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1 ~~~~~EXECUTIVE SESSION

2

3 M~ONDAY, AUGUST 18, 1980

4- - -

5 ~~~~~~~United States Senate,

6 Committee on Finance

7 ~~~~~~~Washington, D. C.

8 The committee met, pursuant to notice, at 11:25 a.m., in,

9room 2221 Dirksen Senate Office Building, the Hon. Russell

10 B. Long (chairman of the committee) presiding.

11 Present; Senator Lo ng, Byrd, Nelson, Bentsen,'

12 Matsunag~a, Baucus, Dole, Packwood, Roth, Danforth, Chaffee,

13 HeinZ, Wallo p, Durenberger'.

14 The Chairman. The committee will come to Order.

15 I would think that as the first order business, we

16, ought to let the staff give us the information they have

17 prepared that has to do with the economic situation that

18 exists in the country, and also a. little overview of the

19 material that they have prepared f or us with regard to the

20 budget.

21 The reason I suggest this is that the first order of

22 business really ought to be, I think, to decide whether we

23are going to have a tax cut this year at all. We have heard

24 testimony. Everybody has had a chance to revi-ew it. We can

25 see whether we want a tax cut. I know how I am going to
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1 vote on that. Itt will be no surprise to anybody.

2 I think that we will waste a lot of time if we find

3that maybe people don't want a tax cut. if they don't want

4one, then, of course, it will not happen. I think that we

5 will probably decide that we do.

6 I would like to let Mr. Shapiro sort of take charge

7~ here, and explain the information that he has prepared for

8us about the situation and the economic aspects of it.

9 ~ Senator Dole. Mr. Chairman.

10 The Chairman. Senator Dole.

1.1 Senator Dole. We have bee-nmeeting, as I assume your'

12 side has, this morning tryina to find some total agreement

13 on the Republican side, and I think that seven of the eight

14 members attanded the session. We have had a similar

15 discussion on what do we do, how much do we do, and when do

16 we do it.

17 I would ask that the statem ent I have prepared, which

18 recommend that we move quickly, and we act now - am not

19 certain that tax cut is a correct word or tax abatement, but

20at least we are going to reduce the increase in taxes next

21year by some amount.

22 ~ The Chairman. Let's call it tax restraint.

23 ~ Senator Dole. I have a very good non-partisan

24 statement whicth I would liks to have made a part of the

25 record indicating how bad things have bDeen, and how we can
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improve upon those things if: we act now, and to have the cut

take effect next year.

Knowing the Democrats' effort to report by September

3rd -- Is that a bill, or a report?

The Chairman. The Resolution that the Democratic

Caucus voted,, I think, asks the Finance Committee to try to

report by September 3rd its recommendations on the subject

of a tax cut. Incidentally, that does not mean that we h~ave

to make up our mind about everything.

The resolving clause is; 'The Senate Finance Committee

shall report to tha Senate no later than September 3rd a

responsible, targeted, anti-inflationary tax cut to take

effect in 19.81," and so forth. It means to report to the

Senate.

Senator Dole. That could include Republican ideas,

too.

The Chairman.. I don't see anything about Republicans

in here.

(Laughter.)

The Chairman. So I guess they are not precluded.

Senator Dole. I guess our questicn was, and that is

one you have indicated, if in fact we are going to take

action, certainly we want -to cooperate with the chairman and

the majority. if it is only gzoing to be 1C hlours of review

this week, and we really do not believe that we will have a
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1package to go to the floor, then maybe there are other

2 things that we ought to do.

The Chairman. Suppose you go ahead and explain

briefly, Mr. Shapiro, the materials you have prepared for us.

5 ~Mr. Shapiro. Let me say at the outset that the staff

6 thought it would be appropriate to prepare a brief analysis

7as to the current economic situation because this is a

8 unique situation for the Finance Committee.

9 ~Traditionally, when the Finance Committee considers a

10 tax bill, you have had before that an Administ'ration

11 proposal in which case there has' been an economic analysis

12 prepared by the Administration on the basis of the tax cut.

13 That is, the size of the tax cut in the current year, the

.14 future years, and the inclusion of the items in the tax

15cut.

16 That is based in their proposal that they send to the

17 Congress, which is generally considered in the H-ouse first,

18 and when a bill comes to the Senate Finance Committee you

19 have had the basis of the Administration proposal, with

20 their economic analysis which goes into that, and at the

21 same time you have had a House bill, with the Administration

22 testifying at your hearings both on the House bill and with

23 regard to their proposals to modify it.

24 At this particular time, you are beginning a mark-up

25 session, and we thought tha=t it would be appropriate for the
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committee to look at some of the economic situation which

traditionally is done in the Administration, to review the

situation which may help you. to determine both the size of

the tax cut in the current year, in th out-years, and also

to determinations as to the portion of it devoted certain

individual cuts, productivity cuts. overall effects from the

standpoint of economic growth.

To very briefly review the situation, we distributed

materials which you will have in front of you. It goes

first to the current economic situation, which'includes

recent economic developments, as well as looking at the

economy in 1980 and. 1981. Also the staff has prepared some

background material on the Federal budget to give you some

indication as to spending and receipts, both with respect to

1980, 1981, and some of the out-years as well.

Lastly there is a short one-sheet paper the staff has

put out to give the committee some guidance with regard to

how they might want to consider a tax cut, and the size of

the cut.

The page that I am starting with first, and which I am

going to briefly summarize, is the one that is headed

"Current Economic Situation -- (a) Recent Economic

Developments."

Let me say that in 1976 to 1978, the economy generally

grew at a ve-7ry rigorous annual rates, and that is somewhat
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1 inl excess of four percent, which is a very good growth

2 rate. Also, it included all parts of the economy. In 1979,

3 however, economic expansion essentially stopped. Real gross

4 national product -- let me say that the gross national

5 product is the measure of all of the goods and services

6 produced in the United States adjusted for inflation.

7 NIost of our economic indication is based off G-NP. It

8 was just one percent higher at the end of 1979 than it had

9been at the end of 1978. So, in other words, productivity

10 and growth had virtually stop ped and had slowed down

11 significantly.

12 ~This affected household spending, especially autos. it

13 affected the automobile industry, the steel industry, and it

14 had it had its effects in the housing market as well. The

15 significant declines, however, .were in auto and housing.

116 Tn the second quarter of 1980, you had what had

17previously bDeen referred to as a stagnant economy, and

18 started to enter into a very steep decline iLn all major

19 categories of the private spending and contract. It was

20 more than the auto and housing, although it led the way. it

21was a general decline in all parts of the economy.

22 ~ Real G-NP declines at an annual rate of nine percent,

2.and this took G-NP all the way back to levels that existed in

24 the autumn of 1978. So not only were we slowing down, but

25 we had gone backward f1rom the standpoint of real c-NP.
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1 ~Two areas that I want to focus on are employment and

2the rate of inflation.

.3 ~ Employment generally follows the rise and fall' of the

4economy. When the economy is going up, the employment tends

5to go up, and vice versa when the economy starts to go

6 down. In 1976 unemployment was at a rate of about 7.7

.7percent, and it dropped to about 5.8 percent becau'se of'

8 expansion in the economy. It remained that way during

91 1979. it, however, returned. to a higher level of 7.5

10 percent in the second quarter of 1980, and in July, the last

month, une~mployment went up to about 7.8 percent.

.12 The forecast for unemployment. is that it will be

13 somewhere close to eight percent or above at -the end of 1980

14aid 1981. So unemployment is a~t a much higher level because

15of the stagnation of the economy and the decline that the

16 economy has been in in recent tines.

17 The rate of inflation has also grown significantly. In

18 1976 we had an inflation rate of about 4~.8 percent, and that

19 went up to 6.8 percent in 1977, an~d it grew to nine percent

20. in 1978, 13.3 percent in 1979, and as you all know it

21 significantly increased in 1980, going to 18.4~ percent in'

22 the first quarter of 1980.

23 ~ In the second quarter of 1980 it was 13.7 percent, and

24 we find that the effects are going up in July because of the

25 food prices essentially leading the way, and! also because
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1 the auto and truck prices - as you know that is usually a

2 one time increase because of the new models that are coming

3out, but the inflation rate is at a very high level as of

4now.

If you will turn to the next page, you will see Table

61, which kind of shows a table summarizing what I have just

7indicated,. It shows, first, from 1976 through the second

8 quarter in 1980, the GNP in the left column, and then it

9shows you the percentage change. In 1976 it wa's L4.9

10 percent, and stayed at those high levels through 1978, and

then it backed down to one percent in 1979, and all the way

12down to minus nine percent in the second quarter of 1980.

13 ~You see the unemployment rate, 7.7 percent in 1976. it

.14 went down to 5.8 percent in 1979, and once again up to 7.5

15 percent and going close to eight percent, which is the

16 projection for the rest of the 1980.

17 The Consumer Price Index is the next column. It shows

18 you that-.that has gone from 14.8 percent in 1976 to rates in

19the double digit 'range, with a high of 18.14 percent in the

20 first quarter of 19080, and it 13.7 percent in the second

21 quarter. This is expected to come down, although I must say

22 that all the forec-asts of inflation in recent times have

23underestimated the increase.

24 It has always been assumed that- it would come down, and

25 it has generally been higher as a result of" the energy
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1prices-, and prices that have affected the fo'od industry and

2 energy in general. So it has not been as good as it has

generally been forecast to be.

4 ~ The GNP deflator is another indicator -for price, but as

5you can tell that has also maintained a high level. It is a

6different way of measuring the price level. GNP tends- to be

7a little bit less because of the way it includes what is in

8the economy.

Going over to the next page, looking at the economy in

10 1980 and'.1981, as I said, real GNP is expected to decline

overall in 1980 to somewhere between 3.0 and 3.5 percent.

12The projections now for 1981 -- these are all projections

13 without any tax increase -- are that you would have an

14increase in GNP of somewhere between 2.5 and 3.5 percent.

15 ~The unemployment rate is expected to rise in the eight

16 percent, going maybe close to nine percent in 1981.

17 The inflation rate is expect to rise to somewhere

18 between nine and 11 percent in the second half of 1980, and

19 somewhere between nine and 10 percent in 1981. I will say,

20 however, that the inflation rates are somewhat unpredictable

21 because of the foo'i prices, energy, and generally the

22forecasts for inflation rates have been much lower than has

23proven to be the case in recent times.

24 From an eccnomic point of view, it seems that we are

25 having a slow recovery fromp the recession that will take
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1 hold in 1981. This is generally because there is a drawing

2 down of inventories that usually happens after the recession

3starts to come out, so the Productivity and economic growth

4 begin somewhat slowly as a result.

5 ~We see that housing starts and the auto sales are

6 'improving, but not significantly that they have taken hold.

7 Those sales are still lagging way behind although they may

8 be up a little,lIagging behind what was projected from prior

9years.

10 The interest rates also are higher. They came down for

11a while,.and they went up just a' little bit. Right now it

12 Iz~not clear yet where interest rates may be going for the

13 rest of the year and 1981. There is a hope that interest

14 rates will back down, which will spur housing starts, which

-15 will help the auto industry, and the economy in general.

1Hoever, to the extent that interest rates climb a little,

17 it has an adverse effect from the productivity point of

18 view, and the availability of money that goes alone with

19 it.

The bid unknown, of course, is energy. What is going

21. to happen with pric~e increase of. gasoline, which also has an

22adverse impact with regard to the economy, inflation, and

23 other aspects in that regard.

24 -Production of exports is also expected to rise less

25 rapidly, ani that has an adverse impact with regard to
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1 domestic Production and productivity in general.

2 All the projections are based, as of now, without a tax

~3increase. 'All the models factor different items when you

4consider a tax increase -- tax reductions. I should point

out, however, that beginning in 1981, as you all know, there

6are significant tax increases that will be taken ahold in

7the economy.

8 ~The next page, table 2, sets this out i~n a table form.

This is a calendar year tax liability, mea~ning that these

10will take effect beginning January of 1981. The first is a

11 $15.1 billion inflation. This is the bracket creep,

12individuals being pushed into higher brackets because of

13inflation, and this means that there will be $15.1 billion

14of increased revenues to the Federal treasury as a result of

15inflation.

16 ~The second item is the Social Security. This is a

17 legislated tax increase. As you know, beginning on January

18 1, the rate goes from 6.1 percent to 6.65 percent, and the

19 base goes from $25,700 to $29,700. The combination of those

20 two increases would be about $111.9 billion in Social

21 Security increase.

22 ~I should note, however, that the individual portion,

23 that is the employee side otf it, is approximately $8

24 billion. Of the. $11.9 billion, aproximately $2 billion is

25 for employees, and almost $L4 'billion is the employer's
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1share.

2 The next column-is the windfall profits tax that is

3coupled with decontrol. As Phased decontrol pushes prices

4 higher, the windfall profits tax captures a significant

5 portion of that to the Federal treasury, and that accounts

6 for approximately $11.L4 billi'on of increased revenues to the

7 Treasury as a result of the windfall profits tax.

8 ~I should also note that the conferees-in the Congress

agreed that approximately 60 percent of the revenues from

10the windfall profits tax would be dedicated to individual

tax reductions.

12 Senator Packwood. Bob, where in my mind did I get the

13 figure $18 billion for the windfall profits tax?

14 ~Mr. Shapiro. This is the increase from 1981 over

15 1980. This is how much money is coming out of the'economy

16 in that.

17 ~Senator Dole. Is that a gross tax figure.

18 hMr. Shapiro. We are talking about the net right now,

19 the net increase .to the Federal revenues.

20 Senator Wallop. I thought you said the 1980 figures

21 assume no tax increases.

22 Mr. Shapiro. No tax cuts, we are talking about. No

23reductions. I think I said the wrona words. In other

24 woris, 3ll these projections of- what happens in the economy

25 are based on no tax reduction.
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1 Senator Wallop. I think that it is important that the

2 public knows that they are having a tax increase.

3 MIr. Shapiro. All of this includes the tax increase

because that is projected in the models. But it assumes a

5stable situation with the tax situation because there is no

6legislated tax reduction, there is no way of knowing if the

Congress would enact- it, if it would be signed by the

8 President, or what it would be. So the models in the

forecasts that you have before you do not contemplate a tax

10cut.

11 Senator Wallop. But they do contemplate the increases

12in taxes.

13 IMr. Shapiro; That is correct. All these increases are

14 contemplated in the economic analysis that has been made by

.15 the forecasters.

16 ~Senator Wallop. Thank you very much.

17 M¶r. Shapiro; The ne xt item is the reconciliation

18 package., and although it is approximately $4'.2 billion in

19 both the House and the Senate bills, the eff ect is

20 approximately $500 million because what we are doing is

21 speeding up from one fiscal year to the next. It is not

22 really a true tax increase. It is a speeding up process,

23 and the amount of revenues that is actually coming out is

24 approximately $500 million.

25 Senator Heinz. Before you go into expenditures, what
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1 does CBO calculate as the increase revenues from Fiscal '80

2 to '81?

3 ~ Mr. Shapiro. We have those listed for you.

4 ~You are talking just about the Social Security, or

5 inflation?

6 Senator Heinz. Total. As I recollect, their revenues

7were $6014, is that right?

8 ~~r. Shapiro. If you go a couple of pages la-ter than

9what we call Table-1 - all this was stapled together. We

10 presented it separately when it was first done. The page

11that is headed Table 1, Federal Spending, these are figures

12by CBO. You see that is projected in 1979, 1980, and 1981,.

13 and down at the bottom of that chart you will see the

14 recei pts for 1979'are $1463.9 billion. -Then you see receipts

15 for 1980 as approximately $517 billion.

16 ~Senator Heinz. The difference between $601 billion in

17 1981 and $517 billion in 1980 is roughly $84 billion. Yet,

18 the number 'you have here is $36.6 billion on the first table

19 2.

20 Mr. Shapiro. Yes. Let me let Jim give you all the

21 details. Jim worked with CB0.

22 ~ Senator Heinz. It seems to me that there is a big

23 difference between $814 billion and $36 billion.

24 i':". Wetzler. Senator Heinz, what happens is, you need

25 some growth in revenues to just keep up with inflation. For

ALDERSON REPORTING COMPANY, INC.

400 VIRGINIA AVE, S.W., WASHINGTON, D.C. 20024 (202) 554-2345



1 5

1example, if there is a 10 percent inflation, income tax

2 revenues go up by about 16 to 16.5 percent. What is s hown

3in the early table about the inflation increase is the 6.5

4percen't, the extent to which the income tax has grown over

5and above inflation.

6 If all prices go up 10 percent, you-need your tax

7 receipts to go up 10 percent just to keep up and pay for the

8higher cost of government. The real tax increase is that

9extra 6.5 percent that results f-rom that.

10 ~Senator Heinz. Don't you think that it would be nice

to label it that way?

12 r-y suggestion is that we ought to have two columns

13 here. One that is the actual figures, and then if you want

14 to do some kind of arithmetic on the columns, which is what

15 we have got,. calendar year tax -liability, which~is not

16 footnoted and does not describe all that, then .do so by all

-17 means.

18 We have. been going through Table 2, the first page, and

19 it i being put forward that we are only going to h'ave a $36

20 billion tax increase next year, and it is going to be an

21 $84~ billion tax increase.

22 Mtr. Shapiro. Traditionally, when the staff presents

23 materials, this has been the way that materials have

24 gene rally been presented. But y-ou ...ay be correct that

25 perhaps we should have a column to show you both forms of
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2 Mr. Wetzler. Senator Heinz, in the handout on the

3individual income 3 nd. payroll tax deductions, we go into the

4detail you want.

5 ~ Senator Heinz. I am sure.

6 Mr. Wetzler. It is in the other handout,-if you want

7to turn to %that.

8 Senator Heinz. The press did not get 'the other

9 handout, did they?

10 Mr. Shapiro. Everything has beeii distributed to the

11press.

12 ~Senator Heinz. Thank you.

13 ~Mr. Shapiro. The last item on that first Table 2 deals

14 with the fact that the Congress has already legislated a tax'

15 reduction for next year, an," that is the interest and

16 dividend exclusion that takes effect in January of 1981.

17 You are talking about money that go es back into the economy

18 that first begins in January, which is 12.3 billion as a

19 result of that provision in the windfall profits tax bill.

20 This shows that additional revenues coming out of consumers

21to the Federal treasury is approximately $36.6 billion.

22 ~ Senator Dole. Let me ask a question along the same

23 lines as Senator Hainz's. As I understand the T15.1 billion

24 figure, you used the GNP deflator. Is this a departure from

25 prior practice? if you used the CPT figure, you would have
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1over 120 billion rather than 115 billion.

2 Mr. Shapiro. Senator Dole, what causes tax to go up is

the income received by U.S. taxpayers because of inflation.

4That sort of inflation is best measured by the GNP

5deflator. In the past there had not been too much

6 difference between the GNP inflator and the CPI, and we did

7not give the matter very much thought.

8 Senator Dole. This makes it look better from the

9standpoint of in-creased taxes.

10 Mr. Shap-iro. But to the extent that the CPI goes up,

11 for example, becau se of imported oil prices and the foreign

12 exporting countries get more money, we don't collect any

13additional income tax from Saudi Arabia, for example, even

14 though price increase is in the CPI..

15 ~ The GNP deflator is the price index of prices of goods

16 produced by American , which is basically the tax base. So I

17 think for this particular purpose, there is a good argument

18 for using the GNP.

19 Senator Dole.- The CPIL isn't that the figure that wage

20increases are geared to?

21 Mr. Shapiro. Yes. As those w age increases occur, they

22 will get reflected in the GNP deflator.

23 ~Senator Dole. On the payroll taxeis, you estimated

24 $11.9 billion in ca;lendar year 1981. However, as I

2-5 understand it, the total increase in payroll taxes will be
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1 about 125 billion in calendar year 1981, and not this amount

2of about $15.4 billion that comes from the 1977 changes to

payroll rates or tax base.

4 ~ I assume that there were some offsets there to lower

5that figure, and. maybe that will be furn ished in the later

6 information that Senator Heinz asked for.

7 MNr. Shapiro. You are reading from the materials that

8we passed out with regard to the individual In other words,

9it is always difficult to know where to start and how to

10 start.

11 ~The first materials that we are discussing is the.

12 economic situation which kind of lets you see -- We tried to

13 do it very briefly because we could load you down-with 30 or

14 40 pages that just go on and on. We tried to summarize as

15 to what the economic effects, from the standpoint of the

16 Federal treasury and taxpayers, are, which is the

17 information you are reading riaht now gives, instead of the

18overall economic effects to individuals specifically.

19 ~On the first page of our handout with individual income

20 tax reductions, it shows that the gross increase of the

21 Social Security is $22.1 billion, and $15.14 billion of that

22is the increase in the rate and the base, and $6.7 billion

23results from the expected increase in the wage portion of

24 that base.

25 In other words, we have separated that so that all the
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1 material that you have is what the staff has provided,

2 except that we try to allocate it depending on the different

3discussions in presenting the material.

We tried to provide everything to you, and it is

5difficult to try to allocate it in the best way you can

6 receive it. So we-will try to keep on bringing it back to

7try to help you with it.

8 The budget situation, this is in the next material that

9is headed Cc) Background Material. If you will just go to

10 that table, Table 1, I will try to summarize the situation.

11The point that we are making here is that spending has grown

12significantly in 1980. It grew at an overall rate of 17.5

13 percent. If you will look in the middle of the page, where

14it says, 1980 Percent Growth, you will see that total

15 outlays grew at 17.5 percent.

16 The real growth, that is the growth above inflation,

17 was 7.8 percent. So you really had a very significant

18 increase in spending in 1980 over 1979. Of that increase of

19 7.8 percent, 90 percent of the increase in spending was in

20 four catego ries:

21 The first one is defense, and that is 6.4~ percent; the

22second one is health, and that is 6.1 percent and it is in

23 the midd~le of the page there; right below that is income

24 security, which is 10.7 percent; and then the interest

25expense at the bottom of the page, which 'Ls 12.1 percent.
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1 Those four categories, defense, health, income

2 security, and interest, accounted for 90 pe-rcent of the

3increased spending of real growth of 1980 over 1979.

4 ~The Chairman. What was that?

5 Mlr. Shapiro; It was 7.8 percent. That is the real

6 growth in spending. As you will note from 1980, it is

7expected that the budget deficit will be approximately $63.3

8 billion. These are CBO figures.

9 ~If you go to 1981, the same four categories will have

10 an increase in spending, but not at the same rate as 1980.

1-it-is projected that the increas e - the real growth will be

12approximately a negative. In other words, a, minus two-tenth

13 of one percent.'

14 Since defense spending will go up, and also health and

15 income security will. go up, the effect of that, as you can

16 see from all the minuses, is that real growth will decline

17 in almost all the other areas. That something that the

18 Congress has to work out in the budgetary propsect for next

19 year.

20 Assuming that defense goes up, and the other categories

21 go up to a certain extent, and you do you have a decline of

22two-tents of one percent in real growth, there is still

23 forecast a budgetary deficit of,$30.4 billion in the budget

24 for 1981. Once again, these are all assuming no tax cut.

25 Goina to Table 2, which is a couple of pages later, the
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1 purpose of this table is to project forward the size of the

2 tax cut into the future years and the budgetary situation.

3The staff has tried to give you several options to project.

4 ~Once again let me make an observation. As you know,

5when we focused on the windfall prof-its tax, the staff made

6 the statement that the revenue projections that the computer

7programs for the 11-year period to 1990 can be plus or minus

8 $100 billion, when you look that far in advance.

9 ~These are CBO and Administration figures. The first

10page is CBO, and the next chart. is the Administration. Once

again, if you are programming out to 1985 using forecasts

12these can be off. I don't want to say plus or minus $100

13 billion, but they can be off significantly because of the

14 economic circumstances, the energy prices, food, and so

15 forth.

16 But these are the projections that the CBO and the

17 Administration are making looking down the road as to what

18 slack would. be in the budget without any unusual increase in

19 spending, or any tax cut, to give you an indication as to

20 what size a tax cut you can program for the future and

21 out-years.

22 ~There are three policies that we have, and that is what

23 we call: a high option, a cur-rent policy, and a low

24 option.

25' The high option includes additional defense spending,
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1 catastrophic health insurance, welfare reform, plus current

2 policy revenues. That is the high option. That would be a

3 higher spendingi program.
4

4 ~The next one is called the current policy, and it is

5the policy that is actually implied by the first budget

6 resolution. The staff has made certain discretionary

7inflationary increases to project it out, to give a fair

8 base of comparison, but that is essentially the first budget

9resolution policies,

10 ~The last option is what we refer to as a high option.

This includes a reconciliation and a housing bond tax

12increase, no welfare retform, catastrophic health insurance

13 or additional additional defense spending.

14 ~This is to give you a ranige of what the budgetary

.15 situation. may include. If you look at the 1985 column,

16 which is the last column, you will find t hat the current

17 policy would show that you would have approximately $129-.9

18 billion. That amount would be available either for tax

19reductions in the out years, or for additional spending, or

20 other programs.

21 If you will look at the very next page, you will find

22that the Administration is much more pessimistic than the

23CBO. Where you see the 196-5 projection from CBO, you see

24 $76.7 billion, and that is a sicnifEicant difference. The

25reason for that difference, essentially, is the reduced
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1 revenues.

2 In other words, the Administration does not anticipate

.3that we will collect as much revenues by 1985 as CBO does,

and that is essentially the difference.

So what you are looking, at from a budgetary point of

6 view is a situation where it appears unlikely to balance the

7 budget in either 1982, marginally in 1983, given no tax cut,

8but when you get out to 1985 you have a slack of somewhere

9in the neighborhood of $76 billion using the Administration

10figures, and somewhere close to $130 billion using the CBO

11 figures.

12 ~There is hope, of course, that in the tax cut that you

13decide upon, that you will have enough productivity that you

14will have the longer range benefits.. As we all know, the

15 individual rut is. giving individuals back what has been

16 taken out of their increases, but the produtivity cut is the

17 one that you hope will add growth to the economy.

18 I should add, however, whenever you have productivity

19 and business cuts, they start slow, meaning that you don't

20 have a return very quickly. It takes time to generate

21 through the economy, and it picks up in later years.

22 ~ Senator H!einz. I have some numbers that are supposed

23to be CBO numbers that show somewhat lower numbers than you

24 have got on Table 2 for Federal spendin~g projections of

25 current law. For 1982, CEO projects $663 billion; for 1983,
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1 T729 billion; for 1984,. $772 billion; and for 1985, $820

2 billion. Why the variance?

3 M1r. Shapiro. The reason for that -- and once again it

4is a little bit of an arbitrary adjustment in all these

5cases -- they have not adjusted their programs for inflation

6 in the out-years. We have added an inflationary adjustment

7for the out-years just to give you some feel. In some

8 programs they have, and in others they have not. We have

9 tried to make an adjustment across the b'oard f"or the

10 inflationary increases.

11 ~Senator Dole. They are big differences, though. I

12 have the same figures.

13 Sena~tor Heinz. It is a large difference.

14. Senator Dole. It is $127 billion.

15 E~r. Shapiro. I will say that CBO has'looked at all

16these tables. I don't want to give the impression they have

17 have endorsed them and this is it because they have their

18 own, but they understand what we are doing, and they

19 understand the concept of why we are doing it. But all of

20 these figures have been dicussed by CEO and the Senate-

21 Budget Committee. They have been sent to the Joint Economic

22 Committee. We have tried to get everyone who is involved in

23 budgetary estimates and analyses to have a feel for the type

24 of information we are presenting.

25 Let me say again, as I said earlier, we are guessing in
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1 the out-years. We are using the best projections that

2 either the Administration and CBO have as of now to give you

3some .projection. It i very difficult to look that far down

4~ the road with such changes, and what can happen to the

5economy, and know exactly wh~at-the situation will be.

6 Mr. Wetzler. Senator Heinz, the lower numbers include

7 infl ation where inflation is in the law right now. They do

8 not include discretionary inflation adjustments. They just

9 include mandatory inflationary adjustments. This is what we

10 are committed to.

11 ~Senator Heinz. The staff num]Sers, Bob, included, for

12 example, that in the housing and community development

13 program you would have a full inflation adjustment in

14 there.

15 Mr. Shapiro. That is correct.'

16 .Senator Heinz. For surface transportation, which was

17 cut this year, you would have a full inflation adjustment,

18 and so on .

19 Mr. Shapiro. That is right. We are adjusting for

20 revenues, and we' felt that it should also adjust for some of

21 the spen ding to put them on somewhat the same basis.

22 ~ Senator Heinz. Now I know what you are doing. Thank

23you.

24 Mr. Shapiro. This completes what the staff has- with

25 regard to thte information to give you an indica tion as to
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1the economic situation, the budgetary situation. i think it

2 is clear that everyone agrees that we need a tax cut to try

3to put back into the economy what has been taken out. The

4 question is when, and the size.

5 ~ I think that there is a general agreement that from a

6 productivity standpoint, we need to have more capital1

7 formation, more productivity,-and more growth, which is-

8 recognized, no-ma-tter what you do now, is going to start

9slow because it takes several years for the productivity to

10 be fed back into the economy.

11 ~The last piece of paper that we have distributed to you

12for analysis is the size of the tax cut, to determine what

13 is necessary. You always have the differences of views of

14 economists as to whether or not a tax cut either fights

15 inflation or has ant adverse effect on inflation, and whether

16 it fights employmient. Different economists will take

17 different views, which is what we have spelled out in that

18 sheet that is headed, "Size of the'Tax C1ut."

19 I think what this committee wants to do is to fashion

20 the tax cut as a minimum adverse on inflation, and at the

21 same time maximizing the productivity growth in the

22direction of looking down the road from the growth out of

23 the recessionary situation. Looking, also, at the

24 short-term effects, and the long-term effects.

25 ~If you are= looking at the short-term, a tax cut

ALDERSON REPORTING COMPANY, INC.

400 VIRGINIA AVE, S.W., WASHINGTON, D.C. 20024 (202) 554-2345



27

1 somewhere in the range of $25 to $30 billion, this may be a

2 target that the committee wants to start with for 1981. You

must have some type of a target, and. you can easily go below

4it or above it, but you shoot for that type of projection.

5In the out-year s, you may be looking down at five years from

6 now, and you may want to consider somewhere in the

7' neighborhood of $60 to $70 billion from the standpoint of

8'your overall program.

9 ~ If you go too much this year, that means you will use

10all the room, as you can see it today, as to what woul d be

11 available for any future'tax decreases in years between now

12 and 1985. We cannot, of course, clearly and fully

13anticipate the effect to the economy, or the feedback in

14 this regard, and our revenue effects have a minimum amount

15 of effect for the out-years, and it gives you some slack.

16 So what we are suggesting is that you may want to look

17 at a tax cut that is somewhere in the range of $25 to $30

18 billion in the first fiscal year as a starting point. Once

19 you start working on your package, you may revise that

20 either upward or downward, but it gives you somewhat of a

21 target.. Once again, in the out-years, somewhere in the

22 neighborhood ofL $60 to $70 bi llion as something to focus

23 from as of now. Clearly, as you continue along in the week,

24 you can modify it however you think it would be

25 appropriate.
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1 ~The Chairman. Let me put this question. I would hope

2 that this would sort of a first decision we would make.

3 Many times, when someone brings up a Very significant

4amendment that is subject to all sorts of'suggestions. I

5 often ask, "Let me ask you, Senators., d~o y ou think that we

6 ought to do anything about this?" Then we have a vote or a

show of hands on how man~y think that we ought to do

8 anything.

It would like to suggest, as a starting point, that we

10 just decide as the first order of-business, do we think we

ought to have this tax cut. Basically, do we think that we

12ought to try to vote a tax cut before January 1.

13 It think I know the answer to the question, but I

14 sometimes get the impression, or at least the people in the

15 media are hearing from some sources that we don't really

16 mean it, or that maybe we have lost interest in it, and

17 perhaps it is only the chairman who is still carrying the

18 flag for a tax cut.

19 I would just like to submit the question to this

20 committee, and let the committee decide. Do we want to

21 recommend to the Senate a-tax cut in'the order of magnitude

22that Mr. Shapiro has suggested here.

23 ~ I know that anybody who votes for something like that

24 reserves the right to vote against it when we report on the

25 basis that he might not like it. -.de might feel that it
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1ought to be a little more in line with his own personal

2 views. But I think that we can decide whether we really

3want to have a tax cut of that dimension.

4 ~Senator Nelson, did you want to say something?

Senator Nelson. Are we going to ask for a show of

6 hands or that question?

The Chairman. I think that we might have a vote

8 because there are some who are not here, and we will have

9the absentees-record themselves.

10 ~Senator Nelson. You stated it satisfactorily for me

1when you adied the proviso, provided that the committee

12 comes up with one that T can support.

13 The Chairman. Basically, if wE write it your way,

14 would you be for it?

15 Senator Nelson. Yes.

16 ~(Laughter.)

17 Senator Nelson. At least for one day.

18 I .wanted to be recognized to make a different motion

19 after you finished with this one.

20 Senator Bentsen. M~r. Chairman, I believe that as a

21 matter of ezono-mics, the facts overwhelmingly call f or a tax

22cut. It is a matter of politics, and maybe it is something

23 else again, but every public opinion poll says that the

24 public does not .ant a tax cut if it adds to in-flation. it

25 is terribly important that this one be structured not to do
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1 that.

2 We see the revised e~stimates to the mid-year report

3showing that the increase in tax revenues will be $86

4 billion, with State' and local taxes it is' anothe $30

5billion. It is a total of $115 billion in increased taxes

6 that we are facing in 1981. So if we talk about a $25 to

7 $30 billion tax cut, and properly structure it, in no way

8will that be inflationary. But that must be understood by

9the financial'community, otherwise you are going to find

10 problems in the financial market, and you will see interest

11rates going up. But properly interpreted and properly

12 structured, that will not be the case.

13 ~I believe verv strongly that we ought to pass one

14 effective on January 1, and that if we don't pass it this

15 fall that we will find that we have to have committee

16 assignments, we will have to have a parade of witnesses

17 again, and you are not going to have a tax bill that will be

18 effective before M1arch, April, M1ay, June or July, and it

19 ought to be going into effect the first of the year.

20 ~ So I support it.

21 The Chairman. -Does someone want to speak over here, I

22 though t ITsaw a hand raised.

M '~Senator Pack wood. M~r. Chairman, as much faith as I

24 have in this committee, and by and large in th-e Congress, I

25 cannot conceive, by the time a tax cut gets to the floor and
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1through it, if it- goes that far, that it is going-to be a

2 non-inflationary tax cut. I wculd prefer that we not start,

3down the road at- all, and that we start next January.

4 ~ Senator SBaucus. Mr. Chairman, I wonder if the staff

has any range or projection as to how inflationary a $1O

6billion would bbe in strict economic terms.

7 MIr. Shapiro. -I don't think we have a statement that we

8 can have a projection as to whether or not it is or it

9.isn't. You have so many other effects, such as food prices

10and energy, and how that affects inflation.

11 ~ I think the feeling is that if it is a well structured

12tax cut, putting the money back with the people who have

13been adversely affecte~d from the standpoint of increased

14inflation and Social Securityr it could have a minimum

15 effect on inflation.

16 ~If you have a much larger tax cut that is much more

17structured in a way that does not just give it back in

18 Social Secu-ri-ty or inflationary in-creases, and is more than

19 just a mod-est type of an individual cut, it- may be

20 inflationary.

21 Senator B-auz-us. That -is the way I phrased the question

22the way T diLd. This is obviously a range because the effect

23 of inflation depends upon the structure, of- the cut. if it

24 is geared toward productivi tv, I assuime that it is 'l ss

25 inflationary, arid if it -Ls not, it more infla-tionary. I was
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1just wondering if your staff, or any other organization had

2 picked* up any estimates as to the range of the possible

inflationary effects of a $30 billion tax cut.

4 M~r. Shapiro. Let me let Jim respond more to the

5economic analysis because he has spent more time on it. it

6is a very difficult thing to make an assessment of.

fir. Wetzl-er. There are basically two schools of

8 thought on that question. I will just state the arguments

9and let you decide because nobody really knows.

10 One groupl basically the people who d"o this econometric

11 forecasting wh o you saw testify, Ctto Eckstein and Professor

12 Klein from the 14harton School, they have models which

13 basically show the inflation process as an on-goinga

14 wage/price spiral. Tt is not very much affected by what we

15 do.

16 ~As long as there is a lot of slack in the economy, a

17 lot Of unemployment, a lot of excess capacity, a modest size

18 tax cut like this will generally increase production, and

19 employment, rather than increase prices.. That is one view

20 that suggests th4at the tax cut would not be very

21 inflationary, and well structured could even ccnceivably

22reduce the prize-- 1Thvel.

23 ~Another group, which T think you hieard from in terms of

24 Arthur Turns, Chairman Volcker of the Federal Bes-erve, -and

25 some people who are -~?more criented to-warCds the fi~nancial
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1 market, they are concerned about the effect any tax cut, or

2 any stimulus to the economy would have on inflationary

3expectations.

4 ~They take the view that the wage and price process is

5 determined, to a la-rge extent, by what people think

6inflation is going to be. The reason everybody is raising

7their prices is because people think everybody else is going

.8 to be raising is going to be raising his 'prices. -Therefore,

they don't show very much restraint themselves. in that

10 environ men t, there is a fear that- if you do cut taxes, it

will exci~te people's inflationary expectations, and make the

12 inflation worse.

13 ~I personally don't know which of-r these two views is

14correct, but both have partisans arguing for them, and the

15 only way you are going to find out is to go ahead and do it,

16 and see.

17 Senator Roth. Mr. Chairman, I think that it is

18 important to recognize the situation in which we find

19 ourselves. We are talking about a so-called tax cut. In

20 fact, we have a very substantial tax increase goinq into

21 effect if Congress does not act. So that it is misleading

22to talk about the 1r25 to 130 billion be_-ing a tax cut, when

23 in fact revenues are going up roughly as much as $86

24 :iillion.

25 I thin~, that t is important that we keep in mind that
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1what we are trying to do here is not, only r'astructure the

2economy short-range, but we are also trying to do somnething

3 long-range.

4 ~ What we are trying to attack is the problem of

5 productivity.:hr are quick cures. A tax cut is not

6 going to create any miracles. But the fact is that we have

7to take that beginning step somewhere, sometime, and it

8 seems to me that the appropriat-e time is right now.

9 ~ I just point out that many people, from liberal to

10 conservative economnists, from Walter Heller, who'has said

that one of the worst notions ofi the time is that a tax cut

12.is necessarily inf~ationary. ;Ke argues very strongly for

13tax cuts now. I also point cut that Alan~ C'reenspan and

14others on the conservative side have taken exactly the same

15 position.

16 ~So what I would hope we would do is to take the

17 beginning steps now to give some real tax relief to 'prevent

18 these very, very substantial tax increases from aoing into

19 effect. $25 to T3O billion is not going to make the average

20 American family whole.

21 I think the typical family of four, who earns something

22like F20,ciOO, is going to be paying an additional f6O00 in

23taxes next year because of 17ocial Security increases,

24 inflationary income tax ir,-cr&,~_-es, plu-s the windfall profits

25 tax. Lo that is a. very sub',s t a.-ntial tax increa;se.
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1 ~So unless we do something along the lines of what you

2are suggesting, Mr. Chairman, all we a~re going to do is make

3people whole. T don't think that we want to mislead the

public back home tha~t they are going to get any substantial

5tax decrease. What we are saying is that we are going to

6 prevent from taking effect what already is in place.

7 ~I woull hone that as we approach this problem that we

8 would try to do something about productivity that would have

soma long-term gains.' Igee with what Lloyd Bentsen said,

10there is great advantage in doing it right now because we

11want the private sector tc count on this, and know what

12 steps can be taken to improve their economic picture.

13 ~The Chairman. Senator Nlelson.

14 ~Senator Nelson. E~r. Chairman, I would guess that there

15 is pretty general agreement with what S-:enatcr Bentsen and

16 Senator Rotth said respecting the productivity side. We

17 might be well off just to pass that, although it is-probably

18 not realistic.

19 I certainly suipport that, and I think that we have to

20 do something about accelerated depreciation, and faster you

21 are ac-celerate it, as far as I al,5 concerned, the better

22 because I don't thin'k in the loing-pull it makes any

23 difference axcept that it -allowz bu-siness to replace their

24 productive Rquipment more quickly.

25 Wthen you get over to the individual tax cut side, that
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1is where the argument starts. I don't Pretend to be

2 qualified to make a judgment at what stage some tax cut for

3individuals becomes inflationary, and at what stage it is

4not inflationary. I don't guess that the economists all

5agree on that either.

6 As Chairman of the Social Security Subcommittee, I have

7 had to look hard at those numbers over a long period of

8 time. We are all concerned'about how rapidl-y Social

9 Security has gone UP. I do believe that when we do what is

10 the appropriate thing some day a~nd remove Ztedicare from

11Social Security, we will be in a' much -sounder position.

12 It is non-wage re'lated. 'Irt should not be there in the

13 first place. TIh ere Pis no other non-wage related provision

14 in Social Security,. if you took it out, you would have $2L4

15 billion mor~e in the Social Security System, which is what

1 6 Medicare is costing.

17 T did make that motion-in 1977, and it lost on one

18 vote. That is, I made the motion that we start to transfer

19 the cost of Medicare out of the Social Security System,

20 replacina it with general funds, whi--h at some s.tage I am

21 assuming we will do in some kind of a health insurance

22program somewhere down the lin-~-_ 'Thlat has not hapoened.

23 ~If there is goinq to be7 a tax cut that affects both

24 individuals and the productivity sid,rEt I would like to see

25 that we address the question of at least offsetting, however
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1 we do it, the increase in Social Security, which amounts to

2 $11.6 billion, I believe, in January.

3 'So I would like to move at the appropriate time, maybe

now, that we ask for the staff to come up with suggestions

5on a tax that would offset thez increase in the Social

6 Security, and do it in a proportional fashion because you do

7have people in the low-income side who, if you add a 10

8 percent across t-he bocard tax cut, would get nothing from it,

9but they would get the Social Security increase.

10 ~I know the staff has looked at some of these problems.

11But I would like, at the appropriate time, to have that

12 motion before us insofar as the individual tax cut is

13cocre. Itikta it- is goingtob the toughest one

14to settle.

15 If we are going to agree on a package, I think we can

16 agree, probably, much more eiasily on a prod2uctivity tax cut,

17 all you have to do is figure out how many dollars are you

18 willing to put into it -f~or a period of time, and then work

19 out the formula. But I would make the motion that we reduce

20 individual tax sufficient to offset the 'Social Security

21 increase, addressing the point of being sure that it is

22 proportional and equitable to those in the lower income

23 brarket who might otherwise_' not, benefit- at all.

24 The. Chai~rman. Let me ask the Spenator to wi thhold that

25 motion until we can disrpcse of this first th1ina. At that
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1point, he can renew his motion.

2 ~S'Ienator Matsunaga. Mir. Chairman, I think in addition

3to an offset fcr Social Security, we need tc have an offset.

for inflation. As shown in Table 2, the tax increases in

51981 --

6 The mpotion, at least, ought to include a reduction of

7 $15.1 billion as estimated for inflation because in my trips

8back home one of the biggest problems, I am sure other

9 senators have come across the same complaint., especially

10among the low income employees, you find that where they

Hhave not had a sufficient wage, increase= to make up for

12 inflation, they are still Paying taxes in the higher income

13 bracket because of the wage increase, which seems to be

14 setting them backwards in their take-home pay.

15 ~We have got to take care of these people because

16 supposed by this tax reduction we put more money in the

17 hands of tha public, the worker, so -that they can somehow

18 stimulate the economy. But the way it is now, even with a

19 tax reduction, unless we take care of what they will lose by

20 way of inflation be=cause of being pushped up in a higher

21 bracket, we are not going to place any additional spending

22money in the hands of taxpayers.

23 'S'o I would hope that Seneator Nelson will agree to an

24 amendment which would take care of inflation by way of a

25 reduction in income tax perhaps by way of readjusting the
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rates at the different levels plus sufficient cuts to take

2 care of the Social Security increase for the employees and

to tak~e care of the employers with productivity incentives.

4 ~Senator Nelson. I don't know what I would support in

5that respect.,

6 ~The reason I did this is that I think you can clearly

separate out the-:question of what is the bracket increase

8 cost, what is the Social Security increased cost to the

9taxpayer, and perhaps we ought to address one at a time., I

10was not ma-king any argument one way or the other.

11 The Chairman. Each-Senator is going to get a chance to

12make these suggestions at the time we decide the first

13 point.

14 ~Senator Dan-forth. Mr. Chairman.

15 The Chairman. Yes, Senator Dan-forth.

-16 Senator Danforth. What I would not,. like, Mr. Chairman,

17 is for us to start making all the individual decisions, and

18 then we end up totally consuminq the am-ount that we decide

19 initially to be the appropriate size of the tax cut. If we

20 were to take an initial vote and determine that the total

21 amount of the tax cut for 1981 should be, say, 11255 to T30

22 billion, as the Joint Committee Staff proposes, and then we

23 immediately beean with Senator Nelson's proposal of f11.9

24 billion, and then we moved- to SZenator :t-atsunaga's proposal

25on bracket creep of. $15.1 billion, we are up to ~37 billion,
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1almost all of which is individual tax cuts of one sort or

2another, and none of which has any effect on productivity or

3industrial modernization, or becoming more competitive'

4abroad.

5 ~If we are making suggestions as to how we proceed, it

6 would be my thought that we would proceed, first of all,

7with a determination as to the total amount .amount of the-

8 cut; and, secondly, a determiination of approximately how

9much of that. is to go~to business and how much is to go to

10 individuals. Then we can refine it frdm there.

11 ~Just because each one of th'ese items is terribly

12popular, I would hate to have us suddenly spend the $30

13billion tax cuts on matters which sound very, very good, but

14 which have nothing to do with the underl ying problem, which

15 is the same on.-e that Senator Bentsen pointed out.

16 The Chairman. Again, these are all matters that11 are

17 important, but these are matters that we wil~l have to decide

18 after we decide, do we think we ought to have a tax cut.

19 Before we take a vote on that, I guess we had better

20 hear from Y~r. Lubick over there. 'So far Treasury has taken

21 the view that they didn't think we ought to vote before the

22 election, and I am not sure that- Treasury wants us to vote

23after the election.

24 What is the Treasury Position,. M1r. Luibick? Wbhat is the

25 lates t position, since the convention?
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1 ~(Laughter.)

2 Mr. Lubick. 'Mr. Chairman, our position is unchanged

from tha~t stated by.Secretary Miller. We believe that it

would be prudent to wait to make sure that we get the

restraints on spending that have been started through the

6 reconciliation -process, and that we scrutinize the economic

situation, and that we proceed to consider the situation at

8a later time.

The Chairman. Shall we vote? Basically, I am just

10asking for a vote because I want the absentees to record.

11 themselves.

12 ~Senator Matsunaga. What year, Mr. Chairman, this year

13or-beginning January 1981?

14 ~The Chairman. Basically, that is what I want the

15Sen'ators to answer, or at least this committee. Do we think

16 we ought to have a tax cut in about the dimensions that Mr.

17 Shapiro has indicated, and do we think that we ought to vote

18 it before January. 1, in this session of- the Congress.

19 ~I think, basirally, iff the question is answered in the

20 negative, thenI think we are wasting our time trying to go

21 any further.

22 ~ Senator Ma--tsunaga. But e.ffective January 1.

23 ~ The Chairman. Yes, ef~fective January 1, 1981.

24 The Cl1erk. Mr. Talmadae.

25 ~ (No response.)
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1 The Clerk. -11r. Ribicoff.

.2 (No response.)

.3 ~ The Clerk. Mr:. Byrd.

Senator Byrd. Aye.

5 ~The Clark. Mr. Nelson.

6 ~Senator Nelson. Aye.

7 ~ The Clerk. Mr. Gravel

8 (No response.)

9 ~ The Clerk. M!r. Bentsen.

10 ~Senator Bentsen. Aye.

11 The Clerk. Mr. M1a t sun a.ga .

12 Senator Matsunaga. Aye-'.

13 ~The Clark. M~r. Moynihan.

14 ~(No answer.)

15 ~The Clerk. M-r. Baucus.

16 Senator Baur-us. Aye.

17 The Clerk. air. B-oren.

18 (No-response.)

19 ~The Clerk. 9ir. Bradley.

20 (No response.)

21 The Clerk. Mc. Dole.

22 ~ Senator Dole. Aye.

The Clerk. M. Packwood

24 (No response.)

25 The Clerk. ~Ir. B-oth.

ALDERSON REPORTING COMPANY, INC.

400 VIRGINIA AVE, S.W., WASHINGTON, D.C. 20024 (202) 554-2345



4j3

1 ~Senator Roth. Aye.

2 ~The Clerk. Mr. Danforth.

Senator Danforth. Aye.

4 ~The Clerk. M~r. Chafee.

Senator Chafee. Aye.

6 The Clerk. Mr. Heinz.

7 ~(No response.)

8 ~The Clerk. Mr.,Wallop.

(No response.)

10 ~The Clark. Mr. Durenberger.

11 (No response.)

12 The Clerk. Mr. Chairman.

13 ~The Chairman. Aye.

14 The vote is 11 ayes and no nays, but M'r. Packwood said

15' that he was going to vote Po.

16 Senator Danforth. "r. Chairman, could I be'recognized

17 for another motion.

18 The Chairman. Yes.

19 Senator Danforth. Mlr. Chairman, so that we can plan in

20 some orderly fashion what we are going to do, T would move

21 that at least 50 percent off the tax cut be targeted toward

22 increasing savings, investment, researc-h and development,

23 and productivity.

24. Senator Nelson. Do you have to have a specific for

25 each, or juzst in that general Category.
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1 ~Senator Danforth. No, just in that general area.

2 Senator M!atsunaga. Projected over how many years?

There would be extreme difficulty because when it comes to

investment credits, for example, the first two years they

5may have nothing. It depends on the likelihood of planning

6the next year or two years. So if you plan for five years,

7yes.

8 Senator Danforth. All right, let's make it for five'

9years, then, in working out the agg regate amount of alleged

10 revenue loss. Then at lea st 50 percent would be for capital

11 formation, savings, research end' development, and

12 productivity..

13 The Chairman. I would hope that we would put some

14 pieces together on a tentative basis and see what they look

15 like before we cross that bridge. 'The reason I am thinking

16that way is that the item which has been discussed a great

17 deal about depreciation, the so-called, 10-5-3 propcsal,

18 starts out costing a small amount of money and about six

19 years out it costs a great deal. That 10-5-3 proposal

20 reaches up to $58 billion after a -few years. How -far is it

21 before it reaches that ficure.

Mr. Shapiro. In approximate magnit-udes, in the first

23year it maybe somewhere close to a couple cf billion, and in

24 five or six years down the road it can be 150 b1illion-plus.

25 The Cha irman. I saw a figure of about T-5E billion. it
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1 looked to me likec it was $55e billion in a period of six

2 years.

3 ~ Senator Bentsen. Mr. Chairman, could I comment on that?

The Chairman. Yes.

5. Senator Bentsen. I am very sympathetic to what Senator

6 Danforth is talking about, and I am trying to somehow

achieve that objective. But I am concerned about the out

8years, and how they apply.

I have one that is shown in here. It is a simplified

10 class depreciation, and that starts off with a cost of a

1 :little over $6 billion', but by the time you get out to 1985

12 it is up around 117 billion.

13 I am just not sure how we would come out in this kind

14 'of a limitation, even though I supported that kind of an

15 amendment to the budget resolution.I laud the objective,

16 but I am wocriedl about how we accom-,l1ish it.

17 Senator Danforth. Or. Chairman, one way we might

18 accomplish it would be to address the business cuts first.

19 Procedurally to run through'thren first just to make sure

20 that they are not lost at the end.

21 The Chairman. Senator, IL have a lot of sympathy for

22 what you are suggesting here. it may very well be that we

23 can do just exactly what you aro. suggestina. ~ut I, for

24 one, would like to see us act in an area thLt is going to

25 benefit the rank and f-ile, the great majority of individual

ALDERSON REPORTING COMPANY, INC.

400 VIRGINIA AVE, S.W., WASHINGTON, D.C. 20024 (202) 554-2345



4~6

1 taxpayers, even though if you look at what the committee

2 prepared there and what the staff prepared, they put the

3capital formation right as the first order of bousiness, and

4individual tax cuts second.

5 M~y inclination was to say, I would like for us to at

6 least indicate that we are going to do some of the thinas

7that the' individuals are going to be most concerned about

8 first, because otherwise it ttends to set the stage for the

9word going out that; "We came in here, and the Finance

10 committee -took car;-e of the business," and some will say,

11 "the wealthy first." Then when we got through taking care

12 of them, we procee-Ued to vote something for individuals.

13 I would hope that we can move to put together a revenue

14 bill1 that doe sn'1t sq ueeze out an y of thm. nte nd

15 don'm t care how we do this, we are all goring to wind up with

16 a squeezing down process.

17 Anytime we have a big -tax cut bDill. in these dimensions,

18 regardless of how conservative and fiscally respon.sible we

19 were in this committee, there has been a tendencey for the

20 Senate to a~dd mLore on top orf it for us, and. we have had to

21 go to conference, and try to get it down to something which

22 we thought was responsible. So, in thefia version, the

23 squeezing of the genie inside the bottle cane in

24 conference.

25 I j~oin you in wanting to do busine~-ss in such a way. We
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1don't squeeze anybody out. They all have their day in

2court, and that they are carerully considered. I think that

3we will have to do it in terms ofl the various combinations.

But I would hope that we don't make that decision until we

5look at'what it is that we want to put in.

6 If we say, well., we want this in, and we want -that in,

7and we want the other thing in, we may very well, then, find

8 ourselves in the position that we are going to have to

9squeeze s ome thing's back out, or squeeze some things down.

10 Senator Nelson. Let me make a suggestion that might

11meet your wish to address individual cuts first.

12 I agree with Senator Danforth. T introduced 10-5-3 on

13 this side, and I d:on't know of anybody, and T have not run

14 into anybcdy in finance who is not for some version of an

15 accelerated depreciation and capital formation.

16 Why not address ourselves to some~- individual reduction

17 equivalen t to the Social Securi~ty increase of 11.6 percent.

18 I am not saying how you ought to do that, but just

19 individual tax cuts equivalent to that, and that is $11.6.

20 Then move over and. consider th=e accelerated depreciation

21 question. And then you have got one individual-cut and you

22 have the accelerated depreciation question, now you look at

23 what is left to put in the package.

24 Senator Danforth. 11r. ChAirman.

25Th Chairman. Yes, Se-natoc Danforth.
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1 Senator Danforth. The-immediate problem that that

2 would run into is that the individual portion ofl the Social

3 Security tax cut would be about $8 billion, and the business

'~portion of it would be about $4 billion.

5 ~ enator Nelson . What is it you are talking about?

6 Senator Danforth. If you are going to do the Social

7 Security credit for an offset of some sort. So it would be

8 partly for individuals, and partly for business, and the

.9business portion of that, the $14 billion for business, would

10 be a reduction in the payroll taxes, and some say that tha t

11 is a non-inflationary tax cut.

12 However, ilf whatever the portion of the tax cut that

13 goes for business is to be more carefully targeted to

14 reindustrialization, -modernization, and increasing our

15 competitive ability that is $14 billion of the business share

16 of the tax Cut which really does not have anything to do

17 with modernization.

.18 Senator Roth. Mcr. Chairman, I have a great deal of

19 sympathy about what is being said. to help business. But one

20 thing that concerns me, it seems to me that we have got to

21 recognize that if we are really going to .do something about

22 productivity, then this nation Jhas to become a savings

23 nation. That means that the citizens of this country have

24 to be given some incentive to save. *Before they can begin

25 saving, it is also important that they be able to keep more
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of their hard earned income.

2 The problem is that over the last three years, or let

3us say by the e~nd of this year, the typical American family

4is paying an additional $2,000 worth of" taxes. What I want-

5to make sure, in tcying. to do something about productivity,

6 that we build some real tax relief for the individual,

7.including some incentive save, and not just talk1i about

8business tax cuts.

One of the real problems we have in this country is

10 that in comparison with the Japanese and the G13ermans, the

11American people do not save. I know there are-diffoerences

12 'in how yo u account for that, but they say that roughly in

13 Japan -the Ltypic:al Japanese family saves between 20 and 25

14percent, and in Germany betweeen 10 and 15 -,mercent. In this

15 country, in good times, it is about four Percent, but it has

16 fallen below that.

17 ~So I want to urge and say that when we are putting into

18 place these changes, we want to incorporate income tax

19reductions that ultimately result in incentives for the

20 American people of all classes to save. I think that this

21 should not be overlooked.

22 ~The Chairman. Mr. Bentsen.

,23 Senator Bentsen. iMr. Chairman, i feel very strongly

24 -that you are going to have to dc sonethino in the way of the

25 Social Security tax increase on the 'individual in
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1 particular, and I will support something along those lines.

2 As far as on the business side, that tax cut would

3certainly take some time before it passes through insofar as

4 helping on inflation. So I will be supportive of that

.5effort.

6 ~I get back again to the problem of Senator Danforth.I

7tried very hard to find a way to structure this where we

8 could assure that we do something substantial about

9productivity, and I don't know how you can pass a resolution

10that does it. I think that we are going to have to look at

11what the proposals are, and then we ar e going to have to

12 work very hard to see that within the limitations of the $25

13to $30 billion that we bring it about. I think that we are

14 going to have to look at the individual components rather

15than a flat resolution.

16 ~The Chairman. Yr. Chafee.

17 Senator Chaf~ee. !'r. Chairman, as I understand what we

18 are doing here this morning, we are trying to set out some

19 guidelines -as to how we are going to proceed.

20 ~First we decided that we are going to have a cut, that

21 has been deternined, in this rough area of T30 billion in

22the first year. How what we are tryingc to decide is how to

23proceed with our next step, and everybody around the room

24 has a pet scheme proposal whiLch they wish to advance. But

25 it seems to me -t-hat we should get on with the provision of
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how the basic division is going to be between the

2 individual, if you wish, and what you might call -- I don't

3want to call it a business cut, I miust prefer to call it a

4. job creation bill. I be:lieve that that should be in the

550-50 category.

6 ~Obviously, you cannot do it in the first year because

the more rapid depreciation, as it has been pointed. out,

8 costs relatively little in the first year. So isn't it

9possible for the staff to come up with a five-year program,

10if you proceed, of how you divide it between jiob creation on

11the one side, and the individual on the other, but using the

12 $30 billion as a starting figure for each year.

13 The Chairman. That is not a bad suggestion, if we

14 could Just the staff''- to do t~hat.

15 N:r. Matsunaga, did you want to say something further?

16 ~S'enator Miatsunaga. Along the lines suggested by

17 Senator Roth, I might point out that beginning January 1, we

18 will have that additional 7'200 per and. 1L400 interest credit,

19 as you know. So that would mean a loss of $1.7 billion. Of

20 course, initial'y Senator !_entsen and I had introduced a

21 bill callin,; for doubling that, if you will recall, so we

22 might go along that line, too.

23 I am inclined to agree, Mr. Chairman, that we ought to

24 go into a long-term planning as well as shortu-term. Within

25 the termn of -five years, thern I think w2 could show that a
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1business is not being lost sight of. But in the short term,

2 I would agree with the chairman that we ought to take care

of those who are suffering most, the low income tax

4taxpayer.

5 ~ Senator Dole. I think that we have already made great

6 progress regarding the major decision. I know that our

7staff is meeting this afternoon on this side, and I am sure

8 the Joint Tax Committee is available. The Eepublicans will

9be meeting each morning an hour be-fore our regular session.

10 i think bef~ore we make any other decisions now, we

11 ought to regroup and have a disc uss-ion on each side. I

12 think that we could p~robably reach some consensus here the

13 way we are moving without any other decision being made at

14 this time.

15 T-he Chairman. T would suagest that the Democrats ought

16 to meet at 2z00 o'clock. 1 will4. let them know where we will

17 meet when I arrange a place. i would like to ask the

18 Senate, if it is all right, that the committee be permitted

19 to meet during the session of th e SenatLe this week to try to

20 work this out.

21 ~I would hope that our staff, working with both the

22 majority and the minority members and Xr. Shapiro, who work-s

23 for all of us, that they try to hel-p us put togethe r some

24 pieces to see how these piere might sort of fall together.

25 They are usually in a pretty -cod position, as they hear the
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1Senators talk and confer, and talk with their staff

2:`assistants, to see what measures have substantial support,

3and what measures do not.

4 M1aybe you can help us put together a suggested

5 combination, M¶r. Shapiro, so that in effect the tax cut for~

6 the workers does not squeeze out the tax cut for

7 productivity, and that we try to get some of the various

8 suggestions in there. Then we can talk about which ones

9claim the highest priority among the senators.

10 ~How does that appeal to you, Senator Danfo'rth?

11 Senator Danforth . I think that that is very good, M~r.

12Chairman. I believe that there is Ca very strong consensus

13 on the committee on both sides, and it is just a matter of

14 working it out. Obviously, all of us have cur own pet

15 projects, but I ~think that there is a large amount of

16 flexibility, and if we could get some sort of a listing from

17 the staff by categories as to what the Possibilities are,

18 and what the revenue effects would be over a five-year

19period of time, we would be in a position to raha

20 agreement in fairly short order.

21 The C'hairman. With t-he consent of the Senate, why

22 don't we try to mnest at 3:00 o'clock this af-ternoon. 1r.

23 Stern will have to got 'a room f:or u-s over at the Capitol

24 Building.

25 Do you have_ a room for us over at the Capitol
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1Building?

2 NMr. Stern: Room S-207.

3 ~The Chairman. That is the reception room, right off the

floor.

5 ~Then I suggest that we recess until 3z00 o'clock, if we

6 can gain consent of the Senate to me-et at tILhe Capitol

7 Building. The Democrats can have a meeting at 2.00 o'clock,

8 and our Republican colleagues might want to have a meeting

9and. discuss this matter at about that same time.

10 Senator Byrd. ~. Chairman, there is a piece of

11 legislation t1-hat. tne Secretary of the Treasury is very much

12 interested in. I don't know whether this would be an

13appropriate time to try to consider it, but maybe this

14 afternoon.

15 The Chairman. Yes, at- 3.00 o'clock.

16 The committee stands in recess until 3~:00 o'clock this

17 afternoon.

18 (Whereupon, at 12:40 p.m., the committee adjourned, to

19 reconvene in room 5-207 the same day.)

20

21

22

23

24

25

ALDERSON REPORTING COMPANY, INC.

400 VIRGINIA AVE, S.W., WASHINGTON, D.C. 20024 (202) 554-2345






