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WASHINGTON , DC 20510

March 13 ,

1986

TO:

SENATOR DOLE

FROM:

GEORGE PIELER

SUBJECT:

TALK TO GEORGETOWN CENTER FOR STRATEGIC AND INTERNATIONAL
STUDIES - ADVISORY BOARD

The CSIS Advisory Board (breakfast on March 14) will primarily
be interested in tax issues, the budget and the deficit. Current
materials are attached.
The breakfast is off the record, but the Board includes some
media types who may be present: George Will, Georgie Ann Geyer,
Karen Elliott House and Phil Geyelin.
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TAX

R~FORM

EFFECTIVE DATES

o

Last Decembe r the Senate passed my resoluti on urging that the
effectiv e date for most provisio ns of tax reform legislat ion
should be January 1, 1987. The reason for making tax reform
"prospe ctive only'' is to elimina te the cloud of uncerta inty
that pending tax reform legislat ion leaves over many economic
decision s that are influenc ed by tax policy.

o

The House also passed an "effecti ve date" resoluti on, urging
the chairman of the tax-writ ing committe es to agree on some
determin ation of effectiv e dates other than the January 1,
1986 date in the House-p assed bill.

0

o

0

Unfortu nately, since last Decembe r little progress has been
Chairman
made in clarifyi ng the effectiv e date issue.
thinks the
he
that
clear
fairly
it
Rostenko wski has made
he is
although
iate,
appropr
are
dates
e
House bill effectiv
dates.
those
in
changes
e
selectiv
to
open
willing to remain
Eleven members of the Finance Committe e have sent a letter to
Senator Packwood urging that markup of tax reform legislat ion
I am
be delayed until the effectiv e date issue is resolved .
another
is
it
but
,
strategy
best
the
is
that
not sure
indicati on of how much members are concerne d about the
effectiv e date problem . Senator Packwood wants the Finance
Committe e to adopt a general effectiv e date of 1-1-87.
In addition , there is still some hope that Rostenko wski,
Packwood , et al. can agree on a statemen t to resolve some of
the uncerta inty on effectiv e dates. The closer we get to
Senate action on the tax bill, the more likely it becomes
that Senate's decision on effectiv e dates will be the most
importan t signal we give to the business communi ty of our
intentio ns on the issue.
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March 12, 1986
Tax Reform Talking Points

:~

..

o

The President's tax plan and the House bill are similar in
concept--they both shift more of the tax burden to
But
corporations and reduce the tax burden on individuals.
the bills are very different in how they make the change.

o

Both substantially reduce tax rates for individuals (the
President to a maximum of 353; Ways and Means to 38%) and for
corporations (President 33%; Ways and Means 363). But the
Ways and Means rates take effect at much lower income levels:
the 353 rate clicks in at $43,000 for married couples, as
opposed to $70,000 under the Reagan plan.

0

0

:

......

0

Neither plan gets an A+ for the major objectives of tax
reform--simplifica tion and fairness, but the President's plan
repealed many more of the overly complicated provisions of
the tax code than the Ways and Means Committee effort. The
House bill just modifies, but leaves in place, . many complex
tax rules.
The House bill falls far short of the President's on fairness
Fringe benefits and itemized deductions are major
grounds.
causes of differing tax liabilities, and unlike the
President's proposal, the House retained the State and local
tax deduction, did less to limit interest-paid deductions,
and did nothing on fringe benefits. This means that
taxpayers with equal incomes can still have substantially
different tax liabilities.
I have personally long favored income tax reform and, as
Chairman of the Senate Finance Committee, led the fight over
a number of years to plug unjustified tax loopholes.

o

The Senate Finance Committee now is expected to begin action
on tax reform around March 19. A lot of difficult decisions
await the Committee if it is to make significant progress
towards the goals the President has outlined: lower tax
rates, a $2,000 personal exemption for everyone, and more
incentive for saving and capital investment.

o

The 'Packwood draft' of tax reform goes a long way toward
meeting the President's goals, including a top rate of 35%
and a $2,000 personal exemption for all but the wealthiest
Still there are many controversial points that
taxpayers.
will be closely scrutinized.
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--the deduction for State and local sales and personal
property taxes would be repealed, and that for income taxes
would be available only through the first two brackets.
--Interest deductions would be more severely limited than in
the House bill, including a $1,000/$2,000 limit on the
consumer interest deduction.
--The minimum tax would have a lower rate and a broader base
than in the House bill, but is still likely to be
controversia l.
--Excise taxes would be increased significantly including
those on beer and wine.
0

On the plus sides, from the viewpoint of many taxpayers---The nonitemizer charitable deduction would be made
permanent without adopting the floor under the charitable
deduction included in the House bill.
--Investment credit repeal would not take effect until March
of this year.
--ACRS would remain the basic depreciation system, with a
limited inflation adjustment allowed.
--The R&D credit would be made permanent.
--The amount of new equipment costs small businesses can
expense would be dramatically increased.

0

All in all, the Packwood draft does a better job of lowering
tax rates while encouraging new investment and a productive
climate for business.
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February 19, 1986

BUDGET FOR FY 1987
o

0

0

0

The President 's budget for FY 1987 is a blueprint for deficit
reduction that Congress will have to take seriously even if
It is important
we can't agree with it in all particula rs.
that, if we
contention
to keep in mind OMB Director Miller's
man
Gramm-Rud
the
meet
adopt this budget in full, we can
for major
need
the
targets for the rest of the decade"""W ithout
additiona l cuts.
The 1987 budget plan is designed to get the deficit down to
just below the G-R-H target of $144 billion.
$143.6 billion:
Total spending is projected at $994 billion, and revenues at
Total interest expense is $206.85 billion,
$850.4 billion.
and net interest (exclusive of intra-gove rnment payments) is
$148 billion.
The deficit would be reduced by $38 billion in FY 87, and by
Defense would still grow by
$166 billion over three years.
authority adjusted for
budget
in
3% in real terms (increase
provided for fighting
be
would
Increased funds
inflation ).
for the space
nt,
terrorism , for law and drug enforceme
research.
AIDS
program, aviation safety, and
Major new deficit-re duction initiative s include privatiza tion
of governmen t activities , ranging from Amtrak to power
facilities to Ex-Im bank loans; transferri ng a few programs
to the States, such as the Agricultu re Cooperativ e Extension
Service and highway; a wide array of user fees on governmen t
services; eliminatin g programs like EDA, UDAG, SBA, maritime
subsidies , and the ICC.

o

There are additiona l receipts in the budget as well:
extending the cigarette tax, higher fees for black lung,
repealing the gasohol exemption , increased contributi ons to
civil service retiremen t and the like.

o

The CBO indicates that the President 's budget may be some $14
billion short of its 1987 goal because of low estimates of
defense spending already in the pipeline. That is a
legitimate matter for review, but if baseline spending is
higher, then any cuts will have more of an impact as well.
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THE ECONOMY IN 1986
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POINTS
o

The intern ationa l compe titiven ess of tradit ional
i r 1r. us t r i es i n th c South ( t ex t i 1 r> s , t i J'l \ 10 r , r: t '~ r> 1 ,
foot we a r, petroc hemic als and agricu lu1::-e ) :'.;
,:,~pendent on mi1ny factor s.

o

1·:1 or1;ious U. S. trodc dr:fi c it o'. :i·•.;:-ly Sl'ln
hi llion in 198'.J docs not ncccss .·1::-i lv reflec t e: 1;1c}:
of compe titiven ess in~ese and oth~r indus tries.
Th•'

number of proble ms facing Americ an
indust r ie s which have nothin g to do wi th their
underl ying compe titiven ess.

o

~~

h~ve

~

The st r ong dollar has been the major cause of our
trade defic it; we in Congr ess long ago conclu ded
thatth e Admin istrati on ha d to take a more active
role in manag ing the exchan ge rate of the dollar ,
and I am please d that Secre tary Baker seems to h a v e
come to the same conclu sion.

0

Th e fact that major debtor count ries whi ch were
forme rly signif icant U.S. export ma rk ets ca nnot
afford to purcha se U.S. export s contin ues to be a
major obstac le to U.S. expor ts; the Admin istrati on
has been slow to deal with this proble m, and even
now the "Baker plan" afford s little prospe ct of
improv ement.

o

tradit ional southe rn indus tries face partic ular
proble ms which trans cend these macroe conom ic
factor s .

~ut

0

o

o

0

A l 1 1 ,1 ho r - i n t ens i v e Amer i can i n du s t r i es , such a s
;;p;;.1 rel and footv.·e .=tr, facl"' U1e contin uinr; c)1:111.~nse
of low wage foreig n produ cers; these indus tries can
rema in intern ationa lly compe titive only hy
increa sing their effici en cy throug h labor- saving
device s and otherw ise.
Many of these indus tries face a variet y of unfair
trade practi ces; Congre ss has become more
determ ined to force the Admin istrati on to
aggre ssivel y comba t these unfair practi ces.
In timber , the flood of Conorl ion imp orts . . . hic-h now
.3 ccount s for over a third of the U.S. so~t . . . ood
market has been genera ted by Canad ian govern ment
subsid ies; in additi on to genera ting specif ic
retali atory measu res in Congr ess , the flood of
C<1na.cl ia.n timber co uld well dera i 1 the
Admi nistra tion's effort to get the Financ e
Comm ittee to approv e a free trade negot iation with
C.1 na ch.
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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
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.

2.

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
In addition, creates a strategic exchange
system.
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
Streamlines the procedure for bringing anti-dumping
cases against non-market economies.

7.

Section 337 Protection (Intellectua l Property
Rights)
The bill expands protection for process patents and
other intellectual property.

8.

Export Promotion
The bill includes the President's proposal for the
establishmen t of a war-chest and other steps to
promote exports including making technical
revisions and clarification s 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-spe cific
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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So Gramm-Rudman hasn't made our options any easier: but
if it works as planned, it will force us--and the
President--to make some decisions and choose among the
That means everyone's
various deficit-reduction options.
cherished spending programs will be put to the test of
fiscal responsibility.

Finally, let me emphasize that Gramm-Rudman is
Spending the Key.
It is not a tax increase
a device for reducing Federal spending.
If we fail on the spending front,
plan, or a subterfuge for one.
But the sooner we entertain any
we can look at other options.
revenue options, you can bet the pressure for spending cuts will
drop fast.
The Deficit and the Average American
o

Unless we follow a deficit reduction path like that mandated
under Gramm-Rudman, American families will face either higher
interest rates or higher inflation: not to mention the risk
of a disastrous new recession throwing millions of
That is what the
breadwinners out of work.
is all about.
initiative
Gramm-Rudman-Hollings

0

Most economists believe that enactment of deficit reduction
measures that eliminate the deficit by the end of the decade
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
relative to what they otherwise would be.
term:
With a 2% drop in interest rates, the monthly payment on
a median priced home ($80,000) would 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.
In 1985, 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.
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Intere st on the Debt
The massiv e increa se in debt has itself create d one of the
large st and fastes t growin g compo nents of Feder al
spend ing--i nteres t on the debt. Const ant defic its have put
fiscal policy on an endles s treadm ill of paying for the
irresp onsib ility of previo us decad es:
o

0

o

,...

'.·.1

In 1965, intere st on the nation al debt cost $9 billio n
By 1980, annua l intere st costs
and consum ed 1.4% of GNP.
But the worst was yet to
rose to $52 billio n--2% of GNP.
come.
In 1985, intere st on the nation al debt cost taxpay ers
$130 billio n--alm ost three times the level of five years
ago. this repres ents 3.8% of GNP, 13.5% of the entire
1985 budge t, and a 1,450% increa se in costs over 1965.
$130 billio n is equal to the sum total of all Feder al
spendi ng from 1789- -the foundi ng of the repub lic--to
It also equals total Feder al outlay s in 1966, the
1936.
entire defens e budge t in 1980, and twice the level of
medic are fundin g today.

But if we can adhere to the defici t-redu ction goals we've set
the
for ourse lves, I am very, very optim istic about the course of
have
we
what
d
grante
for
much
I think we take too
econom y.
strong growth witho ut inflat ion. We can keep
achiev ed so far:
is
that going if we reduce the defic it subst antial ly. The way
period
ar
postw
the
in
d
edente
open to econom ic perfor mance unprec
if we have the will to find it.
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