
BALANCED BUDGET AMENDMENT 

• The compromise amendment we are supporting embodies a simple principle: in the normal situation, outlays of the Federal Government should not exceed receipts. Our amendment just requires that to allow a deficit, Congress must by 3/5 vote authorize a specific excess of outlays over receipts. In addition, the Senate has adopted a provision imposing a similar vote requirement to raise the debt ceiling. And to preserve a bias in favor of controlling spending we say that tax increases cannot be passed except by a majority of all Members of the House and Senate: not just those present"°and voting. 

• So the Senate is being presented with an historic opportunity. This proposed Constitutional Amendment would restore a proper balance to the way we conduct the fiscal affairs of the Government. The proposal before us is not a quick fix, a response to a sudden shift in public opinion, or an attempt to evade our assigned duties under the Constitution with regard to decisions on taxing and spending. This is an idea that has been around for quite some time, but that has gained momentum in recent years because of the growing realization that there is something fundamentally wrong with the way we conduct fiscal policy. 

• Fundamental problems demand fundamental solutions. Those of us who have worked to develop a responsible Constitutional Amendment over the years have not taken lightly our duty to respect the form and the spirit of the basic law of the land. The language of this amendment is appropriate to the Constitution. It is not premised on any particular economic philosophy, but rather on the belief that Congress ought to make specific decisions on fiscal policy and be held accountable for those decisions. The amendment requires that we follow consistent procedures in setting fiscal policy, and establishes firm parameters to govern those procedures. That is all there is to it, and it is something we very much need. 

A POPULAR MANDATE 

• The American people clearly are convinced that our fiscal house is not in order. Popular concern over runaway budgets is the reason why the drive for a Constitutional Convention to draft a fiscal restraint amendment is only a few states short of its goal. Polls consistently show that 70-80 percent of the American people support a balanced budget amendment. No 
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one shoul d ma int ain that we ough t to take cer ta in s te p s j ust becaus e they are popular; but in this case it seems t hat the people are ahead of the politicians. They understand that Congressional spending habits have to be put under a firm limitation, and that only new procedures, externally imposed, can do the job. 

• I would also suggest that this amendment, if approved by Congress, is not the end of the story. It is the beginning. Legislative implementation and compliance will be a complex and difficult matter--we should not deceive ourselves on tha t point. And we are learning from the experience of the Gramm-Rudman-Hollings law that enforcement is not a simple matter. But it can and will be done once we have a clear Constitutional ODTTgation to fulfill. We can demonstrat e our willingness and ability to follow through on this amendment by moving swiftly to meet the fiscal 1987 targets for Gramm-Rudman. 
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March 20, 1986 

STATE AND LOCAL TAX DEDUCTION 

o I know a number of you are concerned about the possible loss 
of the state and local tax deduction. And you probably are 
also concerned that I have been reported as saying we should 
not take the state and local deduction "off the table" as the 
Senate considers tax reform. 

o I want to assure you that I have no interest in singling out 
this deduction. Nor do I have a "hidden agenda" to reduce 
government activity at the state and local level. 

0 

0 

0 

However I am a realist. If we are going to accommodate the 
President and reduce tax rates, we must find revenue sources 
which will make rate reduction possible. We cannot do it 
solely by raising corporate taxes. The President originally 
proposed raising corporate taxes by $131 billion over 5 
years, but he still needed to repeal the state and local tax 
deduction to reach his goals for individual rate reduction. 

In contrast, the House did not repeal or modify the 
deduction, but they had to add a 38 percent bracket and they 
had to compress the tax rate brackets substantially so that 
individuals would reach higher brackets sooner. In addition, 
they had to put interest in tax exempt bonds in the minimum 
tax. They also would raise corporate taxes by $141 billion 
over five years. These changes certainly are not without 
controversy either. 

If we are going to try to act on the President's request to 
improve on the rate structure designed by the House, we will 
have to address the items that reduce taxable income for 
individuals. That list is short--itemized deductions and 
fringe benefits. The only significant itemized deductions 
from a re~enue standpoint are interest paid, charitable 
contributions and state and local taxes. Similarly, the only 
significant fringe benefits are group health insurance and 
group term life insurance. 

o The Packwood proposal seems to strike a reasonable compromise 
on th~ State and local tax deduction. Under his plan no 
deduction would be available for State and local sales and 
personal property taxes. State and local income taxes would 
remain fully deductible, except in the 35% bracket, where tax 
deduction would be available only up to 25% (the next highest 
bracket). 
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March 19, 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 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--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. 

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. 

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 Senat~ Finance Committee has begun action on tax reform 
and will have a full schedule next week. A lot of difficult 
decisions ·await the Committee if it is to maintain momentum 
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 '~ackwood 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. 

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. 

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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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 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-Hollings initiative is all about. 

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 
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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