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Insurance Tax Reform Issues

o

On individual policyholder issues, the House refused to
accept any of the principal changes proposed by the
President. The Packwood proposal is along the same lines.

o

The House bill and the Packwood proposal take the position
follows the AALU position that inside buildup on life
They also generally leave
insurance should remain untaxed.
unchanged inside buildup on deferred annuities, with some
exceptions.

o

On the fringe benefit side, the House bill leaves unchanged
the tax treatment of group term life insurance and group
health insurance. The Packwood proposal does the same, and
also allows the self-employed to deduct 50% of amounts paid
for health insurance.

o

While the House bill did not repeal section 40l(k), as
suggested by the President, it did reduce the cap on elective
So does the Packwood
deferrals from $30,000 to $7,000.
proposal.

o

In addition, the House bill provides a "first-dollar" IRA
Therefore, rather than affecting only a small number
offset.
of employees, it wll impact nearly everyone who participates
in a 40l(k) plan. This really does not make much sense from
It seems to be driven by a desire
a policy point of view.
Fortunately ,
for more revenues, rather than anything else.
the Packwood proposal would change that to a "lost-dollar IRA
offset (that is, the offset wouldn't begin until you exceed
$5,000).

o

Setting the maximum amount that can be set aside in a taxfavored pension plan is an arbitrary thing, and it is hard to
argue that the House proposal to reduce the maximum annual
retirement benefit from $90,000 to $77,000 is obviously
However, it may be argued that we need to allow
inadequate.
these limits to remain untouched and allow indexing to go
into effect again so that people can adequately plan for
their retirement.
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o

The Packwood proposal would delay indexing of the dollar
limit on additions to a defined contribution plan until the
current limit ($30,000) is no greater than 25% of the dollar
limit for defined benefit plans.

o

The Packwood proposal also imposes a 15% excise tax on
aggregate annual distributions from all tax-favored
retirement arrangements in excess of the specified dollar
amounts (the amount is $112,500 for 1987).
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TAX REFORM 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.

0

0

o

Unfortunately, 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.
Last week eleven members of the Finance Committee sent a
letter to Senator Packwood urging that markup of tax reform
legislation be delayed until the effective date issue is
I am not sure that is the best strategy, but it is
resolved.
another indication of how much members are concerned about
the effective date problem.
There is still some hope that Rostenkowski, Packwood, et al.
can agree on a statement to resolve some of the uncertainty
The closer we get to Senate action on
on effective dates.
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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THE ECONOMY IN 1986
o

No one can really predict the course of the economy in 1986,
although of course we have to take a stab at it to guide our
But it is increasingly clear that the
budget decisions.
Leading indicators
economy began picking up late last year.
rose 0.9% in December, the eighth month in a row.
Unemployment is down to 6.7%, the lowest since 1979.

o

There are forces at work that improve the prospects 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
moderate inflationary pressures that might build as a result
Coupled with the monetary stimulus
of the dollar's decline.
the Federal Reserve provided in the last six months of 1986,
and the prospect for improvement in our balance of trade
later in the year (as the effects of the dollar decline are
felt), this means we have a good chance for healthy growth in
1986.

o

Clearly the number one threat to maintaining a healthy
If it's not reduced
economy remains the U.S. budget deficit.
sharply this year, we won't meet the commitment we made to
our trading partners to secure their agreement to ease the
dollar down. What's more, we would put an unconscionable
burden on the Federal Reserve to keep the recovery going by
pumping more money out in order to keep interest rates down.
That's a sure recipe for inflation.

o

We've created 9 million jobs with a near record economic
recovery. We've got inflation down to the lowest levels in
Let's not throw it all a way by punting on the
two decades.
The fact is that all the economic pundits
deficit issue.
the
we've been hearing in recent years have been wrong:
economy is more resilient than many believed, but not so
strong as to be able to sustain huge deficits this late in
It's time for everyone to "give" a little in
the recovery.
the interest of a deficit-reduction plan that will steer us
safely through the potentially treacherous waters ahead.
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Gram m-R udm an, the Dol lar, and Inf lati
on
o

Gram m-R udm an sho uld help us mee t the
com mitm ent we mad e
las t Sep tem ber to our trad ing par tne
rs:
to redu ce the
def icit as par t of our eff ort to mod
erat
e
the valu e of
oth er dol lar.

o

By the sam e toke n, the risk of infl
atio n sho uld be
redu ced if we brin g dow n the def icit
und er Gram m-R udm an,
bec ause the pre ssu re to pum p up the
mon ey sup ply to keep
inte res t rate s dow n wil l ease con side
rab ly.

Gram m-R udm an:
o

Cha llen ge to the Est abli she d Fis cal
Ord er

The firs t acti ons in resp ons e to the
new Gram m-R udm an
def icit con trol refo rm wil l be take
n ear ly in 198 6. For
thos e of you who mis sed it, late las
t yea r the Con gres s
imp osed a new fisc al stra igh tjac ket
on itse lf. The new
law sets firm def icit targ ets for each
of the new five
yea rs, and man date s auto mat ic acro ss
the boa rd spen ding
cut s if the def icit exc eed s the targ
of auto mat ic cuts und er the pro pos al et. The firs t roun d
wil l take effe ct
Mar ch 1 unle ss Con gres s com es up with
a bet ter way to
mee t the targ et.

o

In add itio n, Pre side nt Rea gan 's bud
get for fisc al yea r
1987 is due to Con gres s by Feb ruar y
5.
So we wil l hav e
reco nsid erat ion of the 1986 bud get
pro cee ding
sim ulta neo usly with our firs t sho t
at the 1987 bud get.
Tha t is a tal l ord er, but is one we
oug ht to be able to
fill .
Dif ficu lt as it seem s, we sho uld rem
emb er tha t the
Gram m-R udm an law con tain s new pro ced
ures des igne d to mak e it
eas ier to mee t the def icit targ ets.
prog ram s and oth er 'off -bu dge t' item We exp lici tly brin g loan
s into the bud get pro ces s;
set a poi nt of ord er aga inst leg isla
tion from com mitt ees tha t
hav e not met the ir bud get sav ings allo
cati on; and rule out of
ord er leg isla tion inc ons iste nt with
the def icit targ ets.
Pos sibl e Pro blem s. We know ther e wil
l be a rock y road ahea d in
imp lem enti ng Gram m-R udm an. Con gres
sme n Syn ar and oth ers alre ady
have won the firs t roun d in the ir sui
tuti ona l, and the Rea gan Adm inis trat t clai min g it is unc ons tiion also has som e prob lem s
with the role of the Con gres s' Gen
eral Acc oun ting Off ice in
med iati ng the def icit fore cas ts.
The Sup rem e Cou rt wil l hav e to
give us a fina l ruli ng on all tha t
in
imp orta nt, wha t Con gres s can leg isla a few mon ths. Eve n mor e
te, Con gres s can hac k out
of. Tha t's why we need a con stit utio
nal man date for bud geta ry
res trai nt, as wel l as a stat uto ry one
.
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o

So Gra rrun -Ru dma n ha sn 't mad
e
if it wo rks as pla nne d, it our op tio ns any ea sie r: bu t
wi ll for ce us- -an d the
Pre sid en t-- to mak e som e de
cis ion s and cho ose amo ng the
var iou s de fic it- red uc tio n
op tio ns.
Th at me ans eve ryo ne' s
che ris hed spe ndi ng pro gra ms
wi ll be pu t to the tes t of
fis ca l res po ns ibi lit y.

Spe ndi ng the Ke y.
Fin all y, let me em pha siz e
tha t Gra mm -Ru dm an is
a dev ice for red uci ng Fe der
al
spe
ndi
ng.
It
is
no t a tax inc
pla n, or a sub ter fug e for
one .
If we fai l on the spe ndi ng rea se
we can loo k at oth er op tio
fro nt,
ns. Bu t the soo ner we en ter
tai n any
rev enu e op tio ns, you can be
t the pre ssu re for spe ndi ng
dro p fas t.
cu ts wi ll
The De fic it and the Av era ge
Am eric an
o

o

Un les s we fol low a de fic it
red uct ion pat h lik e tha t ma
nda ted
und er Gra mm -Ru dm an, Am eric
an
int ere st rat es or hig her inf fam ilie s wi ll fac e eit he r hig her
of a dis ast rou s new rec ess lat ion : no t to me nti on the ris k
ion thr ow ing mi llio ns of
bre adw inn ers ou t of wo rk.
Gra mm -Ru dm an- Ho llin gs ini tiaTh at is wh at the
tiv e is all abo ut.
Mo st eco nom ists be lie ve tha
me asu res tha t eli mi na te the t ena ctm ent of de fic it red uct ion
de fic it by the end of the
wi ll pro duc e a dro p of at
lea st 1 per cen t in int ere st dec ade
rat es
ove r the sho rt run and 2 to
3 per cen
ter m:
rel ati ve to wh at the y oth erw tag e po int s ove r the lon g
ise wo uld be.
Wi th a 2% dro p in int ere st
a me dia n pri ced hom e ($8 0,0 rat es, the mo nth ly pay me nt on
00) wo uld go dow n by abo ut
$10 0 a mo nth .

Co nve rse ly, if we do n't red
uce the de fic it to kee p rat
es
as low as the y are now , hom
eow ner s cou ld fac e tha t lar
ge
an inc rea se- -or mo re- - in
mo nth ly pay me nts .
A 2% dro p in int ere st rat es
wo
$4, 000 in inc om e for the ave uld mea n an ad dit ion al
rag e wh eat far me r wit h a
1,0 00 acr e op era tio n.
In 198 5, the Fe der al Go ver
nm
$1, 000 for eve ry ma n, wom an, ent wi ll ove rsp end clo se to
and ch ild in Am eri ca.

Th is $1, 000 per hea d of ad
dit ion al fed era l deb t wi ll
be
one mo re bur den for our ch
ild ren to rep ay in hig her
tax es
or hig her inf lat ion in the
fut ure .
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Interest on the Debt

The massive increase in debt has itself created one of the
largest and fastest growing component s of Federal
spending- -interest on the debt. Constant deficits have put
fiscal policy on an endless treadmill of paying for the
irrespons ibility 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 cost taxpayers
$130 billion--a lmost 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.

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 funding today.

But if we can adhere to the deficit-re duction goals we've set
for ourselves , 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 substanti ally. The way is
open to economic performan ce unprecede nted in the postwar period
if we have the will to find it.
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Insur ance Tax Refor m Issue s
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