
BOB DOLE 
KANSAS 

TO: Senator Dole 

FROM: George Pieler 

tinitrd ~tatrs ~mate 
OFFICE OF THE MAJORITY LEADER 

WASHINGTON, DC 20510 

November 21, 1985 

SUBJECT: Talk to American League of Lobbyists 

For your talk to the American League, attached is 
a brief comment on the Senate agenda, plus material 
on the deficit and tax reform. 

Attachments 
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Senate agenda 

o For the remainder of the year, budget and deficit~control measures will dominate the Senate schedule: plus housekeeping matters that simply have to be done this year. We need to reach a conference agreement on budget reconciliation, to carry appropriations through next year, and to work out a version of the Gramm-Rudman deficit control measure: plus pass a long-term debt limit increase. 

o The balanced budget amendment is still high on the agenda, but given time constraints may have to wait until early next year. But the longer we drag on with frustrated attempts to deal with the deficit through the budget process or on the debt limit, the clearer it becomes that an overriding constitutional limitation is needed. With 32 States petitioning for such an amendment, we in Congress have the responsibility to take the initiative. 

o In addition, we need to have a farm bill conferenced and signed into law; we may have to deal with expiring tax CO<le provisions; and prepare for major debates next year on comprehensive trade legislation and on tax reform. 
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Attacking the Deficit 

o The deficit remains our number one economic problem: 
our number one domestic problem, because until we prove 
we're serious about the deficit, we will have no 
credibility on any other major issue, either. 

o In the Senate, we have been working hard for deficit 
reduction: not just in supporting the Senate-White 
House budget, but in working for institutional reforms 
aimed at reducing deficits over the long term. Those 
reforms include the Gramm-Rudman-Hollings budget control 
measure and the balanced budget constitutional 
amendment. 

o We cannot give up now, just because we haven't won all 
the battles we had hoped to win. Each of the 
initiatives we have worked for is becoming more and more 
urgent as time goes on. Unfortunately, the need to 
reform our fiscal policy may become apparent only when 
we approach a crisis point. 

What is at Stake 

o We have made tremendous strides towards putting the 
economy on a stable growth path without rekindling 
inflation. The deficit threat is the main threat to a 
sound economic future. 

o The longer we postpone action on the deficit, the 
greater we increase the risk of either recession, or 
renewed inflation. The growing debt burden, already 
near two trillion dollars, simply cannot be financed 
without increasing costs--and growing risks--to both the 
American economy and the world economy. 

o No one can be sure what the consequences will be if we 
fail to act on the deficit: and I, for one, don't want 
to find out. But some things are clear. One is that 
the deficit problem compounds itself. Each year that we 
add $200 billion in new Federal debt adds another $15 
billion to the next year's interest costs. The 
exploding cost of servicing the Federal debt makes 
controlling spending that much more difficult each year. 
Already interest expense for FY 1986 is expected to 
reach $140 billion. 
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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 percentage points over the 
long term: creative 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. 

• 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 h a lf of all individua l 
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 is open to economic performance unprecedented in the 
postwar period if we have the will to find it. 

11 
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ESCALATING DEFICIT 

The main threat to continued economic expansion is run-

away Federal spending. 

• 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. 

• 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. 

• 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. 

• 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 ma ssive 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: 

• 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. 

• In 19 8 5, intere st on the Na tiona l d ebt will cost 

taxpayers $130 billion--almost 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. 

• $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. 
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Reagan's Tax Reform 

• The President has proposed a striking and historic 

revision of the income tax laws. His plan would make 

the system both simpler and fairer. 

• 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). 

• The plan as a whole would shift the tax burden away from 

working people and toward businesses that have a lot 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. 

• 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%). 

• 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). 

• 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. 

• 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). 
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• 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). 

• 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 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 othe r 

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 minimize 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 it e m ove r th e 

projected phase-in period, and that amount would b e 

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 tak e 

on their citizens--progress may be difficult. A 

compromise that doesn't lose much revenue may be 

necessary. 
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TRADE ENHANCEMENT ACT OF 1985, S. 1860 
33 Cosponsors 

Introduced November 20, 1985 

BRIEF OVERVIEW OF MAJOR PROVISIONS IN BILL 

1. Section 301 Reform 

2. 

Requires automatic initiation of Section 301 cases 
by USTR when another country's unfair trade 
practices burden, distort or restrict a substantial 
amount of United States exports. 

When an unfair trade practice is identified, after 
a period of time for negotiation, the bill requires 
that retaliation take place. Other changes made to 
Section 301 include transferring the initiation 
authority from the President to USTR and a new 
definition of ''burden" for purposes of determining 
whether an unfair trade practice has taken place. 

Section 201 Reform 

Amends the law to require that import relief be 
given to industries the ITC finds to have been 
injured. 

The bill also requires that an injured industry 
prepare an adjustment plan that would, over time, 
result in their altering their methods of doing 
business or producing a product in order to become 
more competitive. 

3. New Round Authority 

Provides authority for President to enter a new 
round of GATT negotiations, and links to this 
authority a list of specific negotiating 
objectives. 

4. Dollar/Exchange Rates 

Requires President to work with G-5 countries to 
improve functioning of the international monetary 
system. In addition, creates a strategic exchange 
reserve to assist in moderating exchange rate 
fluctuations, and makes funds available to assist 
LDC debtor nations. 
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5. Generalized System of Preferences (GSP) 

Requires the President to establish criteria for 
the graduation (within 2 years) from GSP of 
advanced developing countries, (i.e., Hong Kong, 
Korea, Taiwan). 

6. Non-Market Economy Dumping 

7. 

8. 

Streamlines the procedure for bringing anti-dumping 
cases against non-market economies. 

Section 337 Protection (Intellectual Property 
Rights) 

The bill expands protection for process patents and 
other intellectual property. 

Export Promotion 

The bill includes the President's proposal for the 
establishment of a war-chest and other steps to 
promote exports including making technical 
revisions and clarifications in the Foreign Corrupt 
Practices Act to help companies operating abroad. 
We incorporated many of these latter changes as a 
result of our discussions with the Hong Kong 
Chamber of Commerce. 

The bill does not provide for industry-specific 
protection such as protection for textiles, shoes, 
etc., although each of the titles of the bill are 
likely to contain provisions which are particularly 
helpful to particular industries. 
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