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INTRODUcTrIO N

The following is a summary of the public testimony on capital gains
tax bills before the Subcommittee on Taxation and Debt Management
of the Committee on Finance. presented on June 28 and 29, 1978. Each
smmnar' relates to the prepared remarks of the witnesses, their oral
l)I.'wntations, and their responses to questioning by members of the
.,ubcommittee.

ON FINAN.'CE. ,UIccOMI3t.%rEE ON. TAXATION AND DEBT
M..'ANA;EME:NT-PUBLIC IiEAI , ox CAPITAL GAI.Ns TAX BILLs,
WE•IDESDAY, JUxE 28, 1978, 9 A.M.

WITNESS LIST

I Ion. Alan Cranston. Senator from California.
I hn. William A. Steiger. Congressman froinm Wis•'on.in.
lion. Jack F. Kema CI. (ongres&I.1,nl from New York.
lion. W. Michael Ilunmenthal, Secretary of the 'rvasury.

on. Harold M1. W'illiamis. Chairman, Securities and Exchange
(','mmi1s.,ion.

lPanel consisting of:
Dr. Musgrave; and

Michaml Graetz.
William C. Penick, Arthur Andersen & Co.
Thomas G. Corcoran.
I)r. Jack Carlson, U.S. Chamber of Commerce.
l)r. Charles Walker. American Council for Capital Formation.

('or3IITrrEE t , FINNE.\-'E, SUBCotMIirTFEE O.N; TAXATION AND DEBT
MA.N AGEMENT-PUBLIC H..uixNO o.N CAPITAL GAINS TAX BIus,
Tu -RSDAY.JUNE 29, 1978. 9 A.M.

WITN ESS LIST

lion. Alan Cranston. Senator from California.
Panel consisting of:

Dr. Michael Evans, Chase Econometrics Associates.
Gary Ciminero. Merrill Lynch Economics, Inc.
Dr. Otto Eckstein, Data Riesources, Inc.

Ilon. Daniel 11. Brill, Assistant Secretary (Economic Policy), De-
partment of the Treasury.

Dr. Edwin V. W. Zscfiau. American Electronics Association.
Dr. Martin Feldstein. National Bureau of Economic Research.
Dr. Arthur Laffer.
Panel consistini of:

James W. Davant, Paine Webber. Inc.
A. A. Milligan. American Bankers Ass.•iation.
Arthur Levitt, Jr.. American Stock Exchanze.

Andrew J. Biemiller. legislative director, AFL-CIO.
(1)
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WILLIM A. STAGER

States that reducing the tax burden on the capital stock will greatly
improve the economic climate. Notes that since 1963 our tax laws have
penalized investment and argues that the tax system is biased against
capital because it taxes both the income out of which capital is gen-
(-rated and the return to that capital. Reviews the history of the past
10 years noting the decline in new high-technology firms and in the
stock market and the recessions and inflation which have occurred. In-
dicates that high-technology firms and venture investors argue the root
cause of these problems is the Tax Reform Act of 190;9 which increased
capiital gains taxes.

Contends that the proposed reduction in capital gains tax rates
is dlesirable in order to reduce l(Kck-in problems in the stock nuarket.
and meet h, using. international comipt ition. and re.earch and de-
velomIlnent goals. Points out that four .--4larate economic analyses on
I[.H. 12111 :av lower capital gains taxes will lead to more jobs. moreillvv:t .itnnt, an~d increa-sed revenues.

Maiti intais that the (list ributional figures relea.sed by the admin-
istration are inisilading and that the average reduction ill taxes for a
faiiilv in the :4]5.0)0 to *20,t)40 incoiuie class is S27S when tlho.,e famin-
ilies with capital grains are 'om.-ioered. Suggests that there are prob-
leiins Wit hi alternatives i)ropo..,ed by the adiluinistration s.iuch as reduc-
inll thle corporatee tax rate. increasing the investment tax credit. and:'e~luving thle doulble taxation of dlividends.

J.TACK'F. KEMP

.\sserts tiat the only real and lasting way to create prosperity is
to increase the amount of investment capital p*er capita. contends s that
h6igh0 marginal tax rates on investment. Savings. and work are dis-
(Ilaim'zPgnfr the lutinian blehavior which will increase output. Feels that
changes in tile tax laws will increase investilient. create jobs. and in-
crea.e the growth rate. Supports tile proposal reduction in capital
galils tax rates as a strong 4.t(p in the righlt direction for producing
,in 1 flat i1nary growth.

D.lvun STOCKMAN

Supports the Steiger amendment for reasons already mentioned but
wishes to focus testimony of some of the arguments made by the
administrat ion. Contends that the distribution tables presented by the
administration are inisleading because fhey use classes of expanded
income which would include capital gains. As a result some people
earning moderate salaries and realizing a one-time capital ,rain will be
classed as high income. Also notes that a large share of the benefits will
tro to the upper classes because the original higher taxes which are
soutr.lt to be reversed were directed at hizh income indviduals. In
addition. points out that tables showing effective tax r;,tes on1 Capital
rains include onl those returns which have gains and thus do not

reflect the subtraction of losses. Furthermore. criticizes the tables
becau-e they use nominal gains and do not allow for the effect of
inflation.

States that we should also be concerned about the allocation of
capital as well as the level. Argues that taxes now subsidize debt and



Imenalize eiuiity capital. items s data oil tlie ,shift into debt financing
which has recently occurred. Al.-o expres.ss concerns over the declin-
ing level of research and development expenditures and venture capi-
tal. Favors the reduction in capital gains taxes because of their effects
on t hese investments and on equity capital.

W. 3[IC .,1u. BLuMENTUAL

Indicates that the administration opposes the three bills under
consideration, S. 3065. S. 242S, and S. 2608. Devotes most of testimony
to a di-cussion of S. 3U6i5. Notes that the administration shares the
goals of increasing stock price..;. increasing Trea.,ury revenues, re-
ducing the deficit, and spurring capital accumulation+; but feels that
the bill would not advance those goals and would wa:.te revenues
litled(1 to imeet the broad objectives of tax relief for the average tax-
payer and a broad incirea.s-e in the after-tax return on capital to increase
1I IVe?'.Illilit.lt

MaIintaimms that the Tax Reform Acts of 1969) and 1976 increased
capital gains taxes for very-high-income individuals but the.-e changes
did not iitroluce u'rea:onable marginal tax rates and left capital
gains in a clearly preferred status. ('ontends that the plropoo-al to roll
back these changes would reduce capital gains for the highest income
individuals, noting that 20 percent of the hiuIls benefits would go to
Corporations and four-fifths of the individual.,' benefits would go to
thlo,,e wit h incoiiies over $1ot).oo.

Ar'gut-s that the studies use.d by proponents of the bill which indi-
cate a rv.,-ultijnig stock market booth are conjecture not ba-ed on credi-
ble evidence. A.,srts there is no basis for the extreme assumptions
which have dominated the public debate. Suggests that the effects of
capital gains taxes on the stock market are swamped by other
influences.

Contends that S. :I0B5 is not the, way to accelerate the rate of capital
forination, noting that, capital gains accounts for only 1) percent of
the tax (n capital income. Further argues that changes in the Presi-
dent's package such as reductions in tax rates and incrva-es in the
investviient tax credlit is more suited to increasing the rate of formation
of productive capital while S. 3065 is not, since a large portion of
capital assets are assets other than industrial and technological capital.

With regard to thle feedback effect on revenue. indicates that some
miihcking would occur but, it would be a shortrim impact. and difficult
to predict. In the medium term points out that any tax cut will

i1C.rca.M' daeinamid :aw result in revenue feedback but there is no evidence
tlhat. S. 30655 would Iw larger than alternatives, and its effects would be
more uncertain. In the long term, states revenue feedback depends on
sustainable growth and benefits of reductions in capital gains are
missing imIch of productive capital.

Opposes S. 2428 (which provides rollover for small buiness and
farms) as iniequitable and raising serious problems of compliance and
administration. Also oJ)poSCs S. 2608 which would introduce a sliding
scale exclusion designed to adjust for inflation. noting that. it is equi-
table to index only capital grains without. considering other invest-
ments. Furthermore. notes that indexation accommodates to inflation
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and points out. that a sliding scale exclusion would be a perverse
correction for inflation and should work in the opposite direction.

In response to a question indicates that he favors elimination of
double taxation of dividends and redluction in the tax rate on earned
income to 50 percent as an ultimate step in tax reform.

11WLD.oM 3. WILLIAMS

Believes that S. 3)65 wouid contribute to our growing capital needs,
confidence in the economy and revitalization of .-Acurities market.
IUrges such a change. based on its effects on increa-,ed investment in
M.culrit ie, and risktaking and its amelioration of effects of taxing infla-
tionary gains.

Notes that a lhBreau of Economic Analysis studlv estimated capital
neetis through l(sA) at 11.4 perIeent of GNNP while tile rate has actually
i'ven less than 10 percent. and 52 percent of that has e•xen for replace-
uument. Notes that tile U'nited States has among the lowest ratio of cap-
ital investment to GNP. rate of productivity, growth rate of savings,
111I4 ratio of research and dev'eloplupent expIenditulres to GNP. Also
stre.sses the particularly serious problems for growth companies which
,'anuot rely on retained earnings, noting that sumall-cvompany financing
has dropljwd from 20 percent of new issues in the early 1970's to 3
Iu'rcent in 1977. Claims that. the present rate of return d(oes not. enour-
1m ge e41uity investment or risk taking. Also points out the shift to
institutional investors (who are favored by the tax law) in the stock
market indication,. that they are less risk oriented.

Supports reducing corporate tax -rates but notes that change would
lead to different objectives. However, also indicates that the rate
reduction would be an offset to failure to allow for replacement depre-
ciation. In answer to a question, indicates belief that capital gains taxes
have an enornous effect on the locking in of ass-,ets.

MxICnAEh GRAETZ

Expresses fear that the vote on Proposition 13 will be misread by
(',tmres as a directive to enact tax reduction without consideration
of fairness and equity. Notes that compared to the groups Proposition
13 was aimed at the Steiger amendment would do virtually nothing
to aid homeowners (and homeowner relief could be achieved more di-
rectlv). renters would not. benefit. and consumers and shareholders
would only benefit to a limited degree because only 30 percent of
ta:lpital gains is corporate stock. Claims that most of the revenue loss
would benefit sale of land, timber, cattle, and tax shelters. Notes that
the Steiger amendment would exacerl)ate the problem of conversion
of ordinary income into capital gains.

Indicates that there are many preferable alternative.. If business
investment is to 1-h stinmulated suggests elimination of double tax on
dividends. a corpor.t, rate cut. increased investment credit. increased
dlI)reciation or relief from corporate income tax for small business.
If individual investment is to be increased a 50 percent maximum rate
,ll dividendss or interest or a deduction of savings would he preferable.
For an inflation offset, prefers general indexing or a sliding scale ex-
clusion. If risk taking is to be encouraged. favors liberalized capital
l1'-ses or a tax credit for venture capital.
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Notes three arguments for Steiger are the complexity of the effect
on the maximum tax, the President's .proPosal for eliminating the
regular income tax exclusion for the minimum tax. and the effect on
investment. In response, suggests elimination of effect on maximum
tax, rejection of proposal relating to minimum tax, and weighing of
aiternat i% es to stimulate investment.

RICI.HID MUSGI.•VE

States that. for tax equity, capital gains should be treated like other
iwome so that tax reform would narrow the differential rather than
increase it as does the Steiger amendnment. When tax incentives are
Il•i'ded they would be designed to minimize the tax equity damage.
Notes that Steiger amendment violates equity because it increases the
ditTerential in: taxes two individuals with equal incomes from different

i-,NT,. pay and als. because it. reduces the progressivity of the tax
:.vsteii. Maintains also that it distorts relative prices of retained
earnings and dividends and would not address the equity versus debt

Notes that less than 30 percent of capital gains accrues to stocks and
lIomids. and the proposal has less effect than a corporate tax rate cut
or the inve.stmeiit credit. With regard to effects on the stock market
argues that the major influences were inflation, high interest rates, and
other factors. Considers it very difficult to predict the magnitude of
thIe rIlect on thie stock market.

I)oDs not support the sliding scale exclusion since longer held assets
b e-nefit fromn deferral of tax. Points out that economic theory does not
indi.:ite that taxes discourage risk taking if there is full loss offset and
would support liberalizing loss allowance. An inflation adjustment
makes sense but the question is whether it is desirable to adopt it for
cajpit-il gains and not, for other iten-m. Would accept indexing only if
capital gains were treated as ordinary income. Also supports eliminat-
ii,', the ini.xitmum, tax rate effect and providing relief for the sale of
a first residence.

WILLIA31 C. PEXICK

Expresses concern over the impact of inflation on tax burdens. In-
dicates that we should first determine the gain to be taxed (allowing
for inflation) and secondly determine the tax rate. The tax rale should
reflect some type of incentive for taxpayers because of risk. Supports
S. 3065 which reduces the impact of capital gains taxation and which
would also simplify the tax law by eliminating capital gains from
preference income. With regard to S. 2608 which would provide a
sliding scale exclusion. prvfers a direct adjustment for inflation. Also
favors S. 2428 which provides for a tax-free rollover for small busi-
nesses but feels the requirement to reinvest in another small business
is too restrictive.

Tim~M.ts G. CORCORAN.

Favors the sliding .sale exclusion approach in S. 2698 although stig-
gests the scaledown should begin after 5 years. Indicates reasons for
this bill are. that it covers all capital gains, compensates to some ex-
tent for inflation and provides benefits for the economy. Among these
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economic benefits are the removal of tax barriers to the mobility of
capital, maintaining the supremacy of U.S. industrial technology,
protecting against foreign competition, protecting against acquisi-
tion of U.S. property by foreigners not subject to capital gains and
encouraging investment for equity capital.

In general, stre•sses the role of higher technology firms in creating
jobs and the difficulty of .-maller businesses in obtaining capital. Also
expresses concern over the dro ) in both Government and private
re.-earch and development expenditures.

JAcK CARLSONx

Supports the bills under consideration and capital gains tax relief
in generll. Indicates that each $1 billion of capital gaims tax relief
would add l(Xl.O) to 18.IWJo jobs. increase wages by $4 to $8 billion,
generate additional tax receipts byv $0.8 to $1.5 billion a., well as increase
investment and dispo:.able inconie and reduce inter.-t. rates and the
deficit. Also favors liberalizing the investment tax credit and de-
preciation allowances, reducing tax rates, and providing relief for
small business.

Expresses concern over the slow rate of growth of capital in the
United States which has also reduced productivity gains. Criticizes
a number of Federal programs for discouraging investment including
the minimum wage, social security, farm price supports. and Federal
pay increases. Taxation of capital gains has contributed as well. Notes
tht. a capital wills tax reduction will help low- and moderate-income
individuals who are driven into higher tax brackets because of one-
tinme gains and becau.,e the greater growth in jobs anid iniconme will
benefit them.

CIllI.Rs E. WALKER

Supllorts S. 3065 along with a cut in the corporate tax rates and lib-
eralization of the investment tax credit ais a first step toward removing
the Federal tax bias that favors consumption and works against
savings and investment. Expresses in this context concern about the
rate of capital formation. Argues that the capital gains tax reduction
would increase Federal revenues because of reduction of the lock-in
effect. Indicates that allmong the benefits of the proposal are reduction
in taxes on residences. stimulation of the stock market, freeing up of
venture capital. more international competitiveness, greater mobility
in(l efficiency of capital.

Responds to a number of argurim(ents ma(le against the proposal.
With respect to argument that the chanmue would haVe little impact on
capital formation claims that the weight of exlpert opinion is that it
woul(l be especially beneficial to capital formation. With respect to the
argumiment that it benefits the high income. notes that the benefits of in-
crea-sed economic growth would accrue to low-income individuals.
With respect to the estimated revenue costs, argues that the reduction
of lock-in effects will offset this cost.

GARY CIM3IXEIRO

Reports the results of a stuly of the impact of S. 0065 on the Mer-
rill Lynch economics macro-econometric model. Results indicate that
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real GNP will increase by 0.2 percentage points, 205.000 additional
jols will be added by 1980. investment will increase by $3.2.billi~fi, the
deficit will fall by $2.3 billion, the stock market will increase" by 4 to
6 percent, and the bond rate will fall. A slight increase in the Federal
funds rate and inflation will occur. These effects occur because the capi-
tal gains tax cut will increase stock market prices, thereby reducing
tihe cost of capital. increasing the level of investment, and stimulating
the economy.

Indicates that the 4- to 6-percent increase in the stock market price
level is based on the increase in present value due to the decrea.sed
taxes and feels it to be conservative since it does not take into account
factors such as expectation of increased prices and a bull market psy-
'hologv effect. Indicates that cutting capial gains taxes is considered
to be revenue neutral, i.e.. that realizations will increase enough to
o tt-et tle rate cuts.

OTTro EcKSTEI N

Consideprs the i.ýSie of capital gains taxation to be one of the iiost
(hitlicuit where is:uIes of capital forniation and competition must be
c(1llsidered versus taxl yer equity and social just ice. Witile noting that
tile worsening econonlic environment was the principal factor in stock
Market l behavior. suggests taxation plays a nmior role as well. Notes
fillrtheriiiore the increasing role in the market of institutional investors.

Indicates that tax policy has ain effect oin stock inarket prices which
affect the cost of capital and thus business investment, the value of
household assets. and thus consiiniption and the port folio choice be-
t ween debt and equity. States that thle aVeruze iaruinai tax rate intlhe stock market (account in., for income list ribut ion and inst it utional
investors) is 14 percent and the Steiger pnrolposal would reduce it by
11i101n1ld 3 percent. Therefore you would expect the effect on stock
,market values to also be aroun(l 3 percent. Based oi simulations. notes
that overall this change would have an economic effect of a rather small
order of mnagzitiide and that equally good or i-rhlaps even better effects
could be achieved by liberal depreciation and increa.,ed investment tax
credit. However. expresses need for a mrket-oriented st rateurV, noting
the encouragement of retained earnings which has occurred. Also ex-
presses concern over small firmns whose ability to raise capital in the
market would be aided by a market oriented investment incentive.

Suhtggests that the iillact of inflation has b~een greatest on minddle-
income classes aind favors elimination of capital gains taxes on resi-
(dences. Notes that one weakness, of a general inflation adjustment for
capital gains is that such an a(ljuI4mnent is also justified for interest.
1Points out that the sliding scale adjustment rins counter to a logical
adj mistinent for inflation.

.IC.El, Ev.\N.-s

Indicates that the Steiger proposal would create 440.000 jobs over
the next 5 years. reduce the deficit by $16 billion and increase the
rate of growth in GNP by 0.2 percent. States that a reduction in
capital gains taxes wolhl rali.se stock market prices which would lead
to more investment which would in turn lead to a stimulus of the
economy. Maintains that the Stei,,er amendment would increase stock
market prices by 40 percent based on results of a multiple regression.
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With regard to capital gains taxes notes that it is unique in that an
individual can choose when to sell. An owner can delay tax indefinitely
by not selling an asset; as a result, revenue raised from capital gains
taxes is miniscule compared to personal and corporate income taxes.
Furthermore, notes that the amount of capital gains, tax paid in 1970,
when tax rates were increased, was less tfian in 1968 and 1.969.

With regard to the distributional aspects of the capital gains tax,
notes that many taxpayers are in the high-income brackets only be-
cause of capital gains in'that year.

Indicates during question and answer period support of general
indexation of the tax system; however, points out that it would be
too costly and feels we should concentrate on capital gains at present.

DANIEL II. BRILL

Indicates that there is agreement on the goal of increasing capital
formation and the i-sue is the most effective means of achieving that
goal. While one would expect some effects of the capital gains change
the quest ion is how much.

Comments on the effect of capital gains taxes on stock market prices
in the Securities Industry associationn, the Merrill Lynch, and the
('Case studies. With regard to the first two. netes that they are assumed
relationships. With regard to the latter notes that while the relation-
ship is based on a re,.rression the regression contains errors of serial
correlation. n lticollinearity and specification. Indicates that correct-
ing for the fir-st reduces the 40-percent estimate to 9 percent. Also
points out that the studies differ widely on the stock market effects.

States that the models reflect very different multiplier effects of
stock market price changes to output (9 in the SIA study, 2 in the
Merrill Lynch study and 3.5 in the Chase study). Also states that effect
comes primarily from consumption in the SIA study, from investment
in the Chase study and from both in the Merrill Lynch study.

Argues that the historical record shows the stock market began to
decline in 1MIS before there was any expectation of increased taxes;
that stock prices rose in the mid-1970"s after rates increased. Admits
that since 1973 stock prices have behaved poorly but attributes this to
inflation, the oil embargo. and the recession. Suggests that evidence of
impact of the capital gains tax is limited and that other investives such
as investment credits and corporate rate cuts have a more direct rela-
tionship to business investment decisions.

ALAN CRANSTOx

Supports S. 3065 because he is convinced of the critical need for
additional jobs through increased risk capital. Notes that many
entrepreneurs- seek governmental aid or sell out to big firms because
they camnot raise equity capital. These firms need outside venture
cal)ital and cannot depend on loans. Indicates that he is confident
tlat there will be no drain on revenues, because of the increased eco-
nomic activity which will accur. Also indicates that this proposal will
give American investors some of the benefits now enjoyed by foreign
investors who are taxed at low rates.



9

AirritHR LAFFER

States that by partially correcting tile stagnatory structure of cur-
reILt tax rates. S. 31•5. will niost likely lead to a sui*,tantial incr..'ie in
o11Inipt. and would probably reduce the size of Govermnernz deficits.
Argues that other tian taxes on the inner city poor, no factor is more
dis.,criininated ag:,nst by our tax structure than is productive capital.
Notes the actual reported profits are too high due to not correcting
depreciation and inventory calculations adjustments for inflation, anld
that tiris li.ust pay sales. excise. payroll. capital gains and corporate
lprOlits taxes. Individuals must pay personal income taxes and personal
capital rains taxes.

Suggests that we have today a situation very similar to the era of
the Kennedy tax ctuts. The Steiger amendment is a step in the right
direction; .siipports additional legislation such as the Roth-Kemp and
Stockinan bills. Would favor indexing tax system and integrating
personal and corpo)rate income taxes. eventually a value added tax as
a substitute for other taxes and reform of social security tax and
llefits.

Indicates that with regard to capital gains taxes and taxes at the
high and low end of the income tax scaTe, you are at a point where
lowering taxes will increa.-e revenue.

Eikwux V. W. Zscm\.\u

Reports the findings of a survey of the American Electronics Asso-
ciat ion. whio.-e inenibers are high-technology coinipanlies which strongly
su1)port S. :' 314;5. A rgues that thIie capital gains reduct ion is a major step
in thle right diirect im. noting that without technological advancement.
plro, icltivity differss. Indicates that the survey shows that tax policy
which stinuiilates more ris.k capital investment will lead to more jobs.
incrca.-c,! re.Mardi and development expendituires which will improve
tech'lj•y, incrased exports to red'ucee trade deficits and increased tax
il'VVt At'S result ilg fri l raid growth. Indicates that tlie survey also
ijrowiulcs d(•l.unentation that there is a seriolls capital shortage which
h:s wAolsenlled Since 19t69 when capital gailns tax rates were increased.

M.WVIN F•:i.llSTFlX

E'eported thie results of two stu'lics on Capital ,:iis taxation. Th'lie
first examineId the effect of inflation on the taxation of capital gains.
indicate ing that inflat ion hald doIiubled the overall effective rate on cor-
lporate stock calpital gains. This study a.-,o .showed that inflation re-
:tIlted in the greatest liarii to tllho-e with inconWOis below $100,000.

"The .-ecodll studlv examined the effect of the capital gains tax on the
sellingg of stock and on the realization of grain. The results indicate
that behavior. is very sensitive to the tax rate. especially in the case
of realizations. The results also indicate that a decrease in capital
gailns tax rates will increase capital gains tax revenues.

JA3gES W. D.AVANT

Expresses concern over the falling rate of capital formation and
feels that S. 3065 would be a major beginning against reversing this
trend. Expresses particular concern about the withdrawal of small
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investors from the market and the disproportionate impact of capital
scarcity on small businesses. ('ites the drop in new public issues for
small finrms fromt 548 issues valued at $1.5 billion in 1969 to four new
issues worth $16 million in 1975. Also notes the decline in private
placeinents and the reduction in venture capital. Cites the fornmation
of 3(Ko new high-technology firms in 1968 as compared to none in 1976.
Also notes that the number of individual investors declined from 32.5
million in 1972 to 25 million over the next 5 years. Feels a great deal
of this effect is due to tax policy and supports the elimination of capi-
tal gains taxes. Notes that the investment tax credit and the corporate
rate reduction only benefit businesses with profits and not new firms.

ART-HuR LEvrrr, JR.

Discusses the need for tax incentives to help small- and medium-size
busine.,,ses and to draw the individual investor back into the stock
market, Supports all of the bills under consideration as providing
positive steps for achieving these ends which will lead to increased
employment and economic expansion. Also supports a tax credit for
investment in new issues of stock for small firms, equal to 10 percent of
the investment up to $500.

Cites statistics on the declining trend in offerings-from 698 offer-
ings worth $1.5 billion in 1969 to 418 worth $918 million in 1972 to 80
worth an average of $100 million per year over the 1970-77 period.
Also cites the decline in the number of investors from 30 to 25 million.

A. A. IIILLIGAN-

Supports the Steiger-Hansen proposal because it will encourage
investment in risk capital. The resulting increase in investment will
stimulate the economy leading to higher levels of income and employ-
ment without inflation. The increase in equity investment will counter
a trend toward debt. In addition, argues that the proposal will facili-
tate the sale of assets, improve the functioning of capital markets and
aid new businesses which have a high rate of technological innovation
and job creation. Indicates tlhat revenue losses are likely to be minimal
because of increased sales and notes that the proposal will lessen the
effects of inflation.

AxDREw J. BiExnlIER

Opposes all three bills under consideration because they would
widen the tax prefereiwe for capital gains, would be costly and com-
plicated and would benefit the wealthy. Notes that for S. 3065 only
0.5 percent of taxl)ayeIs would benefit and two-thirds of the benefits
would go to the 37.000 taxpayers with income greater than $200,000.
Expresses concern that S. 2428 providing rollover treatment for small
businesses would encourage speculation and benefit the wealthy. Op-
ioss S. 2;08 to provide a sliding scale adjustment because it would
increase the preferential treatment for capital gains and the lock-in
effect. Supports, however, repeal of the alternative tax. Also supports
a reduction in the exclusion over time, and in such a context appropri-
ate liberalization of capital losses and measures to protect homeowners.
Also favors a phased-in taxation of appreciation of assets at death and
taxation of corporate capital gains at the ordinary corporate rate.
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