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TAX R!<_;FORM EFFECTIVE DATES
o

Last December the Senate passed my resolution urging that the
effective date for most provisions of tax reform legislation
should be January 1, 1987. The reason for making tax reform
"prospective only" is to eliminate the cloud of uncertainty
that pending tax reform legislation leaves over many economic
decisions that are influenced by tax policy.

o

The House also passed an "effective date" resolution, urging
the chairman of the tax-writing committees to agree on some
determination of effective dates other than the January 1,
1986 date in the House-passed bill.

o

Unfortunatel y, since last December little progress has been
Chairman
made in clarifying the effective date issue.
Rostenkowski has made it fairly clear that he thinks the
House bill effective dates are appropriate, although he is
willing to remain open to selective changes in those dates.

o

Eleven members of the Finance Committee have sent a letter to
Senator Packwood urging that markup of tax reform legislation
I am
be delayed until the effective date issue is resolved.
not sure that is the best strategy, but it is another
indication of how much members are concerned about the
Senator Packwood wants the Finance
effective date problem.
Committee to adopt a general effective date of 1-1-87 •

o

In addition, there is still some hope that Rostenkowski ,
Packwood, et al. can agree on a statement to resolve some of
the uncertainty on effective dates. The closer we get to
Senate action on the tax bill, the more likely it becomes
that Senate's decision on effective dates will be the most
important signal we give to the business community of our
intentions 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
corporations and reduce the tax burden on individuals.
But
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 35%; Ways and Means to 38%) and for
corporations (President 33%; Ways and Means 36%).
But the
Ways and Means rates take effect at much lower income levels:
the 35% rate clicks in at $43,000 forrnarried couples, as
opposed to $70,000 under the Reagan plan.

o

Neither plan gets an A+ for the major objectives of tax
reform--simplification 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.

o

The House bill falls far short of the President's on fairness
grounds.
Fringe benefits and itemized deductions are major
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.

0

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
taxpayers.
Still there are many controversial points that
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
controversial.
--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.

o

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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THE ECONOMY IN 1986
No one can really predic t the course of the econom y in 1986,
althou gh of course we have to take a stab at it to guide our
But it is increa singly clear that the
budge t decisi ons.
Leadin g indica tors
econom y began pickin g up late last year.
a row.
in
month
rose 0.9% in Decem ber, the eighth
1979.
since
t
lowes
the
Unemployme~t is down to 6.7%,

o

There are forces at work that improv e the prosp ects for
One of these is the drop in oil
strong growth this year.
prices , which acts like a tax cut for energy users and helps
moder ate inflat ionar y pressu res that might build as a result
Couple d with the monet ary stimu lus
of the dolla r's declin e.
the Feder al Reserv e provid ed in the last six months of 1986,
and the prosp ect for improv ement in our balanc e of trade
later in the year (as the effec ts of the dollar declin e are
in
felt), this means we have a good chance for health y growth
1986.

o

0

o

Clear ly the numbe r one threa t to maint aining a health y
If it's not reduce d
econom y re~ains the U.S. budge t defic it.
sharp ly this year, we won't meet the commi tment we made to
our tradin g partne rs to secure their agreem ent to ease the
dollar down. What' s more, we would put an uncon sciona ble
burden on the Feder al Reserv e to keep the recove ry going by
pumpin g more money out in order to keep intere st rates down.
That's a sure recipe for inflat ion.
We've create d 9 millio n jobs with a near record econom ic
We've got inflat ion down to the lowes t levels in
recove ry.
Let's not throw it all a way by puntin g on the
two decad es.
The fact is that all the econom ic pundi ts
defic it issue.
the
we've been hearin g in recent years have been wrong :
so
not
but
ed,
believ
many
econom y is more resili ent than
in
late
this
its
defic
huge
strong as to be able to sustai n
in
little
a
"give"
to
ne
It's time for everyo
the recove ry.
us
steer
will
that
plan
the intere st of a defici t-redu ction
safely throug h the poten tially treach erous waters ahead.

Page 4 of 15
c019_041_011_all_A1b.pdf

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

February 19, 1986

BUDGET FOR FY 1987
o

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 particulars.
to keep in mind OMB Director Miller's contention that, if we
adopt this budget in full, we can meet the Gramm-Rudman
targets for the rest of the decade--without the need for major
additional cuts.

o

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-government payments) is
$148 billion.

0

The deficit would be reduced by $38 billion in FY 87, and by
Defense would still grow by
$166 billion over three years.
3% in real terms (increase in budget authority adjusted for
Increased funds would be provided for fighting
inflation).
terrorism, for law and drug enforcement, for the space
program, aviation safety, and AIDS research.

0

Major new deficit-reduction initiatives include privatization
of government activities, ranging from Amtrak to power
facilities to Ex-Im bank loans; transferring a few programs
to the States, such as the Agriculture Cooperative Extension
Service and highway; a wide array of user fees on government
services; eliminating programs like EDA, UDAG, SBA, maritime
subsidies, and the ICC.

o

There are additional receipts in the budget as well:
extending the cigarette tax, higher fees for black lung,
repealing the gasohol exemption, increased contributions to
civil service retirement 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
That is a
defense spending already in the pipeline.
legitimate matter for review, but if baseline spending is
higher, then any cuts will have more of an impact as well.

t· ,·
"'
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Gramm-Rudman, the Dollar, and Inflation
o

Gramm-Rudman should help us meet the commitment we made
last September to our trading partners:
to reduce the
deficit as part of our effort to moderate the value of
other dollar.

o

By the same token, the risk of inflation should be
reduced if we bring down the deficit under Gramm-Rudman,
because the pressure to pump up the money supply to keep
interest rates down will ease considerably.

Gramm-Rudman:
o

.

.

'~

0

Challenge to the Established Fiscal Order

The first actions in response to the new Gramm-Rudman
deficit control reform will be taken early in 1986.
For
those of you who missed it, late last year the Congress
imposed a new fiscal straightjacket on itself. The new
law sets firm deficit targets for each of the new five
years, and mandates automatic across the board spending
cuts if the deficit exceeds the target. The first round
of automatic cuts under the proposal will take effect
March 1 unless Congress comes up with a better way to
meet the target.
In addition, President Reagan's budget for fiscal year
1987 is due to Congress by February 5. So we will have
reconsideration of the 1986 budget proceeding
simultaneously with our first shot at the 1987 budget.

That is a tall order, but is one we ought to be able to
fill.
Difficult as it seems, we should remember that the
Gramm-Rudman law contains new procedures designed to make it
easier to meet the deficit targets. We explicitly bring loan
programs and other 'off-budget' items into the budget process:
set a point of order against legislation from committees that
have not met their budget savings allocation; and rule out of
order legislation inconsistent with the deficit targets.
Possible Problems. We know there will be a rocky road ahead in
implementing Gramm-Rudman. Congressmen Synar and others already
have won the first round in their suit claiming it is unconstitutional, and the Reagan Administration also has some problems
with the role of the Congress' General Accounting Office in
mediating the deficit forecasts.
The Supreme Court will have to
give us a final ruling on all that in a few months. Even more
important, what Congress can legislate, Congress can hack out
of. That's why we need a constitutional mandate for budgetary
restraint, as well as a statutory one.
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o

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
various deficit-reduction options.
That means everyone's
cherished spending programs will be put to the test of
fiscal responsibility.

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

0

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
breadwinners out of work.
That is what the
Gramm-Rudman-Holli ngs initiative is all about.
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
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) 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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Inte rest on the Deb t
lf crea ted one of the
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spe ndin g--i nter est on the deb t.
of payi ng for the
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irre spo nsib ility of prev ious deca des:
o

0

t cost $9 bill ion
In 1965 , inte rest on the nati ona l deb
By 1980 , annu al inte rest cost s
and cons ume d 1.4% of GNP.
But the wor st was yet to
rose to $52 billi on-- 2% of GNP.
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t cost taxp ayer s
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t we have
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The international competitiveness of traditional
i r i <'. us t r i cs i n th c South ( t ex t i 1 cs , t i J'l : ) 0 :- , ;, t /~ c l ,
~ootwear ,

petrochem ical s and agriculture)

. :epcndcnt on m;1ny factors.

l~ ~

o

trctdc deficit n~ n·>l :-ly :;1r,n
billion in 198:> docs not neccss ~ 1:-i lv reflc..:ct <~ L:c}:
of competitiveness in---ules e and oth~r industries .

o

\·.', , •1.·1ve 2 number of problems facing l\meric a n
industries whi ch have nothing to do with their
underlying competitiveness.

The ··no r!:1 ci us U.S.

The strong dollar has been the ma jor cause of our
trade deficit; we in Congress long ago con cluded
thatthe Administrat ion ha d to take a more active
rol e in managing the exchange rate of the dollar,
and I am pleased that Secretary Baker seems to have
come to the same conclusion.

0
:- ... ..

0

,_.

Th e fact that major debtor countries whi ch were
formerly significant U.S. export markets cannot
afford to purchase U.S. exports continues to be a
major obstac le to U.S. exports; the Administr at ion
has been slow to deal with this problem, and even
now the "Baker plan" affords little prospect of
improvement.
But traditional southern industries face particular
problems whi ch transcend these macroeconomic
L'lctors .

0

._:
•,·

o

All lt1hor- intensive American industries, such as
<11 ·i ;).1rel and foot1-.·e.:i.r, facr> the continuinr_; c )1:~11. --.ngc
o ! low wag e foreign producers; these industries can
remain i n ternationa lly competitive only by
incr easing their efficiency through labor- savi n g
devices and otherwise.

o

Many of these industries face a variety of unfair
t rade practices; Congress has become more
determined to force the Administration to
aggressively combat these unfair practices.

0

In timber , the flood of C<inctrlian imports "hi ch now
.3 ccounts for over a third of the U. S. so'.:t;...·ood
market has been gene rat ed by Canadian government
subsidies; in addit io n to generating specific
retaliatory measures in Congress , the flood of
Canadian timber co uld well derail the
Administration's effort to get the Finance
Committee to approve a free trade negotiation with
C.1 nad;1.
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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
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
Streamlines the procedure for bringing anti-dumping
cases against non-market economies.

7.

Section 337 Protection (Intellectual 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
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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AGENDA
A. 8. LAFFER ASSOC !ATES
SIXTEEN TH WASHING TON CONFERE NCE
October 17 & 18, 1985
THURSD AY ,OCTOBE R 17

8: 1 5 - 9: 00 a . m.
"Contine ntal Room 11
Watergate Hotel
2650 Virginia Ave.,N.W .

CONTINE NTAL BREAKFA ST

9: 00 - 10: 00 a. m.

CONGRES SMAN JACK KEMP ( R-New York)
1'v1ember, House Budget Committe e; Task Forces
on Budget Process, Defense and Internatio nal
Affairs, and Economic Policy
Ranking Minority Member, Appropria tions
Chairman , House Republica n Conferen ce
1v1oderato r:

Arthur Laffer

10:00 - 10 : 15 a.m.

BREAK

10 : 15- 11:15a.m .

CONGRES SMAN ROBERT MICHEL CR-Illinoi s)
Minority Leader; ex officio member of the
Permanen t Select Committee on Intelligen ce
Chairman , House Republica n Committee on
Committe es
.v loderator :

11 : 15 - 12:15 p.m.

SENATOR PAULA HAWKINS (R-Florid a)
Member, Senate Agr icultural, Nutrition and
Forestry Committee
Chairwom an, Subcomm ittee on Agricultu ral Credit
and Rural Electrific ation
Member, Senate Labor and Human Resource s
Committe e
Chairwom an on Children, Family, Drugs and
Alcoholism Subcomm ittee
Moderato r :

12:15- 1 : 45p.m.
"Potomac Room 11

Michael Chr i stiansen

LUNCH
SENATOR STEVEN SYMMS (R-ldaho )
Member, Senate Budget Committee
Chairman , Subcomm ittee on Transpor tation
Cha i rman , Subcomm ittee on Estate and Gift
Taxation
Moderato r :
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AGENDA
A. B. LAFFER ASSOC I ATES
SIXTEENTH WASHINGTON CONFERENCE
October 17 & 18, 1985
THURSDAY, OCTOBER 17 (Continued)
2: 15 -

3: 15 p.m.

GENERAL ALEXANDER HAIG, JR.
President, Worldwide Consultants Inc.
1\.\odera tor:

3: 15 -

Lk 00

p. m.

Arthur La ffer

MS. BERNADETTE BUDDE
Vice President and Director of Education, BI PAC ;
Editor of Politikit
Moderator:

David Archibald

DR. MANUEL JOHNSON
Nominee, Federal Reserved Board
Madera tor:

Charles Kadlec

6:30 - 7:30 p.m.
Old Ebbett Grill Restaurant
"Atrium"
675 15th Street

COCKTAIL RECEPTION

7:30p.m.

DINNER
.'v\R. GREG
Co-author
guide to
Editorial
Moderator:

FOSSE DAL
"A Defense That Defends," a layman's
Reagan's Star 1Nars defense program ;
Page Writer for the Wall Street Journal
Thomas Gillespie
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AGENDA
A. B. LAFFER ASSOCIATES
SIXTEENTH WASHINGTON CONFERENCE
October 17 & 18, 1985
FRIDAY, OCTOBER 18
7: 30 - 8: 1 5 a . m.
"Continental Room"
Watergate Hotel
8: 20 -

9: 00 a. m.

9:00 - 9:145 a.m.
Rayburn Building
Room #2200

CONTINENTAL BREAKFAST

TRAVEL TIME:

CONGRESSMAN LEE HAMIL TON CD-Indiana)
Member, House Foreign Affairs Committee
Chairman, Europe and Middle East Subcommittee
Chairman, House Intelligence Committee
Export Task Force, Executive Committee
Moderator:

9: 45 - 10: 00 a. m.
1 0: 00 - 11 : 00 a. m.
Cannon Building
Room :f 210

11 : i 5 a . m.

Thomas Gillespie

TRAVEL TIME:

Walk to the Cannon Bldg.

CONGRESSMAN WILLIAM GRAY ( D-Pennsylvania)
Chairman, House Budget Committee
Member, House Appropriations Committee;
Foreign Operations, Transportation and
Related Agencies Subcommittees
1v loderator:

1 1 : 00 -

Bus & Van to the Rayburn Bldg.

Charles Kadlec

TRAVEL TIME:

Walk to the Capitol Bldg.

11:15- 12.lSp.m.
Capitol Building
Senate Side
Room #S 120 - 11 Hugh Scott 11

MR. STEVE oELL
Staff Director, Senate Budget Committee

12:30 - 1 : 45 p.m.
Capitol Building
Senate Side
Room #S 120 - 11 Hugh Scott"

LUNCH

Moderator:

Michael Christiansen

SENATOR JESSE HELMS CR-North Carolina)
Chairman, Agriculture, Nutrition and
Forestry Committee
Member, Foreign Relations Committee;
Chairman, Western Hemisphere Affairs
Subcommittee
Member, Senate Steel and Tex tile Caucus
Moder a tor :

Thomas G ii lespie

Page 15 of 15
c019_041_011_all_A1b.pdf

- 3 -

