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EXECUTIVE SESSION

THURSDAY, AUGUST 21, 1980
United étateé Senate,
Committee on Finance,
Washington, D. C.

The committee met, pursuant to recess, at 3:20 p.m. in
Room S-207, The Capitol, the Hon. Ruésell B. Long (chairman
of the committee) presiding. |

Present. Senators Long, Ribicoff, Byrd, Nelson,
Bentsen, Matsunaga, Moynihan, Baucus, Boren, Bradley, Dole,
Packwood, Roth, Danforth, Chafee, Heinz, and Durenberger.v

The Chairman. Let me make this point for starters. I
would hope that our'staff, working with the best help that
they can get from Treasury and elsewhere, can move these
figurés around somewhat where you achieve about the same
effect that you have on the chart that is shown here, but
that in doing so it is dohe o) tﬁat every bracket reflects a
cut.

For-example, I notice that the fourth bracket here
shows 21 percent against 21 percent} Then you come down to
the fifth bracket, 24 percent against 24 percent. Then
further down you have another bracket where you have 5S4

percent on both sides.
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I would think that you either break the bracket, or you
could move the numberé up a little bit so that you achieve
the éame effect that you are doing to do, but that you do it
in a way that reflects a reduction in that bracket, because
6therwise beople will be explaining from now until we pass
the next tax law why it was that when we cut taxes the rate
was cut but those persons were not cut in that particular
bracket.

I understand your explanation, and I read about your
exblanation. T don*t feel like explaining ffom now until we
write another tax law. That being the case, it wculd be a
lot easier to understand if you could -work it oﬁt for us so
that in every categorf it.reflecfs a rate cute.

Mr. Shapiro. What it ﬁilllrequire is for us to add
additional brackets to break them up a little bit. The.
problem that you have is that we worked with the existing
structure, which had broadened the bracket and had reduced
the 20 brackets to 15. Then wﬁen you have brackets that are
$4,000 it is very difficult to cut each bracket.

Hhat Senator Long is suggesting is that he would 1like
to have cuts in each bracket even though individuals in that
particular bracket are getting the benefits of the cuts as a
result of the other exemptions. Senator long is suggesting
that it would be better to have cuts in each bracket even if

it means adding some brackets in order to do that.
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The Chairman. You can show it to us when you have it
ready. If necessary, you can show it to us tomorrow; But I
would like to report out a tax structure that shows the cut
bracket by bracket. At $18,000, I want it to be shown that

you are being taxed at a lower rate than you were being

‘taxed previously, so that when people loock at it they know.

I have read the explanation in the afternoon nevspaper,
The Star. It says that you ate lucky, even if you don't get
a cut in the bracket, you get the benefit of the cut below
that. But I would rather not have to explain it. I would‘
réther it be reflected that you get a cut all the way up the
line. ‘

I think that you can work it out for u#. If you have
to add a couple of brackets, it is better than haviné to
explain the rest of iﬁ. Most people are going to be turning
to the tax table anyhow.

Mr. Shapiro. That is right. The bracket that we have

not cﬁt, they will probably compute outside the table, and :

that is the 54 percent bracket. That was not cut because of

revenue constraints. There are three brackets that were not
cut, the 21 percent bracket, the 24 percent bracket, and the
54 percent. The 21 and 24, people just look right up in the
tables. Those in the 54 percent bracket would compute it
themnselves.

What we will do, we will revise the rate structure by
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increasing the braékets, breaking them down some, and
provide the same distribution effect that we have here, so
that we will not take‘anything away from the rate cuts by
changing the brackets. |

The Chairman. If you do that, the way I understand it,
people have got to compute it themselves. If you have
$28,900, whether 6: not you pay a certain amount of money
for $28,000, and then you pay X percent on whatever is above
that. You can do that, I assume.

‘Hr. Shapiro. Yes, we can try to do that, and we will
come out with the same effect. |

The Chairman. It does not have to come out to the
penny, or the precise dollar. But if it does, it will be
all right. |

We have to set é date on the capital gains.

Senator ¥oynihan. Mr. Chairman, I appreciate that. T

think the date ought to be August 21, which I believe it has

"been the practice of the committee to set rhe date on which.

the comnmittee voted.

Mr. Shapiro.  Are you saying séles occurring todéy, or
after today. Do yoh vant to includé today?

The Chairman. I think that any sales occurring today
ought to get the benefit.

Mr.‘Shapiro. Any sales occurring after August 20th.

Technically, you have a corporate rate at 20.1, it

ALDERSON REPORTING COMPANY, INC.

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



10

1

12

13

14

15
16
17

18

19

20

21

24

25

might be easier to say 20 perceﬁt.

Senator Moynihan. Iithink that it would make the most
sense. |

The Chairman. Is that agreeable making it 20 percent
for corporations?

I think that nowlwe ought to go to corporate rate
structures, and I think Mr. Danforth ought to have the
privilege of making that presentatione.

Senator Danfortﬁ. Thank you very much, X¥r. Chairman..
I appreciate it.

In- 1978, when we last addressed the question of a tax
cut, there was considerable testimony at that time abbut the
effect on productivity and capital formation of lowering the
éorporate tax fates.

I can remember one meeting that Senator Javits hosted
in which, perhaps, a dozen or more economists and business
people were present. They were asked, going around the
room, "What sort of tax cut would you prefer, which would
induce you to make investments for the future of your
company.?"

.The unanimous view of those present was that the best

'kind of tax cut for them was corporate rate reduction. The

reasoning was that when business people make decisions as tc -
what kinds of investments to make in plant and equipnment,

they do so with a view toward the after-tax rate of return
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tﬁat is going to be produced down the road.

It was also stated at that time that a corporate tax

reduction
they want
corporate

rate will

encourage-

does not have to all take place immediately.

is predictability and, therefore, a phased

rate cut indicating that at a date certain the

L]

What

be cut to a percentage certain is sufficient to

investment in the future.

Similar testimony was heard before the Finance

Committee

this time. Therefore, there has been some degree

of talk about the possibility of reducing the corporate tax

percent in 1981 and uu'percegt in 1982, and that is the

proposition that I would move.

The Chairman. Any further discussion?

Senatdr Bentsen. 'I would like to second that

The Chairman. Let;s call thé roll.

Mr.

Stern. Mr. Talmadge.

The Chairman. Aye by proxye.

Mr. Stern. Mr. Ribicoff.

Senator Ribicoff. Aye.

¥r.

Stern. Mr. Byrd.

Senator Byrd. Aye.

Mr.

Stern. NMr. Nelson.

(No response.)

Mr.

Stern. W¥r. Gravel.

ALDERSON REPORTING COMPANY, INC. !
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(i) 1 The Chairman. Aye by proxy.

2 Mr. Stern. MWMr. Bentsen.
(j) 3 Senator Bentgen. Aye.
4 Mr. Stern. MNr. Matsunaga.
5 '~ Senator Matsunaga. Aye.
6 Mr. Stern. Mr. Moynihan.
7 _ Senator Moynihan. Aye.
: 8 Mr. Stern. Mr. Baucus.
9 (No response.)
| 10 - Mr. Stern. Mr. Boren.
1 Senator Boren. Aye.
| 12 .--Hf. Stern. ﬁr. Bradley.
‘ 13 (No response.)
O 14 Mr. Stern. Mr. Dole.
j 15 "~ (No response.)
i , 16 ¥r. Stern. MNr. fackwood.
‘ 17 (No response.) |
| 18 ﬁr. Stern. Mr. Roth.
i 19 Senator Roth. Aye.
‘ | 20 - ¥Mr. Stern. Mr. Danforth.
21 Senator Danforth. Aye.
22 Mr. Stern. Mr. Chafee.
23 | Senator Chafee. Aye.
(;) 24 ¥r. Stern. Mr. Heinz.
25 (No response.)

o)
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Mr. Stern. Mr. Wallop.

Senator Danforth. Aye.

¥r. Stern. Mr. Durenberger.

Senator Durenberger. Aye.

Mr. Sterﬂ. Mr. Chairman.

The Chairman. Aye.

Mr. Stern. Mr. Bradley. -

Senator Bradley. Aye.

~The Chairman. The_ayes are 16 and the nays are zero.

Mr. Danforth, do you vant-to discﬁss the RED?

Senator Danforth. Mr. Chairman, one of the
regbmmendations made by the rebort'of the Joint Econonmic
Committee was that encouragement for greater spending in
research and development was directly related to increased
productivity and better competitive poéitién for the United
States.

Historically, our technological advantage has been the
cutting edge for American competitiveness in world markets.
In'recent years fhe percentage of our gross national product
devoted to research and development has declined, whereas
the percentage of gross national product of other countries,
particularly Germany and Japan, has been increasing.

Other countries, including Japan, do provide tax
incentives for spending on research and development.

Therefore, over a period of a few years, various members of

ALDERSON REPORTING COMPANY, INC.
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the Senate have been working on proposals to try to provide
incentives for greater spending on research and
development.

It appears that the most economical way to accdmplish

this objective is to provide a 25 percent tax credit for

incremental increases on business spending for research and

development. - The revenue loss estimates, and of course this
is with no reflows at all, that are projected range from
$500 million to $800 million in the out years. So it is not
projected to be a great revenue loser.

The definition of what constitutes research énd
development spending has éaused some degree of debate and
concern. However, it is proposed in this amendment that the
same definition be used as presently used by the Financial
Accodnting>§tandards Board in its statement No. 2.

I have a letter from the Board which indicates that

this particular definition has been used by them for a

-period of years, and that it has worked out very well, with

a minimum of problems.

Furthermore, because while the credit applies to
incremental increases in research and development spending
over a base of three past years, -if RE&D were overstated in
year A, the effect would be to increase the base and
therefore réduce the amount that could be taken as a

deduction in future years. Therefore, there is a kind of
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self-policing that is involved in this concept.
The co-sponsors of this are Senators Bradley, Chafee,
Bentsen, Senator Ribitoff, and Senator Cranston, I believe.

Senator Bentsen. Mr. Chairman, on the Joint Econonmic

.Committee, we had substantial testimony on this, and we

received from a ﬁational accounting firm the method uséd by
the Japanese in this regard. What we have here is a
three-year runningfaverége, as I understand it,land it would
start in 1980 ana-build up.

This incremental amount of increase in research and
developmgnt is the way that the Japanese approach it, and
they get a very substantial tax benefit for it. AI strongly
support the amendment.

Senator Danforth. Mr. Chairman, it is my understanding
that the Joint Committee has somelproposals with respect to
the initial baée period

Mr. Shapifo; The way that the proposal works is that
you_get a 25 percent credit-on the increment above the
average. It is a moving average. Because of the problem
tﬁat some businesses have in looking back for a year prior
to the year 1980 in determining how much was research and
development, and how much was deducted as a first year write
off, and how much of it was an ordinary business expense,
and the difficulty to .make that determination, for

administrative convenience the staff suggested that you

ALDERSON REPORTING COMPANY, INC.
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start in 1980, vhich means that you look at your 1981
research and deveiopmeﬁt over your 1980. Then in 1982, you
look at your 1981 for purposes of your average. Then ycu
add the expense of that to your average. In 1983, you
finally get fo your three year average. You have 1980,
1951, and 1982, and your 1983 average moves forward in that
manner.

Senator Bradley. Mr. Chairman, as a co-sponsor, I hope
that the committee will adopt this approach. In.the last
six months to a.year, I suppo#e I have talked to people fronm
Livermoré to MIT, Princeton‘and ATET, all of the big areas
in thisAcountry where.research is done in significant
quantities, and all of them have the feeling thai there is
not the kind of suéport that there.should be by the Federai
government of research and development.

I think that this is a very important bill for our long
term pfoductivity growth, and I think that it is the key to
many of the things that vwe are doing elsewhere in the bill,
and also the key to some of the things that the Finance
Committee has addressed in labor areas. It is also
essential to increasing our productivity.

I think the modifications that the Joint Committee has
proposed really meet any objection that has»been made.

Senator Matsunaga. Mr. Chairman, what is the rrcjected

revenue loss?

ALDERSON REPORTING COMPANY, INC.
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Senator Danforth. The initial loss is half-billioﬁ
dollars a year.

Senatof Matsunaga. Fiscal Year or calendar year?

Senator Danforth. Calendar year. In the fiscal year
it goes to $200 million. For the full calender year it-is
the $500 million1 |
Hr; Shapiro. Mr. Chairman, we have some other

suggestions that we will be working out with some of the

staff that relate to the provision. They carry the intent

of the provision. ¥We want to be sure that it applies ‘to the

taxpayers, which means that the company that does its own

research and development, as well as to the extent that that

company farms it out and gets research and development from
some other company, gets the ctedit with regard to the
amount that is request.

This means that the company that does research and

development for others would not get it. It is the‘one that

vho actually pays to get it done. Also it would not be

available for tax exempt organizations. Clearly there would

not be any refundable credit for them as they do not pay

taxes. It would only be available for the company that does

it itself, and the éompany that farms it out.

The next situation that we would like to talk about is

. that there are times when you get a 25 percent credit and

there are potential shelters or abuses that come about. We

ALDERSON REPORTING COMPANY, INC. b
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would like to have the discretion in drafting to work with
the Senators involved who are sponsors and their staff, to

the extent that we come upon problems because of taking the

‘25 percent credit, and maybe with other things that you may

héve, there may be certain sheiter-opportunities. There are
certain rules that may be worked out to be consistent with
what the committee wants, which is a true research and
development credit, but not where it would lead toc shelter

activity. So that we can have the authority to carry out

‘the intent with any types of rules that apply.

The Chairman. Without objection.

Mr. Lubick.

Hr. Lubick. I have a question, Mr. Chairman.

Without getting into the merits, is it correct, Senétor
Danforth, that it ﬁould not be both a deduction and a credit
for the same amount?

Senator Danforth. It is my understanding that both the
deduction and the credit would apply.

Mr. Lubick. If you had a 70 percent taxpayer doing it,
you wouid giving a 95 percent subsidy. It would seem.to me
tﬁat you should reduce the deductible amount by the credit
amount.

Senator Matsunaga. It should be one or the other.

Senator Danforth. The proposal is to allow both. As

Bob pointed out, if there is a sheltering problem that would

ALDERSON REPORTING COMPANY, INC.
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be worked out in the drafting, but the injtial proposal is
that it is a deduction-and a credit.

Mr. Lubick: It seems to me that if the government is
paying 25 percent there is not much point in giving a
dedﬁction for whét the government is paying as opbosed to
what the taxpayer is paying. In other words, the govefnment
pays 25 percent, oﬂe would think that only the taxpayer's
out-of-pocket would be deductible, otherwise you would seem
to have a disturbingly large subsidy. |

Senator Danforth. For one year'é incremental only.

Mr. Lubick. The only thing ,that is reduced -- it
reduces the reduction. Deductibility ié the portion that is

reflected in the credit. It seems to me that otherwise you

.have a rather_extradrdinary compounding which in the case of

the jobs credit, which you voted on previously, you have
made a correct for as well.
Senator Danforth. Yes. This is for corporations who

would be doing it, and who would be getting both the

deduction and the credit.

¥r. Lubick. You would not have 44 percent less 25.

Senator Danforth. It is only the increase over the
base rate.

Mr. Lubick. It seems to me that theré is a principle
involved here allowing a deduétion for that which you are

giving a subsidy as well, particularly when you are getting

ALDERSON REPORTING COMPANY, INC.
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Senator Danforth. The proposal is both for a deduction

and a credit.

Senator Matsunaga. That is only over and above the

average base.

Senator Danforth. That is correct.
incremental increase. The revenue.loss,
$200 million to $800 milliqnvat the high
period of time. Of course, you only get

money is actually spent for research and

It is just the
as I said, only
point over this
the credit if the

development.

Mr. Packwood. Before we vote, do you know how far up

we are in calendar year loss to date?

Mr. Shapiro. We are close to $35 billion now. This

would add up to $36 billion.

Senator Roth. Could I ask this question in relation to

that. As I understand there is no reflow calculated.

¥r. Shapiro. This is tax revenue.
Senator Roth. Even CBO permits the

percente.

first year at 20

The Chairman. I would think that vou would not want

the government to pick up more than 90 percent of the tabe.

It seems to me that you ought to limit that and that the

taxpayers are going to have to pay 20 percent of it. If y

don't, it would defeat the purpose of your amendment.

I would suggest that it be so amended. In other word
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if the takpayef is paying no more than 20 percent of the
money, it seems to me thét it is ;n incentive. _Yod pay 20
pércent, and 80 percent being a tax savings, it seems to me
that it is a pretty.éood deal. I vouid hope that wvwe could
agree to that.

Senator Danforth. That would be fine.

Senator Bradley. What if we made it a 30 percent

credit, with some provision denying the deductibility of the

amount of the credit.

The Chairman. You see don't get in the 80 percent
credit unless'you look at the individual tax rate. If you
are looking at £he corporate tax rate, you wohld not get
that high anyway. But if you say, all right, let them have
the 25 peréent, and when you look at it all it'works to more
like 80 percent, énd 80 percent is the limitation. It is:
only in the exceptional case that it would go to 90
percent.

Call the roll.

Mr. Stern. Mr. Talmadge.

The Chairman. Aye.

Mr. Stern. ¥r. Ribicoff.

Senator Ribicoff. Aye.

Mr. Stern. Mr. Byrd.

(No response.)

Mr. Stern. Mr. Nelson.

ALDERSON REPORTING COMPANY, INC.
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Senator Nelson. . Aye.
Mr. Stern. Hr. Gravel.
(No response.)

Mr. Stern. MHr. Bentsen.

Senator Bentsen. Aye.

Mr. Sterh. Mr. Matsunaga.

Senator Matsunaga. Aye.

"Mr. Stern. Mr. Moynihan..

Senator Hoynihan. Rye.
Mr. Stern..'Hr. Baucus.
(No response.)

Mr. étern. Mr. Boren.
Senator Boren. Aye.

Mr. Stern. Mr. Bradley.
Senator Bradley. Aye.
¥r. Stern. Mr. Dole.

(No responsew.)

Mr. Stern. Mr. Packwood.
Senator Packwood. No.
Mr. Stern. Mr. Roth.
Serator Roth.  Aye.

¥r. Stern. Mr. Danforth.
Senator Danforth. Aye.
Mr. Stern. Mr. Chafee.

Senator Chafee. Aye.

ALDERSON REPORTING COMPANY, INC.
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Mr. Stern. MNr. Heinz.

(No response.)

Mr. Stern. Mr. Wallop.

(No response.)

Mr. Stern. MNr. Durenberger.

Senator Durenberger. Aye.

H#. Stern. Hr. Chairman.

The Chairman. Aye.

Mr. Stern. Senator Byrd.

Senator Byrd. Aye.

Thé Chairman. Hr. Gravel votes aye.

Senator Danforth{ Senator Wallop votes aye.

The Chairman. The-ayes are 18 and the nays are one.
The amendment is agfeed to. | |

Now may be.a good time to taik about Section 911. Do
you;want to discuss . that, ¥r. Chafee. '

SenatorVChafée. Yes, Mr. Chairman.

Mr. Chairman, as you know, we have before us a proposal
which I am extremely interested in, whiéh.of coﬁrse_has‘been
vigorously supported by the President's Export Council. It
is directed at increasing expor£5’from the United States and
encouraging Americans to serve abroad.

What we do under this is to exempt the first $50,000 of
earnings, earned income bnly and not unearned income, of

Americans who are serving abroad who have served 11 out of
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12 months abroad. At the end of their second full year of
service abroad that exemption rises to $65,000.

We also have a provision that any housing costs in
excess of 16 percent of a GS-13's salary are also excluded.
In other words, the first amount that he receives for
housing is taxable to the person. If you have a person‘who
is receiving $10,000 in housing and was receiving a salary
of 335,000, that $10,000 would be taxable. You could add
that to the $35,000, and he would not be taxable because he
vould still be below the $50,000. |

Mr. Chairhah, wve héve had lengthy heariﬁgs on this. I
haveAbéen particularly interested in this one. Iﬁhave made
trips abroad;rand really seen the anguish that Americans who
are serving abroad who have seen the ch&nges that came about
starting in 1976.

| Prior to that the firét $20,000'of income was exempt,
and then we went to some changes in the law and that has
reéulted in the American companies abroad returning their
Ameriéans because it is just too plain expensive to keep
them there.

You might think that it is a step ahead, and that they
are hiring ﬂationals, but it does not work out that way. I
was in Jofdan, in Aman, and the two principal American banks
there had formérly had --

The Chairman. Let®'s have ordere.
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Senator Chafee. -- had fotmerly had American staffs.
Those have been'very drastically reduced due to the taxation

we are imposing on the Amerians. It is not that they are

hiring Jordanians. The manager of one is Indian, and the

manager of the other one is a Pakistani.

So the effect 6f.the legislation that we enacted has
been extremely severe, Mr. Chairman. It goes beyond Jjust
having the Americans there. When you lose the American, you
lose the orders that come back that the American might
make. If he works in a.bank tﬁere, he tends to purchase
American equipment, office equipment. If it is a Pakistani,
a German, or British, 6r_whatever it is, he will order
British eduipmént, or equipment from his home country, which
is natural.

I know that some have suggestéd, and I know this will "
be raised, that we should 1limit this to only those who are
involved directly in export activities. But, may I say, Mr.
Chairman, that one of the pleas they made was to make this
simple. Under the present law, éarticularly in connection
with the 913 which permits them various amounts to return
home or to send their children to school, it is so complex
tha; literally no Amefican serving abroad in this capécity
can fill out his own income tax return.

Also, I would point out that it gets too hard to define

when somebody is serving abroad in an export position. For
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example, suppose you have an American who is running a

hydro-electric plant in Indonesia. He is not engaged in

export activities, but by virtue of having him there in that

hydro-electric plant in Indonesia the chances of him
ordering American equipment, replacement equipment or

further equipment, are vastly increaséd by the fact that he

Thefefore, I believe that we should go with the

legislation as submitted, not have intricate definitions of

what somebody is involved in, such as exports. We do have a

limitation on fhe amount of §$50,000.

I would ask that a chart be bassed around that shows
uhat other coﬁntries do. The other countries exempt all the
earned income.. The suggestion was made the other day that
perhaps we ought to do the same, but I think that it is
better td have this restriction. 1In future years, if
inflation continues,vwe can increase that amount.

So, Mr. Chairman, I would move the legislation as
submitted. This takes care of all the problems that have
been confronting charitable people from non-profit
institutions that are serving abroad. This would take care
of them, of course. We would have a provision that would
cover them retroactivelye.

As you know, we have extended the time for them to file

their income tax returns to, I believe, October 1. We have
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a provision to take care of those non-profit. people.

Senator Bentsen. Mr. Chairman, what Senator Chafee has
proposed is a melding of the two bills, the Chafée bill and
the Bentsen bill, and we have worked up to be what we hope
to be thé best of the two bills. I strongly support this
concern. |

One of the things we found in somé of the hearings we
held in the Far-East, ve ﬁad.oné of thé.major accounting
firms examine the returns of foreign nationals and our own,
and they foqnd that the cost of maintaining U.S. nationals
abroad was substantially above that for third country
nationais, and one of the major contributors was the
different way in which you treat the taiable income of those
individvuals. |

Therefore, there is an exodus of U.S. nationals from
ahroad.} In turn, obviously, it affects fhe amount of
exports that are ordered.

I am sympathetic to the objective'of trying to see that
this is aimed at those people who are helping us with
exports, but I have not been able to come up with a sinmple
way to target that. I believe the Senator from Connecticut
has a proposai.

Senator Ribicoff. Mr. Chairman, I think we have a very
important issue. here.

As the chairman knows, I have been involved in this for
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(j) , 1 many years, long before the distinguished SenatorAfrom Rhode

2 Island came to the Senate. The objective that we are trying
(j) 3 to achieve is to assure that we do everything we can to help
4 our balance of payments, and our export trade.
5 There are many Americans workiﬁg abroad, and about 60
6 percent of those are directly or indirectly involved in the
7 problem of generating more export business. But there are
8 many who work abroad who are not. I don't know why vwve
9 should nét.require Americans who work abroad, and who are
10 not generally engaged in doing export business for the |
11 United States, to come in with a $50,QOO or $65,000
12 exemption.
13 ', Let me give you'an example. If you have an American
working in. the advertising in the advertising'department in
i5 Tokyo, for Tokyo Toyota, to heip sell Toyotas to the United
16 States, why should hé receive a $50,000 exemption. Or, we
17 'have an American vorking in Paris for a French perfunme
18 company to sell perfume to American department stores, or to
i : 19 sell Yves St. Laurent or Christian Dior dresses in America
; 2 in competition with our dress manufacturers on Fifth Avenue,
21 why should theyAreceive a $50,000 exemption?
22 Most Americans, or the overwhelming number, live in
23 Canada or in Mexico. These people have chosen to live in
(;) ‘ 24 Canada or in Mexico, why should they gei.a special break

25 because they live over the line.

U
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The amount does not bother me, $50,000 or even $65,000,
but it should be related to export income, and it caﬂhbe
done. Let me give you an idea of what I considér who and
vhy they should be covered. It would include the
follqwing:-

(1)Construction, architectural, engineering or repair
éervices performed in connection with equipment, structures
or agricultural,.construction or engineering projected |
located in a foreign country. Thét would take care of the
hydfo—electric plant back in Gene§a.

(2) Services associated with the export of ﬁ.S.

products (including marketing and market analysis,

adve:tising and promotional activities, sales and

distribution services, packaging and assembly, warehousing,
document and custom clearing).

(3) exploration for or extraction of petroleum or other

‘natural resources, and

(4) Any other services performed overseas which are
designed by the Secretary of the Treasury (after
conspltation with the Special Trade RepresentatiQe and the
Secretary of Commerce) as contributing significantly to U.S.
exports.

I vould also include people working for charitable
organizations, and those educators working abroad.

Otherwise we are opening up a real bonanza to many
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(j) 1 Americans who contribute nothing to the overall welfare of
Zthhis countrf and the building of our export trade. I wculd
(:> 3 hope that we would not adopt the Chafee proéosal without
4 taking into account the suggestions that I make.
5 I would like‘to.héar from the Treasury about their
6 feeling on that.
-7 The Chairmane. M¥r. Lubick.
8 Mr. Lubick. Senator Ribicoff, we agree with you. We
9 have been working in that same direction to try to meld
10 together principles of equity that all of our citizens ray a
11 -part of the tax burden, but at the same time recognizing
12 that we have this overall nationél interest to encourage
13 exports and try to focus the benefits oﬁ those in export
(:) 14 activitieé. '
15 . We know that the approach which you have adoéted are
16 followed by France, Germany and Canada, and they have
17 legislation similar.to yours. Those countries do not give a
18 blanket exemption for earnings of their empioyees abroad.
A19 There is a distinction between those who are domiciled
20 abroad as opposed to those who are simbly wvorking abroad.
-2 As to the question of administrability, which is a most
2 important guestion, otherwise almost everyone would agree
23 wvith your concept, we do believe that it ié administrable.
(;) 24 First of al}, wvhen you are dealing Qith construction or

25 extraction, you have taken care of a whole industry, and

ALDERSON REPORTING COMPANY, INC.

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




10

1
12

13

14

16

16

17

18

19

20

21

24

25

26

that is really the bulk of it.

The real prbblems come in fine tuniné it in isolated
cases. But I would point out that we have had an exemption
since the early *'70s in the DISC area defining gross
receipts for services of charitable organizations, and
related to exports. I never heard any complaint at that
time about the administrahility of this type of language.

It is very, very similar languagé.

Senator Ribicoff. On this point, Mr. Chairman, I would
ask that those Americans living abroad who do not come under
those, but who live in high cost areas, could still file
undef 913. So that we do proteét Americans who live in high

cost countriese.

The Chairman. We are on the second roll call how, so I

would suggest that we answer and come right back.

(Recess.)

The Chairman. Let me call the committee'to order.

let me start out by announcing the final vote on some
of these amendments. |

The final vote on the Moynihan capital gain exclusiog
was 19 to one, all senators voting for the exclusicn except
Mr. Packwood who voted no.

The final vote on the Danforth proposal for the
corporafe tax cut is 19 to one, Mr. Packwood voting no.

The final vote on the research and development was 1S
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to one, Mr. Packwood voting no.

Now, let's tufu to Senétor Ribicoff. Do you want to
complete &our-statement?

Senator'aibicoff. I think that it is basically
cqmbleted.

The Chairman. Let me make a suggestion wﬁich I would
hope would lead to further compromise and help bring us
together. | |

Might I suggest that we consider an amendment to take
the Ribicoff amendmenf with regard to certain developed
countries, Canada, Japdn, France, Germany, the United
Kingdom, Sweden, Austria, Belgium and Holland. What I have
in mind is that might want to perfect that list. But
baSically; Senator Ribicoff's proposai would apply to
~certain countries, where they are going to get a cut anyh&w
for what they pay those governments, so it does not make
that much difference.

| nr. Lubick; The OECD countries, and places like the
Bahamas,-Bermuda, and places 1like that.

Senator Chafee. I want to compromise here, too, but
the Ribicoff proposal would not apply to the other )
countries, is that right?

The Chairman. That is right.

Senator Ribicoff. I don't know today what developed

countries . are anymore. I am sure there are places in the
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world.ihat are certainly comfortable and that are not QECD

countries, and where the living is good and lush.

I think if we let Bobby and his experts, overnight, try

to perfect is, my feeling is, from talking to Senator
Bentsen and Senator Chafee, that we are not too far apart.
There are interested in excluding income‘up to $50,000 a
yeérl and I have no probiem with that. -

I think that we could take care of the teachers and
charitable organizations. Then I think the services that
are involved abroad, enought to take care of almost
everything that is export related, or take care of our
balance of payments, which is reélly vhat vwe seeking to
accomplish. |

I don't know how you can start naming countgies. I
think that we have a provision in 913 that if any BAmerican
lives in a high cost country, he gets a special credit for
his extra costs because he lives in a high cost country.

Senator Roth. Mr. Chairman, could I ask a gquestion.

When I have been overseas; a. number of the American
ambassadors have4indicated to me that haviﬁg American

nationals, for example, working in banks or financial

organizations is very key in promoting the sale of American

products, which a 1ot of time they are involved in the
financing of major projects. If you have an American

national there, they often can push or promote the sale of
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American products-and will do so.

What would your proposal do for those?

Senator Ribicoff. I think that they is covered under
subsection (2), services associated with the export of U.S.
products, including marketing and market analysis,
advertising and promotional activities, sales and
distribution services, packaging and assembly, warehouéing,
document and custom clearing. If you put the financing in
it, tﬁen I think you will take care of the problems of
American'ﬁanks finanéing the sale of services and goods.

Senator Roth. Let me give you this illustration,

‘helping finance a project in a foreign country.

Senator Ribicoff. That is part of it.

Senator Roth. One of the things that bothers me, and
bothers John, is that the Internal Revenue will véry
narrowly construe these, and the burden is always §oing to
be to prove. In fact, what we are trying to do here is to

push the concept that we want American nationals working

abroad.

Senator Ribicoff. I am sure the staff is listening,
and they could’include it in the definition so that you
would not have a problem. I think that we can take care of
the limited number of people. We are talking about not

opening it up to about 40 percent of the people.

Senator Chafee. Mr. Chairman, the problem with this is
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that the problem that we are in right now under 911 and 913
which is regulations and complexities for the Americans
serving abroad. I think that when-we g?t into a position
where that portion of one's income is exempt that is related
to export activities, we start again into this incredibly
complex problem which does not meet vhat we are trying to
achieve. -

Mr. Chairman, I would much prefer to try to have a vote

‘on the proposal that we submitted because I think, as Jack

- Kennedy said, éverything,is not fair in this world. But at

least we are making a terrific effort to increase our
exports, and indeed we are no different than we were in the

law that was on the books before which exempted the first

'$20,000 of inconme.

Senator Ribicoff. I offer my proposai as amended by
Senator Roth. |

The Chairman. Let's vote on the Ribicoff proposal as
amended.

Senator Bentsen. Lét me understand what it is that his
amendment is. Does it mean that we get everything that is
in this Chafee-Beﬁtsen proposal, except what you do on
targeting?

Senator Ribicoff. Targeting the proposals, and adding
financing.

The Chairman. That would only apply., basically, ir the
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countries where people don't like to go.

Senator Ribicoff. It would apply to the whole vworld.
It would apply to Saudi Arabia, Kuwait, Nigeria, and those
countries. |

Senator Roth. Mr. Chairman, if we consider that there
are sdﬁe that would use this as a loophole; vouldn't it be a
preferable approach to have a'ggneral rule that it covers
everyone, and then if wve want to have some exceptions that
are specifically not covered under those.

It seems to me that in what we are doing here, the
bufden is always going to be to try to prove that these
people are covered because it is export félated.

I would 1like to put it in the opposite way if we are
going to have any kind of a 1imi£ation. Has ény thought
been given to that?

Senator Chafee. I find particularly troubling, Mr.
Chairman, the provision that you apportion somehow the
income. -Suppose the American is over there with an American
export-import,.and he is selling American.machinery cver in
France, Libya, or wherever it is, and also he is doing some
importing to the United States. Is it wrong to have hinm
there? I think that it is a plus to have him there.

But as I understand this provision, it only applies to
that portion of his compensation that is related to export.

He would have to go through these complexities with the
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Internal Revenue Service. -

Senator Matsunaga. Mr. Chairman, have we any idea of
how much the Ribicoff amendment will save?

Mr. Lubick. We did a very rough estimate overnight,

Senator Matsunaga. As I understand, the Ribicoff amendment

would be an alternative to the existing 913. .If all those
eligible fook advantage of the Ribicoff proposal, it would
cost approximately $300 million. If two thirds took
advantage of it. it would be about $200 million.

Senator Ribicoff. iWhat would the Chafee proposal
cbst? |

Mr. Lubick. It would cost $460 million in calendar
1981. |

The Chairman. Letfs_cali the roll on the Ribicoff
substitute, and then we vill call the roll on the Chafee
proposal.

Mr. Stern. M¥r. Talmadge.

(No response.)

Mr. Stern. ﬁr. Bibicoff.

Senator Ribicoff., Aye.

Mr. Stern. Mr. Byrd.

Senator Byrd. Aye.

Mr. Stern. ¥r. Nelson.

Senator ﬁelson. Aye.

¥r. Stern. Mr. Gravel.
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(No response.)

Mr. Stern. MNr.

Senator Bentsen.

Mr. Stern. Mr.

Bentsene.
Aye.

Matsunaga.

Senator Matsunaga. Aye.

Mr. Stern. Nr.

Moynihan.

Senator Moynihan. Aye.

Mr; Stern._ Mr.
Senator Baucus.
Mr. Stern. MNr.
Senator Boren.

Mr. Stern. MNr.

Senator Bradley.

Mr. Stern. Mr.

Senator Chafee.

Mr. Stern. MNr.

(No response.)

Mr. Stern. WN¥r.
Senator Roth.

¥r. Stern. Mr.
(No response.)

Mr. Stern. HNr.
Senator Chafee.
Mr. Stern. UHNr.

(No response.)

Baucus.
Aye.
Boren.
No.
Bradley.
Aye.
Dole.
No.\

Packwood.

Roth.

No. -

Danforth.

Chafee.

No.

Heinz.
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Mr. Stern. MNr. ¥Wallop.

Senator Chafee. No.

ﬂr. Stern. MNr. Durenbergef.

Senator Durenberger. HNo.

Mr. Stern. Mr. Chairman.

The Chairman. No.

It is a tie ;ote. The ayes are eight, and nays are

eight.

Senator Roth. Can we have a vote on the Chafee

- proposal, then?

The Chairman. I would still like to suggest that we
vote this éroposal where we would use the Ribicoff approach
with regard to the developed countries, and the OECD

countries, as well as any tax shelter; and use Mr. Chafee's

vith regard to all the others. It seems to me that it is

the most logical answer. to it. That way, I think that we
would come near to coming together on that than you can dny
6ther vay. .I would like to propose that.

Senétor Hafsunaga. What would be the position of the
Special Trade Representative? |

The Chairman. I don't care wha£ the position of the
Trade Representative is.

Senator Matsunaga. You don't care, Sut the Special
Trade Representative does. He is going to come under the

Ribicoff amendment.
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(Laughter.)

Senator:Chafee. Mr. Chairman, I am inclined to take
your proposal.

The Chairman. It seems to me that it is a good
proposal. It seems to me tﬂat.where the Chafee case is

strongest, he wins. Where the Ribicoff case is strongest,

he wins. It seems to me that it is a good compromise.

Senator Ribicoff. What would harpen, ¥r. Lubick, for
Anericans living in Canada and Hexico?

Mr. Lubick. Canada woulﬁ be part of the OECﬂ g:ou#,
and it would be under your ptqposal. Mexico, I would
assume, would probably be on the other side.

Senafor Ribicoff. How many Americans are living in

Mexico?

Senator Chafee. There are a lot of uneanred income and

retirees, but this would not touch them.
The Chairman. We will have to go and vote.
(Recess.)

The Chairman. Let's call the meetihg back to order.

Senator Ribicoff. MWr. Chairman, in discussing with the’

AN
Treasury Department, it is my feeling that your proposal

would eliminate most of the abuses. There would be sonme,

but it would be marginal. So personally, I would be willing

to accept your proposal.

Senator Chafee. Mr. Chairman, as I understand the

ALDERSON REPORTING COMPANY, INC.

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




10
1
12
13
14
15
16
17
18

19

21

24

25

36

proposal, I am prepared to accept it. The Ribicoff law
would be limited to a list of countries thatiﬁerhaps the“
Treasury would draw up. We understand that it is Canada and
the OECD countries.

Senator Ribicoff. Basically, OECD blus.Japan.

The Chairman. Plus the tax shelter areas.

Senator Chafee. Beyond them, the original
Bentsen-Chafee, or Chafee-Bentsen, however you_want to

phrase it, it depends on where you are, I guess, would.

apply.

The Chairman. Yes.

Senator Chafee. T must say, Mr. Chairman, I think it
is hard to figure export related income in France. It is
going to be a nightmafe.

The Chairman. I think that you have got most of what
you waht, so let's call the roll.

Mr. Stern. MNr. Talmadge.

The Chairman. Aye.

Mr. Stern. Mr. Ribicoff.

Senator Ribicoff. Aye.

Mr. Stern. Mr. Byrd. -

Senator Byrd. Ayef

Mr. Stern. M¥r. Nelson.

(No response.)

- Mr. Stern. MNr. Gravel.
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The Chairman. Aye.

Mr. Stern. . Mr. Bentsen.
Senator Bentsen. Aye.

Mr. Stern. Mr. Matsunaga.
Senator Hgtsunéga. Aye.
Mr. Stern. M¥r. Moynihan.
Senator’' Moynihan. .Aye.
Mr. Stern. Mr. Baucus.
(No response.)

Mr. Stern. Mr. Boren.

Senator Boren. Aye.

Mr. Stern. Mr. Bradley.

Senator Bradley. Aye.
Mr. Stern. MNr. Dole.
Senator Chafee. Aye.

Mr. Stern. Mr. Packwood.
Senator Packwood. No.
Mr. Stern. Mr. Roth.
Senator Roth. Aye.

¥r. Stern. Mr. Danforth.
Senator Danforth. Aye.
Mr. Stern. Mr. Chafee.
Senator Chafee. Aye.

Mr. Stern. Mr. Heinz.

(No response.)
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Mr. Stern. Mr. Wallop.

Senator Chafee. Aye.

"Mr. Stern. ¥r. Durenberger.

Senator Durenberger. Aye.

Mr. Stern. Mr. Chairman.

Thé.Chairman. Aye.

The ayes are 17, and.the nays are one.

I am goiﬁg_to submit a préposal here. This is the
employee stgck'ovnership;proposal. I think the Treasury
seems to  think that tﬁe ESOP law, the wvay it stands right
novw, unduly favors those companies that are capifal
intensive. It was discuésed sevéral.times, and several

times the Treasury offered to go along with a prdposal that

basically says that the companies that are not capital

inténsive, such as J.C. Penney's, Sears, and people iike
that, you would consider a tax credit based on payroll.

If we did that -- I am only talking about item No. 1.
I am not talking about the others because I think we want to
try to 1limit ourselves to just the key items. I will |
explain the others at a later date to the committee before
ve report it on the floor.

Here is what I suggest. One percent ploughed back in,
and this is capital accumulation, would cost six-tenths of
one percent the.first year, 1.6 the second year, and 2.3 the

third year, and going on up to 4.3. In order to cushion the
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cost of it; I would suggest that we have one-half of one
peréent the firstAyear for $300 million, three-quarters of
one percent the second year which will be $1.2 billion, and
one percent the third year, and stop there. So there would
be no off-year cost in 1984 and 1985.

The top calendar year costs would be $2.3 billion in .
1983. In 1981 they would be about $300 billion. Tt would
be half of what you have got there, I guess.

Senator'Danforth. The alternative is that the employee
wvould get the percentage of capital-investment.

The Chairman. They would not get both of them.' They
would get one or the §ther.

Senator Matsunaga. So you wodld reduce the one percent

‘credit to one-half of one percent all_the way throughe.

The Chai;man. That is right.

Senator Bentsen. Bring me up to date. Where are we
now?

The Chairman. We are talking about employee stock .
ownership. |

The employee stock ownership, you get a one percent tax
credit, which is very fine as far as the oil induslry is
concerned, and as far as the utility industry is concerned,
as far as the capital intensive industries are concerned.
But for industries that are not capital intensive, spch as

the départment stores where you don't have a lot of capital
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investment as compared to the number of workers yoﬁ have, it
does not do them much good.

Mr. Lubick. Mr. Chairman, we had testified earlier, as
you mehtioned, that He.think'basically the contributions on
wages, . which is the reward to the employees, ‘the
compensation for their services, is a better way to Qo. We
had ai;o discussed with you the fact that we thought the
credit ought not to be a 100 percent. There ought to be
some contribution by the employees. I don't know if you had
in mind a credit of 75 percent.

The Cﬁairman. I would think that this is a very small
thinqvto get'something started. I think thereafter we could
get them to put up a half percent. We start with the
investment tax Eredit, and we sﬁy that they get one percent
and after they get an extra one percent to match it, but it
takes a while. I think we ought to give a tax incentive to
the employer to set one up.

It would be all right with me, after you get them

‘started, to have something more. A lot of companies, such

as ATET and the private power companies, and the oil
industry, General Motors, General Electric, mostly big
companies, have taken advantage of capital intensive because
they are capital intensive. But where they are not capifal
intensive, as Sears testified and J. C. Penney's told me, if

you put something in the wage rate that was sufficiently
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meaningful, they would be willind.

-They are not capital intensive, and for them to do it
would te such a small amount that it would be a
disappointment to the employees.

Mr. Lubick. At a future date, I am talking about
matéhing it. This is just to get the thing started. We
would give them the 100 percent credit for the first three
years to get them rushing in, and tﬁereafter 75 percent of
the contributioﬂs. So they would nurfy to get in right
away. ‘ o

The Chairman. After three years, we would give them 75
percent. It is your amendment, you offer it.

Hrs Lubick. It was just a suggestion, Mr. Chairman.

The Chairman. Don‘'t offer an amendment, if you are not

going to vote for it.

(General laughter.)

The Chairman. I am asking for something that would go
to the third year, and would cost $2.3 billion, and then it
stops.

Senator Ribicoff. Would everybody go to the alternate
vage based tax credit, even. the big companies that are
éapital intensive. Their payrolls are probably more than
their investments, I would imagine?

Mr. Lubick. I think not.

The Chairman. Not with regard to people like Potomac
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Electric. The investor'owned electric companies are so
capital intensive that it is a far better deal for them to
take the one percent investhent credit. That is why they
are all in it,_by the way.

Senator Ribicoff. Hhén yoﬁ have General Motors,
General Electric, and DuPont, they have a lot of capital
investment, but they have very large payroils.

Mr. Lubick. I am not sure how it breaks down. There
are a number.of industries ﬁhere a credit based on
investment could be larger than the credit based upon
payroll.

The Chairman. Basically, the capital intensive
industries would be better off to take it on the investment
tax credit. But if the.company'tends to be labor intensive,
then they would be bgtter off to take it on the payroll.

Senator Bradley. I move that we adopf.the proposal,

Senator Matsunaga. Question, Mr. Chairman.

Those who join the ESCP plan, the employer would be
required to sell stocks at what rate to the employees?

The Chairman. _The stock would go for the regular

- market ratee. Basically, he gets a tax credit, but the tax

credit will have to be used to provide stock to the
employees. Then, of course, the stock will be at the market
rate, whatever the rate is.

Llet's call the roll.
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~Mr. Stern. Mr. Gravel.

Mr. Stern. Mr. Talmadge.
The Chairman. Ayvee.

Mr. Stern. Mr. Ribicoff.
Senator Ribicoff. Aye.
Mr. Stern. Mr. Byrde.
Senator Byrd._'Aye.

¥r. Stern. Mr. Nelson.

Senator Nelson. Aye.

The Chairman. Aye.
Hr..Stern. Mr. Bentsen.
Senator Bentsen. Aye.

Mr. Stern. Mr. Matsunaga.
Senator Matsunagae. hye.
Mr. Stern. Ht.-Hanihan.
Senafor Moynihan. Aye.
¥r. Stern. Mr. Baucus.

(No response.)

Mr. Stern. MNr. Boren.
Senator Boren. Aye.

Mr. Stern. W¥Mr. Bradley.
Senator Bradley. Aye.
Mr. Stern. Mr. Dole.
Senator Dole. Aye.

Mr. Stern. Mr. Packwood.
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Senator Packwood. No.

Kr. Stern. Mr. Roth.

Senator Roth. Aye.

Mr. Stern. MNr. Danforth.

Senator Danforth. Aye;

Mr. Stern. Hr. Chafee.
(No.reéponse.) |

Mr. Stern. ¥r. Heinz.

(No response.) |

Hr.AStern.- Mr. Haliop.

(No response.)

Hr; Stern. Mr. Durenberger.

Senator Durenberger. Aye.

Mr. Stern. Mr. Chairman. ' -
- The Chairman. ‘Aye.

The ayes are 16 and the nays are one.

Senator Danforth. Mr. Chairman, on the question that

Don Lubick raised; and you asked with respect to the REL tax

credit, it is my understanding that the Joint Committe has
worked out some administrative problems to accomplish éhe
same result with respect to individuals. I wonder if that
could be explained, and agfeed at this point.

Mr. Shapiro. The research and development provision
that you discussed earlier, thé concern was. that you could

get to an offset that would be too large. Senator Long
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(:} 1 suggested a modification of 80 percent. The way to
2 accommodate that, which maybe will take care of some of the
(j) 3 adminstrative problems, will be in the case of individuals
4 only. There isAno change fdr corporations.
5 However, in the case of individuals, where you tend to
6 have more shélter problems, they would have a deduction of
"7 the amount of the credit against fhe amount of expense that
8 would otherwise be deductible. For example, if you have
9 $100 of‘increméntal expenditure that would be subject to-thé
100 credit, they would get a $25 credit, or 25 percent times the
11 $100. Hdwever, they would get a deducfion of that $100 as
12 an gllowed deduction, but it would be offset by the amount
13 of credit. ‘So tﬁe dedﬁction would be §75.
'(j) 14 It means that individuals end up getting a deduction of
| 15 the $75 plus a dollar for dollar credit. This would be a
16 way io accommodate individuals, and there would be no change
17 for corporations..
18 Senator Danforth. I think that would accomplish the
19 results.
20 The Chairman. Doeé that achieve what I was ttying to
21 say, and they would not get more than an 80 percent tax

22 advantage out of it.

23 ¥r. Shapiro. Yes, that achieves it in a way that can
(;) 24 be administered without any difficulty.
25 The Chairman. Without objection, we will modify the
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amendment.
Is that al; right yith you, Senator.
Senator Danforth. Yes, Mr. Chairmane.
' The Chairman. Then, it is so agreed.

Senator Dole.

Senatdr Dole. I had to be absent fo: a while, but as I
uﬁderstand it.weAare dowﬁ to two‘items,‘LERA and small
buSiness.. ﬁafbe'if is time to see if we can work out those
tvwo. |

The Chairman. Mr. Nelson is not here. Sé why don't we
take up LERA.

Senator Ribicoff. We have a vote coming on.

The Cﬁairman. Why don't we go vote and then come
back. |

(Recesé.)

The Chairman. We will wait for Senator Nelson, and
meanwvhile we can go on with LERA.

'Senator Dole. .Hr. Chairmane.

The Chairman. Senator Dole.

Seﬁator Dole. We have discussed LERA, and maybe we can
come to agreement on it;

The Chairman. Maybe you could suggest what we could

.agree ONe.

Mr. Shapiro. It has been discussed, and the proposal

is, as far as IRA is concerned, to increase the IRA from
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$1,500 up to $1,750, and increase the spousal by an

"additional $250, so that they could go up to $2,000. So the

personal IRA would increase $250 for both parts.
The proposal on the LERA is to allow $1,000 with a
couple of modifications. This would méan that you could

take a LERA even if you were in a pension program. If you

have mandatory contribution, you are limited to $100. There

are some programs that require you to make a contribution to
your pension program, and -the employees do not have a
choice, and they may be required to cbntribute up to §$200.

This would say that no matter what your mandatory

~contribution may be, you count $100 towards your LERA, and

then ycu fill out the additional $900 out of voluntary
contributions

A second part of this would be that this rule would not
apply to any individuai that is covered -- This is limited
to where you have an employer that is very much involved in
a smaller corporation, and he can set up his own pension and
then he will also be able io get a LERA on the side. You
see he has more of a control. |

A thifd modification would be to maintain the fact that
government employees would not be covered. They-are'not
covered under the IRAs right now. There is a concern of how
you treat government employeecz, both State and Federal, aﬂd

it may be that the committee would want to wait and see how
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employees are treated, both State and Féderai, with regard
‘5

This is generaliy'the proposal that has been
discussed.

Senator Dole. ‘Would this pérmit the Tennessee Valley
Authority to make contributions. They are not under a
government employee pension plan.

| Mr. Shapiro. The TVA are not government employees.
They could have é LERA. I don't know how they are treated.
Let me Jjust saj thét if they are not government employees,
they would be permifted to have a LERA.

Senator Dole. It is my impression that they are not
covered under a government pension plane.

Mr. Shapiré. I am told now that TVA is a government
agency, and they would not be covered, and that is the
reason why they are asking to be covered. They are asking
to be coveied, since they éré not covered, being a
government agencye.

Senator Dole. Is their retirement system a government

pension plan?

Mr. Shapiro. I think the question is not whether or not

you are a government employee, but whether or not you are
covered by a government plan.
Senator Dole. Right.’

Mr. Shapiro. TVA is not, so it would be appear that
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they céuld be covered. I think the rule is whether or not
you are covered under a government plane.

Senator Dole. Is there‘any objection to that.

Senator Bentsen. No.
Hr; Shgpiro. I think what we are saying is that
government employees, Federal, State or local, covered under
a government pension plan would not be permitted under
LERA. We are not making a determination as to TVA or anyone
else. We are just saying whether or not an individual is
covered under a governmenﬁ pension plan.

Senator Dole. Yes, fair enough.

Senator Byrd. Does this create a precedent that might
cause problems or not?

Senator Dole. Not any more éhan any other private
pension plane. |

Senator Bentseﬁ. Hr; Chairman, if I might comment on
the proposal itself. Senator Dole has been working on this
for:quite some time, and so . have I. I have chaired hearingé
on this particular subject, and I know the Dole propoéal
thét was adopted by the Senate in 1978, we finally lost it
in éonference.

I think there has been a change of heart on the House
side. I know that Chairman Ullman has a ;omprehensive tax
bill in which he has something comparable to this. We have

had a great deal of support, particularly from grours that
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had difficulty in staying in one pléce long enouéh to
establish vesting. I am talking about guestions of
engineers, and others, who are very supportive of this. It
gives them aﬂ opportunity io have some portability in their
pensions.

I agree that it is a marvellous step forward, in
addition to encouragé savings in this country, which are
really in a decline. Mr. Chairman, I move its adoption.

The Chairman. Call the roll.

Mr. Stern; Hr.-ialmadge.

The Chairman. Aye.

Mr. Stern. .Hr. Ribicoff.

-Senator Ribicdff. Aye.

Mr. Stern. ¥r. Byrd.

Senator Byrd. Aye.

Br. Stern. Hr. Nelson.

Senator Nelson. Aye.

Mr. Stern. Mr. Gravel.

The Chairman. Aye.

Mr. Stern. MNr. Bentsen.

Senator Bentsen. Aye.

Mr. Stern. Mr. Matsunaga.

Senator Hatsunaga. Aye.

Br. Stern. M¥r. Moynihan.

Senator Moynihan. Aye.
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Mr. Sterﬁ. Mr. Baucus.
(No response.) |

Mr. Stern. Mr. Boren.
Senator Boren. Aye.

Mr. Stern. Mr. Bradley.
Senator Bradley. Aye:
Mr. Stern. Mr. Dole.
Senétor Dole. Aye.

Mr. Stern. Mr. Packwood.
Senator Packwood. No..
Mr. Stern. ¥r. Roth.
Sénator Roth.- Aye.

Mr. Stern. Mr. Danforth.
Senator Danforth.‘ Aye.
Mr. Stern. Mr. Chafee.
Senator Chafee. Aye.

¥r. Stern. MNr. Heinz.
Senator Heinz. Aye.

Mr. Stern. M¥r. Wallop.
(No response.)

Mr. Stern. Mr. Durenberger.
Senator Durenberger. Ayé.
Mr. Stern. Hr. Chairman.

The Chairman. Aye.

"The ayes are 17, and one nay.
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let's go to small business.

Senator Packvood.- There was in the small business
sheet, as we initially had it, a stock option provision --

Senator Neison. I wonder, Mr. Chairman, if we could
have order..-The staff is talking, and I am afraid I cannot
hear.

Sepator Péckwood. There was a proposal-to reinstitute
the Stock options, not identical to vhat-they were in 1976.
It would seem to me that it ought to béAon the agenda
because it was in the original small business proposal, and
I would offer now to reinéorporate it in'our package as it
was vwritten in the small ﬁusiness proposal.

The Chairman. The Chair has a question. Is that the
same one thét wve reportea on.

Senator Bentsen. MNr. Chairman, may I speak to what
Senator Packwood is talking about.

I strongly support what he is saying. What has
happened, inApart, on our productivity, one.of the problems
is that we don‘'t get the long-term research and develdpment
that we want. If we have developed professional managers
that are really portable, and they mer from one company to
another. They will not'make the long-term RE&ED if their
successor is going to get the credit for it.

The old entrepreneurial manager is pretty well gonee.

So what we ought to do is tie management to a company long
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enough that they will have the interest for the long-term

development, and to do the research and development. The

.stock option helps to accomplish that. I think that we made

a serious mistake when we went in the other direction.

If you are trying to start a small company, a venture

"capital company, and you don't have the money to do it, one

of the ways to get it done is with a stock option to
someone, obviously with a larger company, who will come and
take the risk on the chance that he can put it together and
make it work. |

"Senator Packwood. It makes it possible for the little
company to steal away the uo-fear—olthBH engineer. They
cannot pay him any more, but they can offer him a piece of
the action. There are a lot of 40-year-olds who will try
it.

The Chairman. Is that all right with you, Senator
Nelson. You would accept that?

Sénator Nelson. Actually, Mr. Chairman, Bob was the

original author, and I co-sponsored it with him. Then wvhen

I put this whole bunch together in one package, when we were

vearing off the seat of our pants in trying to something to
go, I should not have dropped that one.

I am for it. We have had épecific hearings on that
exact point from some of the smaller electronics, really

good ones, who need top management, and the only way they
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can get them away'frém the big fours is this. I think that
it is a good addition.

Senator Packwood. Thank you.

Senator Bentsen. It is a good point.

Senator Bradley. 'Hr. Chairman, could I ask Senator
Packwood, is this employee'stock opiion cover the granting
and the exercise of émployee stock optiong, or only the

granting of stock options. If it covers only the granting,

“there might be unintentional misuse. I think that it should

cover granting and exercise.

Senator Nelson. What do you mean by the exercise part?

Senator Bradley. ﬁhen a person exercises the stock
option, or buys the_stoCk option.

Senator Nelson. It covers that.

Senator Packwood. As it is drafted, I thinkithat it
only applies to granting.

Senator Bradley. Don't you think that it should cover
exercise?

Senator Packwood. I would like toAask Bob.

¥r. Shapiro. It would oniy be exercise, Senator
Pagkvood, because the granting is not a taxable instance.
The.only time you hdve a problem is when‘it is exercised.
The grant itself would not be a taxable event.

Senator Nelson. It sets *k2 rules of what happens when

you exercise it. It has to be with a fair amount of value
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at the time the option is made available.

Senator Packwood. Then it will appiy to any stoék
option exercise. Is that correct?‘

Senator Nelson. Yes.

Senator Bradley. It covers exércise.

Senator Packwood. VYes.

The Chairman. If there_is no objection, that will bde
incorporated in the amendment.

Senator Nelson; do youiﬂant to explain those amendments
that you have got here? ¥

Senator Nelson. I wonder, has the staff passed out the
staff summary of the prpposals that(we-aqreéd to in our own
caucus.

Let me say, as a preface, the mattes involved here,
many of them came out of endorsement of the White House
Conference. Others were the ideas of members of the Small
Business Comﬁittee, the Finance'Committee. Each of them had
been introduced at one time or another as a bill., I
introduced them all as a package.

In the course of our discussions in ihe caucus, I did
not have the opportunity to cqnsult'with other co-sponsors
of that package. I just did not have the tiﬁe. So nobody
is bound by the fact we put these measures. in here, although
on the left, that one box has been added.

There were co-sponsors in Finance on this bill, which
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included myself, Senator Byrd, Senator Bentsen, Senator

Wallop, Senator Moynihan, Senator Durenberger, Senator

Baucus, Senator Dole. 1 apologize for not getting to you at
the time wve were discussing in the caucus, although some of
our memberé voﬁld be present. |

I don't think that anybody needs to feel bound
themselves by the fact that ve dropped three of fhese
items. I feel bound because that was ny agreement in the
causus.

The first item on here is the.corporate tax item. 1In
1976 and in 1978, I made proposals for extending the
corporate progressive rate up'td $50,000, and then to -
$100,000. This is to put it up to $150,000;_ So the maximum
rate does not go into effect on a cofporation until if
reaches $150,000. Everything ovef $150;000 will be at the
46 percent rate. Otherwise, on you chart you will see that
it goes progressively from 15, 20, 30, 40, and to 46 in
$25,000 jumps.

It is simply an extension by $50,000, excepting for one
provision we have reduced the lowest rate from 17 to 15,
otherwise the rate remains the same kind of a rate applied
to a higher base as we already have in the law. There is
another chart here estimating the cost of that to be -- That
is the big ticket item in here. We don't have anything on

it in 1981. It is §339 million in 1982, and it goes to $927
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‘million in 1985.

I might say that the non-recognition of the capital

gains ruie, which would be $1 billion in 1985, I dropped

"that out just because of the big ticket item, and also

because there appeared clearly to be an agreement that we
vere going to drop the capital tax down to 21 percent, and
that made the rollover far less significant than it would be
without that.

So I.Hould'move adoption, HNr. Chaifman.

Senator Dole; I don‘t think that this has been
discussed. T think that it can be resolved. I don't think
that there is anything serious here. 1 know Senator Chafee

has a little different view, and other senators would like

-to increase the $150,000 to $200,000. I guess Senator

Chafee would like to increase it to $250,000.

Senator Chafee. Mr. Chairman, what I would suggest is
that we talk this over. You were not able to be there this
morning. I think the consensus -- others can speak up, but
the consensus was that the best thing that we could do for
small business was to permit this accumulation of capital by
increasing the amount before the total corporate surtax goes
into effect.

There seemed to be a view that we go to your figures in
the first year, .and to $2OO 000 in the second year. We

would like to go to $200,000 immediately. The White House
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Conferénce wanted to go to $500,000, and that is a little
rich. At least wé thoughﬁ that we could go to $200,600, and
then maybe cut back on somé of the other items as we vwent
down the 1line.

Senator Dole. What would that cost in the second
year?

Senator Nelson. In 1982 it is $339 million, and it
ought to double it. You are doubling the amount.

Senator Chafee. Some of them will not have those
earnings.

Mr. Shapiro. Let me see if I understand what you are
talking about. You afe talking to a change in 1982 to
$200,000. TIf it were just going from the bracket it would
not be as much because géing from 44 to 40 is not
significant. PBut you are changing the bracket down below as
vell.

Senator Chafee. We change the brackets. The bracket
in the second year would be -- I could show you a sheet, but
it is from-zero to §25,000 - 15; $25,000 to $50,000 - 20;
$50,000 to $75,000 - 25; $75,000 to $100,000 - 30; then
$100,000 to $150,000 - 35; $150,000 to $200,000 - 40. So
the last $50,000 would be at 40.

Senator Danforth. Mr. Chairman.

The Chairman. Senator Panforth.

Senator Danforth. MNr. Chairman, the discussion in a
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nutshell was that if you are going to do something for small

.business, it might be better to concentrate what we were

going to do in item No. 1, and possibly to either delete
some of the otherAseven-items, or reduce their effect. It
was just a very general discussion.

Senator Durenberger expressed‘the view that item No. 3
was very important, he thought, but the general thought was,
is it possible to increase the,surtax exemption point, and
perhaps delete or reduce some'of‘the'other itemé on this
list so that we have a more concentrated so-called big money
tax cut.

Senator Ribicoff. Gaylord, how do fou feel about
this?

-Senator Nelson. The éroblem wiFh that is that there
are no other big ticket iteas he:e, except the investment
tax credit for the used equipment. There is a whole lot of
small business people out there who buy used equipmené. We
had hearings on if in 1975, and 1976, and on through. That
is the only item on here, aﬁd it is not a huge ticket item,
it is $262 million. I agreed in our own conference to cut
that and that it would go from §$100,000 to $150,000 instead
of $200,000 to save some money. That would save $130
million five years out. It is the only place that you can
take it.

The other items here, the reserves for marketing
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actiQities, actually, five years out is $20 million. _.None
of the rest of‘these items is the place where you can get
that kid of dough. So we would really have to expand the
tax cut in order to do it.

I am not arguing'against-it in principle, but within
this package fhe ﬁoney-is not there to get it unless you

knocked out the used equipment. Personally, I think there

is a big constituency of small businesses who have to use

used equipment.
Senator Dole. What are we talking about, Bob, do you
know? | |
>Hr. Shapiro. Right now, assuming you adopt the Nelson
package as is, that would go to $39 billion in the first
calendar year.
Senator Nelson. He said the cost of the package.
.Senator Dole. The.cost of the Cﬁafee qualification.
Mr. Shapiro. We are working on it right now.
Senator'Ribicoff. There is a vote going on right now.
Sd why don't we go and. vote, and we will find out when we
come back.
(Recess.)
The Chairman. Do we have an estimaté on the cost of
the amendment?
Mr. Shapiro. Our estimate is ~--.

Senator Nelson. We cannot hear down here, Bob.
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Mr. Shapiro. Our estimate is, having looked at the

table, the corporate deduction for fiscal 1981 would go from
$300_million to $500 milliqp. In fiscal 1982 it $710
million. 1In 1983 it goes to $1.2 billion, In 1984 it goes
to $1.3 billion. In 1985, it will go to $1.4 billion.

In calendar year 1981, the $675 million would go to
$1.1 billion.

Senator Nelson. Where do you get the §675 million?

Mr. Shapiro‘ That is the calendar year cost.

The Chairman. I am trying to keep this under a $u40

.billion figure. I Jjust think that it would be bad if we

went above a §$40 billion figure.

That being the case, I would propose that the first
effective year wili be year 1982. This will hold you to the
figure we have. Then they will get a nice tax cut in 1982.

Kr. Shapiro. Mr. Chairman, you ére.suggesting the ;
original Nelson year one, and then the Chafee year one would
come 'in 1982. Theh 1983 would be the»second year. Then it
becomes permanent after that. We are having three rate
changes. The first year it would be Sénato: Nelson's
schedule. The second year would be the first partvof
Senator Chafee's table. Then in the third year it is the
second part. Then it would be a permanent schedule after o
that.-

Senator Chafee. I am not sure I understand. In other
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words, in the second year you would go to:$200,000.

Mr. Shapiro. You could go directly to your .year two

' schedule, or you could take the Nelson schedule in the year

one.

Senator Bentsen. What figure are you going to before
Yyou get to an accumulation sqrplus?

“Senator Chafeé. I am just dealing with before the
corporate surtax. In other words, the corporate surtax
would épply to $200,000 starting in January 1982. That is
gdod enoughe. | |

. Mr. Shapiro. Senatér Nelson's rate schedule would
apply in 1981. The scheduleléhat you handed out, the yeér
two of it would apply in 1982, just like you have it on the
sheet, and'thereaftef.

Senator Chafee. That is good enough for me.

T think that Pete Domenici is also supportive of that.

Senator Dole. It does not break the $39 biilion.

Mr. Shapiro. Let me say that we ére working on very
preliminary figures, and doing a lot of rough calculations.
Right now we are under $40 billion, but when we start
réfining what has been done, it could go lower or it could
go higher. But this is roughly what we have now. It is a
little over $39 billion.

Senator Bentsen. In calendar vear, because in fiscal

year it is much less.
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Mr. Shapiro. We are under $20 billion in the fiscal

Yeare.

Senator Dole. We have representatives from the
Treasury Department, and I believe Mr. Lubick would like to
say something.

Mr. Lubick. I wonder if I could just say aAfew words
with respect to a couple of thése éroposéls.‘ We have great

difficulty understanding the purpose of the market-makers

Reserve, which is a 10—xear deferral for pepple who are

making a.m;rket in 6ver-the4counter,securitiés.

Basically what you provide in here is a 10-year
deferral for profits of a market-maker in over-the-counter
securities not related to the value of new companies that
are coming out, and it is hard to see how this is a
significant waf of helping small business. All it éeems to
be doing is helping the middle-man who is marketing the
security to get a stréight 10-yeér deferral.

| The second one that I would.like.to say a few words orn
is the problem cf the investment credit for used property.
The purpose of that was to help(small'bhsiness which is not
able to afford to buy new property. HoweQer, I think that
if we analyze it a little more_closely, the investment
credit essentially does help the used property buyer by
reducing the price of the new prope;ty.

The illustration that I gave to Senator Durenberger was
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the case of the maﬁ who owns or buys a 1975 Mercedes that
costs on the used car.market today more than when it was
bought in 1975 because the price of the new Mercedes has
risen. |

‘During the gas shéftage, if you wanted to buy a uséd
gas-guzzler, the price was very depressed because the price
of the néu gas-guzzler was depressed.

I think the fact is that when the price of new
equipment is reduced 10 percent by the investment credit
that automatically briDQS‘thé cost of used property and
passes‘on that benefit. If you ‘give an additional credit
for used property it is going to be an additional benefit
beyond'thét vhich is a double benefit.

In effect, you are giving the investment tax credit to
the first purchaser, and then you are giving an additional
credit for the same piece of property, in effect doubling
upe. |

If we are to simplify the investment credit, and there

are several wvays 6f doing that, we will make it very

difficult to deal with a lot of the éomplicating problems in

the investment credit if we have this possibility of
getting, in effect, to credits for one propertye.
The Chairman. Are we ready to vote.

Senator Nelson. What is before us, the whole package.

The Chairman. You have accepted the amendment, haven't
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you?

Senator Nelson. The Chafee amendment, yes.

Mr. Stern. This is a vote oﬁ the gquestion of the tax
rate table, or the entire package?

The Chairman. We have an amendment on the package
proposal which is based, as I understand, on the results of
the White House Conference on SmalllBusiness. Senator
Packwood has offered an additional proposal,‘vhich he is

villing to accept. Senator Chafee has an amendment, and he

"has agreed to it. I moves that we vote on the rackage.

Senator Nelson. I did agree, in our conférence, to
reduce the used eguipment investment credit from.$2b0,000 to
$150,000. I stayed with my agreement on ihat.

The Chairman. I suggest that we cut the $200,000 to
$150,000, and that ought to make Mr. Lubick happy.

Mr. Stern. This is a vote on Senator Nelson's with

regard to the rate reduction, the $150,000 rather $200,000

in the case of used equipment, and the additional stock

option matter that Mr. Packwood offered.

The Chairman. We are reducing the $200,000 to
$150,000, and that saves a considerable amount of money  to
offset the cost of the Chafee amendment.

Senator Chafee. ¥r. Chairman, could Qe have a brief
explanation of the reserves for market-making activities.

What is the rationale on that?
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Senator Nelson. Let me Say right off the bat that this
is to me an isoteric field. We had hearings, and I assigned
the staff to examine this question. Lloyd is more qualified:
to explain this than I am. -

We had the‘hearings in Small Business Committee. The
case that was made is that there are a dwindling number of

so-called market-makers in the country. What is happening

1s that issues of stock for little companies, public issues

of ¥5 million or less, they are reaching the stage where
they have nobody to market thém.' |

We are trying to help them get themselves in the
marketplace. Here is what some of the figures show from the
Small Business Committee's,thrée-year study. National
brokers will not take a éompany public until he has grown to
the point where it earns one to two ﬁillion in profits.
Regional brokers require $750,000. RAs a result of this
capital gap a the entry level there has been a dramatic
decline in the number of small firms of five million or less
able to raise equity capital from the public.

Now listen. to this statistic. The number of companies
of fiveAmillion or less that have been able to raise capital
from the public has gone from 1,056 in 1968/69 to 79 in
1978/79. Since the mid-70's less than two dozen per year
have been able to go.tc the market to raise éapital as

against 1,056 in 1968.
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We took testimony on it. The number of brokers
providing these. services has decfined uo0 perceht in the last
decade, and similarly the number of market-makers fell 37
percent, td 468 nationwide. There are now nine states with
no market-makers. Three ofhér states where there is onlé
one. |

We took testimony on this in the San Francisco aréa.

In 1969 there were 14 market-makers, and now there are
five. So_théy are saying that they are not able to set
aside this i order to piék?up the stock themselves. The
market-makers won't do it; how do they get to the marke£.

The Chairman. Let's have Senator Bentsen explain it
the way he explained it to me today.

Senator Bentsen. What has happened to the regional
firms is that they have been devastated by negotiated
commissions, which has been highly beneficial to large
institutions buying big blocks of stock. So a lot of your
small regional firms have gone out of the business.

Those that remain have consolidated, and have tended to
go to some of the larger companies. You have lost the
support for the small company. They Jjust will not make a
market in it anymore. So if you buy stock in a small
company, you have difficulty disposing of it because there
is no market. So this discourages purchase in those small

companies.
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It is hoped, apparently( by this that you would
encourage some of those regional firms to deal in
over-the-counter stock éf the small companies, and see some:
supported tb buy that stock to provide a service. They will

buy it for their own accounf, hold it in hopes of selling to

someone else.

I must say to you, my friend, that I think 10 years is

a bit»rich.. I frankly think that something around five

.years would be properly adequate to take care of it.

Hopefully, it would be of some help in getting scme trading
in over-the-counter stock and some support for ite. |

The Chairman. Do you want ﬁo go to five years, Senator
Nelson? |

Senator Nelson. Yes.

The Chairman. You'modiff it to five years.

I would'suggest that we vote on items one through seven
with regard to which I have heard no opposition. Let's call
the roll on one through seven.

Senator Nelson. VWe afe voting on one through seven.

The Chairman. Yes, one through seven, and nine which
is Mr. Packwood's amendmént. We are voting on everything
except number eight.

Mr. Stern. Nr. Talmadge.

The Chairman. Aye.

Mr. Stern. Mr. Ribicoff.
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Senator Ribicoff. Aye on everything but the last one

you were talking about. What number is that?

Senator Dole. That is number eight, and we are going

¥r. Stern. Mr.
Senator Byrd.

Mr. Stern. Mr.

Senator Nelson.

Mr. Stern. MNr.
The Chairmane.

Mr. Stern. Mr.

Senator Bentsen.

Mr. Stern. Mr.
(No response.)

¥r. Stern. Hr.

Aye.

to have a separate vote on that.

Byrd.

Aye.

Nelson.-
‘Aye.

Gravel.
Bentsen.
Aye.

Matsunaga.

Moynihan.

Senator Moynihan. Aye.

¥r. Stern. MNMr.

Senator Nelsone.

‘Pr. Stefn. Mr.

Senator Boren.

Mr. Stern. MNr.

Senatqr Bradley.

Mr. Stern. MNMr.
Senator Dole.

¥r. Stern. MNr.

Baucus.
Aye by proxy.
BorenQ
Aye.
Bradley.
Aye.

Dole.’

Aye.

Packwvocd.
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Hr. Stern. Mr. Roth.
Senator Roth. ARAye.

Mr. Stern. ¥r. Danforth.
Senator Danforth. .Aye.l
Mr. Stern. MNr. Chafee.
Senator Chafee. AAye.

Mr. Stern. MNr. Heinz.
Senator Heinz. Aye.

Mr. Stern. Mr. Wailop.

(No response.)

- Mr. Stern. Mr. Durenberger.

Senator Durenberger. Aye.
Mr. Stern. Mr. Chairman.

The Chairman. Aye.

70

Senator Nelson. Senator Matsunaga votes aye by proxy.

Do you want to vote Mr..Wailop, he is a co-srponsor.

Senator Dole. Yes.

- Senator Chafee. Mr. Wallop votes aye.

The Chairman. The ayes are 19 and one nay.
Senator Dole. Nog let's vote on number eight.
The Chairman. Call the roll on number eight.
Mr. Stern. MNr. Talmadge.

The Chairman. Aye.

¥r. Stern. Mr. Ribicoff.
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Senator Ribicoff. No.

Mr. Stern. Mr. Byrd.
Senator Byrd. No.

Mr. Sfern. Mr. Nelson.
Senator Nelson. Aye.
Mr. Stern. Mr. Gravel.
The Chairmaﬂ. Aye.

Mr. Stern. Mr. Bentsen.
Senator Bentsen.A‘Aye.

Er. Stern. Mr. Matsunaga.

‘Senator Nelson. Aye by proxy.

Mr. Stern. MNMr. Hoynihan..

‘Senator Moynihan. Aye.

Mr. Stern. Mr. Baucus.

Senator Nelson. Aye by proxye.

Mr. Stern. Mr. Boren.
Senator Boren. Né.

¥r. Stefn. Mr. Bradley.
Senator Bradley. . Aye.

Mr. Stern. Mr. Dole.

-Senator Dole. No.

Mr. Stern. Mr. Packwood.
Senator Packwood. No.
Mr. Stern. Mr. Roth.

Senator Roth. Avye.
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Mr. Stern. Mr. Danforth.

Senator Danforth. Aye.

Mr. Stern. Mr. Chafee.

Senator Chafee. No.

Mr. Stern. Mr. Heinz.

Senator Heinz. ﬁo.

Mr. Stern. M¥r. Wallop.

(No response.)

Mr. Stern. Mr. Durenberger.

Senator Durehbergef.' Aye.

Mr. Stern. Mr. Chairman.

The Chairman. Aye. '

Senator Danforth._'nr. Wallop votes aye.
Mr. Stern. Mr. Chairman, this was ihe five years.
The Chairman. Yes. .

Thirteen ayes and seven nays. The amendment is agreed

Senatbr Moynihan wanted to discuss further the matter

of the charitiese.:

Senator Moynihan. Thank you, Mr. Chairman.

I think that we can do this briefly. As you know, -

Senator Packwood, Senator Dole and I have a particular

interest in the gquestion of the proposal which we have had

before the committee for some time --

Could ve have order, Hr. Chairman.
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The Cﬁairman. Let's have order.

Senator Moynihan. =-- to permit deductions abéve the
line, as is said in the tax Argot, of charitable
contributions. The case for this is a compelling one. It
has been made in éxtensive hearings that we have heid. Our

action today, or yesterday, makes it even more compelling'by

increasing that standard deduction, as the amounts of money

to charity are likely further to decline.

He feel that there is an issue here not just‘of
revenues, bqt of the authority of the Internal Revenue
Code. We feel the Internal Revenue Code since 1915 has
provided support for charitable works, and this has been an
element of the whole American social system. It goes fronm
the Red Créss down'tovthe smallest PTA or community group.

We understand, sir, that this Administration is opposed

.to this. They testified in opposition. It our

understanding that while there is much support in this
committee -- I will not speak for the chairman; but I
believe that the chairman_is sﬁpportive. I know without
gquestion that the ranking member is. The majority of the
members are. .

The question is, if we included the measure in this
bill, we would incur a degree of hostility and opposition
from the Administratiop that might thwart the chances of the

legislation on the floor. We understand that you would be
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prepared, at this point, to say that if this measure is
presented by Senator Packvood and by myself on the floor,
you. would support it. You cannot guarantee its passage, but

I believe that we have 44 sponsors already, and if we had

‘Senator Dole and Senator Long, I don't think that we need

any more than thai.

The Chaifman. Let me stand up and say what I have to
say.

Lef me ask Mr. Shapiro what is the out-year costs of
this proposal. | |

Mr. Shapiro; In the out years, it would be over $7.5
billion by 1985. It g%érts at about $3.5 in the.first year,
and in the five years it would growe.

The Chéirman. As far as I anm concerned, I don't want
the amendment agreed to at this point because if we do I
think that it is going to jeopardize our chances of getting
this bill before the Senate. If we are successful in
getting the bill béfore the Senate, I am going to commit
myself to you, Senator.-

I will support yoﬁr amegdment on the floor if we get
the bill before the Senate, but I think we had better wait
and see if we can get the bill that far. I am fairly
hopeful that we can pass the bill. If you offer the
amendment on the floor, you will have my vote, and I will be

glad to support you.
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Senator Moynihan. I thank yoﬁ, Mr. Chairman.

May I'ask Hr.'Shapiro, I think the out year costs are
$4.9. |

Mr. Shapiro._ The $4.9 would go to 1983.

Senator Hoynihaﬁ. This is the maximum cost that we are.
talking about.

Mr. Chairman, I thank you very much.

Senator Dole. I want io make prettyimuch the same
statement, but I want to modify it in some way to make
ceriain thatlwe can handie_it. Certainly, I think that most
of us support the concept.

I was in my state for 10 days, and someﬁody hés done a
pretty good job of lobbying. I did not go to any of those
little téwns unless they were talking about the
Hoynihah-Packwood amendment. |

Senafor Moynihan. There is no little town in which
this is not importanﬁ. These are the small things in
America that are being crushed by government.

Senator Dole. I will give you one example. T met a
fellow at a 4-H Fair who wanted to buy a calf. He said, "I
want to get credit for buying a calf, but I want the
government to pay for it.“

(Laughter.)

Senator Bentsen. If this is disposed of, then I would

like to make another point.
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The Chairman. Senator Bentsen.

Senatdr Bentsen. Mr. Chairman, in the printed material
I had put out on what we were doing on depreciation, on the
20-year life on buildings, I had listed the interest and

taxes during construction as being expensible items rather

.than capitalized and written off over ten years.

There h;s been some question as to whether that was
fully_ﬁnderstood by all of the committee. I want to
reiterate'it, and ask for the support of the committee for
that provision.

The Chairman. Say that again.

Senator Bentsen. That is interest and taxes during

construction of a building where we go to 20-year life on

depreciation.

The Chairman. It is deductible in the first year.

éenator Bentsen. 1Interest éﬁd taxes during
construction as deductible items. That is what I had in my
printed material.

The Chairman. Is that existing law or not?

Senator Bentsen. Tt is not. Existing law requires the

.capitalization and then it requires the amortization over

the next 10 yearse.
Mr. Shapiro. MNr. Chairman, in 1966, let me give you
some background, when you dealt with a numrber of areas of

shelters, real estate, farming, and so forth, you provided
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case of real estate because of this being a traditional wvay
of doing business, you did not proyide én at risk provision
fof the real estate industry.

However, you proyided thatvone of the major elements
that dealt with the area of shelters was the deduction of
interest.ahd taxes in the fipét year. When the taxes and
interest are ﬁaid, théy write off the first year. They are
able to use the additional taxes against other ;ncome,

The committee decided to alloﬁ them to amortize that.
It means that instead of allowing a deduction all in the
first year, it is spread over the first ten years.

The Chairman. Let's have order.

Mr. Shapiro. When Senator Bentsen first proposed his
bili,-it had_that provision .in it. We were focusing only on
the depreciation. That was not part of our estimate.

Hﬁat Senator Bentsen is saying is that with regard to
those who elect a 20-year life, the rule that was enacted in
1976 which required a. 10-year amortization of interest and
taxes be repealed. It would have the effect of allowiﬁg a
current year deduction. The revenue effect of that would
increase calendar year 1981\by $1.2 billion. "'The fiscal
year 1981 would be 460 million. 1In 1985, it is a little
over $1 billion. . It has a big impact the first year.

Senator Bentsen. How much impact?
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Mr. Shapiro. In calendar year 1981 it is §$1.2
billion. In the fiscal year it is $460 million.

Senator Byrd. May I ask Senator Bentsen a question.

Senatér.Bentsen. Yes.

Senétor Byrd. Senator Bentsen, your proposal is a

" compromise of the 10 Year proposal. You have brought it up

to 20 years.

Senator Bentsen. That is right.

Senator Byrd. Then you made this a part of the other

rackage.
Senator Bentsen. That is correct. We did some other
things,>thdugh, and in all fairness I want the committee to

understand that. The 10-year that was a recapture under

ordinary income, and this goes back to the present law.

The Chairman. Is there some way that. we could ease the

first-year impact of that. It is a lot of money to be
putting in the first year. This puts us at the §u40
billien.

¥r. Shapiro. Once you allow the expensing, right now
we are at $39.1 billion for the first year. |

The Chairman. Mr. Lubick.

¥r. iubick. Mr. Chairman, this was one of the
principal measures that we adopted in 1976 to deal with the

tax shelter sitrnation that we would not allow the immediate

deduction of labor costs during the construction period. If

ALDERSON REPORTING COMPANY, INC.

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




O

10

1

12

13
14
15
16
17
18
19
20

21

\]

24

25

79

you try to phase it in, what you will do is simply to have

people delay constructionﬁbecause they will be able to use

-'as a tax shelter later one. I think that it is rather

important that you stick with the decision that you made
years agq. ' |

The Chairman. Mr. Chafee.

Senator Chafee. Mr. Chai:man, it seems to me that for
builders, we have given them a very substantial break, if
you‘ﬁbuld, in changing what was normal depreciation of
sometiﬁes as much as 40 years to bring if down to 20 years.

In view of the revenue impact, and the points that ¥r.

Lubick made, I think we ought to stick with the present

system, and not let these people write it right off.

The Chairman. I am inclined to take that view myself.
It seems to me that a while back this interest in the
construction area was one of the principal tax shelters.
Mr. Lubick, is that nét correct.

‘Mr. Lubick. That is correct.

The Chairman. A short time ago, interest during the

construction period was of the problem of the tax shelter

that we ran into, and it forced us to tighten up and do some

very complicated things to the code. I would prefer not to
get into that right now, but perhaps later on.
They don't have it right now.

¥r. Shapiro. That is right. They have to amortize it,
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and they can deduct over a 10-year period.

Senator Bentéen. Mr. Chairman, I defer to the will of
the cdmmittee.

The Chairman. Okay.

Senator Dole. Hr. Chairman, I waﬁt to make certain
that I have the_TVA thing. We did agree that even though it
is a government agency, their private pension pians are
deductione.

Mr. Shapiro. That is correct.

The Chaifman. -Mr. Moynihan.

Senator Moynihan. Mr. Chairman, we have the matter df
the leather coats and jackets decision, when you are feady;

The Chairman. As I understand it, the staff will give
us tomorrow the final'sheets whefe thef are going-to_try to
wvorkx out these rates'oﬁt, so we can take a look at them. We
will take a look at them fomorrow, and then if we want to
change them, we will make the changes.

I would like to ask if thé Treasury to work with the
staff to modify this schedule because I would like it to
reflect ‘-a reduction even though it might mean an additional
bracket increase. They could look at it, and I would 1like
to give them that right. Then we can meet tomorrow, and if
we don't like what they come up with, we can change it. If
we do like it, then Qe can leave it the way it is.

Senator Heinz. ¥r. Chairman, there were twoc items that
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we originally agreed to put on the agenda, whicﬁ I will not
raise for consideration now. I just wantvto emphasize the
necessity of doing something on DISC. We have the tradingv
companies bill which was referred from the Banking Committee
to this committee. A

I think ve have a very reasonable proposal on this,
which is $$0 million a year, because we have made it very.,
very restrictive. But it will do the job and further the
growth of trading companies.

| The second item has to do with pollution control, and

wvhat we have been able. to do there is to write report
langﬁage that 1 believe will accomplish as much as we could
do legislafively.

My understanding is that those are two matters that we
will take up for incorporation iﬂ the committee amendment.

The Chairman. Yes, sir, and there are several
amendments which I want to offer, which have no revenue
costs, and also one that does ﬁave a small revenue cost.
That would be considered on the samé basis after we report
the bill. We expect to hold further meetings toc discuss
various of these things that we think arelimportant. Most
of them do not involve a lot of revenue, bu they are
important. Some of them are technicai;

Senator Danforth. Mr. Chairman, before we vote, I

vould like to make two brief points.
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The first is that I am sure that those who disagree
wifh what ﬁe are doing will argue that thié is some election
year ploj on the part of the Senate Finance Committee. I
would‘séy, in tﬁat.regard, that while it is true that si#
members of the Finance Committee are»runninq for reelection,
14 members are not. On virtually every vote that we have

had there has béen'neaf uﬁanimity. In fact, one of those

who is not unanimous is one of those who is running for

reelection this year.
- The seqond‘point tha£ I would like to make is in the
nature of a question to Senator Bentsen.

Last winter, I believe, after a very comprehensive
survey by Otto Eckstein, and Data Resouces, the Joint
Eéonomic éommitfee unanimously issued a report on the
question of supply side economics, and the relationship
between tax pqlicy and trying to rebuild the economy of this
country and combat inflation.

The point that was,made'by the Joint Economic
Committee, és I underétood.it, and Otto Eckstein is that it
is not possible to combat inflation by demand management
alone. It is importﬁnt to address the supply side of the
economy and to create incentives for American
competitiveness and American productivity. The tax policy
is verj integrallf related to that objective.

What I w6u1¢ like to ask Senator PBentsen, the Chairman

ALDERSON REPORTING COMPANY, INC.

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



10
n
12

13

15
16
17
18
19
20

21

O 24

25

83

of the Joint Economic Committee, is,-in his opinion, is what

we have done consistent with the unanimous recommendaticon of

~ the Joint Economic Committee and the work of Professor

Eckstein?
Senator Bentsen. I would say to Senator Danforth that:

what you have seen in the bipartisan approach of the Joint

Economic Committee is the same kind of(thing you have seen

here on the Finance Committee,.a'bipartisén approach that Y
think will do much to give hope fo America in making us
competitive again, and trying to fight inflation with
production lines and not unemployment 1ines, by putting more
goods 6p the shelves at a cheaper price.

Let me further add that supply side economics is not a
total solutibn to the problem of inflation. It is not going
to‘turn‘it around overnight. It is going to take time. We
did not get into this problem overnight. But you have seen
here some long-term planning by the kinds of tax cuts we are
talking about on the productivity side.

I really believe that the crucible of the teét of an
economy as to how efficient it is, is by what happens in
world trade. We have seen what has happened in the way of
the modernization of the productive capacity of our
competitors, and we are now on the road to accomplishing
that kiﬁd of a thing in thisvcountry.

I am awfully pleased to see what has happened here, and
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I am awfully proud to be a member of this committee, and to
have seen the united effort under the chaigmanship of
Senator Llong, andzthe bipartisan effort that has been mrade.

The Chairman. Mr. Bradley.

Senator Bradley. I just vantéd to echo what Lloyd
Bentsen just said, and that is, I think no one would have

_ /

expected tuo.weeks ago that we would be on the brink of
almost unanimously reporting out a bill directed at the
precise issues under our jurisdiction fhat can most improve
our~produ¢tivity.
| This is not to imply that these are the oﬁ1y things
that we have to address in order to-imp:ove our
productivity. But it is tc say that fhe Finance Committee
has acted incredibly responsibly. I think that it is a |
testimony to you, NMr. Chairman. I vwant to say rersonally
that it was an honor t&,be'a part of this. |

The Chairman. Let me just say this to the conmittee.

I would hope that the media would take a further look
ét the way this matter has been perceived by some people.,
because I believe that it has been in error. I would hcpe
that they would correct that impression.

Senator Bentsen, the Chairman of the Joint Economic
Committee, has been maintaining for a long time now there

ought to beAa~tax cut and that it ought to be voted this

Yeare.
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When Senater Dole offered an amehdment on the floor to
seek to bring about an immediate tax cut, the media reported
that the'Democ;ats panicked. We did not panic. We jus£
took a reading on where the vofes'were, and found that they
were not.the votes tq defeat the amendment. |

(Laughter.) _

The Chairman. That being the case, we thought that we
oueht to join'uithlﬂr. Dole on the thought thae if you
"can't lick-'em, join 'em."™ We thought that we had better
join’wiﬁh them in moving for a tax reduction, but we thought
ve ougﬁt to proceed with all the hearings end then go to the
traditional mark-up.

The hearings, in my jﬁdgments, with about the most
cfe&ible witnesses that can be produced anywhere on earth,-
proved beyond any doubt that a tax cut wasAneeded, that it
is necessary to get the,economy moving. It is needed to
fight inflation. It is needed to provide jobs. It is
needed to increase productivity. The evidence vas
compelling and overwvhelming.

Based on that, I think.that-all of us were convinced

that we ought to do exactly what we voted to do heree. I

- honestly believe that the Senator from Kansas, ¥r. Dole, and

all of the co-sponsors, did everyone a service when they
presented their amendment and insisted that we should have a

tax cut, not to wait until next year, but that we ought to
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fote.it nov so that people -could make their plans.and know
vhere they stand. On the capital gains, the effective date
would be now.

I believe that this has been a good display of
bipartisanship. The bill has had more consideration than
mest'bills because of devoting mamy caucuses of probably as
meny hours as we have been meeting here in discussing these
matters. Then ve have been exchanging views, and getting
further consideration in the full committee meetings.

We have worked together, and I belleve that- everyone
vould aqree that there has been good blpartlsanshlp put
forth on this Side as ve tried to vote what was best for the
country.l I would like to thank the ranking member, MNr.
Dole,ifor the part he has played in bringing this about, and
also Mr. Roth. |

Senator Roth. Mr. Chairman, as one who has long
advocated a tax cut, I, too,'ah delighted at the bipartisan
spirit as we developed this particular proposal.

I think tﬁat in fairness it should be pointed out that
this is not a tax cut in the sense that next year revenue
will go up something like 84 billion, and the taxes paid by
individuals in most cases will go even higher. So I would
not wvant to mislead the American people to think that ve are
giving them a genuine tax cut, but at least we are moving

very far in the direction of offsetting the tax increases
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that would go into effect if the Congress does not act.
That is poipt numbér one.

Point number two, Jjust speaking for myself, I want to
say fhat T will be back urging further tax cuts. If we are
really. serious about doing'something about productivity, if
ve are really serious abouﬁ becoming competitive in world
markets, we have got to look beyond one year. We have t;ied
io do that today, and I congratulate you, Mr. Chairman. We
have got to look down the road five years at least.

| I tﬁink that it is significant wha£ this tax proposal
will cost in the outer-years, which is roughly $75 billion.
I yould 1iké to point out that according to the'guestimates,
if you want to call them that, five'yegrs the 'Federal |

revenue will double. It is something over ¥$500 billion now,

and it will go over $1 trillion. So if we are really going

to dé something about modernizing American plants, do
something about savings, I think we are going to be faced
with the same opportunity next year.

I just want to call-to our attention that I think this
is.a very siiable step in the right direction; I want to
congratulate everyone here. I will not offer Roth-kemp at
the present time, but I reserve the right for the future.

Senator Moynihan. MNHr. Chairman, I would véry much like
to associate myself with the remarks made about yourself,

Senator Dcle, Senator Bentsen, Senator Roth, and all. This
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has been two years of work, and well done.

I vould just want to report to you that the Budget
Committee is not of this view. We had a vote just about an
hbur<ago and they rejected a mark which contemplated the
Fiscal 81 reductiogs that we have made. I think that they
vere wrong tp do so, but they did. |

To confirm the remark that Senator Roth made, the
current law adjusted would rgise revenues h& fisééi 85 to
$1.079 trillion. 1In tha£ context, an $80 billion tax
decrease five.years out is not a large amount. I think that
that perspective -is important. |

Senator Roth. Would the Senator yield?

It should also be pointed out that in a five-ygar

‘'period and that $80 billion, there is a reflow according to

CBO of 40 percent, which makes it much lower.

Senat§r Dole. I want-to thank everybody. I think wve
have had a good session. I hope that those who have sonme
reservations, on the Republican and the'Democratic side,
will take a look at the record of every mémber on this
committee, not just the past fodr-days or the past several
months, but some for the past several years.

I thank the chairman for his usual toclerance and
spirit, and the bipartisan. As I said in my TV statement, I
hope that you are back here next .year.

(Applause.)
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The Chairman. Let's call the roll.

Mr. Stern. Mr. Chairman, do you want to report this as

an amendment to a House bill. If so, I might suggest - a

"minor delayed tariff action.

(Laughter.)

Mr. Stern. It applies to a duty free entry of six

bells from the fbundry for the United Methodist Church-in

Washington, D. C. I don't see any reason not to allow it.

(Laughter.)

The Chairman.. Put it in addition to that bill.

Mr. Stern.r ¥r. Talmadge.
The Chairman. VAye.

Mr. Stern. Mr. Ribicoff.
Senator Ribicoff. Aye.
Mr. Stern. H¥r. Byrd.
Senator Byrd. Aye.

Mr. Stern. MNr. Nelson.
Senator Nelson. Aye.

Mr. Stern.v Kr. Gravel.
The Chairman. Aye.
‘Mr. Stern. HNr. Bentsen.
Senator Bentsen. Aye.

Mr. Stern. Mr. Matsunaga.
(No response.)-

Mr. Stern. M¥r. Moynihan.
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Senator Moynihan. Aye.

Mr. Stern. Mr. Baucus.

I am informed that Mr. Baucus votes aye.
Hr. Boren.

Senator Boren. Aye.

ﬁr, Stern. Mr. Bradley.

Senator Bfadle}. Aye.

Mr. Stern. MNr. Dole.

Sénato; Dole. Aye.

'Hr. Stern. Mr. Packvood.

Senator Packwood. No.

Mr. Stern. MNr. Roth.

Senator Roth. Aye.

Mr. Stern. Hr. Danforth.
Sénatér Danforth.- A}e.
Mr. Stern. M¥r. Chafee.
Senator Chafee. Avye.

Mr. Stern. MNr. Heinz.
Senator Heinz. Aye.

Mr. Stern. Mr. Wallop.
Senator Dole. Aye.

Mr. Stern. Mr. Durenberger.
Senator Durenberger. Aye.
Mr. Stern. Mr. Chairman.

The Chairman. Avye.
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interest, and second with the long bond authority for the
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Senator Nelson. Mr. Matsunaga votes ayee.

The Chairmanéﬁ The vote isA19 to one.

Senator Byrd. Mr. Chairman.

The Chairman. Senator Byrd.

Sénator Byrd; The Tréasury Departmeﬁt aﬂd Secretary
Miller aré very much interested in a piece of legislation
that I think cén be disposed of very quickly. Tt is HeR.
7478. It passed the House on July 28 without any négativeA

votes.: It is in two parts. It deals with the savings bonds

Treasury Department.

These two items have been before this committee from
time to time in various forms. There has not been a hearing
on this bill. As Chairman of the-Subcommittee on Taxation
and Debt Management, I personally do not think that it is |
necessary to hold a hearing, but if any individual member
wants a hearing there should be a hearing on this.

First of all, the biil deals with savings bonds
interest. The pending bill would permit the Secretary of

the Treasury, with approval of the President, to increace

"the rate of sgvings bonds by up to one percent during any

six-month period. Thus, the seven percent rate on EE Bcnds
vould be increased to eight percent urpon enactment of H.R.
7478. Six months later the rate could be increased to nine

percent, and so on.
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-The savings and loan associations have expressed sone
concern about this, and I think the committee ought to know
that. Tﬁe savings and loan are not very favbrably disposed
toward that part of this bill.

| May we ha&e order, H:. Chairmap.

Regarding the second part of the bill, H.R. 7478 vould
increase the amount of the Treasury's authority to issue
long-term bonds, namely those over. 10 years, without regard
to the statutory 4.1 percent interest ceiling on the bonds.
The préseﬁt.SSO billion authority would be increésed to 354
billion through September 30,.1980, and to $70 billion
thereaftef. |

The Treasury feels that there is a need for prompt
action particﬁlarly on this parf 6f the billi. The $50
billion authority has already expired, as I understand it,
and they can no longer sell long-term bonds as a result of
having exhausted fhat ¥50 billion.

.The Chairman. Is there any object;on to this bill?

(No response.) |

The Chairman. All in favor say, aye.

(Chorus of ayes.) |

The Chairman. All opposed, no.

(No response.)

Senator Byrd. Thank you, Mr. Chairman.

Senator Moynihan. Mr. Chairman, a matter which I would
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like to bring»before the committee to be discussed briefly.

‘The committee has got to consider a presidential veto of a

unanimous decision by the International Trade Comnmission to
provide.a three-year relief to the manufacturers of leather
coats and jackets.

An extensive ﬁearing'was held by Senator Ribicoff, who
is the Chairman of the Committee on Iﬁternational Trade, |
this week. & case,'which seems to us to be an important

one, was made. This is a unanimous finding by the ITC that

‘there had been injury. Three-year relief was proposed. The

President, in unusual circumsténces, decided that it was not
in the national interest to do'this. The Congress has 90
days to override his decision. There has to be a decision
concurrently made by the Hodse and the Senate. .

I would propose, on ﬁehalf of myself, Senato: Danforth,
Senator Bradley, Senator Nelson, and I believe Senator
Ribicoff, éur chairman, agrees to this --

Senator Ribicoff. May I add that we have got until
about September 15. |

Senator Moynihan. You have only 26 days left.

Senator Ribicoff. We have to move fast. T don‘t think
there was any motivation for the President to overrule the
unanimous decision of the ITC. I would hope that the
committee would sustain the resolution.

Senator Moynihan. This is S. Con. Res. 108, ¥r.
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Chairman.
| The Chairman. Is there anyone here who would like to
make a sfatement on behalf of the Administration?

Senator Bentsen. I would say, Mr. Chairman,-I
understand the problgm of the processing of leather. We
also have the problems of free trade and we have. the
problems of the'expori éf cattle hides. You have,
obviously, conflicting interests here. I am going to_come
down in support of the Administration. |

_Senétof Ribicoff. One poinﬁ, Mr. Chairman, keep in
mind that the domestic manufacturers of leather outerwear

use American hides exclusively, completely. Many of the

foreigner manufacturers use American hides,'but they also

use Argentinian, Uruguayan hides. -I don't think that it
wiil basically hurt the hide industry as far as hides are
concerned. These are byproducts of the meat business. So
it depends on how much cattle they can slaughter, and there
is a shortage of hides generally.

The Chairman. Let me turn to Senator Bradley.

Senator Bradley. Mr. Chairman, just let me take a few

-minutes and state my support of Senators Moynihan, Danfcrth

and Ribicoff.
I think that one of the reasons that we established the
Internaticnal Trade Commission, and had procedures and

rules,_and hearings to determine injury, was that if there
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was injury was determined there would be relief. That is,
indeed, what has occurred here. I think the President's
decision to overrule was a decision based upon economic
factors_of the moment that are no longer important, or not
as important today as they were then.

»I‘would hope that the committee would adopt that

-resolution.

The Chairman. Mr. Danforth.

Senator Danforth. Thank you, Mr. chairman.

Mr. Chairman, I share somewhat the same conflict that
Senator ‘Bentsen does. Missouri is second to the State of
Texas -- I hate to admit that, but we are second in calf
production. Therefore, a couple of yéafs ago vhen the issue
wés faised-in the Senate as to export restrictions, I
ciearly voted against export restrictions on hides, even
though ¥issouri is also third in the nation in
leatherworkers that we employ.

The point here, though, is that there is a very serious

problem with this particular industry. Between 1975 and

"1978, U.S. consumption of leather apparel increased from 6.5

million units to 11.9 million un;ts. However, domestic
production ét the same time decreased to 2.5 and 2.2 million
units. Import penetration during that period of time
increased from 62_percent to 80 percent of the American

market.

ALDERSON REPORTING COMPANY, INC.

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




O

10

11

12

13

14

15

16

17

18

19

21

24

96

Many countries are shipping ‘substantially all of their
exports of leather apparel to the United States. For
example, Uruguay -- 66 percent; Canada - 97 percentg;
Argentina - 74 percent.

| With resbect to the possibility of the effect on the

American hide industry, in my Opiniod the effect would be

contrary to what has been stated by Senatbr Bentsen for the

following reason.

| First, obviously American leather coats made in this
country are going to use close to. 100 perceﬂt of American
hides rather than séme fraction.

Secondly, the Admiﬁistr#tioq.testified that if we
overrule the President's decision it is likelj to abort
agreements with Argentina, Uruguay and Bolivia cailing for
exports of hiﬁeé from those countries.on the world market.

So I think-that not only from the standpoint of
protecting the industry for only a three-year period of
time, which is all that is invoived here, but alsoc from the
standpoint of the cattle producers this makes'sense.

The Chairman. Senator Packwood.

Senator . Packwood. Jack, I have this guestion, and
maybe you can answer it. I do not have a bi§ leather
manufacturihg industry. in Oregon, but I am curious if this
is the same industry that tried to prohibit the export of

American a number of years ago when the world price was
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higher, and the farmers wanted to sell them overseas.

Senator Danforth. 'Yes, it is.

Senator Moynihan. I would think that it is correct.

<

Senator Danforth. It is absolutely correct. I voted

against it then.

next

have

Senator Moynihan. MNaybe they will be more careful the
time if we help them this time.

fhe Chairman. All in favor say, aye.

(Chorus of ayes. )

The Chairmane. Opéosed, no.

Senator Bentsen. No;l

The Chairman. The ayes appear to have it. The ayes

it.

" Senator Moynihan. Thank you gentlemen.

The Chairmans. Thank you, gentlemen, and we will nmeet

tomorrow.

(Whereupon, at 5:25 p.m., the committee recessed, to

reconvene at 10:00 a.m., Friday, August 22, 1980.)
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