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- TAX REDUCTION PROPOSALS

WEDNESDAY, MAY 13, 1981

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, D.C.

The committee met, pursuant to notice, at 10:43 a.m., in room
2221, Dirksen Senate Office Building, Hon. Robert J. Dole (chair-
man) presiding.

Present: Senators Dole, Armstrong, Packwood, Roth, Danforth,
Heinz, Symms, Grassley, Long, Bentsen, Bradley, Moymhan,
Baucus, Boren, Chafee, and Mitchell.

[The press release and the opening statements of Senators Roth,
Wallop, Grassley, Symms, and Chafee follow:]

[Press Release No. 81-121)

FiNANCE COMMITTEE ANNOUNCES HEARINGS ON ADMINISTRATION’S TaAx RepucrioN
PRroPOSALS

The Honorable Robert J. Dole (R. Kans.), Chairman of the Committee on Finance,
announced today on May 13, 14, 19, 20, and 21 the Committee will hold hearings on
the tax reduction proposals in the administration’s program for economic recovery.

Secretary of the Treasury Donald T. Regan will testify on May 13. The Committee
will receive testimony from various invited expert witnesses and other representa-
tives of the public on the remaining four scheduled dates.

The hearings will begin at 10:00 a.m. each day in Room 2221 of the Dirksen
Senate Office Building.

The Chairman noted that the Committee had already received testimony on the
spendin g reduction proposals contained in the administration’s program and reem-
phasized that any spending reductions must be accompanied by substantial tax
relief to encourage economic recovery and long-term growth. “Although there may
be differences of opinion among Committee Members on some of the specifics of a
tax cut, I think that 1 can say with confidence that the Committee continues to
support a broad-based tax reduction for individuals and business. The administra-
tion's program may provide a unique opportunity to restructure our economy and 1
look forward to receiving testimony on the tax portion of that program.

Requests to Testify.—Witnesses who desire to testify at these hearings must
submit a written request to Robert E. Lighthizer, Chief Counsel, Committee on
Finance, Room 2227, %1rksen Senate Office Building, Washington, D.C. 20510, to be
received no later than noon on May 7, 1981. Witnesses will be notifed as soon as
practicable thereafter whether it has been possible to schedule them to present oral
testimony. If for some reason a witness is unable to appear at the time scheduled,
he may file a written statement for the record in lieu of the personal appearance. In
such kn';‘]ase a witness should notify the Committee of his inability to appear as soon as
possible.

Consolidated testimony.—The Chairman urged all witnesses who have a common
position or who have the same general interest to consolidate their testimony and
designate a single spokesman to present their common viewpoint orally to the
Committee. The procedure will enagle the Committee to receive a wider expression
of views than it might otherwise obtain. The Chairman urged that all witnesses
exert a maximum effort to consolidate and coordinate their statements.

Legislative Reorganization Act.—The Chairman stated that the Legislative Reor-
ganization Act of 1946, as amended, requires all witnesses appearing before the
Committees of Congress, “to file in advance written statements of the proposed
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testimony, and to limit their oral presentations to brief summaries of their argu-
ment.”’

Witnesses scheduled to testify should comply with the following rules:

(1) All witnesses must submit written statements of their testimony.

(2) Written statements must be typed on letter-size gaper (not legal size) and at
100 copies rnust be delivered not later than noon of the day before the witness is
scheduled to appear. '

(3) All witnesses must include with their written statement a summary of the
principal points included in the statement.

(4) Witnesses should not read their written statements to the Committee, but
ought instead to confine their oral presentations to a summary of the points includ-
ed in the statement.

(5) Not more than five minutes will be allowed for the oral summary.

Written statements.—Witnesses who are not scheduled to make an oral presenta-
tion, and others who desire to present their views to the Committee, are urged to
prepare a written statement for submission and inclusion in the printed record of
the hearings. These written statements should be typewritten, not more than 25
double-éﬂaced pages in length, and mailed with five (5) copies to Robert E. Light-
hizer, Chief Counsel, Committee on Finance, Room 2227, Dirksen Senate Office
Building, Washington, D.C. 20510, not later than Thursday, May 28, 1981.

StaTEMENT oF WiLLiaM V. RorH, Jr., U.S. SENATOR

Mr. Chairman, today the Committee on Finance begins 5 days of hearings on the
President’s tax reduction program. In my judgment these hearings will develop a
sound foundation for the enactment of the most far-reaching tax-reduction program
since the Kennedy tax cuts of the early 1960’s. ‘

Today, working men and women are being taxed at unprecedented rates on each
dollar they earn. The inevitable results of penalizing additional effort are higher
absenteeism, a refusal to work overtime and a surging underground economy.

Next year, 1982, the tax burden of the working men and women of this country
will increase by $52 billion. This includes an increase of $22 billion in social security
payroll taxes and $30 billion due to inflation or “bracket creep.”

nless tax rates are reduced and the growth of Federal spending is restrained,
the economy faces continued inflation and recession. The high rates of taxation now
imposed on the American people are strangling economic growth, choking off pri-
vate initiative, pushing up prices, and retarding the savings and investment needed
to increase productivity and create new diobs. The Reagan tax cut proposal will
reduce the tax drag on the economy and increase the incentives to work, save,
invest, and produce.

Thé President has proposed a tax cut for all Americans. He has proposed an
economilc recovery program to deal with the many problems facing our Nation and
its people.

he American people are concerned with high interest rates. They are concerned
with the very high rate of inflation. They are concerned about unemployment. In
response to these concerns, the President is trying to put in place policies that will
rovide an environment of growth that will once again enable the United States to
e a world leader.

In this regard I think it must be recognized that the United States is no longer
competitive in world markets. One of the reasons that we are not competitive in
world markets is that our chief competition abroad, the Japanese and West Ger-
mans, are replacing their plants at a much more rapid rate than are we. They are
able to do so because their people save far greater than we do and in the case of the
Japanese are taxed far less than we are.

The fact is that Federal revenue will grow roughly from $500 billion to $1 trillion
by 1985 because of inflation or bracket creep and because of increases built into the
social security program. The fact is that every American, particularly the typical
working American, year in and year out has faced substantiall{ increased taxes.

The typical American family of four that in 1976 earned roughly $16,000 because
of the failure in the past to create an environment of growth must earn something
like $25,000 or $26,000 to have the same purchasing power, buy the same food, the
same clothing, and the same shelter.

However, because of bracket creep and the other taxes that the family of four
finds their taxes have increased $1,400 during the last 4 years, which means that
even if they are lucky enough to get the cost-of-living increases that purportedly
keep them even they find that their standard of living has declined.

The future will also be bleak unless something is done now. It has been predicted
that in the next 4 years that same family will have to make roughly $35,000 to
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$36,000 to have the same purchasing power it has today at $25,000 to $26,000. It also
means that they face a tax increase of $3,500. Their typical tax bill will jump from
$4,600 to $8,000.

Mr. Chairman, last week we celebrated tax freedom day. What does tax freedom
day mean? It means that on May 10 of this year, the tygical American family
worker began working for himself. Every dollar he or she had earned up to then

oes to Government at one level or another. It is this kind of problem the President
is trying to attack. He is trying to put in some long-term programs that will create
an environment of growth.

I, for one, believe the time has come when we make certain that we decrease the
growth of Government and that we begin recognizing the plight of the working
people of America.

I, for one, believe that it is important to tell the American people now that they
vﬁ'i}l have a tax reduction 3 years in a row of the kind proposed by President

eagan.

I would point out that if we do not do this, the typical American familf' faces a 76-
percent increase in taxes and even after the Reagan proposal, will still face a 42-
percent increase.

The President’s program is an attempt to let the working people of this country
keep more of their money, an attempt to offset the tax increases built into the
current system, and for these reasons I believe it is imperitive that the Congress
take favorable a.tion on the program as swiftly as possible.

Thank you Mr Chairman.
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STATEMENT OF SENATOR MaALcoLM WALLOP

Mr. Chairman, the committee has an opportunity to review pending tax reduction
proposals, and an obligation to act on a package of tax reductions for individuals
and business that promises increased economic growth and employment, with lower
inflation. There are many tax proposals that will be reviewed by this committee in
the days ahead, each of which will promise some combination of benefits to the
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taxpayer and the econom!y. There are proposals that stimulate savings, and invest-
ment, while other bills offer increased employment or more equitable treatment for
certain classes of taxpayers.

Nearly all of these proposals have merit, but there is only one proposal that has
the unique characteristic of being comprehensive and having a clear mandate of
support from the people. The President’s Program for Economic Recovery provides a
comprehensive blueprint for tax reduction for individuals and business. By reducin
marginal income tax rates for all taxpayers, the President’s income tax package wi
not only restore the incentive to work, but it will provide an incentive at the margin
to both save and invest. ‘An important change that I will propose during this
committee’s consideration of the tax cut package is an immediate reduction in the
taxation of so-called unearned income. By reducing the maximum tax from 70
percent to 50 percent we can move billions of dolla1r3 out of sterile tax shelters into
more productive investments. I would urge my colleagues to consider the economic
benefits that would accrue to the nation if we remove this harsh disincentive to
invest. The Accelerated Cost Recovery Program 'Frovides new incentives for econom-
ic productivity and sustained economic growth. The President’s depreciation propos-
als offer new incentives for investment, and they will provide a degree of simplicity
in the depreciation schedules that will benefit small business.

Our consideration of tax proposals are always torn between the principles of
equity and efficiency. The Finance Committee must sometimes weigh what is a fair
proposal for all income classes as opposed to what tax changes will be most efficient
In generating widespread prosperity. My view is that the President has been able to
merge to two objectives of achieving fairness and efficiency through his comprehen-
Is)ive_ program of across the board cuts for individuals, and investment incentives for

usiness.

I have great doubts that this committee, in all its wisdom, will be able to develop
a more equitable, or effective program for putting this nation’s economy back in
order. During the days ahead this committee will have an opportunity to consider
other proposals to cure our economic woes, but our central question should not be
whether these proposals are positive or equitable, our question should be whether
these various tax proposals are more effective or equitable than the President’s
comprehensive Program for Economic Recovery. Although I am committed to kee;)
in% my mind open to all proposals, at this stage of the Finance Committee's
deliberations, the President’s tax program has my full support. '

OPENING STATEMENT OF SENATOR GRASSLEY

These hearings on the Reagan Administration’s tax plan mark the beginning of a
new era for American taxpayers. The package progosed by the Administration has
the dual goals of promoting economic growth and controlling runaway inflation.
This bold plan exemplifies the President’s commitment to allow each American to
retain a greater percentage of his or her income. Americans should be given the
opportunity to retain some of their earnings and to select the investment the
prefer for these earnings. Many commentators have suggested that Americans will
not save any of the money they retain if these tax cuts are enacted. This assump-
tion does not give the American people much credit. The vast majority of my mail
expresses concern with the low amount of savings in the United States and urges
the Congress to pass larger savings exclusions and increase the limits on Individual
Retirement Accounts. Americans are anxious to save, but past federal policies which
have led to double-digit inflation have not been conducive to inspiring people to
save. If we in Congress can control inflation, I am certain Americans would be
anxious to save more.

Critics of the Roth-Kemp tax plan have hailed it as inflationary. No one has ever
iven me a good reason why its more inflationary for the federal government to
eep and spend each taxpayer’s money than it is for the taxpayer to have that
privilege. Seasoned politicians have said that they would prefer to give a tax cut for
one year at a time, because it makes such a favorable impact on constituents.
Having just moved to the Senate from the other body, I can understand and
sympathize with the desire of my colleagues to enact a tax cut at least every two
ﬁgars. Nevertheless, the serious economic condition of our nation requires we look

yond our own narrow interests. I believe a three-year tax reduction plan provides
an important degree of certainty which is necessary for the major task of rebuilding
our economy. ’

The President’s depreciation proposals are also an important component of this
rebuilding process. One of the major ingredients of increased productivity is the age
of an industry’s physical plant. The Reagan proposal will provide an inducement to
industry to invest in a more productive America.
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For these reasons, I support the President’s plan. I would like to thank Senator
Dole for beginning work on this measure so quickly, and I am grateful to be part of
this important initiative,

STATEMENT oF HON. STEVEN D. Symms

Good morning. It is a pleasure to have you here this morning Mr. Secretary to
begin the process of implementing the historic changes in economic policy that the
President has recommended, and which many of us have supported for many years.

In the past, it has seemed that our tax system has tried to compensate, on a
piecemeal basis, for the flaws in the system, it has tried to redistribute income, and
at the same time, has tried to use the tax structure to facilitate the functioning of
the economy.

President Reagan has taken a lonf-term approach toward solving our economic
problems which is essential to any plan intending to create an environment which
18 productive and stable. The President has recognized that the priority and purpose
of our tax policy should be to facilitate the functioning of our economy by altering
the incentives for individuals and corporations in the system and rely on the
market to direct the funds to their highest use.

The Reagan program for economic recovery will lead to lower inflation, faster
economic growth, lower unemployment, increased productivity and the restoration
of hope for a better future for all Americans.

Each part of the economic recovery program has been carefully crafted and
reinforces the effects of other policies in the program. The President’s tax proposals
for individuals and for businesses are an essential part of the economic program.
They are not inflationary because they are not going to be financed by inflationary
money creation. The tax reductions will be more than paid for by spending reduc-
tions, additional revenues from economic growth, and higher levels of private sav-
ings and investment.

am deeply committed to the passage of the President’s tax proposals because in
my opinion, the tax package is essential to the success of the entire program. The
successful implementation of the President’s tax package will signal a victory, not
just for the President and his Administration, but for every taxpaying American
citizen.

STATEMENT BY SENATOR JOHN H. CHAFEE

We are fortunate to have Secretary R\:,gan here this morning to discuss tax policy
with the Senate Finance Committee. We have spent the last few weeks making
tough decisions on budget cuts, and it appears our deliberations over tax cuts may
be even more difficult. Nevertheless, the President’s economic goals, which I sup-
por:),I cannot be accomplished without dealing directly with both our tax and budget
problems.

I have one serious concern with the Administration’s tax package, and this is a
major point I want the Secretary to take home with him.

It is this: we must enact a substantial tax incentive for individual savers to
accompany any reductions in marginal tax rates. If necessary, and I think it

robably is, the rate reduction should be trimmed to accommodate the revenue loss
rom a targeted savings incentive.

I am sure the Secretary will hear this theme echoed by many Members of
Congress, and he may ask why. -

It is simply because there is no evidence, historical or otherwise, to indicate that a
reduction in tax rates will result in a dramatic increase in personal savings during
a period of double-digit inflation. In fact, the most ardent proponents of the Reagan-
Roth-Kemp plan point out that a three-year, 30 percent rate reduction will barely
keep most taxpayers in the same tax bracket they are in today. Inflation will negate
any real changes in marginal rates and much of the incentive to increase saving.

his is not an argument against major tax rate cuts during the next three years.
If anything, it is a case in their favor, but it is also a case for additional tax
incentives targeted toward increasing long-term saving.

As Chairman of the Subcommittee on Savings, Pensions and Investment Policy, 1
have seen that supplg'-siders and supply-side skeptics alike can agree on one thing:
personal saving in the United States 1s much too low, and it is among our most
serious economic problems. Savings dropped to 4.7 percent of personal income
during the first quarter this year. With the pressure to borrow still running strong,
we are again watching the prime interest rate climb toward 20 percent.
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It would be unwise, I believe, to allow enactment of a tax cut as large as that
pr?iposed by the Administration without some assurance that it will increase saving
and give us a real supply effect. Let us take a common sense approach.

Basically, what I l‘:propose is to make the Individual Retirement Account, or IRA
system, universal. Every American with earned income, even government workers
and those with existing pension plans, should be allowed to open an IRA and take a
tax deduction of up to $2,000 a year for contributions to his or her account.
Alternatively, the same deduction should also be permitted for additional voluntary
contributions to a pension plan.

Professor Michael Boskin of Stanford University has analyzed this proposal and
has estimated it would stimulate $28 billion in new long-term savings in 1981 alone.

If adopted, a universal JRA sg'stem would provide an immediate incentive for
savings. In the long run, it would ease the financial strain of retirement years in a
time of growing pressure on the Social Security System. Widespread use of IRAs
would generate new assets for savings and loan associations, barks and credit
unions, in turn, would mean more funds not only for industrial expansion and
modernization, for also for home construction.

Emerson once observed that “nothing astonishes men so much as common sense
and plain dealing.” I propose that Congress astonish our citizenry and commit this
act of common sense.

The CHAIRMAN. The committee will come to order.
This is our first opportunity in the committee to formally review
the administration’s tax plan.

- I would just say we have heard much about it, read much about
it. There has been a lot-of rhetoric over the weekend over what it
may contain. As far as I can detect, there hasn’t been any change
in position. We will let that for the Secretary to define.

here is no doubt about areas of agreement in this committee. I
think almost everyone believes we should have substantial tax
reduction. Most everyone believes the taxes take too much income
from American taxpayers. There are wide areas of agreement, I
think, on the business side of the President’s proposal.

There are some minor disagreements in the 10-10-10 proposal
and the multiyear proposal. I say minor, based on maybe 50-50
support in the committee.

ut, these are areas that can be addressed and I think will be
addressed the next 30 days. I know you are here to tell us, not us
to tell you.

So, I will ask that my statement be made a part of the record.

[Senator Dole’s statement follows:]

STATEMENT OF SENATOR DoLE

We are pleased to welcome Donald T. Regan, the Secretary of the Treasury, to
begin this Committee’s hearin%s on the tax aspects of the Reagan Administration
Economic Recovery Program. I know that the members of this Committee have
many questions for the Secretary, and I appreciate his setting aside this time to
respond to our concerns.

his is the first opportunity the Finance Committee has had to formally review
the Administration tax plan. I believe we are all familiar with the arguments the
. Administration has made for its proposal, and there may be some disagreement on

just how we ought to proceed. But there are some things we can all agree on, and I
think they ought to be pointed out as we begin the deliberations that should lead to
major tax legislation this year.

THE SCOPE OF THE PROBLEM

The first thing we all must acknowledge is the unprecedented growth of the tax
burden in recent years: A growth trend that will continue unless we act promptly to
out taxes at all income levels for both individuals and businesses. The combination
of higher payroll taxes for social security, inflation-induced bracket creep, and new
taxes such as the Windfall Profit Tax, has raised the Federal tax burden to an
unprecedented peacetime level of 214 percent of the Gross National Product. With-
out action by this Congress to reduce taxes, and even making optimistic inflation
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assumptions, this tax burden will rise to 23 percent of GNP by 1984. The economy

cannot tolerate such a high level of taxation and still sustain a reasonable level of

E;owth. It is our job to make certain that taxes never rise to that level—and I
lieve we will do so.

The size of the aggregate tax burden is only part of the problem. The growth of
the private sector is indeed constrained when so much of our wealth is absorbed by
taxes. But the distortions caused by the combination of taxes and inflation further
damage the economy by destroying incentives for productive growth. Excessively
high marginal tax rates undermine individual work, savings, and investment. Tax-
ation of illusory capital “gains” induced by inflation inhibits capital formation,
particularly for new and innovative enterprises. In addition depreciation allowances
that do not take account of inflated replacement costs inhibit new investment in
plant and equipment. The result is a stagnant and unresponsive economy.

ECONOMIC RECOVERY PROGRAM

To its credit, the Reagan Administration seeks to tackle these problems head-on.
Under the tax bill submitted to Congress by the Administration, individual tax
rates would be reduced by 30 percent over a three-year period. As a partial conse-
quence of this change, the maximum tax rate on capital gains effectively would be
reduced to 20 percent. In addition, the maximum tax rate on so-called unearned
income would drop from 70 percent to 50 percent. To boost job-creating new invest-
. ment, the Administration proposes an accelerated cost recovery system to allow
business to depreciate new investments in plant and equipment 1n a more realistic
fashion, notwithstanding the ravages of inflation.

There is disagreement over some features of the President’s tax plan, and there
should be a debate over these issues. There will be a debate in this Committee. But
before that debate begins, let us consider how far we have already come toward
reaching a consensus. First, I believe we agree that significant individual rate
reductions are needed. The President proposes them, and the distinguished Chair- -
man of the House Ways and Means Committee includes them in his own tax
proposal. Last year. the Finance Committee approved a major tax reduction bill
that would have made substantial reductions in marginal tax rates. So there is a
basic agreement on this issue. 3

Secondly, there is a consensus on the need to drastically change depreciation
schedules for tax purposes. Again, the Ways and Means and Finance Committees
both have indicated their support for such a change, along with the President. We
will have to work out the details of how different classes of investment are treated
and how to phase in the changes, but we will be working from substantial areas of
agreement.

There are other changes that could be cited where there appears to be widespread
agreement, including cutting capital gains rates and reducing the maximum tax
rate on unearned income. But the conclusion is inescapable that there is now more
agreement than disagreement over the direction tax policy must take.

THE NEXT STEP

Of course, substantial points of dispute remain. Among other things, we have to
determine how much tax reduction we ought to commit ourselves to now for future
years. The Administration wants three consecutive years of individual rate reduc-
tions, while at last report Chairman Rostenkowski was holding firm for a one-year
cut only. The advantage of a multi-year cut is that it provides individuals with
greater certainty of their prospective tax liabilities, and makes it less likely that
taxflation will obliterate the effects of whatever tax reduction we enact. A one-year
cut, of course, is the way we have proceeded in the past, and it would leave us more
options in the next two years. Maybe it is time we agreed to so limit some of our
options—that is a major question we will have to decide. Further tax changes over
the next few years would then require some offsetting revenue-raising measures and
some restructuring of the tax code. Maybe that is what we need, and I look forward
to hearing in detail the Administration’s views on this question.

APPROPRIATE CONTEXT FOR DECISIONMAKING

As we proceed with these hearings and subsequent markup of a tax bill, we
should at least resolve that the tax burden will not again be allowed to rise to such
unprecedented levels. The President has stated his commitment to stability in the
tax burden—it is a key element of this economic program. The president is also
committed to bringing down the rate of inflation as swiftly as possible. Whatever
action we take this year with respect to out-year tax reduction, we must understand
that we will have to follow through in future years to maintain restraint over both
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taxes and spending. Too often in the past Congress has abdicated control over tax
and fiscal policy to inflation, which automatically increases both revenues and
spending levels. That is no longer an acceptable way to proceed—the American
people have made that clear.

The problems of our economy, including the defects of our tax structure, are deep-
rooted and demand a new approach. They were not generated overnight, and the
will demand perseverance if they are to be resolved. If we keep those facts in mind,
we may find our decisions are less difficult to make. The Reagan Administraiton
. has made an extraordinary effort to set the terms of the debate over tax policy. As 1

have indicated, a remarkable degree of agreement has already been achxeved)., Soon
we will get down to specifics, and I welcome the counsel of Secretary Regan as to
how we ought to proceed. -

The CHAIRMAN. Are there other members who——

Senator MoyNIHAN. I would like to put one in the record.

The CHAIRMAN. If you wculd like to make a statement, it oc-
curred to me we might do that, we will each have under the early
bird rule, 7 minutes, if somebody would like to make a statement
as part of that 7 minutes, it would not detain the Secretary.

But, I would like to recognize someone on the Democratic side.

Senator MoyNIHAN. Thank you, Mr. Chairman. I want to wel-
come my fellow New Yorker, the Secretary of the Treasury, and to
say we do very much hope to learn more today about the Presi-
dent’s tax legislation.

We fear that it is inflationary and we fear that this is the sense
in the public and currently in the financial markets. W2 fear there
is not enough emphasis on savings and investment. The adminis-
tration had the idea that with a huge cut in personal taxes we
would get an even larger return in taxes.

That explains the deficits i the budget that we now have and it
explains the ever daily increase in reductions in programs that we
could scarcely do without.

It was only a week ago, Mr. Secretary, in this committee in
response to the administration’s proposal that we abolished a sec-
tion of the Social Security Act which provides as a matter of
entitlement Federal assistance to orphans.

Now, we never heard about taking away from orphans in our
last campaign and we can’t imagine that you or anyone like you
wish to do it, but we feel you may be involved in an economic
policy that leaves you no options.

We hope to hear otherwise and certainly welcome you.

The CHAIRMAN. Mr. Secretary, if we might make one exception,
Senator Roth whose name is associated with the tax plan I under-
stand may have to leave to chair his own committee and would like
to make a brief statement at this time.

Senator RotH. Thank you. I would just like to make one observa-
tion, if I might this morning. Last Sunday was tax freedom day and
by tax freedom day we mean that it is the first day the typical
American worker begins to work for himself.

The past policies of ever growing government spending, of ever
increasing Federal taxes, this period has grown longer and longer.
As 1&'1 matter of fact, tax freedom day last year was over a week
earlier.

I think it is about time we recognize the plight of the working
people of America. The people who are paying the taxes. The
people who face substantially increased taxes if we don’t do some-
thing about it here this year.
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The typical American family of four faces an increase of 76
percent in their taxes. That is a jump from $4,500 to $8,000 if we
don’t adopt the long term kind of program President Reagan has
recommended.

I would point out that it is this President, that it is this adminis-
tration, that has recommended policies, long-term policies, to
create an environment of growth and that it is critically important
that the working people share in this growth pattern for America.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. Secretary, as I understand you are
willing to stay until as late as maybe 1 o’cock or 1:30 if necessary.

Secretary REGAN. That is correct, Mr. Chairman. I will stay as
(liqng axsl the committee wishes to question me. I will be at your

isposal.

The CHAIRMAN. That would better accommodate your schedule
than having a break.

Secretary REGAN. It would be better than to break and then
return.

STATEMENT OF HON. DONALD T. REGAN, SECRETARY OF THE
 TREASURY

Secretary REGAN. Thank you, Mr. Chairman and members of the
committee. It is a pleasure to be here today to discuss with you the
- President’s tax program. This committee is quite aware of the need
for a program for economic recovery which will expand national
prosperity, enlarge national incomes and increase opportunities for
all Americans. Your response to the expenditure proposals of the
President has proved that it is possible for Congress to make the
difficult political choices needed to control spending. You have not
only moved with great courage, you have moved with great skill
and care. As you begin to make decisions on the tax aspects of the
President’s program I urge you to continue the process of putting
the economy back on the track to solid growth without inflation.

The central purpose of the President’s program is to restore
forward momentum to the American economy and to move it back
into a course of steady growth.

The program aims to achieve more rapid expansion of our pro-
duction capabilities as well as more efficient use of the capabilities
at our disposal.

The key to achieving this objective is to give the economy back to
the people. As the President has said repeatedly, the ultimate
source of strength of this society is its people. %Ve can restore
growth to our economy if we first restore to households and to
businesses their primary responsibility for decisionmaking and ini-
tiative.

The tax proposals which the President has presented and which I
want to discuss with you today, are an essential part of the total
economic program. We can reduce inflation through monetary
policy and cut expenditures through budget policy, but ultimately
it is the people who must restore growth through increased work,
savings, and investment. We must, therefore, adopt a tax policy
that reduces the tax barriers to their efforts. We must begin now
and we must not detour from that path over the long run. We must
reject the simplistic view that the way to get the economy moving
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is by pumping up consumption and by trying to fine tune aggregate
demand in the short run. We have too long been captives of this
view. Instead of shortrun stability and long-term progress, this
approach has given us soaring inflation and inadequate long-term
growth and productivity, real wages, employment, and output.

Individual tax burdens have been increasing steadily for some
time now and individuals have been pushed into higher and higher
marginal tax brackets. A family of four with a median income—
about $25,000 in 1980—faced a marginal rate of 17 percent in 1965,
but now faces a 28-percent rate. For a family of four with twice the
median income the marginal rate is almost twice that of 1965: 43
percent now versus 22 percent then.

It is therefore vital that we act now to reduce marginal tax rates
by 30 percent. We would like to have these lower marginal tax
rates in place right now. This would make the benefits of increased

savings, investment, and work effort immediately available. How-
 ever, to facilitate the transition to a new lower tax structure, we
have decided to phase these rate cuts in by 1984. But it should be
emphasized that to attain the higher rates of growth in investment
and real output that we are seeking, a 30-percent cut in margmal
tax rates is absolutely necessary.

Only the full 30 percent, 3-year program announced and enacted
into law will enable the economy effectively to plan for the future.
It will produce immediate and beneficial responses by workers,
savers, and investors as they negotiate long-term contracts and
implement their long-term investment plans. It will enable both
the administration and the Congress to move on to address other
urgent national problems and other important tax issues. It will be
far more effective than a hesitant, year-by-year approach which
will leave the economy guessing as to whether the tax burden will
rise or fall.

In 1978, Congress passed a tax reduction bill that it claimed
would offset some of the impact of 1nflatlon on rising marginal
rates. In fact, that law barely offset 1 year’s worth of tax increase
due to bracket creep and now 3 years later, we are again debating
whether we should merely offset another year or two’s worth of tax
increases due to bracket creep. This type of approach has not
proven successful in preventing marginal rates from rising and 1
see no reason to believe that it would be successful this time.

It is not even clear under what conditions proponents of a single
year tax reduction would reduce taxes in future years. Some seem
to imply that they want even further tax increases as a weapon to
fight inflation if the economy does poorly. Others seem to imply
that if the economy does well, they would not want to lower taxes
for fear of rekindling inflation or increasing demand in an already
growing economy. In effect, this type of logic requires that there
always be tax increases unless there is both low inflation and low
growth—a condition which has not occurred for many years, as
high inflation and low growth have often accompanied each other.
Indeed, the resulting increases in tax rates have linked high infla-
ti(;ln and low growth in such a manner that each reinforces the
other.

Tax reductions should not be perceived as a vehicle for determin-
ing demand in the short run. The President has emphasized that
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his program for economic recovery is a long-term policy rather
than one that merely responds to cyclical movements. We simply
cannot continue to increase the disincentive to save and work by
raising marginal tax rates at the very same time that we are
attempting to restore economic progress by asking Americans to
increase their savings and their work effort.

Let me pose the problem of multiyear tax reductions in another
way. If we must adhere to a schedule of tax changes for the future,
why do we not adhere to one which calls for tax decreases rather
than tax increases? In the past there was a myth that as long as

.—the Internal Revenue Code was unchanged there was no tax in-
crease. This myth allowed increased expenditures to be appropri-
ated as if they were costless. Yet we all know that each of the
expenditures cost money, money that was raised through increases
in present taxes or future taxes. Imagine if you will, the revolution
that will take place when we adopt a budget in which tax rates are
not scheduled to increase over time. It will no longer be possible to
increase expenditures and pay for them through a hidden increase
in taxes. Adjustments from future budgets will be more honest. If
more is spert, it will be by raising taxes directly, not indirectly. I
believe that the Congress agrees with the President that we must
begin to operate in an environment in which the costs of govern-
mental action, as well as its benefits, are fully recognized.

The second part of the administration’s tax program, accelerated
cost recovery, will establish a new system for writing off the costs
of business investments. This provision will increase incentives to
invest, resulting in increased productivity and sustained economic
growth. In recent years, the real value of depreciation allowances
has been greatly eroded by inflation at the same time that the
country’s capital needs have become more urgent. Adoption of this
proposal will reduce, substantially, the burden of Federal income .
taxes on the returns to investment in both plant and equipment.

The accelerated cost recovery system will also reduce the burden
of accounting and tax planning for taxpayers and will remove
sources of dispute between taxpayers and the Federal Government.
This system will eliminate much of the complexity of depreciation
rules that have built up in layers over the years through changes
in law, regulations, and administrative practice. The proposed
system makes a clean break with most of the present recovery
provisions and yet, is built on familiar concepts and cost defini-
tions.

The new system will replace the present complex provisions for
determination of depreciation allowances. In the new system,
classes of capital assets are broad and well-defined; cost recovery

- periods and accounting rules are certain and standardized.

Thus, ACRS substitutes easily identified asset classes, each with
a st':agdard schedule of deductions to be taken over a fixed recovery
period.

Combined with individual rate reductions, accelerated cost recov-
ery will provide the conditions for increased capital formation
needed to provide jobs and improve the U.S. competitive position in
world markets.

It has been urged that we balance the budget before proposing
‘and enacting tax reductions. This is not a realistic option. The
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budget deficit cannot be dealt with in isolation because it is the
economy’s poor performance that has helped unbalance the budget.
Unemployment automatically increases expenditures for income
support and inflation automatically raises outlays for index trans-
fer and entitlement payments. As President John F. Kennedy said
when he proposed his tax reduction program two decades ago:

Our true choice is not between tax reduction on the one hand and the avoidance
of large Federal deficits on the other. An economy hampered by restrictive tax rates

will never produce enough revenue to balance the budget, just as it will never
produce enough jobs or enough profits.

Some have suggested that a greater share of the total tax reduc-
tion should go to business firms since they make investment. How-
ever, the personal tax reductions are as important to investment as
are the business tax proposals. ACRS, alone, cannot finance the
investment gains that we must have to get employment, productiv-
ity, and real wages growing again. '

To be sure, ACRS will sharply lower the cost of plant and equip-
ment and will greatly increase the rate of return and the desire to
invest. But a large share of the money for that investment must
come from private savers, and individuals must be willing to work
and to learn needed skills. For that, personal tax rate reduction is
essential. .

The personal tax rate reductions the President has proposed are
the best thing that could happen to business. They automatically
reduce the capital gains tax rate for all taxpayers.

For top bracket individuals, they lower the maximum rate from
28 to 20 percent. They increase the rate of return on all forms of
taxable investment income. They are the primary vehicle for lower-
ing tax rates on millions of labor intensive small businesses. They
~ increase savings. They improve work attitudes, lower wage de-
mands and improve labor productivity. No business tax cut could
do more for business.

We also recognize that there are a large number of structural
tax matters that are of concern to this committee as well as to the
President. .

We are determined to provide constructive changes in this
regard. We are committed to a second bill and the President has -
pledged to join with you in seeking additional tax changes.

Nonetheless, we must urge that all other structural tax changes
of interest to Congress and the administration be taken up in a
second legislative effort. Our first job must be to expedite passage
of those tax changes proposed by the President that are focused
exclusively on moving the economy ahead in the long run. Adding
other structural changes, however worthwhile, to this tax package
will detract from the changes we believe are essential to restoring
noninflationary economic growth.

If the Congress decides to tack on these additional changes, there
is little doubt that this would require limiting the amount of indi-
vidual tax reduction. Thus, what Congress would give with one
hand, it would take away with the other. Limiting the rate reduc-
tions would increase the disincentive to save, invest, and work
relative to the President’s proposal. This result would be at odds
with the whole purpose of the President’s plan.



13

Even some of the so-called saving incentive proposals are at odds
with the President’s program. There is a real danger in tending to
favor various proposals according to the label that has been at-
tached to each. As replacements for rate reductions, most of these
savings incentives would, in fact, afford little incentive to increase
savings; their principal effect would be merely to change the form
of savings.

The President’s tax program is specifically designed to increase
savings and investment in the economy by lowering the marginal
rate of tax on income and by allowing faster recovery of capital
costs. Per dollar of cost, the program is the best savings incentive
that Congress could adopt.

The President’s proposal has a number of advantages over most
types of savings incentive proposals. It avoids the problem of en-
couraging tax-deductible borrowing for the purpose of making in-
vestments in tax-preferred assets. Yet it does so in a manner that
provides a tax reduction for all taxpayers. It provides savings in-
centives without reducing the tax base. It -provides incentives at
the margin for individuals to save and invest. By applying to all
capital income, it does not generate tax savings for those individ-
uals who switched their savings from one asset or account to an-
other.

In conclusion, Mr. Chairman, it is clear that frequent policy
shifts in response to short-term economic changes are not the
solution to our problem. Indeed, they have been a major cause of
these problems. As a result of such policies, our Nation has come to
expect more inflation, more stagnation, more government growth,
and a more directionless economic policy.

It is essential that these expectations be changed. This cannot be
done without shortrun costs. Nevertheless, .an economic policy fo-
cusing on fundamental structural reform will restore long-term®
strength and prosperity. This can be accomplished only through a
consistent, stable set of policies maintained over a period of years.

I believe that the committee shares our view that individual
taxes should not continue to take a larger and larger share of
individual income and that depreciation allowances must be
changed to allow faster cost recovery. It is my hope, and that of the
President, that you will join the administration in seeking the
rapid adoption of the President’s tax program.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Mr. Secretary. If we operate our
committee under an early bird rule and we limit the first round to
7 minutes, if that does inconvenience a member on either side who
must be at another meeting we will be glad to make exceptions.

I think Senator Chafee hit the door first. I will go second, we hit
the door at the same time.

Senator CHAFEE. Mr. Chairman, can I just say since we seem to
have three parties on the Finance Committee these days—divided
between Democrats and Republicans and other groups that are not
here—1 will take their time.

The CHAIRMAN. They are coming back.

Senator CHAFEE. You would know, sir.

83-153 0 -~ 81 -~ 2
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The CHAIRMAN. There will be other members here sometime,
hopefully for the vote. We are not going to report the bell out
today, Mr. Secretary, so——

Secretary REGAN. I understand, Mr. Chairman.

The CHAIRMAN. We would like full discussion to balance the
week, maybe next week. That underscores, I think, some real con-
cern on both sides of this committee about the President’s proposal.
I have said, candidly, that as of now there is not enough support on
this committee for the proposal. There is not enough support if you
combine the support on both sides, the five of you, and I haven't

- done a total analysis.

I guess my questions would be broad in the first round. Is it
accurate to assume that the President intends to stick to the plan
that you have just discussed?

Secretary REGAN. That is an accurate statement, Mr. Chairman.
The President sees no need to change his program. He has pro-
posed it. He has brought it forth. It is a proposal that will, in our
judgment, effect the ends that he is seeking with his entire pack-
age. We have seen no other program that accomplishes the same
objectives and the President simply feels that—seeing nothing that
is any better—his program is the one that is up and the one he
wants to stick with.

The CHAIRMAN. Has there been any effort at this early stage,
and maybe it is too early, I think it is, to sort of prioritize the
multiyear? Is that the most important or is it the rate or is it the
accelerated recovery program? The multiyear, is that anything
over 1 year? Is that multiyear?

Secretary REGAN. It is very hard, Mr. Chairman, to pull this tax
package apart and say that if you do this piece of it this way and
that piece of it that way, that you will still get the same effects.
* What we feel is necessary is that it be multiyear. We are suggest-
ing, first of all, that the size of the tax cut is the first thing that is
desirable. The 30 percent is desirable, but we are practical people.
We know that that cannot be done in 1 year.

Therefore, we would suggest to you that it be spread over the 3-
year period as being the most logical.

Second, the tax cut has to be at the margin. If it is not at the
margin on the last dollar that is earned, we don’t think that it will
-have the same effect in producing incentives to produce more
savings, to get people to work longer, to work harder, to do the
little bit extra in order to earn the extra money.

Therefore, you have those three pieces—the size, the multiyear,
and a cut at the margin—that are essential to the individual
portion of this tax cut.

The CHAIRMAN. Then another question I think that concerns
many members on this committee and I think on the Ways and
Means Committee is reflected in the bill introduced or at least
discussed by the chairman of the Ways and Means Committee,
Congressman Rostenkowski.

I think you indicated, again today, that there will be a second
tax proposal and that it is accurate to infur from that all the
additions on the Ways and Means bill that has been discussed
would not be acceptable in the first package?
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Secretary REGAN. Now, let me make it clear at the outset, Mr.
Chairman, I have not seen Chairman Rostenkowski’s proposals. 1
have read them as reported in the press, but we at Treasury have
not taken those with any detail to examine them to see what their
cost might be, what the effect might be on revenues, and the like.
So I am in no position to discuss his proposals at this time.

The CHAIRMAN. But, on the general principal——

Secretary REGAN. But, on the general question, the President
recognizes your concern, he said this on the night of February 18,
when he delivered his message to the Congress.

He promised he would be back as soon as this first tax bill was
passed with proposals for a second bill. We at Treasury are cur-
rently working on those many items.

We will have—call it a shopping list or whatever you want to
call it—a list available for the President of many different things
that have been brought up by yourself as well as by other members
of this committee and other people regarding changes that should
be made in the tax code. We will have priced those out. We will
then fashion these into a second tax bill and present that bill to
this committee.

The CHAIRMAN. Would that be hopefully for action this year?

Secretary REGAN. Yes, sir, we would assume that if the Senate
sticks to the timetable that has been outlined, which is to have the
tax cuts on the President’s desk prior to the August recess, that we
would have that tax bill immediately upon your return from
recess. :

The CHAIRMAN. I think finally, how do we pay for the things we
would like to do in that second package?

Secretary REGAN. That is a good question, Mr. Chairman. That is
one item that we are now going to work on, now that wc have seen
the budgets that have been passed by both the House and the
Senate last night—to take a close look at what can be done.

Obviously there are such things in the tax expenditure field. I
know, although I have excused myself from it, that one of the
things the House is discussing right now is the so-called butterfly
spread and whether or not to close that so-called loophole.

The other things that are being looked at here is how to phase
some of these things in so that the initial impact is not as great as
it might be in the out years.

There are various ways that we can come up with now in order
to finance it as soon as we know what the second package will be.

The CHAIRMAN. I think my time has expired. I am not certain
how strong those assurances could be made, but based on prece-
dent, it is difficult to restrain members from offering amendments
to a bill that the President wants very much, which is the one we
have just discussed. I think it has probably occurred to every
member of this committee and probably most on the floor and
many in the House, that if there is one the President is going to
sign that is one you want to be onboard with with your amend-
ment.

Hopefully that issue can be resolved, if not it could lead to some
chaos in trying to put together the first package.

Senator Chafee.
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Senator CHAFEE. Thank you, Mr. Chairman. Mr. Secretary I have
several concerns with the administration’s package, but there is
one particular point I would like to stress and that is, in my
judgment, we really have to enact substantial tax incentives for
individual savers.

I know you touched on that and the theory of the administration
is just by cutting the rates, that we will encourage savers without
any targeting.

I don’t think there is any evidence, historical or otherwise, to
indicate that a reduction in tax rates will result in a dramatic
increase in personal savings during a period of double-digit infla-
tion.

I would like fo refer back to the quotes that are given from
" President Kennedy two decades ago. There is an element that is in
this society now that was not present then and you will notice that
it is never even mentioned and that is the inflation.

Most of the ardent proponents of the Reagan-Roth-Kemp plan or
whatever we wish to call it, point out that the 3-year, 30-percent
rate reduction will barely keep most taxpayers in the same bracket
they are in today. ~

As a matter of fact, in the President’s address to Congress, a
week or so ago, he pointed out that it is not a tax cut, it is a
reduction in tax increases and with this persistent inflation the
incentives aren’t there for personal savings, in my judgment.

Now, this is not an argument against major tax cuts. I think we
ought to have them, but in addition I think we ought to have
something in there to encourage the individual saver. I am chair-
man of the subcommittee, of this Committee on Savings, Pensions,
and Investment Policy and we have had hearings on this. Obvious-
ly, and I am sure you are in complete accord, the personal savings
in the United States are way too low.

What I have proposed, along with Congressman Moore in the
House, is the extension of the so-called individual retirement ac-
counts—the IRA’s, with every American being able to participate
up to the amount of $2,000.

In my judgment and the judgment of others, this would make
very substantial contributions, some $28 billion in additional new
savings, incremental savings.

lI: would urge and I would be interested in your reaction to that
plan.

Secretary REGAN. First of all, Senator Chafee, let me say that
we, like you, do regard the savings rate in the United States as
deplorably low. .
- As you know, last year it was running just slightly above 5
percent, way below its more prevalent rate of 7 to 8 percent. In the
first quarter of this year it was down as low as 4.7 percent. Some-
thing has to be done about it.

Our consideration is that if you give people a tax cut across the
board, stop that rate of increase and particularly doing on a mul-
tiyear basis, that this gives a person a chance to say well, I can
start to save now because next year my taxes are not going to
increase even if I get a raise. The following year they are not going
to increase because I will get a raise. I can then start an automatic
savings type of plan.
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We have tested that by looking at some of the polls that have
been done. Not necessarily our own internal polls, but NBC poll,
the ABC poll, Washington poll, New York Times poll and others.
All of these indicate that more than 80 percent of the respondents
in these polls are now saying that, given a tax cut, they would
either save it or pay off debt, which is the equivalent of savings.

So this encourages us to believe that we are on the right track.
Now, as far as the IRA’s are concerned, like you, I believe we
should improve the IRA’s. I believe this will be part of our second
package that will be coming to the Hill. Like you, I believe this
should be for all Americans. I don’t think it should be just for self
employed

I would think that even those who have pension plans should be
allowed to save some, maybe not as much as others who are not
under a pension plan from some type of corporate endeavor. But,
they should be able to set aside an amount that would not be taxed
until such time as they start to utilize it.

After all, this would also help the social security prublem. Re-
member that social security was originally designed as a supple-
ment and we have failed to follow through on the other part of
that, that is, have people more self-reliant as far as their pensions
are concerned. .

Senator CHAFEE. Well, thank you, Mr. Secretary. Do I have a
little more time, Mr. Chairman?

Mr. Secretary, there is a philosophic point I would like to address
here and I think that will probably echo through this hearing
today, and that is what we are proposing or what the administra-
tion is proposing is a tax cut at the time that we are running a
very substantial deficit. If you believe the administration’s philos-
ophy that Federal deficits cause inflation, inflation causes high
" interest rates, then shouldn’t more attention be devoted to reduc-
ing the size of the deficit which is very substantial under the
administration’s budget?

Secretary REGAN. There is no evidence that we know of, Senator,
that tax cuts per se are inflationary. Inflation is primarily a money
problem: too much money chasing too few goods, if you want the
simplified approach.

That means that inflaticn can be controlled by the money
supply. As an example of this, last Saturday I chaired a meeting
that Prime Minister of Japai, Mr. Suzuki, had asked for, in which
v\}rle discussed with his party our economic affairs over here versus
theirs. ‘

To my surprise, he said that the budget that he had just submit-
ted to tﬁe Japanese Diet was in deficit by one-third. If you compare
that to the $700 billion budget that was passed by the Senate last
night, that would mean our deficit would be over $230 billion, and
yet they don’t have the inflation rate that we do.

Now, if a deficit causes inflation, why isn’t inflation sky high in
Japan? They control the money supply and they have a large pool
of individual savings out of,which their government finances them-
selves. That is how they do it.

Senator CHAFEE. Well, I thought it was totally read around heré
that we had to get rid of inflation, we had to get rid of these
deficits because they are causing inflation.
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Secretary REGAN. They don’t cause inflation. What they do is to
take capital from the private sector that could otherwise be used
by the private sector to improve productivity, to increase output—
things of that nature. In addition, as long as you have more
demand for capital, including the Federal Government financing as
deficits, you will also have higher interest rates as the supply
remains even.

Senator CHAFEE. Thank you, Mr. Chairman. Thank you Mr. Sec-
retary.

The CHAIRMAN. Mr. Secretary, we have a vote in progress. The
next early bird is Senator Symins who has rushed over to vote and
when he comes back he will proceed with questions so we won’t
waste any more of your time than necessary. Following that Sena-
tors Danforth, Heinz, Wallop, Packwood, Bradley, Moynihan,
lI)3aul::us, Armstrong, Mitchell, Grassley, and others as they come

ack.

Secretary REGAN. What about the new party, Mr. Chairman?

The CHAIRMAN. We will slip them in soon. We will be back in
just a few minutes.

Secretary REGAN. Fine, sir.

[A short recess was taken.]

Senator DANFORTH [acting chairman, presiding]. Mr. Regan, I
would like to ask you really not so much about the specifics of the
administration’s tax program, but about the criteria that the ad-
ministration is using and that we should use in judging the wisdom
of any program for a tax cut.

What standards do we use to assess whether the particular pro-
gram that is offered is a good one or a bad one?

The words supply side has been used as the modifiers for the
administration’s tax program. Should we be looking for something
called the supply side tax cut as opposed to any other tax cut?

Secretary REGAN. Well, Senator, if you wanted to study supply side
economics so that you were current with all the terminology and
the like, that would be one way of doing it.

I would suggest an easier and more practical method might be to
Just test the results of what we are saying. If w= are saying that we
want people to work hard, to save more, to invest more, within say
after 12 months of the President’s package bzing in place, that you
take a second look and ask us about it. Has it succeeded?

I think in the 12-month period you will see that it is succeeding.

Senator DANFORTH. But we are going to have to, of course, pass a
bill not on the basis of after the fact knowledge or hindsight as to
how it has worked, but on the basis of our best estimate as to how
it will work.

Therefore, the criteria as I understand it, are whether the tax
cut will encourage work, savings, and investment; is that correct?

Secretary REGAN. That is correct, Senator.

Senator DANFORTH. Now, just thinking in general terms and not
about any specific program, would it be possible to design a tax cut
which would be relatively weak in encduraging work, savings, and
investment?

That is, if you were a gremlin and you were anxious to try to
figure out something that was just a terrible tax cut idea, could
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you dream up one that did not provide very much encouragement
for work, savings, and investment?

" Secretary REGAN. Yes; I can, Senator. I can give you an example of
it.

Senator DANFORTH. All right.

Secretary REGAN. The present tax code.

Senator DANFORTH. All right.

Secretary REGAN. I think the present tax code is an abomination. It
doesn’t encourage savings. It doesn’t encourage investment. We
don’t have the investment and savings in the United States that
we should have. Had the tax code been designed better, I think we
may have accomplished that result earlier.

Senator DANFORTH. Would it also be possible to design a tax
package now which is—a tax cut which is inflationary, that is, one
that discourages or provides little incentive for work and invest-
ment and is a demand stimulative tax package?

Secretary REGAN. Yes; by increasing the marginal rates of taxes, you
gould certainly discourage investment even further in the United

tates.

Senator DANFORTH. Of course, when we pass a bill, we do not
have the wisdom of hindsight. We have to do it on the basis of our
best estimates.

Where do we go to find estimates as to the effect of a tax bill on
work, savings, investment, on the rate of inflation? That is what
we ask economists, don’'t we and run it through economic econo-
metric models?

Secretary REGAN. Usually that is what is done. The current one we
have at Treasury merely shows static loss. It does not show any
beneficial effects or any reflow, if you will, from the effects of a tax
cut.

Senator DANFORTH. But, in reaching our own conclusions here on
this committee, what should we do? We should, I take it, on the
basis of something, of some estimates or some figures somebody has
given us, make a judgment as to whether or not the proposal
encourages work, savings, or investment, or does relatively little
for work, savings, and investment. -

I take it your view is we should try to come up with that which
maximizes work, savings, and investmeat?

Secretary REGAN. Senator, I would give you as an example of the
difficulties of doing this at the present time, a diificulty which we
are trying to-overcome at the Treasury. The current models used at
the Treasury were the models that were in use back in 1978, when
the capital gains tax cut was first proposed.

That showed, as you know, that that tax cut which was going
into effect on January 1, 1979, would result in an outflow or less
income to the Treasury of about $2.5 billion offset by $900 million
tax on induced gains for a net cost of $1.7 billion. It turned out to
be less than $200 million in 1979 and in 1980, it likely turned
positive.

Actually, that meant a reflow into the Treasury.

Now there are very few models that include the reflow at the
current moment. I would suggest that the best that we have at the
present moment is the one that we used from Clairmont, which is
the basis for the President’s original forecasts of what would
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happen to gross national product, to the Consumer Price Index,
and other indicators.

Senator DANFORTH. As I understand your testimony, and also
your statement on “Issues and Answers”’ last Sunday, you indicat-
ed that you had not yet seen any program that is better than the
administration’s, but you are at least willing to entertain any ideas
that people would come forward with, with programs that are
improvements or better options than the President’s program; is
that right?

Secretary REGAN. That is correct, Senator.

Senator DANFORTH. I take it that therefore the criteria that you
would use in judging whether it is a better program or a worse
program is whether it looks as though it is going to do a better job
or a worse job in encouraging work, savings, and investment?

Secretary REGAN. That’s correct, Senator.

Senator DANFORTH. Supposing somebody wanted to make that
case to you? How would they go about showing it?

Secretary REGAN. Well, they would have to identify the specific
type of tax program that they have. We would do two things with it.
First of all, we would run it through out models at Treasury to see
what the static loss might be so that we could see from that what the
effect on the budget might be from strictly a static point of view.

Then we would have to enter into a judgmental step, if you will,
to see what this would do for things such as work, savings, and
investment. It would be judgmental though. There is no absolute
figures we could come up with to prove a case one way or the
other.

Senator DaANFORTH. Thank you.

The CHAIRMAN. Senator Roth.

Senator RotH. Thank you, Mr. Chairman.

Mr. Secretary, I think what some people don’t understand is
what the Reagan administration is trying to do is to put some long-
term policies into effect that create an environment of growth.

That, as part of that program, it is important to reduce substan-
tially long term, the tax burden on the private sector, including the
working people of America.

Would you agree with that?

Secretary REGAN. I do agree with that, Senator.

Senator RoTH. Is there any other way, long term, that we can
better insure that there is real tax relief in reducing over a mul-
tiygar, a tax reduction for the individual working people of Amer-
ica?

Secretary REGAN. I know of none at the particular moment, Senator.
From our point of view, if you just have a 1-year tax cut, it leaves
it up in the air as to what might happen next year.

If nothing is done in the following year, you get in a bracket
creep again, which in effect is a tax increase.

We know that we are not going to eradicate inflation overmght
We know we are not going to do it in a period of 1 year or even 2
years. We can hope that we can get the rate of inflation down, but
we will not eradicate it.

Therefore, bracket creep is inevitable. What we are saying is, in
order to have people be able to plan, to avoid bracket creep so that
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they can start their investment or their savings program, that you
should have the multiyear tax cut in place.

Senator RotH. Well, make no mistake, much of the opposition
that is coming to the Reagasn tax package are from those who want
to keep as much revenue in place as possible. And, of course, one of
the ways of doing that is to argue that we should only have a 1-
year tax cut.

But, I would just like to call your attention to this chart to the
right and point out exactly what is happening to the working
people of America.

The most substantial tax increases are going in effect during the
next several years if we don’t begin now to take steps to correct it.

As that points out, taxes will go up something like 76 percent in
the next 4 years. After our tax reduction it will only go up 42 or 43
percent.

So, it is merely a start in the right direction. :

Now I would assume that down the road that the Reagan admin-
istration is going to make further recommendations so that we can
return more of this government revenue to the private sector; is
that correct?

Secretary REGAN. Oh, I would definitely hope so, Senator. After all,
these won't be the last cuts that this administration will ever
propose to this Congress.

Senator RotH. Would you agree that the situation is similar to
the early 1960’s. Jack Kennedy, when people argued against a
multiyear tax cut said in return that the choice is not between
cutting taxes and balancing the budget. That if we didn’t do some-
thing then to create real growth you would never have enough
grcéductivity or enough gross national product to balance the

udget.

Isn’t that pretty much the situation we are in today? )

Secretary REGAN. That is precisely what we are saying. As a
matter of fact, I use that quote in my own statement.

We firmly believe that that is—well, except for a period in the
1920’s—the only true example of what marginal rate cuts can
actually produce in the United States. It is the only time it has
been tried in at least post-World War II history.

Senator RotH. Mr. Secretary, I would like to make one further
observation. It was just 3 or 4 years ago where people were not
talking about tax cuts, but how to increase taxes.

I would point out it was just a year or 2 years ago that many of
the people that oppose the President’s tax package, were really
promoting supply side tax cuts. They didn’t want to give across-the-
board tax cuts, but they wanted to do something about demand.

Would you not agree that it is essential that in creating an
environment to growth we get the wholehearted support of the
working people, that it would be a mistake to just have business
tax cuts, as some people are proposing, but that the working people
should be given some relief so they feel they are participating in
the President’s program?

Secretary REGAN. The business cuts by themselves will not pro-
duce the results that we want in this country. The individual tax
cuts should be described for what they really are. They do not reduce
tax collections, but merely stop the rate of growth——
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Senator RotH. Absolutely.

Secretary REGAN [continuing]. In taxes.

Senator RotH. It is not enough.

The CHAIRMAN. Senator Symms.

Senator Symms. Thank you, Mr. Chairman.

Mr. Secretary, it is a pleasure to have you here this morning. I
welcome you. I can’t help but think, and I think Senator Roth will
certainly appreciate this. Just a few short years ago, when people
made statements, and I think you made an excellent statement
this morning, and I support it. When people made statements like -
that in this committee and over on the other side of the Hill, it was
considered certainly out of the ordinary, if not outright radical.
Now it has become main stream. I think it is a very, very positive
sign that we are at least heading in a direction to restore economic
growth.

Senator Roth also made the point earlier, in his opening state-
ment, about tax freedom day being May 10. I think the point that
is often missed by the public, after it gets filtered through the
media, and I say this with no offensiveness to the media in any
way, that tax freedom day really what happens is, we should go
back and talk about where people quit working instead of when
they can start working for themselves, because it works just the
opposite. Now that people have worked this long to pay their taxes,
they can supposedly work the rest of the year for themselves.

But, what I find out in the factories and the work places in the
country, you can’t get people, it is hard to get people who want to
work the overtime shift on Saturday because they don't feel it is
very profitable off on the margin to take that money home.

So, I think it is a very good point.

You made an excellent explanation of the reason why we need
the 10-10-10. I would probably say that after that 3 years is over
and this program is working, we will then have the record to show
that it does work, that we probably need to do it again to start
bringing those rates down even further to encourage more econom-
ic growth, but that is on down the road.

I have just two questions. One is, in your effort, I would hope you
would be able, maybe you have given this some thought, you might
care to comment on it, it is so often used in the media but the word
inflation is misused. We live in a semantic jungle where they use
the word inflation to mean rising prices, instead of monetary infla-
tion and never discriminate rising prices meaning price inflation
for monetary inflation.

Have you given any thought to what could be done to try to
correct that misunderstanding the public has had so we could help
get a little better area of discussion on this subject too?

Secretary REGAN. Well, I think that this is something that we are all
going to have to work hard on because as we get into these econom-
ic debates it is clear that the subject of what constitutes inflation
and how it comes about is generally misunderstood.

Senator Symms. Yes.

Secretary REGAN. I think also, Senator, that an awful lot should be
done to improve basic education. I have long advocated this, that
we actually start economic education at the high school level.
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I think that by the time one gets to college, just as one should
have had a couple basic courses in English or French or math or
what have you, one should also have had a couple of basic courses
in economics.

After all, there aren’t many things that are more important to a
person later on in life, than the economy of a country. And, not to
study that as one goes through school, I think is wrong.

Senator Symms. I appreciate that very much. Maybe your people
can help at least filter out some of the—you know, to help our
friends in the media that are trying to report to the public what is
going on, the difference between the wet sidewalk causing it to rain
and the rain causing the sidewalk to get wet.

We do have a problem here where we have been printing money
for many years, as you know, and it caused—the result is rising
prices.

What I wanted to get at in my questions before I get diverted is
on your economic cost recovery on accelerated depreciation. I think
you made a very excellent explanation of why the 10-10-10 is
needed on the marginal rate reduction.

Could you explain to me why there is a difference in the 15 years
with a straight line write off, for nonresidential buildings such as
offices and leased stores, and why it is 10 years for someone who
owns the building?

Secretary REGAN. We originally had both under the 10-year plan.
Real estate interests came to us to point out that there is a recapture
provision in that 10-year period and that this would work against
rental property.

Therefore, we put it out to 15 years, with no recapture. The
proposal actually is more beneficial to people who are building to
lease than would be 10 years with recapture.

Senator Symms. I think you went a long way on making it
simpler than it now is, I agree. It is hard for me to understand why
we wouldn’t just—is there any reason why it shouldn’t be 15-5-3
and have everybody be the same?

Secretary REGAN. Well, what we are trying to do there under the 10
years is to get new plants and rehabilitated plants. Both of them
come under the 10-year program.

In order to get productivity, the faster we could let people recov-
er their costs of building a new plant or rehabilitating an old plant,
we thought the better to accomplish what we are trying to do.

That is why we put it at 10 rather than 15.

Senator Symms. One last question, Mr. Chairman, if I still have a
little time. The chairman made a statement one time that I read in
the press that it is very difficult for Members of Congress and that
are on this committee in particular, to be a hitchhiker and let the
car go by, the first ride, waiting for the second one.

I personally am very interested in seeing the inheritance tax
abolished and the gift tax. I think that it is very antiproductive in
this country. It is certainly detrimental to small business. It has
caused the polarization of newspapers where we have several news-
paper chains on them. All the family papers are gradually sold out.

Agribusiness consumes more farms and the family farms sell out
to pay the inheritance tax.
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What is going to be in the making in the future if we are
successful and get your first package through the Congress? I am
willing to give a little ground on that and support it, but it is going
to be very tempting I think, for some of us to try to catch that
train as it goes through town in the fear that there may not be a
second train, by tagging on say the inheritance tax, repeal or -
reform. :

Secretary REGAN. Let me refer to the first train, second train first.
With Conrail being sold back you may not have that second train
at all, maybe not even the first one.

I think the chairman referred to taxis in his simile.

Answering your question, the President of the United States
wants to see the estate tax eventually reduced. I don’t believe we
can do it overnight or do it in the first—in 1 year. I think what we
will have to approach is gradual. That will probably be part of our
second bill.

Senator Symms. Thank you very much, Mr. Chairman.

The CHAIRMAN. Senator Heinz.

Senator HEiNz. Thank you, Mr. Chairman.

Mr. Secretary, there are 47 Senate cosponsors of 10-5-3, and I
am its principal Senate sponsor.

The administration supports an 18-15-10-5-3 bill. However,
there are people who are critical of the 10 or the 10-15-18. They
say that is too generous and costs too much money.

How do you reply to those critics?

Secretary REGAN. We have examined that, Senator. We don’t think
that the 10, in and of itself is that generous considering what our
objective is.

Remember that the objective we start with is to do away with
depreciation as we once knew it. Depreciation is built on original
cost.

What we are looking for here is replacement cost. How do you
get replacement cost into the hands of those who will replace
machinery, buildings, what have you, in order to make for more
productivity or more jobs?

We feel that the 10 is correct.

Now, when we get into rental property, however, because of
peculiarities of the tax code, the 10-year category would probably
not be as good for those who would wish to build for the purpose of
leasing, to have 10 years, because we would have the recapture
provision in there.

Accordingly, we have gone to the 15-year program.

Now, as far as 18 for residential, that program currently is
written off, perhaps in 30 to 35 years. We think that going to 18 is
remarkably generous and will result in a lot more housing units
being built.

We don’t think you have to go all the way to 10 years in order to
build more housing.

Senator HEINZ. Another concern raised about 10-5-3 or 18-15-
10-5-3 is that it will encourage migration from the Snowbelt to the
Surbelt by providing strong incentives to locate new plant and
equipment in the Sunbelt.
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Improvements in 10-5-3 have been suggested, such as increasing
rehabilitation credits for existing structures and writing off in 1
year pollution control equipment.

Do you share the concern that accelerated depreciation might
speed up this outmigration trend?

Secretary REGAN. Senator, we would like to be very evenhanded
here. We don’t wish to favor any particular section of the country by
accelerated cost recovery.

We have been very careful in looking at the rehabilitation to
make sure that its benefits are at least equal, if not better, than
green field plant type of construction.

We think that our current bill does that. However, we are more
than willing to listen or to discuss with you or with your staff
anything that you think is missing in our bill that would unduly
favor one region over the other.

But we don’t think that at the present time that it does do that.
. Senator HEiNz. I am glad to hear that, Mr. Secretary. We may

wish to get into that with you.

I know that the administration favors the enactment of its entire
tax package, including 10-10-10, even if that doesn’t allow us to
eliminate the deficit, even if it maintains the deficit, and even if it
widens the deficit. Isn’t that right?

Secretary REGAN. That is correct.

Senator HEINZ. The——

Secretary REGaN. But we don’t think that will widen the deficit.

Senator HEINz. Some of my friends would like to ask you the
question, are you an old fashioned Democrat? but I am not going to
ask you that question.

Secretary REGAN. Well, the answer to that—I will answer it even
though you didn’t ask it. The answer is no; I am an old fashioned
Republican.

Senator HEiNz. If the deficit does stay large, the theory behind
Roth-Kemp is that it would generate a significant enough new
private savings to cover the increased deficit and I gather, a bit
more besides.

lWhr’at percentage of the tax cut must be saved for this to take
place?

Secretary REGAN. Well, there is no precise percentage of the tax cut
that we think need be saved. I will tell you why. What we are
banking on is a much larger growth in GNP, so we have a larger
economy.

Then, since these are incentive type tax cuts, and since they are
multiyear so that planning can be done, people will start to go back
to the original rate of savings. This will be particularly true if we
can abate inflation so that individuals are not losing as much
because of the ravages of inflation. '

That being the case, we can get back close to the original savings
rate of, well, we used to have 7-8 percent, but let’s assume 7
percent. A 7-percent savings rate on disposable income, based upon
the growth in GNP that we anticipate, will bring about $45 billion
of additional savings, according to our estimates, in the first year.

Senator Heinz. For this to happen, then our current 4-percent
rate on personal savings must become a 7-percent rate?
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Secretary REGAN. It is around 5 for the last 12-month period. But
from that 5 to 7 is what we anticipate.

Senator HEINZ. So, in round numbers, that means 50 percent, a
40- or 50-percent increase?

Secretary REGAN. Fairly close to that.

Senator HEiNz. That is a considerable increase.

Secretary REGAN. About a 40-percent increase.

Senator Heinz. That is about how much of the tax cut on an
annual basis?

Secretary REGAN. Well, if you want to compare it with a tax cut, it
would be a large portion of the tax cut. But it is not correct to
calculate that percentage. In other words, we are not saying that
tge entire tax cut will be saved directly. There is a distinction
there.

Senator HEINz. Well, it would help.

Secretary REGAN. It would help.

Senator HEiNz. Thank you.

Senator PAckwoobp. 1 assume the theory of the President’s tax
cut is that if we take less of the gross national product in taxes, it
will increase our productivity investment and savings and what
not. :

Secretary REGAN. Yes, sir. :

Senator Packwoop. How do all of our major European trading
partners manage to have significantly higher levels of taxation
than we do, and still higher rates of savings, investments and
productivity? )

Secretary REGAN. A good question.

I think that the way that this happens is that their marginal
rates are not as high as ours. It is very difficult however, to
compare one country with another.

For example, were we to compare France with the United States
or Germany with the United States, to look at all their taxes
versus all of our taxes, it is a fairly difficult thing to do. Most of
them have the valued-added tax. They tax, in the main, I think
this way. They tax consumption. We tax savings and incentives.
We tax. over here, capital gains; some of them don't.

Senator Packwoob. All right. That eliminates the need for my
next question. You are very right and your Treasury Department
has done that study for me. The total tax rates are significantly
higher than ours. Their taxes on capital gains, dividends, interest,
almost anything that relates to capital formation is less.

As a matter of fact, if you take the major European countries,
including Great Britain, and add up all the taxes on capital, all of
the taxes on investment and savings, we are worst, of the major
European countries, including Canada.

You are also right about consumption. They tax consumption
significantly higher than we do.

Now, do you think targeted tax incentives work, and by that I
mean, do you think if you have a higher capital gains tax you will
have less investment in stocks than if you have a lower capital
gains tax?

Secretary REGAr.. You are eminently correct, in my judgment.

Senator PAckwoob. The mortgage interest deductions for homes,
you will build more homes with it than without it?
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Secretary REGAN. Yes.

Senator PAckwoop. Then why wouldn’t we be better off in terms
of encouraging savings and investment to target the tax cut, and I
am talking about the individual, to target it as Europe does to
savings, to investment, to capital formation and to increase the tax
on consumption?

Secretary REGAN. Well, at the present moment, that is exactly what
we are trying to do with the exception of increasing the tax on
consumption.

What we are endeavoring to do by our tax proposals—by the
marginal tax rate cut—is to provide for more savings and invest-
ment, because we are looking at the last dollar that you would
earn.

In other words, it is that old, old analogy. If you are taxed 20
percent on Monday, 30 percent on Tuesday, 40 percent on Wednes-
day, 50 percent on Thursday and the like, how many days a week
would you actually work?

That is what we are saying. At a particular point in time there is
a disincentive for added work or for added savings.

Senator PAcCkwoobp. Mr. Secretary, I have tried to run the fig-
ures. | can’t get them yet as to where we would stand vis-a-vis
Europe, with Roth-Kemp.

But as best I can tell from my preliminary statistics, it is not
going ‘to change our position significantly when you add savings,
capital gains, dividend income, as being one of the worst of the
countries in the world, major countries in the world, still the worst,
after the passage.

We will have lowered indeed, the total taxation in this country
for maybe 23 percent to 19 percent, but we will still have the worst
incentives on capital formation.

I am curious why we don’t devise a tax program that targets in
that specific direction rather than an across-the-board cut.

Secretary REGAN. Well, first of all you have to look at the equity of
the situation. If we are just going to reward one particular thing and
make the tax cut that way, you will still have other people who are
not able to save, for one reason or another, and many people are not
able to save. They would be at a disadvantage, vis-a-vis the people
who are able to save.

Senator PAckwoop. How are they able to save in Europe when
thegeare taxed significantly higher than we are? )

cretary REGAN. Well, there are lots of people over there who are
not able to save too.

Senator Packwoop. Well, how do they get all these savings?

Secretary REGAN. Well, first of all, people tend to retire differently in
different countries, and have different patterns of saving for old
age.

A large pool of savings in most of those countries is personal.
The rate of corporate saving, for example, in Great Britain and
France or Germany is much less than in the United States.

Senator PACKwooD. Let me interrupt if I might, here, from the
letter from Mr. Chapoton, of May 11: '

France, Germany and other European countries generally impose a higher overall
tax burden on individuals than the United States.

While they tax consumption heavily, mainly with the value added tax, this does
not completely account for their higher overall tax burden.
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More probably, are the very high payroll taxes such as social security. The
combined effect of that falls largely on wage, income and a high payroll tax, means
the average tax on wages is much higher in the European countries than the United
States.

Secretary REGAN. Well, from the point of view of practical experi-
ence, I know that you can measure the number of stockholders that
there are. For example, in France, when they absolutely targeted
stock holdings by allowing a tax break for the first portion of
whatever you put into investing. The number of stockholders in-
creased—although I must say in the last couple of days people have
been kind of whipsawed on this one, but that is due to a change in
government.

Once France did that and targeted actual capital investment that
way, then they got it. .

Now, from our point of view over here, we think that we should
bring our capital gains tax down. The maximim rate is now 28. It
is coming down to 20. )

In order to be in that 20-percent tax bracket on capital gains,
you would have to have $215,000 of taxable income, not gross, on a
joint return,

That means the average person in the United States will be
paying a capital gains tax of less than 20 percent.

We think that our bill will encourage capital gains from that
angle.

Senator Packwoonb. I think it will, too. As a matter of fact, we
are only fourth in the top seven. We are in the middle in terms of
the tax on capital gains now. That is mainly because Germany,
Japan, and Italy don’t have any capital gains tax at all.

All I am saying, Mr. Secretary, is I think the tax is targeted in
the wrong direction. I think you ought to have a multiyear tax
program of 3 years. I think it ought to be targeted toward invest-
ment, savings, productivity, capital formation, and here I am talk-
ing about the individual taxes. Forget the business taxes for the
moment. ' l

But, I think you will get more for your tax cut out of those
targeted European style incentives than you are going to get in an
across-the-board individual tax cut.

Thank you.

The CHAIRMAN. Senator Bradley.

Senator BRADLEY. Thank you, Mr. Chairman.

Mr. Secretary, let me make sure that I understand very clearly
what you have said today in your testimony.

As I understand it, you said you strongly advocate the 3-year,
Kemp-Roth tax cut. '

You advocate 10-5-3.

Is there any room for compromise at all in the Kemp-Roth tax
cut? Is the administration prepared to water down and back away
from their commitment to Kemp-Roth? _

Secretary REGAN. Let me put it this way to you, Senator, as I said
previously. If there is a better way to accomplish what we want to
do, that is to get incentives, to work, to save and to invest, we
would be glad to look at that, to listen to it, to try to price it out to
see if it is superior to the President’s program.
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As yet, we have not seen any such program. All we have heard is
a lot of nay saying. Accordingly, we are saying that what we have
is superior to anything else.

-Senator BRADLEY. So, does that mean that you have rejected the
bill that was reported out of the Finance Committee last year as
not meeting the criteria you have established?

Secretary REGAN. We think that our bill does more than the Senate
finance bill of last year to accomplish our purposes.

Senator BRADLEY. So, you would not compromise with the Senate
Finance Committee and accept this bill of last year?

Secretary REGAN. Well, we have not seen that this is superior to ours,
so we see no need to compromise at this moment.

Senator BRADLEY. Could you explain what you mean by, at this
moment?

Secretary REGAN. Well, or at any moment until such time as it is
proven to us that an alternative is superior.

Senator BRADLEY. How big will be the second tax bill that the
administration is supporting this year?

Secretary REGAN. I don’t know. The President has not stated
which of the items he would prefer to have in the second tax bill.

Senator BrapLEY. Well, I know there are a lot of things like
charitable deductions and a few other things that people want to
see enacted into law. I make a quick calculation and come up with
between $20 and $30 billion.

Now, is the administration prepared to accept the second tax bill
of $20 billion?

Secretary REGAN. No. That is much too high.

Senator BRADLEY. What would be the level?

Secretary REGAN. We looked at a lot of other things that cost much
less than that, Senator.

Senator BRADLEY. What would be the upper level?

Secretary REGAN. We haven’t put a price tag on it as yet, Senator, so I
am unable to answer.

Senator BRADLEY. Let me also see if I understood what you said
earlier today. You said that deficits are not a problem as long as
there is tight money; is that correct? ) .

Secretary REGAN. No; I did not say that, Senator. I said deficits are a
problem. I said they were not inflationary per se.

Senator BRADLEY. Deficits themselves are not inflationary. You
used, I think, the Japanese example. You said the Japanese have a
deficit of one-third of their budget which would be the equivalent
of $230 billion in the United States, and yet, you maintain that
beg'ause of high interest rates they are able to keep tight monetary
policy.

Secretary REGAN. Yes.

Senator BRADLEY. Do you think Japan and the United States
differ at all? When we raise our interest rates in this country, what
happens to dollars abroad? Do they come into this country?

Secretary REGAN. They do as long as we have a strong dollar, and
high interest rates.

enator BRADLEY. That is right. Does that increase the money
supply at all?

Secretary REGAN. It could.
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Senator BRADLEY. So, how do you keep the money supply low by
" raising interest rates?

Secretary REGAN. By the fact that in addition to making money more
expensive, you also make less of it available. We are not monetiz-
ing any of the debt.

Senator BRADLEY. But, when money comes in from abroad, that
has the effect of increasing the money supply.

So, what you are saying is that because we are an open economy,
the only way higher interest rates are going to effectively counter
inflation is to force the economy into a much deeper recession?

Secretary REGAN. No; those two don’t necessarily follow. You don’t
have to have that effect. Because if you get a dampening of expec-
tations over here of what inflation might be, you don’t have to
have the same effects. Those interest rates can come down quickly,
even in a period of a lot of influx of money.

Senator BRADLEY. Do you feel that at the moment Wall Street
has confidence in the President’s economic program?

If not, why not? And if not, how do you account for the higher
interest rate?

Secretary REGAN. There is no such thing as a Wall Street opinion. I
have learned that in 35 years. There are many opinions that make
up Wall Street.

If you are saying that because there are high rates of interest
and bond prices have been falling, that that is as a result of
dissatisfaction or disbelief in the President’s program, I don’t think
that is correct.

My own reading, Senator, is that the bond markets have been in
disarray for the past 2 years. Losses in bond portfolios have been
tremendous. Bond buyers, and I am particularly referring here to
money managers of large pension funds, buyers for large insurance
companies, are in a state of shock. They are demanding a higher
premium now because of what they have seen happen to their
portfolios. They don’t know what is going on.

They didn’t believe that the Fed was trying to tighten in April,
when in fact the Fed was trying to tighten. When they finally
realized that, there was panic, and prices just literally plummeted.
I think that is a temporary condition.

Once they realize that the Fed is tightening money, that
money—and they see that the money supply, and I would hope on
more than a week-to-week basis, certainly on a month-to-month, if
not a quarter-to-quarter basis, is coming down, Wall Street would
feel reassured.

Senator BRADLEY. You said earlier that within 12 months of the
bill's enactment, we would know whether it is working by deter-
mining whether people are working harder or saving or whatever.

My question to you is, how will we actuall%/ measure whether the
administration’s tax policy is working or not?

Will we look at the savings rate? )

Secretary REGAN. I think you should look at the savings rates.

Senator BRADLEY. Will we look at the interest rates?

Will we look at wage settlements?

What you are saying is that this is a policy that will deflate
inflationary expectations. If that is so, interest rates have to come
down and so do wage settlements.
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So, if next year interest rates are still high and wage settlements
are still relatively high, how could you say the plan is successful
and deserves to be continued?

Secretary REGaN. I would say that we would stick on that particular
statement, that if inflation is coming down, if interest rates, in
turn, are coming down, if gross national product is rising, and if
the savings rate is increasing, then our program would have been
judged a success. _

Senator BRADLEY. What did you say about wage settlements?

Secretary REGAN. I didn’t say anything about wage settlements.

Senator BRADLEY. You don’t think that wage settlements are
essential to getting hold of the inflationary spiral?

Secretary REGAN. They are essential if they are not part of our pro-
gram.

Senator BRADLEY. Your program doesn’t affect wage settlements?

Secretary REcaN. It affects them.

Senator BRADLEY. How?

Secretary REGAN. You have to remember, Senator, that we have
decided that we aren’t going to have an incomes policy in this
administration. We are not going to interfere in the process of labor
negotiations.

"~ Senator BRADLEY. Fine. Well then, how does the administration’s
inflation policy affect wage rates? How do we get wage rates down?

Secretary REGAN. I would assume that both sides sit.ing at the table,
seeing that inflation is coming down; would soften, at least labor
would soften their demands and management would stiffen their
backs about giving larger increases than are called for by the rates
of inflation.

Senator BRADLEY. So you are saying that you are depending upon
the rational expectations of all parties in this next year?

Secretary REGAN. Yes.

Senator BRADLEY. If the rational expectations prove to be less
than rational, then you won’t have combatted inflation?

Secretary REGAN. I won’t say that we wouldn’t because you know, as
well as I, that there are other things that enter into the settle-
ments rather than just inflationary expectations.

Senator BRADLEY. Well, let me say that I think you have clearly
stated today that the administration does not have a plan at all for
one of the central components of the inflationary spiral. You have
also said that we can look to see if interest rates come down in the
next year and if they do not come down dramatically, then it would
be very difficult for you to declare the plan a success.

Secretary REGAN. That is your adverb, dramatically, Senator. I said
that interest rates would come down.

Senator BRADLEY. How much?

Secretary REGAN. That—from the high ground they are in now,
but to expect that they would come down let’s say as dramatically as
last year when the prime went from 20 to 11, in a period of 3 months,
we think is too precipitous. We wouldn’t want to see it fall that
quickly.

Senator BRADLEY. It is important for us to be able to measure
whether the plan is working. As you said, you are going tec measure
it to judge how well it is working. If interest rates are down by 50
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percent, would you consider it a success? Would a 12-percent de-
cline be a success?

Secretary REcan. Well, I think that if inflation isin single digit
figures by the end of 1982, we will have been very successful.

Senator BRADLEY. Interest rates?

Secretary REGAN. Inflation, on the CPI.

Senator BRADLEY. But what about interest rates?

Secretary REGAN. Interest rates will course down with them. As I
said before in testimony before this particular group, 35 years of
experience have taught me never try to predict interest rates,
because there are so many variables in it, that it is usually fruitless.

The CHAIRMAN. Senator Moynihan.

Senator MoyNIHAN. Thank you, Mr. Chairman.

I would like to pick up on the point where Senator Bradley left
off. We reported out what was a good tax bill last year. I don’t
think we have been disuaded from that general judgment. It is
partly because some of the things that we hear from the adminis-
tration do not seem to match the things this administration pro-
poses to do.

You started out today saying we must reject the simplistic view
that the way to get the economy moving is by pumping up con-
sumption.

Then you (?ut before us a tax proposal, with a large reduction.
More than 80 percent of the reduction is personal, individual taxes
which has classically been the way to increase consumption.

Now I know you say there will be a savings component and there
will be savings, I am sure, but an 80 percent individual tax cut has
got to have its primary effects on consumption.

One of the things that we wonder and we would just like to hear
you about is that early in the political process that led to the
campaign that led to the administration, you adopted a theory of
taxation. I don’t know if you did, sir, but a theory was adopted
which held that you could make huge reduction in marginal tax
rates without reducing Federal expenditures because there would
be an almost instantaneous rise in revenue associated with expand-
ed economic activity which some called supply side economics.

Now, as recently as last May, in Flint, Mich., President Reagan
was saying, “And we would use the increased revenues from the
tax decreases to rebuild our defense capabilities.”

Now, is that still the view of the administration? That is crucial.
Do you still think that there will be that kind of flow back?
Because if you don’t you committed us to an unending series of
deficits.

If you do, you know you are at odds with the economics profes-
sion, including economists in your own administration.

Secretary REGAN. Senator, we do believe that if you will cut taxes at
the margin, you will encourage people to work harder. You will
encourage people to save. You will encourage people to invest.
Because there is where you get the attitudinal factor.

Senator MoyNIHAN. Yes, sir, but consequence to revenues? A 30-
percent consequence that the Chase model would give you or the
Wharton model or the DRI or this huge 130 percent we were
talking about that someone called Voodoo Economics. [Laughter.]
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Secretary REGAN. I noticed, by the way, that the Senator yester-
day--1 wanted to thank you for it—was trying to fee me and Dave
Stockman from this thing. But manumission is not one of the things
I require at this particular moment, Senator.

Senator MoYNIHAN. You have sir. You are under a spell, not a
sentence. [Laughter.]

Secretary REGAN. I am not sure I know how to spell that correctly,
but anyway, I would say, Senator, that from the point of view of the
reflow, it has not been quantified precisely at the moment. There are
econometric models, but as you know, as well as I, most econometric
models are not precise by any matter of means.

Senator MoyNiIHAN. Would you not agree, Mr. Secretary, that
none currently in use shows anything like the reflow which was
being talked about a year ago?

Secretary REGAN. But, if you noticed the assumptions that this
present administration has for its economic scenario, I think the
more you examine them and the further we go into 1981, the more
they seem attainable.

We were told, for example, that in our model, our velocity could
not possibly be what it was. Yet, at the very moment we were
being taken to task for that, the velocity in the first quarter of this
year exceeded what we said the velocity could be in 1982 or 1983,
using our model. _

The same thing with the size of what we said would happen to
the economy as a result of what we were doing. It was even larger
in the first quarter when we were being taken to task for saying
the economy could ever do that.

Now, what we are saying here is that if you do give incentives to
people and allow people to have their money, the chances are they
will save it and will invest a good portion of it.

If you give it to the Federal Government to spend, there will be
no savings.

Senator MoYNIHAN. Mr. Secretary, you grant there is a third
possibility which provides supply side tax reduction by results. To
give people who have successfully invested, firms who have success-
fully invested, tax reductions on their earnings, in the aftermath of
investments.

I would like to say, I think that that is what this committee is
still looking for from the administration. I just feel that one of the
reasons I have to say to you, one of the reasons we have had the
cut of the day from this administration, this is turning into a
butcher shop, is that you keep finding that your revenue expecta-
tions can’t come near balancing the budget without yet further
reductions in spending which you never really contemplated.

I don’t ask you to answer that. Could I ask one last question,
because before my time runs out, there is a possibility in this first
bill, of recouping a large amount of money.

We understand that Assistant Secretary Chapoton testified
before the Ways and Means Committee, that Treasury now favored
legislation to limit commodity tax straddles, and such, like which
would recoup, he estimated, as his predecessor, $1.3 billion.

Is it my understanding that would be your view?

Secretary REGAN. That is the Treasury’s position. I have recused
myself from commenting on this because of my——
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Senator MOYNIHAN. That is the Treasury’s position?

Secretary REGAN. That is the Treasury’s position.

Senator MoyYNIHAN. So, it would be possible, if we were to incor-
porate that, that would really give us some revenues we could use.
It is not that we have too much money, we just have spent too
much. Is that right?

Secretary REGAN. To the extent that that is something that is taken
out of the Tax Code, there will not be that loss of revenue.

Senator MoyNIHAN. Thank you very much, Mr. Secretary.

The CHAIRMAN. Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman.

Mr. Secretary, the administration is proposing a sweeping plan,
and it is not business as usual, we all know that. I think frankly,
before any of us can really act responsively on the degree to which
to agree with that plan, it would be helpful if we knew what the
administration game plan is if this doesn’t work.

What is the alternative? If, say, interest rates remain high or gq
up o;' if interest rates or intlation rates go up, for example, what
next?

What is the administration’s game plan? Is it going to increase
across-the-board cuts, another 30 percent or will it target cuts or
will it be some kind of incomes policy?

I am just curious, as you look down the road, what are the
options if this doesn’t work? )
Secretary REGaN. Well, curiously enough, Senator, we have been
devoting all of our time to trying to get this particular package
passed. We are not even half way there yet. We want to see this in
place before we start speculating as to the fact it might not work. We

think it is going to work.

We are concentrating also on the second portion of the tax
package. :

Senator Baucus. I think you will agree that nobody really knows
whether this is going to work. With all candor, I think the adminis-
tration is drawing largely on hope, looking for analyses which to
some degree bear out the administration’s position. But there are
many analyses which have different results.

I think all of us here in the Finance Committee as well as
Members of the House, think that the administration is trying to
find some solution that is going to lower interest rates and rates of
inflation, increase savings, increase productivity and get the coun-
try moving again. But we are not precisely certain exactly which
program will work.

So, we are now wrestling with the administration’s proposal. The
administration is faced with expectations and high hopes. I am just
curious, therefore, because we do not have solid evidence to support
the administration’s program, what your next stage might be.

Secretary REGAN. Well, I think what you first of all have to do,
Senator, is think through what the alternative is if we don’t do
this. If we don’t do this we certainly have bracket creep. We have
been having bracket creep for the last few years.

So, we know that if this doesn’t succeed, we are back in the
bracket creep again.

We know that if we don’t get the savings, we are then going to
have to find out why we didn’t get the savings and what we-will
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have to do to jilt the investor even more in order to target and get
these savings better.

We think that what has been happening over the recent past has
not succeeded because we see what the rate of savings is. We see
what the rate of inflation is.

Therefore, we think this will work. As any doctor, prescribing a
different medicine for the patient, you just have to observe the
results before you can determine what is going on, and then make
up your mind, what else could work.

Senator Baucus. I agree you have to find something new. That is
why we are on this exercise, we all on this committee are trying to
find some alternative. The present system hasn’t been working.

But, I just feel it is helpful to us if we know what some of the
alternatives are too.

Let me turn more specifically to the 10-5-3 side of the proposal.
Is it ghe intent of the administration to subsidize business invest-
ment

Secretary REGAN. No, it is not. What we are trying to do through our
tax program is to target incentives for business to invest.

_ Senator Baucus. I ask the question because there are some anal-

yses which will show that actually, 10-5-3 will give back to busi-
nessmen more dollars than they invest given certain interest rates,
certain after tax interest rates which are in the realm of probabil-
ity. That is, after tax interest rates are what—17 percent, pretax
interest rates of say 21 percent?

If any of those rates are lower, then business will get a subsidy
under several provisions of 10-5-3.

I am wondering whether you agree with that analysis and if not,
why don’t you agree?

Secretary REGAN. In recent weeks, Senator, we became aware of this
long before articles appeared in the press on this subject. We are
examining it closely. We are examining various industries—how
this would affect companies within the industry.

b This is, I would say, an unintended effect of what has happened
ere.

Senator Baucus. It is not your intention, therefore, to subsidize?
That is, if it turns out that the effect of 10-5--3 will be to subsidize,
the administration would then be in a position to agree to changing
the bill to prevent that from occurring?

Secretary REGAN. Thatis correct, Senator. We are taking a very close
look at that. We will be working with the staff of this committee if
there is an unintended result here.

Senator BAaucus. I have no further questions.

The CHAIRMAN. Senator Boren.

Senator BoreN. Thank you, Mr. Chairman.

Mr. Secretary, in last night’s Washington Star an article quoted
a senior Reagan administration economist stating that the adminis-
tration will miss its interest rate target for calendar year 1981, the
ﬁrstkacknowledgement that this part of the forecast is off the
mark.

The same article quotes you as saying last week that you expect
interest rates to remain high for several months and you predicted
that the prime rate could top 20 percent.
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Are you prepared to acknowledge that that portion of the admin-
istration’s forecast, dealing with interest rates, was as the other
economist said, ‘‘off the mark”?

Secretary REGAN. No, Senator, I am not. I don’t know who the senior
economic official is, but there has been no official change in the
administration’s position. As I suggested earlier, in talking with
Senators Bradley and Moynihan, predicting interest rates is a haz-
ardous profession. I think it is premature to say that.

Senator BoreN. Well, this article quotes you as having predicted
what interest rates would do.

Secretary REGAN. I will stand on what I say, Senator. I said that ata
};ime when the prime was around 18. It is now at 19.5, unfortunate-
y.
I will stand on what I said. I do think it will be coming down

from that area within a matter of a couple of months.

Senator BOREN. So the administration’s forecast for a yearly
average of 11.1 percent, on 3-month Treasury bills, which is what

_this article referred to, is in your judgment, still a sound, reason-
able forecast?

Secretary REGAN. It is a reasonable forecast; yes.

Senator BoreEN. You are not prepared at this time, even in view
of what is happening to interest rates, to make any alteration?

Secretary REGAN. No; because let me point out again, Senator, what
happened last year. Things turned around so dramatically when
the prime, again, using my example, went from over 20 to 11, in a
period of over 3 to 4 months. Things can happen dramatically in
that bond market. ’

Senator BoreN. I want to switch to another question followup on

.some of Senator Packwood’s questioning. There is, as you know, an
interest and dividend exclusion which permits deduction of up to
$200 per person, for interest or dividend.

Does the administration propose to terminate that or not to
extend it or do you now propose to extend it? '

Secretary ‘REGAN. At the present time, we have not taken a
position on that. I think that will be part of our second tax proposal.

We probably will advocate that it remain in effect.

Senator BoreN. Don’t you think it is important if the whole
objective is to save, to give people this incentive to save?

Secretary REGAN. Oh, yes. As I say, the only reason that I am not
being stronger in my commitment to it is, is that as yet, the
President hasn’t decided which of the items he wants in that
second bill. I am reasonably sure that is going to be one of them.

Senator BoreN. Well, if your statement makes clear with great
emphasis and your questioning and your answers have focused on
the need to encourage savings, and that’s an important objective of
the tax bill, of the proposed legislation, why then is that not
included in this aspect of the bill if that is the objective?

Secretary REGAN. Because we wanted to have a very simple bill up
front that could be assured of quick passage. That was our whole
theory in doing it. : :

Senator BoreN. Is this a controversial item?

Secretary REGaN. I am not certain about that, Senator, as to whether
or not. But, if we include that, then some other person, in either
one of the branches of Congress could think that his proposal or
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her proposal was just as good as that one and might deserve equal
treatment.

We didn’t want to start choosing among which are the better
ones.

Senator BoreN. Do you honestly believe that it is a greater
incentive to the large masses of Americans, working men and
women, to reduce their taxes by what relatively modest amount in
dollar terms in the bill, that that is a greater incentive to savings,
than to provide for an exclusion of interest earned on savings?

Secretary REGAN. There was another proposal regarding an IRA’s.
This is of great importance to a lot of people, their individual
retirement account or something of that nature.

To many people, that is equally important.

Senator BoreN. I am asking you. Do you honestly believe that
the average working man will have a greater incentive to save by a
reduction in his personal income taxes, as opposed to providing this
exclusion for interest earned on savings deposits.

Secretary REGAN. It is a hard one to answer. It is like picking
among chocolates, you know, which is the better one, which do you
prefer. I think that there are many good things. I think that this is
an excellent one, Senator. I was for it when it passed in Congress and
I am still for it. ‘

My problems is, once I start putting in one that I think is better
than some others, someone would want to joust with me and say
that their proposal is better.

Again, we start cluttering up the bill.

Senator BoreN. Well, you are saying your objective is to save. 1
don’t think this is picking between two chocolates. I think this is
picking between a chocolate and a rotten apple. I don’t think it is a
very difficult choice.

I think if you ask the overwhelming majority of people what is a
greater incentive to save, it seems clear to me that the exclusion is
a far greater incentive to save than a $75 or $100 tax reduction
which everybody I have asked says they are going to spend it.

Secretary REGaN. Well, incidentally, on that last point, our polls
don’t indicate that everybody is going to spend it. But, again, I will
have to stick on what I said, Senator, we are not proposing that in
the first bill.

Senator BOREN. Part of the reasoning you give for the acceler-
ated cost recovery system is that due to inflation there is an
overstatement of income for business and we have to provide more
rapid writeoff and this system will reduce the burden of accounting
and tax planning for taxpayers.

Do not those arguments apply with equal validity to inventory
accounting?

Secretary REGAN. Yes, they do.

Senator BoreN. In fact, is it not correct that inadequate meas-
urement of inventory overstates income to a greater degree than
does the slower rate of depreciation now in effect.

Sefe_cretary RecaN. Yes, that is the so-called inflationary effect on

rofits.
P Senator BoreN. Isn’'t that even more significant for small busi-
nesses than the depreciation problem?
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Secretary REGAN. Actually, small businesses, for the most part do
not use many of the rules that are in the code now because they are
too complicated.

Senator BoreN. That is the last in, first out inventory count
again. Do you not agree that some simplification of the regulations
in that area to permit small business to take advantage of different
inventory accounting measures would be a desirable step?

Secretary REGAN. I would agree with that, Senator.

Senator BoreN. My time is up. Thank you, Mr. Secretary.

The CHAIRMAN. Senator Grassley.

Senator GrassLey. Thank you, Mr. Chairman. Mr. Secretary, I
want you to know that I am that part of the committee that is
supporting the 10-10-10 on the accelerated depreciation. I think it
is going to work.

I suppose that with a lot of suggestions coming before Congress,
it is impossible to actually forecast how they will work, but it
seems to me like there has been some precedent with a tax cut in
the 1920’s and the Kennedy tax cut and the capital gains tax cut of
1978, that have indicated that this sort of cutting of the marginal
tax rate does a great deal of economic good.

I think most importantly in selling me upon the concept is that
this tax cut of the last decade—and I suppose there have been four
or five smaller cuts since then that have been those that have been
short term in their nature, and have tended to promote consump-
tion and not encourage savings.

When you want to reverse, I think that those are worthy goals
that I want to pursue. I see this as one way of doing that. -

Quite frankly, maybe some of us in the Congress here and other
people in the country at large, may be putting a great deal of faith
into this plan. There may be more faith than economic fact at this
point.

But I think that the whole economic program has something to
do with people in this country reestablishing faith in the system by
which we do business, faith in the free market system, faith in the
private sector doing things as opposed to the public sector doing
them, and faith in the distribution of goods by free market forces
as opposed to the politicians and bureaucrats making those deci-
sions. .

Maybe it is because we have gotten away from that faith in the
system that the country is in such economic doldrums as it is in.

So, as naive as it might sound, there is some consideration of my
part in this for the reason it will help reestablish some faith in the
system that has made this country not only the most politically
free, but the most economically free, and has brought the highest
- standard of living to any people in the world.

I think that people are slowly reestablishing that confidence. It
may be built upon the Presidency of one man at this point and the
confidence they have in him and particularly his bravery and his
courage in moving forth. In doing things heretofore felt to be
politically dangerous, he has rejected the idea of business as usual,
or I should say politics as usual.

I think that if we stay with him we will be reestablishing a new
beginning. I suppose though we all have to think sometimes that
maybe what we want won’t be done. I suppose the chairman of the
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committee expressed some of that in the first instance as he has
Eolled this committee. Maybe there is not the support for this plan
ere.

So, I have been a longtime advocate for indexing which I don’t
think detracts from the program; hopefully it adds to it.

I guess I was wondering if the administration has thought in
terms of support or nonsupport of indexing, where that ought to fit
into the picture.

Could you give me your views on this, even though you have not
been willing to talk about any sort of a compromise and I don't
expect you to?

—- Would there be such a thing that the same long-term good could
be accomplished, for instance, if we had a 1- or 2-year provision of
this tax cut linked with indexing.

Maybe out in the long term, 1985, 1986, and 1987, there might be
just as much economic good accomplished as there would be from
the 3-year tax cut.

So, I guess I would ask if you would comment on indexing, if
there is any thought to it, and particularly if it would fit into the
long-term good you want to accomplish in case the 3-year tax cut is
not successful.

Secretary REGAN. There is a lot to be said for indexing, Senator. The
fact remains, however, I am opposed to indexing. I think it is an
indication that we are giving in to the inflationary fight. If you
index taxes, why don’t you index wages? If you index wages, why
don’t you index prices. You keep going on and on and on. Eventual-
ly, you end up with an indexed economy which nobody cares about
inflation because everything is indexed.

I hate to start down that road. That is why consciously I did not
want to see indexing in this package.

I think that the Congress of the United States is astute enough
that if we do have inflation, if we are getting into bracket creep or
better yet, if we have inflation coming down and we are having
surpluses in the budget, that at that point in time they will see fit,
rather than doing it indexing, to make further tax cuts for individ-
uals and for business.

I would prefer to have—to see the Congress do it that way rather
tgaI} ll{)ind them in to indexing in the out years of 1985, 1986, and
the like.

Senator GrassLEY. I won’t find fault with that except I.would
throw this out for suggestion and somewhat countering what you
said, I think that within the administration, as well as some of us
in the Congress feel that the present economic problems are caused
by taxflation. In other words the more money coming in to the
Fedeé'al Treasury, the more Members of Congress are likely to
spend.

Consequently, we have gotten ourselves into an economic hole
just because of the tax increases without Congress having to bear
the responsibility of voting those tax increases.

Our taxes wouldn’t be so high if we had to cast a vote on them. If
indexing would limit the income of the Federal Treasury, hence
reduce the dominance of the Federal budget and the economy as a
whole, it seems me like there would be great economic good that
would come from that.
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Secretary REGAN. Well, as the Congress is demonstrating its courage
this year to make cuts in the budget, I think that future Con-
gresses will do likewise if they think that the budget needs cutting.
I wouldn’t want to tie their hands is what I am saying.

Senator GrassLEY. Thank you.

The CHAIRMAN. Senator Long.

Senator LoNnG. Mr. Secretary, it was my privilege to speak yester-
day on the Senate floor and to put a statement in the record, which
you probably didn’t find time to read. You are a very, very busy
man. I hope you will find time to read it. 1 discussed the tax
proposal which I introduced yesterday with 29 or 30 cosponsors. 1
am sure there will be more, having to do with employee stock-
ownership.

I asked the White House if they would please make available to
me some quotations from President Reagan. I know he has had
some things to say on that subject and he favors the concept.

What he has said on the subject I think is more eloquent than
anything I have ever been able to say. I call him as my best
witness. If you find time, I would like you to look at that record of
yesterday.

He said that—

Over 100 years ago, Abraham Lincoln signed the Homestead Act. * * * We need

an industrial homestead act. * * * The American dream has always heen to have a
piece of the action.

I asked if the White House would object to my quoting from
what President Reagan said. The answer I got back, I am not
saying I got it from the President, but from whoever his aides were
who handle that was, “By all means.” They would like very much
for us to use the quotes. They really helped the speech.

I also quoted you, Mr. Secretary. You had some very good things
to say on the subject. You have said: “I have to be in favor of more
Americans owning their share in American industry.”

I am very hopeful we can do something about broadened owner-
ship and that it will help solve the problem that is plaguing you
about social security costing so much. If Americans have a bigger
capital estate, they won’t need as much in terms of contributions
from Government where we really are just taxing their younger
relatives to keep them going in their later years.

You are going to do as well on this committee, Mr. Secretary, as
you do in any committee. You have a great chairman. In fact, you
have three great chairmen of Senate committees serving on this
committee. [Laughter.]

Mr. Secretary, you have people on this committee who want to
work with you. There is no new problem to these fellows. They
have seen it around before. May I say I have been around, too. I
have seen how some of these things happen.

I do think you ought to keep in mind that the legislative process
is sort of like a football game where all 22 players are in motion. It
is not one of those situations where you just kick the ball off at one
end and run through a bunch of statues to the other end of the
field. [Laughter.]

Things will happen as the process goes along. I just hope you will
keep in mind that most of these fellows are sort of like Bob Kerr
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used to be. He used to say that he was against any combine that he
wasn'’t in on. [Laughter.]

We very much want to be in on your combine before this thing is
all over with.

Secretary REGAN. I get the message, Senator. [Laughter.]

Senator LoNG. If the House just absolutely shatters things, that
is not the end, all is not lost. Humpty Dumpty can be put back
together again in the Senate. I just hope you understand that we
know that when President Reagan signs the bill it will be the
Reagan bill. Meanwhile there are a lot of people here who would
like to play a part. They would like to be known for having carried
the flag, or at least for having helped the chairman when he might
have stumbled at some point, or for having done whatever might
have been necessary.

We just want to be a part of this moving scene. I hope you will
make room for those on both sides.

May I say, I have no complaints. You have been most considerate
in calling on all of us, Democrats as well as Republicans, inviting
us to make some input and so has your very able assistant.

You know, we cannot initiate revenue bills over here in the
Senate. The Constitution says that bills to raise revenue must
originate in the House. The House has been very unreasonable
about that. They have said that bills to raise revenues also include
tax cuts. The Constitution does not say that at all, but the heck of
it is we can’t get into court. If we send a bill over to the House that
is just tax cut, they won’t take it off the desk. They just leave it
there for the whole 2 years.

Since there is no way we can pass a bill without proving in the
courts that we have a right to initiate a tax bill, all we can do is
amend, and that being the case, we sort of have become accus-
tomed to amending bills.

Where you will want to foreclose us in one area, I hope you
understand that you have to find a way to give us a chance that
has real credibility later on.

Secretary REGAN. Well, Senator, I can assure you that this admin-
istration is well aware of the Senator’s views. We will be working
with the chairman and with you, as ranking minority member, to
make certain that when we have a second bill, that you are very
familiar with it, with its contents and we will have a lot of input into
it.

Senator LonG. Let me say one further thing. This 10-5-3 propos-
al is generally credited as being the idea of a man who served very
well in Government, a very fine, able fellow, by the name of Charls
Walker, who was adviser to the President during the campaign. He
still has a firm here in Washington, with some very prestigious
clients and he is a great American, in my judgment. He is a
talented person. He served as Under Secretary of Treasury, under
a previous Republican administration.

Mr. Walker knew how to work with the Congress. If this commit-
tee or some committee was going to insist on amending a bill, I
would suggest to him how it could be amended and ought to be
handled in such a way the administration could support it.

I recall when we reported out the revenue sharing bill, we made
some major changes. He suggested how it could be changed to meet
with what the committee’s desires seemed to be.
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When we were through, he promptly announced that this com-
mittee had succeeded in reporting an even better bill than had
come to us. .

I think that shuwed good judgment and might serve as a good
example for you to consider some time when someone has a good
idea, as a part of the overall legislative process. You know, we are
in business to legislate. If we don’t do something people are going
to think we are not necessary, and maybe they ought to have
someone else up here. [Laughter.]

Secretary REGAN. I will make certain no one gets that impression,
Senator.

The CHAIRMAN. Senator Bentsen.

Senator BENTSEN. Thank you very much, Mr. Chairman.

I want to adopt the sum of what Senator Long has stated. 1
certainly want to work with the administration in trying to devel-
op a good bill.

It may be, Mr. Secretary, considering the past successes of the
last few months the administration has had in the Congress, 1
think you could work your will as far as Kemp-Roth.

But, let me say I understand as a good trader, you are not going
to talk about your bottom line at this point. But what concerns me
is, if you push too hard on Kemp-Roth you might win it all.
[Laughter.]

I think you have won the hearts of Wall Street, but I don’t think
you have won their minds. I think the way they have responded
with interest rates shows that they are mesmerized about the
deficits they are seeing and they don’t see the inflow of savings.

I don’t see much ditference in an across-the-board tax cut this
time and the across-the-board tax cuts we have had in the past,
insofar as what they will do for savings.

Now with all due respect, Mr. Secretary, I have had some experi-
ence too on estimates from Treasury in past administrations.

I recall 1 proposed one particular tax provision and was told it
would cost a substantial amount of loss to the Treasury.

And then I recall next year they had a new Secretary of the
Treasury who thought it was his idea, and all of a sudden the
econometric model spewed out entirely different estimates in a
much more favorable situation.

So administrations generally have a history of making some
rather favorable estimates in line with what they are trying to
accomplish. I understand. Congress is guilty of some of that itself.

I was original cosponsor -of 10-5-3. But I think we found out it
could be improved on. I helped on the drafting of 2-4-7-10. There
is no question in my mind it can be improved on.

But what we should strive for is neutrality in the treatment of
that equipment under the tax law. I would like for you to comment
on what you think the true neutrality is on 10-5-3.

Secret.ary REGAN. Well, from the point of view of what we are
attempting to do here, Senator, there are any numbers of ways we
could accomplish it. The years in which we state the capital recovery
should be made are our best judgment of what the appropriate years
would be to recover fully the replacement cost of investment.
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Now we, although I am not personally from Missouri, I am
willing to be shown. If it is more effective to do it a different way,
let’s discuss that.

Senator BENTSEN. Let me discuss one point on that. You sat on a
number of corporate boards. If you look at a depreciation schedule
that is done by accretion or amortized or phased in, there is always
a temptation for a board to say, well, there is going to be a little
more next year. And 10-5-3 as proposed is phased in over 5 years.

What we did with 2-4-7-10, was to put it all in from the begin-
ning. A corporate board that looks at that says, you know, maybe
we better rethink our capital spending and rather than having the
temptation to put it off another year. I wish you would really take
another look at that kind of an approach which would obviously
mean that you would have to change some of the 10-5-3 and its
magnitude. I understand that, too.

Secretary REGAN. We are discussing this. We would welcome any
organization or what have you which wants to comment on this. We
at Treasury would welcome it, particularly while the bill is in its
formative stage. ‘

Senator BENTSEN. But, I think we can buttress that by putting a
direct incentive in and so many of them have. The situation of
Japan having what is the equivalent of $65,000 interest, tax-free.

We look at Germany that not only exempts many instances of
interest earned on specific types of savings, but actually pays a
subsidy on some types of 16 to 18 percent, quite the opposite of
what we are doing in this country. :

We look at the situation in England and France where they
exempt major parts of interest earned on savings, long-term sav-
ings.

I really believe as part of this tax package we have to do some-
thing that specifically targets savings and creates an incentive for
that. To try to have the kind of inflow of funds that can bring the
rates down in this country; those two things coupled together will
help us accomplish the very objective I think you are seeking.

Secretary REGAN. That is what we are looking at in our second bill,
Senator, as to some of those targeted things where we previously
mentioned. We know that IRA and Keogh plans, for example, not
only are good for individuals, but they are very helpful to the thrift
industries because most of the deposits do go into the thrift indus-
tries. The moneys from them follow and flow through to the indus-
try.

We are looking at various other types of proposals. We know
there have been all kinds of schemes to bring interest on savings
up from where it is currently.

Now, the problem with that, as I see it, is having to shift from
one form of investment into the other. In other words, if you are
already saving in one type of mechanism, and then we target, say,
just interest on savings coming out of a bank or thrift institution,
you may just get a switch and no additional savings. That worries
us.

The second thing that worries us is that you may borrow in
order to accomplish this. In other words, you go out and borrow,
the interest is tax deductible, and the savings can be put in a
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savings account. That literally does not help the total amount of
savings.

These are the things that are making us a little cautious about
up-fronting these type of things. We are exploring them further at
Treasury now.

Senator BENTSEN. Mr. Secretary, we have had econometric model
runs on major savings incentives and we have had some quite
interesting results in how you bring down interest rates and how
that would spill over on other interest rates. Obviously, we did
have some transfer of funds. In that kind of an instance the money
markets lost some of their funds and more of it went into thrift
institutions. But, you had the $28 billion outflow from the thrift -
institutions last year.

In February, you had a $2.5 billion outflow, and that is the
largest of any month in history. Some of those are going to go belly
up. Some of them already have and have moved into stronger
institutions. It has to be and I know it is, a matter of very deep and
major concerns.

Secretary REGAN. Oh, yes, the thrift institutions are one of our front
burner problems at the moment, Senator. We are watching them
very carefully, and as you probably know, the regulators are circu-
lating a bill at this particular moment to try to give some relief to
the institutions as part of the deregulation of financial institutions.

I am working very hard there to deregulate these institutions to
try to put them on an equal footing with some of the commercial
banks in order to allow them to go after funds in a different
manner.

Senator BENTSEN. But you run into a real problem with those
long-term mortgages. Now, it used to be that they would turn them
over on the average of every 12 years. Now they turn them over on
the average of 8 or 9 years because of inflation and people selling
homes more. But locked in to those kind of assets to say, OK, now
go out and go after the market and offer fully competitive rates.
Tﬁxat is what you are seeking and I would like to find a way to do
that.

Secretary REGAN. Well, we are trying to increase the pool of savings.
Let me bottom line it this way for you, Senator. Anything we can
do to increase that pool of savings in the United States, we certain-
ly want to do, because we recognize that is a deflationary way of
handling things.

Senator BENTSEN. Thank you very much.

Thank you, Mr. Chairman.

The CHAIRMAN. I think there may be other questions. Of course,
we will hé.ve other opportunities.

Senator Danforth has additional questions.

I just want to ask the one that I read a lot about and maybe you
see a lot of times, while this is a tax cut designed to favor the rich
versus the poor.

As I understand the proposal, that is not an accurate version, but
it is one made sometimes in the media and by critics of the pronos-
al now suggested by the President.

Of course, on the House side, I haven't seen the language, but in
the speech made by the chairman, there was an effort made to
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skewer it so that lower income would receive a greater share of the
tax relief. .

I have heard you answer this a number of times, but I think it
should be a part of the record. I would appreciate your response.

Secretary REGAN. Well, Senator, from our point of view, a tax cut
that is straight across the board is a fair tax cut. The cut is designed
in such a way that those who are paying the most tax obviously will
get the most tax relief. Those who are paying the least tax get less
tax relief.

We are not trying to redistribute wealth. What we are trying to
do is to stop the increase that there is in taxes across the board.
Tlhat is why we have set the tax rate cut at this particular sched-
ule.

From the point of view of incentives and the like, we recognize
that what we are trying to do is to help those who can save, have
more to save; that also will work

In the brackets from $10,000 to $60,000, 72 percent of the taxes
are paid by people in those brackets. They will get 73 percent of
the relief under this.

So, we think that the thing has been eminently set out to be
even for all Americans, rather than to save any one class over
another. :

The CHAIRMAN. Thank you.

Senator Danforth.

Senator DANFORTH. Thank you, Mr. Chairman.

Mr. Secretary, at the top of page 7 of your statement, you indi-
cate the projected revenue losses from the administration’s tax bill.

Now it is my understanding that what the administration has in
mind for the second bill is that after we pass this, perhaps just
before the August recess, then we will proceed immediately with
consideration to a second tax bill.

I want to press Senator Bradley’s question a bit further. Given
the estimated revenue losses on the top of page 7, and given the
fact that we are going to have to start work on the second bill
before the first bill is even in effect, aren’t we going to have to look
at some maximum amount of revenue to be lost by the total tax
bills that we pass this year?

I wonder if you could give us a view as to what the maximum
amount of revenue loss should be—I know it is a static figure. But,
what would be the maximum responsible amount that we could
incur this year?

Secretary REGAN. Well. Senator, as I indicated in my answers to
Senator Bradley's questions, it is impossible for me to answer that at
this point because I don’t know precisely the items that would be in
the second bill.

We have costed out from a static revenue loss point of view, at
Treasury, any number of items—probably a list of 35 or 40 differ-
ent proposals.

It would be from among those that the second bill would be
chosen. I have to know the extent in order to be able to tell you.

Senator DANFORTH. Well, you see, here is the problem. I think it
is pretty clear what the popular items are on this committee,
tuition tax credit, estate tax, R. & D. tax credit, maybe further
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increase in the capital gains exclusion, employee stock options, °
corporate rate reductions, IRA’s, charitable deductions——

The CHAIRMAN. Marriage penalty.

Senator DANFORTH [continuing]. Marriage penalty, and on and
on. I mean, there are maybe 12 of them. I think it is pretty clear
what they are. '

I know it is hard to work with static figures. We have always had
that problem. I know you are thinking about net figures, maybe we
can gain some revenues by one proposal or another.

But, it seems to me, looking at these figures that we have at the
top of page 7, if static figures mean anything at all, what this
means is the second tax bill is going to be a very small tax bill.

If the administration is working on its proposals, as you have
indicated that it is, for what should be in the second tax bill, if we
were to pass the first bill and look at revenue losses of this
amolt)lrlllt, then it is not realistic to think about a meaningful second
tax bill.

Secretary REGAN. As I indicated to Senator Bradley, $20 billion for
example, would be way out of line. There is no way we could have
a second bill of that nature.

Senator DANFORTH. How about $10 billion? .

Secretary REGAN. Well, you are getting closer. [Laughter.]

Senator DANFORTH. Yes.

Secretary REGAN. What I am indicating there, Senator, is that lots
depend upon how you introduce it.

Take the marriage penalties, as the chairman just mentioned. If
you phase that in as either 5 percent of the total amount of the
secon(g earner’s wages or put a maximum on it of $1,500. That is a
cost of x.

If you tried to go in to where it would be $3,000 or 10 or 15
percent, you come up with a much larger figure.

So, we would have to be very precise on exactly what we are
talking about on that.

Take the 911, 913 situation. Were you to exempt, let’s say, the
first $50,000, of income earned abroad you come up with x cost.

If you would exempt all earned income abroad, you would get a
much larger cost figure.

So, therefore, in working this out, we will have to work with this
committee to be very precise on what we are trying to do so that
we don’t come in with an enormous budget buster.

Senator DANFORTH. Mr. Secretary, just so we can have at least
some indication of what would be available, I wonder if before we
start the markup, we could have from Treasury, given the figures
you start with, just working on 1982, 1983, 1984, and 1985, on the
top of page 7, if you could prepare a chart to go along with this as
to the range.

I know that there is flexibility, but just to give us some notion as
to the range of additional revenue loss that we could anticipate if
we were to pass the President’s program.

Clearly, $20 billion in 1982 would be way out of the question.
What would be in question?

Otherwise, I think a lot of us feel if we were to adopt a two-bill
approach, then frankly, there would be no responsible way for
having any kind of meaningful second tax bill.
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Secretary REGAN. What I can do for the Senator is this, is to send up
for the use of this committee, the cost of various items under
various—well, I will use the word ‘‘parameters,” if you will, that
would indicate what it would be, and then work with the Senators
to see which of these are in the minds of the Senators the ones that
are of the greatest importance. From that we could get an idea

what the cost would be.
Senator DANFORTH. Could we have that before the markup of the

first bill? . _
Secretary REGAN. When is your markup, Mr. Chairman?

The CHAIRMAN. Well, I would like to do it right now. [Laughter.]

Secretary REGaN. I am with you.

The CHAIRMAN. It will be early June.

Secretary REGAN. We can have it for the Senator.

The CHAIRMAN. Depending on the House, the House schedule.
We are not trying to put ourselves ahead of the House—early

June.
Secretary REGAN. We will have it up here in plenty of time for

that.
[Material was subsequently submitted by Mr. Regan.]

[Fact sheet, June 10, 1981]
Summary oF H.R. 3849—Economic Recovery Tax Act orF 1981

DESCRIPTION OF THE ACT
Individual tax relief -

Across-the-board marginal tax rate reductions of 5 percent on October 1, 1981,
with additional reductions of 10 percent on July 1, 1982, and 10 percent on July 1,
1983.

Marriage tax penalty relief in the form of a 5 percent exclusion up to $1,500 in
1982 and a 10 percent exclusion up to $3,000 in 1983 and thereafter.

Savings, investment, and productivity incentives

The accelerated cost recovery system (ACRS) announced by the Administration in
February is modified. The 10-year, 5-year, and 3-year classes of property will be
written off using rates that approximate the 150 percent declining balance method
through 1984. For property placed in service in 1985 and 1986 and thereafter, these
rates will be increased to 175 percent and 200 percent, respectively. All real estate
will receive a 15 year audit-proof cost recovery period and will be written off using
rates that approximate the 200 percent declining balance method. A liberalized
leasing rule will be provided to facilitate the transfer of the ACRS tax benefits to
companies which can utilize these tax benefits. The proposal does not allow a
deduction for qualified progress expenditures. The complete system will be effective
as of January 1, 1981.

The top marginal rate on investment income will be lowered from 70 percent to
50 percent, effective January 1, 1982.

The maximum contribution to an individual retirement account (IRA) will be
increased from $1,500, to $2,000, up to 100 percent of an individual’s earnings for
the year. The maximum contribution to a spousal IRA will be increased from $1,750
to $2,250. Both of these changes will be effective January 1, 1982.

Individuals who are active participants in an employer-sponsored retirement plan
will be able to deduct up to $1,000 per year of contributions to an individual
retirement account. Active participants will be able to establish spousal IRAs with
contributions up to $1,125. Both of these changes will be effective January 1, 1982.

The maximum deductible contribution to a Keogh plan will be increased from
$7,500 to $15,000, effective January 1, 1982,

The $200/400 interest and dividends exclusion, which is due to expire at the end
of 1982, will be made permanent.

To encourage research and development, a new tax credit equal to 25 percent of
irécsremental wages paid directly for R. & D. will be introduced, effective July 1,
1981.
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Americans working abroad will be entitled to an exclusion of $50,000 plus one
half of the next $50,000 of foreign earned income, as well as a housing alfowance,
effective January 1, 1982, ‘
The windfall profit tax credit for royalty owners will be raised from $1,000 to
$2,500, effective January 1, 1981,
The 10 percent investment tax credit for rehabilitation expenditures will be
replaced by a credit that is 15 percent for buildings that are at least 30 years old, 20
rcent for buildings that are at least 40 years old, and 25 percent for certified
istoric structures, effective January 1, 1982,

Estate and gift tax relief

An increase in the credit against the unified estate and gift tax to $192,800 will be
phased in by 1985, exempting 99.7 percent of all estates from the estate tax. This
corresponds to an exclusion of $600,000.

The marital deduction will be unlimited, effective January 1, 1982, as contrasted
with present law, which limits the marital deduction to one half of the adjusted
gross estate or $250,000, whichever is greater. )

The annual gift tax exclusion will be increased from $3,000 to $10,000 per donee,
effective January 1, 1982.

Example of individual tax relief

The Economic Recovery Tax Act will provide substantial relief to all taxpayers.
The following illustration shows the impact of the Act on a family of four earning
$251,8(8)2 in 1980 and receiving cost-of-living increases for four years to earn $33,674
in . -

FAMILY OF FOUR EARNING $25,000 for 1980

Tax under current law Tax reduction 1n 1984
One earner couple Two earner couple
1980 1984
Tax Tax cut Tax Tax cut
$2,901 $4,738 $3,682 $—1,056 $3,297 $-144]
1116 1141 P10.9 o 198 s
1 Percent of income.

Impact on the budget
The Economic Recovery Tax Act will reduce the deficits for fiscal years 1981, 1982

&r:d 1(‘.1983, and will produce growing budget surpluses in fiscal years 1984 and

ond.

he following tables summarize the direct revenue costs of the Act and the
Administration's ori%inal program, indicate the revenue effects of the elements of
the Act, and show the effects of the major proposals on taxes paid by individuals,
distributed by adjusted gross income class. The Economic Recovery Tax Act has a
direct rever.ue impact of $2.1 billion in fiscal year 1981, rising to $149.6 billion b
fiscal year 1984. These costs fall short of the direct costs of the Administration’s
original program—and therefore improve the budget balance—by approximately $7
billion in 1981, $17 billion in 1982, $9 billion in 1983 and %2 illion in 1984.

TABLE 1.—SUMMARY OF THE REDUCTION IN FISCAL YEAR RECEIPTS UNDER THE ECONOMIC
RECOVERY ACT OF 1981 AND UNDER THE ADMINISTRATION'S ORIGINAL TAX REDUCTION PROGRAM

[In Billions of doflars)

fiscal year—
1981 1982 1983 1984 1985 1986

Program

Economic Recovery Act of 1981:
Personal tax reductions.........ccoeo..eveveercvrceeneecrsesensvemmmsiessisnnes {1} 283 7148 1198 1387 1599
2.1 97 186 298 435 656

21 380 934 1496 1822 2256
Administration’s original bill:

Personal tax reductions....... 6.4 44.5 819 1189 1425 1635
Business 1ax reQUCHONS ........cccoevvvvrcvecries e s 2.5 10.5 209 327 46.1 §0.2
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TABLE 1.—SUMMARY OF THE REDUCTION IN FISCAL YEAR RECEIPTS UNDER THE ECONOMIC
RECOVERY ACT OF 1981 AND UNDER THE ADMINISTRATION'S ORIGINAL TAX REDUCTION
PROGRAM—Continued

[in billions of dollars)

Fiscal year—
Program
1981 1982 1983 1984 1985 1986
TOMRL ..o scerss e et 89 550 1028 1515 1886 2237

Reduced deficit or increased surplus resulting from substituting the

Economic Recovery Act of 1981 for the administration’s ongmal
bill.... e 0.8 110 9.4 20 64 18

¥ Less than $50 million.
Note.—Details may not add to lotals due to rounding.
Source: Office of the Secretary of the Treasury, Office of Tax Analysss.

~

TABLE 2.—REDUCTION IN FISCAL YEAR RECEIPTS RESULTING FROM THE PERSONAL TAX PROVISIONS
OF THE ECONOMIC RECOVERY ACT OF 1981

In billions of dollars)

Fiscal year—
1981 1982 1983 1984 1985 1986

Across-the-board tax rate reduction of 5 percent on Oct. 1, 1981
with additional reductions of 10 percent on July 1, 1982 and 10
percent on July 1, 1983.... .

Lower top rate to 50 percent on Jan l 1982 and thereafter

Marriage peralty relief (5 percent exclusion up to $1,500 in 1982
10 percent exclusion up to $3,000 in 1983 and thereafter) (Jan.

1,1982)... 4 38 1.0 18 8.7

Phase-in mcrease in the unmed estate and glft tax credn to .
$192,800, allow an unlimited marital deduction, and increase the

287 644 1043 1211 1390
Li 22 11 08 1.0

annual gift tax exclusion to $10,000 (Jan. 1, 1982) ...ccoomvrvercreceercrecrveenrcrveen Bl 19 3.0 40 58
Increase IRA limit to $2,000 (82,250 spousal) and increase the
percentage limit to 100 percent (Jan. 1, 1982) ... 1 -2 2 2 3

Exlend IRA eligibiity to covered persons with a Sl 000 (Sl 125

spousal) limit (Jan. 1, 1982) ... 1 1.0 13 14
Increase Keogh plan fimit to $15, 000 (Jan l 1982) .................. B 2 2 2
Make permanent the $200/$400 interest and dividend exclusion 8 2.5 27 3.0
$2,500 windfall profit tax credit for royalty owners (Jan. 1, 1981)..... (1) 8 o b 6 6

O .t (1) 283 748 1198 1387 1599
Persons tax reductions under the original Administration Biff.............. 64 445 819 1189 1425 1635

Cost of personal tax reductions under the original administration bill
in excess of the personal fax reductions under the Economic
Recovery Act of 1981 ...t 6.4 16.2 1.1 -9 38 36

! Less than $50 miltion
Note.—Details may not add to totals due to rounding.
Source: Office of the Secretary of the Treasury, Office of Tax Analysis.

TABLE 3.—REDUCTION IN FISCAL YEAR RECEIPTS RESULTING FROM THE BUSINESS TAX PROVISIONS
OF THE ECONOMIC RECOVERY ACT OF 1981

{In tillons of dallars)

Fiscal year—
1981 1982 1983 ° 1984 1985 1986

Accelerated cost recovery SYStem .. ..o 21 8.9 173 283 419 639
25 percent incremental credit for direct wages for research and
development (July 1, 1981) .o, (1) 4 6 1 J J
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TABLE 3.—REDUCTION IN FISCAL YEAR RECEIPTS RESULTING FROM THE BUSINESS TAX PROVISIONS
OF THE ECONOMIC RECOVERY ACT OF 1981—Continued

{In billions of dollars]

fiscal year—
1981 1982 1983 1984 1985 1986

Atlow an exciusion of $50,000 plus 50 percent of the next $50,000

of foreiy1 earned income, with a housing allowance (Jan. 1,

1982) ... 3 5 5 6 b
Investment lax credlt for rehabllutatnon expendltures (15 percent for

30 years, 20 percent for 40 years, and 25 pefcenl for historic

structures) (Jan. 1, 1982) ... 1 2 2 3 4

97 186 298 435 656
105 209 327 461 602

Business tax reductions under the original admnistration bil! ...

Cost of business tax reductions under the original admmnstratvon blll
in excxess of the business tax reductions under the Economic
Recovery AC of 198] ..oooooorovoooe et s 4 8 2.3 29 6 =54

tLess than $50 million

Nole.—Details may not add to totals due to rounding.
Source Office of the Secretary of the Treasury, Office of Yax Analysis

TABLE 4.—EFFECT ON FISCAL YEAR RECEIPTS RESULTING FROM THE ACCELERATED COST RECOVERY
SYSTEM UNDER THE ECONOMIC RECOVERY ACT OF 1981

[In tullions of dotars)

Fiscal year—
198] 1982 1983 1984 1985 1986

Accelerated cost recovery system under the original administration bill.. —25 —105 —209 -327 —461 —60.2
Modifications to the original administration bill:
Al structures at 15 years under 200 precent declining balance....  —.2 -8 =14 17 -19 -22
Limit the 10-year, 5-year, and 3-year class to 150 percent )
declining balance through 1984, 175 percent dectining
batance in 1985, and 200 percent declining bafance in 1986
and thereafter; allow taxpayers to elect the straight-fine
MBINOG ......oeoriere st st ees bt
Eliminate the deduction for qualified progress expenditures............
Liberalize leasing requirements ... . .
Accelerated cost recovery system under the Econom:c Recovery Act of
1981 ... . =21 -89 -173 -283 -419 -639
Cost of the accelerated cost fecovery syslem under the ongmal
administration bill in excess of the acceleraled cost recovery
system under the Economic Recovery Act of 1981 . .cccooivvvivriicirinnnns 4 16 36 43 42 -37

29 50 11 88 33
22 38 44 46 46
-27 -38 54 -713 94

Note.—Details may not add to lotals due to rounding
Source: Office of the Secretary of the Treasury, Office of Tax Analysis



TABLE 5.—PERSONAL TAX REDUCTIONS RESULTING FROM KEY ELEMENTS OF THE ECONOMIC RECOVERY ACT OF 1981, DISTRIBUTED BY ADJUSTED GROSS INCOME CLASS

[In millions of dollars)

Current 1984 law tax

Tax rate reductions

10 percent second-earner

Increase IRA and Keogh

$200 (3400 for jont

Total change in tax

liabifity income exclusion ! limits; hberalize IRA returns) nterest and habulity Peccent of
Adjusted gross income class e _— Percentage e ehgibility 2 dividend exclusion e tox
centy n| h d ercentage centd
Amount i uten dstrbation  Amaunt (GRS fercentate  pmount feicentage  Amount datrbuten

Less than $35,000 5 (3) 117 0.1 (3) (3) (3) (3) -20 11 -137 0.2 (*)
$5,000 to $10,000 6,591 23 —1,906 28 —16 0.4 -5 04 —114 60 2,041 21 =310
$10,000 to $15,000 16,752 58 4139 6.2 -78 1.7 =2 18 -159 84 4397 59 -26.2
$15,000 t0 $20,000................oooooeeeeeeeeeeeeeeeeee e 23,404 81 5702 85 —201 45 —44 38 —168 88 6115 8.2 -26.1
$20,000 to $30,000 59,955 207 —14110 210 1,070 239 —304 26.1 —436 229 —15920 213 - 2.6
$30,000 to $50,000 87,552 303 —20,553 305 —225 50.4 —-342 293 —647 340 23792 318 -212
$50,000 to $100,000 92,547 182 —12307 183 —657 147 =315 210 —289 182 —13.568 18.1 -158
$100,000 to $200,000 23,840 82 4987 74 —157 35 -3 9.7 -9 30 5314 11 -223
$200,000 and over 18,538 64 3470 5.2 -38 09 -23 2.0 --12 06 —3543 47 —191
Total 289,183 100.0 —67,291 1000 —4,468 1000 1,166 1000 —1.902 1000 —74.827 100.0 -259

! Includes outlay portion of the earned income credit

2 Increase IRA imit to $2,000 and increase the percentage it to 100 percent Extend IRA eligibility to covered persons with a $1,000 imit. Increase Keogh plan limit to $15,000.

3 Less than $500,000 or 0.05 percent.

* Due to the refundability feature of the earned income credit the net tax fiability for this ncome class 1$ negative under the proposal. Calculation of a percentage reduction 1 not meaningful

Note.—Details may not add to totals due to rounding

Source- Otfice of the Secretary of the Treasury, Office of Tax Analysis.

8¢
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Senator DANFORTH. Mr. Secretary, just one further point. I think
what you have said is really encouraging and that is what the
administration is insistent on is a tax cut which encourages work,
savings and investment, but that the administration is not just
absolutely closed minded about what constitutes such a tax bill.

You have a program you believe in, but you are willing to adopt
a “show me’ attitude and you are willing to listen. When you say
it is a matter of judgment, not just economic models, but it is a
matter of judgment, I find that very encouraging. There will be an
effort to work with this committee, work with the Ways and Means
Committee, work with Democrats as well as Republicans on this
committee to try to develop the best possible notion of how to have
a tax program which encourages work, savings, and investment.

Mr. REGAN. Well, that is what I said. I will repeat it once more,
Senator. If we can be shown something that is superior or that does
what we want it to do in a better fashion, and is approximately in
the same cost range.

Senator DANFORTH. Or less.

Mr. REGAN. Or less. But does it more effectively. In other words,
more bang for the buck, we are more than willing to take a look at
that.

Senator LoNG. Mr. Chairman.

The CHAIRMAN. Senator Long.

Senator LoNG. Thank you, Mr. Chairman.

I would hope that you do in good faith what you are saying here.
I believe you will. I think you are a man of your word, but it
shouldn’t be vetoed by somebody less than the President down in
the White House.

It is one thing to have somebody in the Treasury in good faith
come and tell us something. I have seen all too often situations
where somebody down in the White House would just veto that. 1
would ask, “Who did it?”’ This fellow doesn’t know who killed Cock
Robin, but it happened down at the White House.

I would hope if you in good faith can help this committee do a
job and we can help you do a good job in the best tradition of
American statesmanship that we are not going to have it killed off
by somebody down at the White House whose identity we don’t
even know. It might be just one man.

Please understand, if the President himself thinks you have a
lousy idea and he is not going to go along with it, that I can
understand. But for somebody to presume to speak for the Presi-