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THURSDAY, ACGUST 21, 1980

United States Senate,
Committee on Finance,
Washington, D. C.

The committee met, pursuant to recess, at 11:50 AeMo,
in room 2221 Dirksgn'Senate Office Building, the Hon.
Russell B. Lopg (cﬁairman of the éommittee) p:esiding;

Present: Senators Long, Ribicoff, Nelson, ¥oynihan,
Boren, Bradley, chh, Dénforth, Chafee, Heihz; and Walloupe.

| The Chairman. I would like as the first order of
business éor ¥r. Thapiro just to explain what these.rate
cuts are so that the peobple understand. I am not sure that
he has enpugh cecples for all the senators.

¥r. Sharpiro. Yes; we do, Nr. Chairman. They are being
distributed richt now.

The Chairman. Hr. Shapiro, would you explain what the
rate cuts are?

Fr. Shapiro. ¥r. Chairman, the sheet that is being
distributed to you includes the committee's decision
yesterday. The only item that ryou ¢id not see yesterday was
the actual rate schedule which is set forth in the middle of

the page. You will see on the lzft-hand side the present
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law rate, and on the right hand side the rsduction in
rates.

The lowest bracket was reduced to 12 pefcent. As you
can see the second rate, 16 to 14 percent. As you go up the
rate brackets, you see each of the changes.A That was the
only thing that you did not see yesterday, how actualiy it
was -broken in each of the brackets.

At the bottom of the page you will see the revenue

effects, and the estimate of the staff yesterday was pretty

close.to.being accurate. - We said, §$22 billion in the

calendar year} and as you can see in the iast column at the
rightfhand side at the bottom of the page for calendar year

1981 the full revenue effect is $22 billion. ' §

On a fiscal year, you yill see2 that 1981 is
approximately $10.8 billion, but it goes in 1985 to §u42
billion. It'is $2u;u billion in rate cuts.

The reésbn why the rate cuté are a little more in fhe
total than the earlier package in 1985 is that rate cuts
tend to increase as a faster pace than do increzsses in the
personal examption or the zaro bracket amocunt. As you make
modifications by shifting some of the zero bfacket amount
increase to rate resduction, you will‘find that that 1985
figure is at a higher level.

The Chairman. Let me ask that we hold up temporarily

because I think we have got enough people here to do
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'in 1978 this committee raised the level of \You
\ recall

- that was in taxation.. The early loss anticipated by t&

businescs. H¥r. Yoynihan has been tryi
to

. ) g
Senator Hoynihan. Thank you, #Er.: et

C :
Ognltion_

- . i\rHIap
We have on our list of things that ¢

in this bill the guestion of capital gainfh te deg
1 Wity
exemption to 70 percent. That would have had gaj,
reducing the effective tax to 21 percent. w;\r
conference with that measura, and we ware not ab
it in conference. \\
. Y
In the interval, however, we did make a reducﬁx

in the interval we have learned what a very successfu,

i

Treasuﬁy has been much less than imagined. The increasé\In\\\
new capital has been very marked in disbursements by venture
firms, in capital raiSed th:ough initial public stock
offerinés. Tt has been a success. We see it much faster
and much stronger than.we_expected.

Therefore, I would hope that it would be the consensus
of the committee that we go back to our position that we
have already adopted. That we raise the exemption to 70
percent, and with our new €7 percent rate that would bring
the effective rate at the tor bracket to 2C.1 percent. We
would do that for corporation capital gains as well.

Senator 4Yzllop. MNr. Chairman.

The Chairman. Senator Wallcp.
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Senator Wallop. ¥re. Chairman, I will not argue the
point. I will state that I have been after the 75 percent
exclusion, which was the origiral Hansen-Steiger proposal.

I know the Treasury does not permit ifself tc live in the
real world and is unwilling té talk about dynamic revenue as
a net effect to them, and will only talk about static
revenue.

In the interest of trying to get a bill, az the
chairman said, that has an understandable figure to.the
Treasury -- I think the'public is plainly bein§ gippedAout
of sonme feturning tax dollars by not going to the full rate
-- I will drop off ﬁy demand and also my request thét we
compfémise to 73, which would have given us the effective
rate of 17.5.

i WOﬁld suggest that we all very seriously continue to
look at this thing, and if it has the success that it has
had in the past, then it Just makes sense, both from the
standpoint of fevitalizing American industry and from the
standpoint 5f revenue to the Tresasury, which apparently does
not want them, to come back after a couple of years of
exposure to this thing and get it to where I think it
actually belongs in this country.

Sen;tor #oynihan. I wouldé like to thank my friend in
that regard. |

e

¥r. Chairman, I vwornder if we could make that rvart of

ALDERSON REPORTING COMPANY, INC.

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




)

10

n

12

13

14

15

16

17

18

19

20

21

24

25

5

our report, Senator %zllop's reguest, because there is no

question about the dynamic impact here, and there is no

question that the Senator is right about that.
Senator ¥allop. Just for example, in the out
$1.8.billion static cost in 1987 for a net dynamic
tax back for them 2f $€.7 billion. So ﬁhe country
nearly ¥7 billion on the altar cf obstinacy;
The Chairmane. Are we ready for the vote?
Let's call the roil.

¥r. Stern. Yr. Talmadge.

(¥o response.)

Mr. St2rn. Y¥r. Nelson.
Seﬁator Y¥elson. FLkye.

Hr. Stern. ¥r. Gravel.
(No response.)

#r. Stern. ¥r. Bentsen.
(No responss.)

fr. Stern,. irC . Hatsunaga.
(Nc responsa.)

Mr. Stern. H#r. Movnihsn.

Senator ¥oynihan. ZEye.
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Mr. Stern. Mre.

{(No response.)

Mr. St=rn. Mr.

(No response.)

Mr. Stern. AH:.
Senator Bradley.
Mr. Stern. ¥r.
"(No response.)

Mr. Stern. MNr.

(No response.)

Mr. Stern. ¥r.

Senator Roth.

ﬁ'l’.‘. Sterl - ?!I_‘.

Baucus.

Boren.
Bradley.
Aye.

Dole.

Packwood.

Roth.

Ave.

Danforthe.

Senator Danforth. Ayve.

¥r. Stern. Hr.
Senator Chafea.

¥r. Stern. ¥r.

(No response.)
¥r. Stern. ¥r.

The Chairman.

Vote Hr. Sravel

Chafee.
Aye.

Heinz.

s

Ye.:
Wallop.
Ave.

Curenberger.

heirman.

Lye.

fiL
+
O

ave. He wanted
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¥r. Stern. %r. Boren.

Senator Boren. Aye.

Mr. Starn. I am informed that ¥r. Dols votes aye.

The Chairman. ir. Doles votes avye.

ihe aya2s are 14, and the nays are none.

I would ask the staff to try to get the ansvers from
the absentees as scon as you can.

There is another vote going on. I suggest that we come
back at 2;00 o'clock. If'you decide you want to hold a
conference or a ‘caucus, yoh can between ncw and the time we
come back at 2300 o'clock. .

Thank you,.gentl;men.

(Whereupon, at 12:C0 a.m., the committee rececsed, to

reconvene at 2:00 p.m., the same day.)
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