. I
think we take too much for granted what we have achieved
so far: strong growth without inflation. We can keep
that going if we reduce the deficit substantially. The
way 1s open to economic performance unprecedented in the
postwar period if we have the will to find it.

Page 9 of 16
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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.

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 long time--payroll
taxes and bracket creep raised the tax burden on working
pPeople, while the proliferation of tax loopholes cut taxes
for the upper incomes and corporations. There, in nutshell,
1s the source of most of the momentum for tax reform. .

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 wayside--because our

° 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.

hat tax loopholes and Preferences will amount to about $424
billion 1n 1986. Tax loopholes are on a rapid growth path--
which is why pPeople are troubled by the unfairness of a
"Swiss cheese" tax base.

Page 10 of 16
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Reagan's Tax Reform

o The President has proposed a striking and 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 Tot 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 1755%),

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
Bradley-Gephardt) do not protect taxpayers against
inflation and would do less for 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).

Page 11 of 16
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o} Business and Growth. President Reagan proposes a system
of business taxation that is more neutral and will
reduce tax-motivated distortions that skew economic

decisions. Repealing the ITC and revising depreciation
schedules mean greater neutrality among different
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 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

about 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 401 (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. 1In 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 minimize the effect
of the plan.

- State and Local Taxes. Secretary Baker has said
that eliminating 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
pProjected 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.

Page 12 of 16
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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 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 Federal spending policy, CBO 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 irresponsibility of
previous decades:

o In 1965, interest on the National debt cost $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
agc. 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 ocutlays 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 pav interest costs
and no Federal services at all.

Page 13 of 16
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THE DEFICIT AND THE AVERAGE AMERICAN

. Unless we enact a massive deficit reduction measure,
American families will face either higher interest rates
or higher inflation: not to mention the risk of a
disastrous new recession throwing millions of
breadwinners out of work.

® Most economists believe that enactment of the deficit
reduction package as large as the Senate offer will
produce a drop of at least 1 percent in interest rates
over the short run and 2 to 3 pecentage points over the
long term: relative to what they otherwise would be.

e With a 2% drop in interest rates, the monthly payment on
a median priced home ($80,000) will go down by about
$100 a month.

® Conversely, if we don't reduce the deficit to Keep rates
as low as they are now, homeowners could face that large
? an increase-or-more in monthly payments.

e A 2% drop in interest rates would mean an additional
$4,000 in income for the average wheat farmer with a
1,000 acre operation.

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

e This §1,000 per head of additional Federal 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 people will pay the price. By 1989, interest
on the debt alone would take up half of all individual
income tax payments. The interest cost would be $250
billion or §1,100 for each American.

- If we can get something like this package I am very,
very optimistic about the course of the economy. I
think we take too much for granted what we have achieved
so far: strong growth without inflation. We can keep
that going if we reduce the deficit substantially. The
way 1s open to economic performance unprecedented in the
postwar period if we have the will to find it.

Page 14 of 16
c019_039_042_all_Alb.pdf



This document is from the collections at the Dole Archives, University of Kansas
http://dolearchives.ku.edu

TRADE

o Historically, free trade has spurred U.S. economic growth,
and fair competition from abroad has encouraged our
industries to be more efficlent. As a Senator from an
agricultural state, I appreciate the importance of world
markets for U.S. farmers. But, the United States cannot be
the world's only free trader any more than we can
unilaterally disarm.

$150 BILLION TRADE DEFICIT

o] Last year, as you know we faced a record shattering $123
billion merchandise trade deficit and this year it could
reach $150 billion. Our deficit with just four of the places
I recently visited--Japan, Korea, Taiwan and Hong Kong--will
amount to $70 billion this year.

-0 This gross imbalance has devastated important sectors of our
economy, particularly manufacturing which 1s costing us
millions of jobs, offsetting employment gains in the service
sector. In the last ten years, it is estimated that the
United States has lost over 600,000 jobs in just three
industries alone: textiles and apparel, steel and footwear.
And this trend has now spread to such high technology areas
as telecommunications and semiconductors.

IMPACT ON AGRICULTURE

o The deterioration in the U.S. trade position has been equally
pronounced iIn the agricultural sector. From a record high of
$43.5 billion in 1980, farm exports have plummeted $10
billion in the past five years.

o} To a large extent, our trade woes are self-inflicted.
American business can be faulted for not being more
aggressive in pursuing export markets. The U.S. economy also
has recovered from the worldwide recession more quickly and
vigorously than the economies of our major trading partners.
The biggest culprit however is the overvalued dollar, which
has made U.S. goods U0% more expensive over the past four
years =-- and at the root of this problem is our inability to
control budget deficits.

o] The best known of the trade bills include the
Thurmond/Jenkins bill, which estabishes annual limits on the
growth of all imports of textiles and apparel, except for
goods from the EC and Canada. With 53 cosponsors in the
Senate and over 290 in the House, passage must be considered
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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 Bentsen/Rostenkowski bill, which provides
for a 25% 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:
o0 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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