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Senator Bob Dole
Hart Senate Office Building
SH-141
Washing ton, DC 20510
Dear Bob,
Our National Marine
again coming to Was
seminar.

n is once
or our annual legislat ive

Schedule permitti ng, we would be honored
our o ening speaker on Tuesday mornin
approxim a e y
a.m.

to be
at

Our meetings are being held at the
C~ Hill.
our presen ation has always been the
highligh t of our conferen ce and I sincerel y hope you
will be able to join us again.

Pack St. Clair
Presiden t
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Talking Points -- Torts Liability -- March 27,

1986

-"Crisis" is the wor d most fr1~quenLly used these days to describe
the 1 iabi l i ty in surance sys tern in UH~ Uni tcd States .
-Pr ope rty-casualty insuranc e premiums went up 21% last year and
Some businesses and
another 20% hike is proje cted for this year .
professions a r e experiencin g premiu1n increases of several hundred
percent, and some simply can't get insu ranc e any more at all.
Rather it
-The crisis is not confined to a few , high risk area s.
is affecting a wide range of comm ercia l endeavo rs, be it
manufacturing, hazardous wast e disposal , practicing medicine,
o wning a tavern , operating a nu clear power pla nt, or runnin g a
day care center .
-Though there is widespread agreement that that there is a
crisis , there is widespread diagreement over its cause.
-Cl ear ly, part of the problem lies with fluctuati ng interest
The high rates of the late 1970 ' s made insurers eager for
rates .
money to invest , so many slashed premiums and took on more
With interest rates having dropped rapidly
high-risk businesses .
o ver the past few years, adjustment s a re now having to be made.
That at
-Another major cause of the problem is the tort system.
least was the conclusion of a report recently issued by a special
Administration Task Force, based on the dramatic increases in the
number of tort lawsuits over the past several years and in the
average amount of damages and attorneys fees being awarded by the
courts.
-The Report reconunends a number of reforms which would impose
more stringent standards for proving a tort case, place some
limits on non-economic damages, like pain and suffering, and
An issue left
scale down attorneys' contingency fee awards.
unresolved by the Report, however, is whether these reforms
should be implemented at the state or federal level.
-In addition, a number of bills addressing various aspects of the
Probably the most
tort liability problem have been introduced.
far reaching is Sen. Danforth's bill to set up uniform Federal
products liability standards and encourage alternatives to
Another bill,
litigation to resolve products liability disp ut es .
introduced by Sen. McConnell, would curb damage s and attoneys
fees awards in Federal civil cases.
-As former chairman of the Subcommittee on Courts of the Senate
Judiciary-Committee, I am acutely aware of the dramatic explosion
the country has experienced in civil litigation over the past few
Thus, I am particulary sympathetic to efforts to
decades .
develop ba lanced reforms, but am also concerned that we can't
Unless the
seem to get be yond the finger-pointing stage.
deep-seated differences between the insurance industry and
business on one side, and consumer advocates and trial lawyers on
the other are narrowed, we may be unable to proceed in this
Co nqrcs:> with meaningful ref o rm.
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BUDGET TALKING POINTS

o One piece of good budget news is that on Monday President
Reagan signed the budget reconcilia tion bill that will yield more
It was a
than $18 billion in savings over the next three years.
it.
worth
certain
but
here
getting
long time
OVERVIEW
o The Senate Budget Committee reported out a fiscal 1987
7 Republican s and 6 Democrats voted for
budget by a 13-9 vote.
.
the resolution
I salute Chairman Domenici, and the rest of the members of
o
the Budget Committee for their diligence and the speed with which
the produced the budget.
This
But that was only the first step in the process.
the
with
,
President
the
with
week we began a series of meetings
to
leadership
GOP
House
the
with
Senate Committee chairmen and
There will
see if we can develop a consensus on budget strategy.
next.
probably
be more meeting this week and
o

o We're already somewhat behind the schedule set out in the
But we're certainly far ahead of
Gramm-Rud man-Hollin gs measure.
And in the
the House, which has chosen to do nothing to date.
O'Neill
Speaker
written
hope that we can change that, I have
the budget
on
action
floor
asking that we schedule simultaneo us
Senate.
resolution for both the House and
IMPLICATIO NS OF FAILURE TO MEET DEADLINES
o Missing the April 15 deadline would make it even more
questiona ble that the reconcilia tion process necessary to achieve
savings would be completed by June 15.
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Missing the Ap ril 1 5 d eanl i ne would further complicate a nd
o
delay tax-reform legislation this year, s ince rl major iss u e of
revenue inc r eases or n e u t r al it y in tax reform would re ma in a n
ope n issue .
Pr oce durally, the failure to adopt a r eso luti o n by April
o
15 means that appropriation bill mark-u ps wo uld proceed with no
g e neral blueprint for FY 1987 spendin g .
Assuming no resolution is adopted by May 15, then House
o
appropriation bills would likely proceed to be reported, passed,
No point of ord e r (Section 303) would
and sent to the Senate.
the House, but woul d lie in the
in
bills
such
lie against
the point-of- o rder by a majority
waive
could
Senate
e
Th
Senate.
It is not clear that
the SBC.
by
resolution
a
on
voting
vote,
and such a
resolution
a
such
report
to
the SBC would be able
Leader Byrd if
Minority
by
to
objected
be
likely
resolution would
poll.
a
using
it were reported
For those who argue that we should sit back and do nothing
o
becaus e th e healthy economy will take care of the deficit, that
Even if the very optimistic economic projections
just isn't so.
are realized, we won't meet the $144 billion Gramm-Rudman deficit
And those who argue that we can reach the target merely
target.
It will take
by trimming appropriation s accounts are also wrong.
even
maybe
and
programs,
benfit
more -- changes in entitlement
some revenue increases.
DETAILS OF BUDGET RESOLUTION
From my perspective the resolution approved by the Budget
o
First, I believe that
Committee leaves something to be desired.
And
is too low.
year
next
the defense spending authority for
billion
$75
to
close
second, that the increase in revenues -I'm not alone in this
over three years -- is much too high.
Just before Congress adjourned for the Easter recess,
thinking.
I received a letter signed by 24 Republican senators expressing
the same concerns.
However, I understand the problem Senator Domenici faced
o
in getting a resolution out of the committee -- the delicate
balance between enough for defense, but not too much, enough cuts
in domestic programs, but not too much, and enough revenues to
meet the $144 billion deficit figure in Gramm-Rudma n-Hollings.
The total deficit reduction in the resolution is $38.8
o
billion in fiscal 1987; $58.9 billion in 1988; and $74.4 billion
in 1989.
o The Committee's budget resolution contains $18.7 billion
in additional revenues in fiscal 1987 and a total of $74.3
Revenue effects from sp e n d i ng
billi o n fr om f i sca l 1 9 8 7- 8 9.
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me asures assumed in the budget, such as retirement reforms and
the sale of CONRAIL, plus revenue from reconciliation would
account for $6 .1 billion , $22.3 billion over three years .
And
the president 's budget contained $5.9 billion in FY 87 revenue
increases, $21.6 over three years.
o Defense spending under the re solution would call for
$295.1 billion in FY 87 budget authority and $280 billion in
outlays.
The President requested $320.4 billion in budg et
authorit y , outlays , $282.2 billion.
According to the Budget
Committ ee , the amounts included in the res olut ion allows for 2.8
% growth in budge t authority from the FY 86 post-sequester budget
authority level.
In FY 1988 and 1989 there would be a 1% real
growth rat e .
o The budget resolution would reduce non-defense spending in
FY 87 by $17.3 billion in outlays, and by more than $70 billion
from FY 87-89, mostly through freezes and reductions.
However ,
$2.3 billion in additional FY 87 spending would be allocated for
critical programs such as embassy security, space shuttle
construction, a farm credit initiative ($400 million over 3
years), IRS, Head Start and key education programs.
Social Security, military and civil service pensions and all
other indexed programs would receive a cost-of-living adjustment.
All civilian and military personnel would receive a 3% pay raise.
o Agriculture:
The budget resolution assumes the enactment
of the tobacco price support program contained in reconciliation
with projected reduced budget authority and outlays of $100
million in fiscal 1987 and $600 million over three years; It
assumes $ 300 million in savings over three years from enactment
of the 1985 farm bill; and it increases budget authority by $150
million in each of the next three years and $130 million in
fiscal 1987 for farm credit programs.
o Committee vote: For the resolution: Andrews, Boschwitz,
Danforth, Domenici, Gorton, Grassley, Kassebaum, Chiles, Exon,
Hollings, Johnston, Metzenbaum, Riegle.
Against: Armstrong, Hatch, Kasten, Quayle, Symms, Hart,
Lautenberg, Moynihan, Sasser.

Page 5 of 22
c019_041_037_all_A1b.pdf

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

TAX REFORM EFFECTIVE DATES
o

Last December the Senate passed my resolution urging that the
general date for tax reform legislation should be January l,
The reason for making tax r eform "prospective only" is
1987.
to eliminate the cloud of uncertainty that pending tax reform
legislation leaves over many economic dec isions that are
influenced by tax policy.

o

The House also passed an "eff ective 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

Unfortunately , since last December only modest progress h as
been made in clarifying the effective date issue other than
Last week Senator Packwood,
in the tax exempt bond area.
Senator Long, Congressman Rostenkowski , Congressman Duncan
and Secretary Baker released a joint statement that certain
of the tax-exempt bond provisions should not go into effect
before September first.

0

0

o

Senator Packwood has also released his package of tax reform
with a general effective date of January 1, 1987 although,
some items such as the repeal of the investment tax credit
would be effective March 1, 1986 and other items such as the
rate reductions would be delayed until mid-1987.
I also understand, however, that Senator Packwood's proposal
to include all tax-exempt interest as a preference item for
the corporate and individual minimum tax is causing some of
the same uncertainty for the bond market as the effective
date problem.
At our first markup session I joined 17 of my colleagues on
the Committee in agreeing not to sign any tax reform
conference report unless the effective dates substantially
We also agreed not to
followed those in the Senate bill.
negotiate a conference agreement on substantive issues until
the effective date issue was resolved.
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Tax Reform Talki ng Point s
o

o

o

0

0

o

o

ar in
The Presi dent' s tax plan and the House bill are simil
to
n
conce pt--th ey both shift more of the tax burde
But
s.
corpo ration s and reduc e the tax burde n on indiv idual
e.
chang
the
the bills are very diffe rent in how they make
s (the
Both subst antia lly reduc e tax rates for indiv idual
and for
38%)
to
Means
Presi dent to a maxim um of 35%; Ways and
the
But
36%).
Means
and
corpo ration s (Pres ident 33%; Ways
s:
level
e
incom
lower
Ways and Means rates take effec t at much
as
es,
coupl
ed
the 35% rate click s in at $43,0 00 for marri
oppos ed to $70,0 00 under the Reaga n plan.
tax
Neith er plan gets an A+ for the major objec tives of
s plan
dent'
Presi
the
refor m--si mplif icatio n and fairn ess, but
of
sions
repea led many more of the overl y comp licate d provi
The
t.
effor
the tax code than the Ways and Means Comm ittee
ex
compl
many
,
House bill. just modi fies, but leave s in place
tax rules .
on fairn ess
The House bill falls far short of the Presi dent' s
major
are
tions
Fring e bene fits and itemi zed deduc
groun ds.
the
e
cause s of diffe ring tax liabi litie s, and unlik
and local
Presi dent' s propo sal, the House retain ed the State
tions ,
deduc
aid
tax deduc tion, did less to limit inter est-p
that
means
This
and did nothi ng on fring e bene fits.
have subs tanti ally
still
can
es
incom
equal
with
yers
taxpa
diffe rent tax liabi litie s.
I have perso nally long favor ed incom e tax reform and, as
Chair man of the Senat e Finan ce Comm ittee, led the fight over
a numbe r of years to plug unju stifie d tax looph oles.
reform
The Senat e Finan ce Comm ittee has begun actio n on tax
A lot
s.
reces
r
and will have a full sched ule after the Easte
to
is
it
if
of diffi cult decis ions await the Comm ittee
has
maint ain momen tum towar ds the goals the Presi dent
ption for
exem
lower tax rates , a $2,00 0 perso nal
outli ned:
al
capit
every one, and more incen tive for savin g and
inves tment .
towar d
The 'Packw ood draft ' of tax reform goes a long way
of 35%
meeti ng the Presi dent' s goals-, inclu ding a top :rate
hiest
and a $2,00 0 perso nal exem ption for - all but the- ~ealt
s
Still there are many contr overs ial point that
taxpa yers.
will be close ly scrut inize d.
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--the deduct ion for State and local sales and person al
proper ty taxes would be repeale d, and that for income taxes
would be availab le only through the first two bracke ts.
--Inter est deduct ions would be more severe ly limited than in
the House bill, includi ng a $1,000 /$2,000 limit on the
consum er interes t deduct ion.
--The minimum tax would have a lower rate and a broade r base
than in the House bill, but is still likely to be
contro versial .
--Excis e taxes would be increas ed signifi cantly includi ng
those on beer and wine.
o

On the plus sides,

from the viewpo int of many taxpaye rs--

--The nonitem izer charita ble deduct ion would be made
perman ent withou t adoptin g the floor under the charita ble
deduct ion include d in the House bill.
--Inves tment credit repeal would not take effect until March
of this year.
--ACRS would remain the basic deprec iation system , with a
limited inflati on adjustm ent allowe d.
--The R&D credit would be made perman ent.
--The amount of new equipm ent costs small busine sses can
expense would be dramat ically increas ed.
0

All in all, the Packwo od draft does a better job of lowerin g
tax rates while encour aging new investm ent and a produc tive
climate for busine ss.
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Interest on the Debt
The massive increase in debt has itself created one of the
largest and fastest growing components of Federal
Constant deficits have put
spending--in terest on the debt.
fiscal policy on an endless treadmill of paying for the
irresponsibi lity of pr e vious decades:
o

In 1965, interest on the national debt cost $9 billion
By 1980, annual interest costs
and consumed 1.4% of GNP.
But the worst was yet to
rose to $52 billion--2% of GNP.
come.

o

In 1985, interest on the national debt cost taxpayers
$130 billion--almo st three times the level of five years
this represents 3.8% of GNP, 13.5% of the entire
ago.
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
It also equals total Federal outlays in 1966, the
1936.
entire defense budget in 1980, and twice the level of
medicare funding today.

But if we can adhere to the deficit-redu ction goals we've set
for ourselves, I am very, very optimistic about the course of the
I think. we take too much for granted what we have
economy.
strong growth without inflation. We can keep
achieved so far:
The way is
the deficit substantially .
reduce
we
if
that going
period
postwar
the
in
unprecedented
performance
economic
open to
it.
find
if we have the will to
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Gramm-Rud man, the Dollar, and Inflation
o

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

o

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

Gramm-Rud man:
o

0

Challenge to the Establishe d Fiscal Order

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

That is a tall order, but is one we ought to be able to
Difficult as it seems, we should remember that the
fill.
Gramm-Rudm an law contains new procedure s designed to make it
We explicitly bring loan
easier to meet the deficit targets.
into the budget process;
items
et'
programs and other 'off-budg
n from committee s that
legislatio
against
set a point of order
; and rule out of
allocation
savings
have not met their budget
targets.
deficit
the
with
nt
order legislatio n inconsiste
We know there will be a rocky road ahead in
Possible Problems.
Congressm en Synar and others already
implement ing Gramm-Rud man.
their suit claiming it is unconstiin
have won the first round
ation also has some problems
Administr
tutional, and the RPagan
Accounting Office in
General
Congress'
the
with the role of
Court will have to
Supreme
The
mediating the deficit forecasts.
Even more
months.
few
a
in
that
all
give us a final ruling on
out
bac~
can
Congress
,
important , what Congress can legislate
budgetary
for
mandate
onal
That's why we need a constituti
of.
restraint, as well as a statutory one.
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o

but
So Gramm -Rudma n hasn ' t made our optio ns any easier :
the
d
us--an
force
will
it
d,
planne
if it works as
Presid ent--t o make some decisi ons and choose among the
That means every one's
variou s defi cit-re ducti o n option s .
put to the test of
be
will
ms
progra
cheris hed spendi ng
.
ity
nsibil
fiscal respo

Finall y, let me empha size that Gramm -Rudma n is
Spend ing the Key.
It is not a tax increa se
a device for reduci ng Federa l spend i ng.
on the spendi ng front,
fail
we
If
.
plan, or a subter fuge for one
we entert ain any
sooner
the
But
we can look at other option s .
spendi ng cuts will
for
re
pressu
the
revenu e option s, you can bet
drop fast.
The Defic it and the Averag e Ameri can
o

0

;

ted
Unless we foll ow a defic it reduc tion path like that manda
r
highe
either
face
will
es
under Gramm -Rudma n , Americ an famili
risk
the
n
mentio
to
not
intere st rates or highe r inflat ion:
of a disast rous new recess ion throwi ng millio ns of
That is what the
breadw inners out of work.
Gramm -Rudm an-Hol lings initia tive is all about .
tion
Most econo mists believ e that enactm ent of defic it reduc
decade
the
of
end
measu res that elimin ate the defic it by the
will produc e a drop of at least l perce nt in intere st rates
long
over the short run and 2 to 3 percen tage points over the
be.
relati ve to what they otherw ise would
term:
With a 2% drop in intere st rates, the month ly payme nt on
a median priced home ($80,0 00) would go down by about
$100 a month .

"

Conve rsely, if we don't reduce the defic it to keep rat es
as low as they are now, homeo wners could face that large
an increa se--or more- - in month ly payme nts.
A 2% drop in intere st rates would mean an additi onal
$4,000 in income for the averag e wheat farmer with a
1,000 acre opera tion .
In 1985, th e Federa l Govern ment will oversp end close to
$1,000 for every man, woman , and child in Ameri ca.
This $1,000 per h ead of additi onal federa l debt will be
i~ highe r taxes
on~ more burden for o ur childr en to repay
or higher inflat ion in the future .
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THE ECONOMY IN 1986
o

No one ca n really predic t the course of the eco nomy in 1986,
althoug h of cou r se we have to take a stab at it to guide our
But it is increas ingly c lear that the
budget decisio ns .
Leading indicat ors
economy began picking up late l ast year.
a row.
in
month
eighth
rose 0.9% in Decemb er, the
1979.
since
lowest
Unempl oyment is down to 6.7%, the

o

There are forces at work that improv e the prospe cts for
One of these is the drop in oil
strong growth this year.
tax cut for energy users and helps
a
prices , which acts like
modera te inflati onary pressu res that might build as a result
Coupled with the moneta ry stimulu s
of the dollar 's decline .
d in the last six months of 1986,
provide
the Federa l Reserve
ment in our balance of trade
improve
and th e prospe ct for
of the dollar decline are
effects
later in the year (as the
for healthy growth in
chance
good
a
have
we
felt), this means
19 86 .

o

Clearly the number one threat to mainta ining a healthy
If it's not reduced
economy remains the U.S. budget defici t.
ment we made to
commit
the
meet
sharply this year, we won't
ent to ease the
agreem
their
secure
to
our trading partne rs
cionabl e
uncons
an
put
would
we
more,
What's
dollar down.
going by
ry
recove
the
keep
to
burden on the Federa l Reserve
down.
rates
st
intere
keep
to
order
in
pumping more money out
on.
inflati
for
That's a sure recipe

0

We've created 9 million jobs with a near record econom ic
recove ry. We've got inflati on down to the lowest levels in
Let's not throw it all a way by punting on the
two decade s.
The fact is that all the econom ic pundits
issue.
t
defici
the
in recent years have been wrong:
hearing
we've been
so
not
but
d,
believe
many
than
nt
econom y is more resilie
in
late
this
ts
defici
huge
sustain
to
strong as to be able
in
little
a
"give"
to
e
everyon
for
time
It's
the recove ry.
us
steer
will
that
plan
tion
the intere st of a deficit -reduc
safely through the potent ially treache rous waters ahead.
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BUDGET TALKING POINTS

o One piece of good budget news is that on Monday President
Reagan signed the budget reconcilia tion bill that will yield more
It was a
than $18 billion in savings over the next three years.
it.
worth
certain
but
here
getting
time
long
OVERVIEW
o The Senate Budget Committee reported out a fiscal 1987
7 Republican s and 6 Democrats voted for
budget by a 13-9 vote.
the resolution .
o I salute Chairman Domenici, and the rest of the members of
the Budget Committee for their diligence and the speed with which
the produced the budget.
But that .was only the first step in the process. This
week we began a series of meetings .with the President , with . the
Senate Committee chairmen and with · the House GOP:·leade rship to
see if we can develop a consensus on budget strategy. There will
be more meeting this week and probably next.
o

-~

o We're already somewhat behind the schedule set out in the
But we're certainly far ahead of
Gramm-Rud man-Hollin gs measure.
And in the
-the House, which has chosen to do nothing to date.
O'Neill
Speaker
written
hope that we can change that, I have
the budget
on
action
asking that we schedule simultaneo us floor
resolution for both the House and Senate.
IMPLICATIONS OF FAILURE TO MEET DEADLINES
o Missing the April 15 deadline would make it even more
questiona ble that the reconcilia tion process necessary to achieve
savings would be completed by June 15.
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o Mi ss in g t h e April 15 d ea dlin e would f urther co m p l ic~te and
d el a y tax -r efo rn1 leg islati o n this ye a r, s in ce rl major iss ue of
revenu e incr e as es or n e utrality in tax r e f o rm wo ul d r e main an
open is s ue.
Procedurally, the failure to adopt a r e s o lution by April
o
15 means that appropriation bill mark-ups would proceed with no
general blueprint for FY 1987 spending.
o Assuming no resolution is adopted by May 15, then House
appropriation bills would likely proceed to be reported, passed,
No point of order (Section 303) would
and sent to the Senate.
lie ag a inst s uch bills in the House, but would lie in the
Th e Senate could waive the point-of-ord er by a majority
Senate.
It is not clear that
vote, voting on a resolution by the SBC.
the SBC would be able to report such a resolution and such a
resolution would likely be objected to by Minority Leader Byrd if
it were reported using a poll.
For those who argue that we should sit back and do nothing
o
becaus e th e healthy economy will take care of the d e ficit, that
Even if the very optimistic economic projections
just isn't so.
are realized, we won't meet the $144 billion Gramm-Rudman deficit
And those who argue that we can reach the target merely
target.
It will take
by trimming appropriation s accounts are also wrong.
even
maybe
more -- changes in entitlement benfit programs, and
some revenue increases.
DETAILS OF BUDGET RESOLUTION
o From my perspective the resol.ution approved by the Budget
First, I believe that
Committee leaves something to be desired.
the defense spending authority for next year is too low. And
second, that the increase in revenues -- close to $75 billion
I'm not alone in this
over three years -- is much too high.
Just before Congress adjourned for the Easter recess,
thinking.
- ~ - received a letter signed by 24 Republican senators expressing
the same concerns.
o However, I understand the problem Senator Domenici faced
in getting a resolution out of the committee -- the delicate
balance between enough for defense, but not too much, enough cuts
in dome stic programs, but not too much, and enough revenue s t o
meet the $144 billion deficit figure in Gramm-Rudma n-Hollings.
o The total deficit reduction in the resolution is $38.8
billion in fiscal 1987; $58.9 billion in 1988; and $74.4 billi o n
in 1989.
o The Co mmittee's budget resolution contains $18.7 billion
in add i t i o n a l rev e nues in fiscal 1987 and a total of $74.3
Revenue effect s fr om s pe nd i ng
b illi on fr om fisca l 198 7-89.
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mea s ur es a ssume d in th e budget, such as r eti r e me n t refor ms a nd
the sal e of CONRAIL, plus revenu e fr o m r eco nc ili ation would
And
account for $6.1 billion, $22.3 billion over thr ee yea r s .
the president's budget contained $5.9 billion in FY 87 r e v e nue
increases, $21.6 over three years.
o Defense spending under the resolution would call fo r
$295.1 billion in FY 87 budget authority and $280 billi o n in
outlays. The President requested $320.4 billion in budg e t
According to the Budge t
authority, outlays, $282.2 billion.
Committee, the amounts included in the resolution a llows for 2.8
% growth in budget authority from the FY 86 post- se quest e r budget
In FY 1988 and 1989 there would b e a 1% r ea l
authority level.
growth rate.
o The budget resolution would reduce non-defense spe nding in
FY 87 by $17.3 billion in outlays, and by more than $70 billion
However,
from FY 87-89, mostly through freezes and reductions.
$2.3 billion in additional FY 87 spending would b e a ll oca ted for
critical programs such as embassy security, spac e s hut tle
construction, a f a rm credit initiative ($400 mil lion ove r 3
years), IRS, Head Start and key education programs.
Social Security, military and civil service pensions and all
other indexed programs would receive a cost-of-living adjustment.
All civilian and military personnel would receive a 3% pay raise.
o Agriculture: The budget resolution assumes the enactment
of the tobacco price support program contained in reconciliation
with projected reduced budget authority and outlays of $100
million . in fiscal 1987 and $600 million over three years: It
assumes $ 300 million in savings over three years from enactment
of the 1985 farm bill: and i t increases budget authority by $150
million in each of the next three years and $130 million in
fiscal 1987 for farm credit programs.
Committee vote: For the resolution: Andrews, Boschwitz,
Domenici, Gorton, Grassley, Kassebaum, Chiles, Exon,
Hollings, Johnston, Metzenbaum, Riegle.
Against: Armstrong, Hatch, Kasten, Quayle, Symms, Hart,
Lautenberg, Moynihan, Sasser.
o

~Eanforth,
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TAX REFORM EFFECTIVE DATES
o

Last December the Senate passed my resolution urging that the
general date for tax reform legislation should be January l,
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

Unfortunately, since last December only modest progress has
been made in clarifying the effective date issue other than
in the tax exempt bond area.
Last week Senator Packwood,
Senator Long, Congressman Rostenkowski, Congressman Duncan
and Secretary Baker released a joint statement that certain
of the tax-exempt bond provisions should not go into effect
before September first.

o

Senator Packwood has also released his package of tax reform
with a general effective date of January 1, 1987 although,
some items such as the repeal of the investment tax credit
would be effective March 1, 1986 and other items such as the
rate reductions would be delayed until mid-1987.

o

I also understand, however, that Senator Packwood's proposal
to include all tax-exempt interest as a preference item for
the corporate and individual minimum tax is causing some of
the same uncertainty for the bond market as the effective
date problem.

o

At our first markup session I joined 17 of my colleagues on
the Committee in agreeing not to sign any tax reform
conference report unless the effective dates substantially
followed those in the Senate bill.
We also agreed not to
negotiate a conference agreement on substantive issues until
the effective date issue was resolved.
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March 27,

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 35%; Ways and Means to 38%) and for
But the
corporations (President 33%; Ways and Means 36%).
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.

o

Neither plan gets an A+ for the major objectives of tax
reform--simplification and fairnessc but the President's plan
repealed many more of the overly complicated provisions of
The
the tax code than the Ways and Means Committee effort.
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
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,
This means that
and did nothing on fringe benefits.
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 has begun action on tax reform
A lot
and will have a full schedule after the Easter recess.
of difficult decisions await the Committee if it is to
maintain momentum towards the goals the President has
lower tax rates, a $2,000 personal exemption for
outlined:
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, includ(ng a · top ·rate of 35%
and a $2,000 personal exe~ption for · all but the- ~ealthiest
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 deduction s 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
controver sial.
--Excise taxes would be increased significan tly including
those on beer and wine.
o

On the plus sides,

from the viewpoint of many taxpayers --

--The nonitemiz er charitabl e deduction would be made
permanent without adopting the floor under the charitable
deduction included in the House bill.
credit repeal would not take effect until March
of this year.

--Invest~ent

--ACRS would remain the basic depreciat ion system, with a
-limited inflation adjustmen t allowed~ ·
--The R&D credit would be made permanent .
--The amount of new equipment costs small businesse s can
expense would be dramatica lly increased .
All in all, the Packwood draft does a better job of lowering
tax rates while encouragin g new investmen t and a productive
climate for business.
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Interest on the Debt
The massive 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:

I

o

In 1965, interest on the national debt cost $9 billion
and consumed 1.4% of GNP.
By 1980, annual interest cost s
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--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.

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-reduction goals we've set
for. ourselves, I am very, very optimistic about the course of the
economy.
I thin~ 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.
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TH E ECO NOMY 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
e conomy 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 thes e is the drop in oil
strong growth this year.
prices, which acts like a tax cut for e nergy us e rs a nd 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 de c line 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
What's more, we would put an unconscionab le
dollar down.
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 •

0

...'": ..

We've created 9 million jobs with a near record economic
We've got inflation down to the lowest levels in
recovery.
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:
so
not
economy is more resilient than many believed, but
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-reduc tion plan that will steer us
safely through the potentially treacherous waters ahead.
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Gramm-Rudman, the Dollar, and Inflation
o

Gramm-Rudman should help us meet the commitment we made
to reduce the
last September to our trading partners:
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:

·~

Challenge to the Established Fiscal Order

o

The first actions in response to the new Gramm-Rudman
For
deficit control reform will be taken early in 1986.
Congress
the
year
last
late
those of you who missed it,
The new
imposed a new fiscal straightjacket on itself.
five
new
the
of
law sets firm deficit targets for each
spending
board
the
years, and mandates automatic across
The first round
cuts if the deficit exceeds the target.
of automatic cuts under the proposal will take effect
March 1 unless Congress comes up with a better way to
meet the target.

o

In addition, President Reagan's budget for fiscal year
So we will have
1987 is due to Congress by February 5.
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
Difficult as it seems, we should remember that the
fill.
-Gramm-Rudman law contains new procedures designed to make it
We explicitly bring loan
easier to meet the deficit targets.
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.
We know there will be a rocky road ahead in
Possible Problems.
Congressmen Synar and others already
implementing Gramm-Rudman.
have won the first round in their suit claiming it is unconstitutional, and the RPagan Administration also has some problems
with the role of the Congress' General Accounting Office in
The Supreme Court will have to
mediating the deficit forecasts.
Even more
give us a final ruling on all that in a few months.
important, what Congress can legislate, Congress can bac~ out
That's why we need a c~nstitutional mandate for budget~ry
of.
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
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.
on the spending front,
fail
we
If
one.
for
plan, or a subterfuge
we entertain any
sooner
the
But
we can look at other options.
spending cuts will
for
pressure
the
revenue options, you can bet
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
not to mention the risk
interest rates or higher inflation:
of a disastrous new recession throwing millions of
That is what the
breadwinners out of work.
Gramm-Rudman-Holli ngs initiative is all about.

o

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.
rhis $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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