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December 8, 1985

ANNOUNCER: From ABC News, This Week with David Brinkley. Now, from our Wash-
ington headquarters, here’s David Brinkley.

DAVID BRINKLEY: This country has never had a tax law that everybody liked, and
‘probably never will. But now, maybe, after all, some kind of tax reform bill will come out of
Congress next year, 1986. President Reagan yesterday urged the House to let

now so the Senate next year can work on it and try to improve it. He doesn’t much like
what’s on paper now, but he thinks it’s better than nothing. Arguments about it will run on
for a year. With what result? We'll ask today’s guests: Secretary of the Treasury James A.
Baker; Representative Dan Rostenkowski, chairman of the House Ways and Means Com-
mittee; Representative Bob Michel, House Republican leader; some background from our
man John Martin; and we’ 11 have our discussion here with George Will, Sam Donaldson, and
Morton Kondracke. All here on our Sunday program.

First, a little news. Ferdinand Marcos, president of the Philippines, about to face an
election in February, got the news today that the opposition candidates were fighting among
themselves. If his opponents had run against him on a single ticket, they might have won.
Divided, they might lose to Marcos. Here is ABC’'s Mark Litke in Manila.

m LITKE [voice-over]: Cory Aquino says she wants a united opposition ticket.
" Laurel says he wants a united ticket: he's even agreed to take the vice presidential
slot. But |1th-hour bickering between the two candidates has left the opposition as
divided and fractious as ever.
CORAZON AQUINO, opposition leader: We have so far been unable to agree on
the conditions under which this unified team can become a reality.

LITKE /voice-over]: The problem now is they can't decide on which party banner to run
under, so Laurel’s backing out.

SALVADOR “DOY"” LAUREL, opposition leader: | can sacrifice myself, I can
sacrifice the presidency. but I cannot sacrifice my party and my principles!
LITKE /voice-over|: But it may be more pride than principle here as sources in both
indicated they were shocked and disheartened at the last-minute split, knowing full
well that it just plays into the hands of President Marcos. Marcos and his party leaders
were said to be nervous about a combined Aquino-Laurel ticket, so they're more than
happy now to see the opposition in disarray. Even the government television station,
which usually ignores the opposition activities here, gave prominent coverage to the
Aquino-Laurel feud today. If the opposition wants to fight in public, the Marcos govem-
ment is delighted to spread the word. Mark Litke. ABC News, Manila.

Mr. BRINKLEY: An Israeli cabinet minister, Moshe Arens, came to the United States on
what was described as a secret mission and then went back home. He was here apparently
tfryingtodeal with the friction growing out of the arrest of two Amenicans accused of spying
or Israel

Malcolm Baldrige, secretary of commerce, arrived in Moscow today to join 400 American
businessmen in meetings with the Russians to see if they can do some business.

The oil minister of Nigeria, a big oil producer. says his country will meet the lower prices
of North Sea oil, as he puts it, barrel for barrel, cent for cent. We'll be back with the
secretary of the Treasury, the chairman of the House Ways and Means Committee and the
Republican leader of the House and all the rest of today’s program in a moment.

[commercial break]

Mr. BRINKLEY: When Senator Dole was chairman of the Senate Finance Committee
during a onauxblllwhcamchltyuswutlnndupmzde all wearing Gucci
shoes, he said, he said to them, *‘Paying taxes is not so bad. You ought to try it some time."
Well, there are lobbyists for the present bill in the House, lobbyists against it, each with an
argument and looking for somebody to listen to it. Well. John Martin, with a report on what's
been going on. John?



JOHN MARTIN: Thirty-six people met in a room on Capitol Hill this past week. David
%? to decide what to do, finally, about the rules by \:l]:ich Arnedca:fs pay their taxes.
ﬂmrwtgek. if the version passed by the Ways and Means Committee reaches a vote on the

of the House of Representatives, as it may, the country will either move a step closer
toward revising its tax system or take a giant leap toward dropping the idea altogether.

m RONALD m [May 28. 1985]: My fellow citizens, let’s not let this
magnificent moment slip away. Tax relief is in sight. Let's make it a reality.

MARTIN /voice-over|: For months the President has been urging the country to urge the
to reform taxes, to make them fairer and simpler.

DONALD REGAN, former Treasury Secretary /November. 1984]: This thing

Wwas written on a word processor. It can be changed.

MARTIN [voice-over/: Just after the identi i
' : fter the presidential election the Treasury Department
gg:md lal:lss 0“;[1 plan, then modified it. A quartet of senators and congressmen had their
3 plans, but it was the chairman of House Ways and Means, Democrat Dan
ostenkowski of Illinois, whose committee began revising all the plans.

Rep. DAN ROSTENKOWSKI, (D) Minois, chairman, Ways and Means
Otl'l'l'lil.m e [éunme;t_.l 1985]: 1 r:}';lno( going to protect anything. One thing I want you

rstand come to this bargaining table with clean hands. ['ve made no
concessions to anyone, no promises to anyori.

m [voice-over]: The bargaining lasted six months and exhausted hundreds of
Way{ m"'z‘mg toép;mect_ the loopholes and preferences favored by their clients. The final
b b cans Committee version reduces the top tax rates to 38% for individuals and
chub“cm"gfpomom- slightly higher than the President wanted or what the House

e ;I)mpose as an altemative. The Ways and Means plan also abolishes many tax
grtside?:tm. t mlﬁtaxes $141 billion for corporations over the next five years. So far,
which 'uRt‘-agan. endorsed only the idea of reform, not the Ways and Means version.

Will need perhaps 75 Republican votes to pass.

mm [Dec. 7 radio address|: 1 hope the House will vote yes next week
nate to consider debate and to improve this important measure.

Rustcnko“{sv]?j':(‘boved * The lack of a specific endorsement did not appear to disturb Mr.

OWSKI (Democratic radio res o g 3
fiial ponse|: It’s good to have him as an
:)“)I{)eafie:: he ﬂ“ final push on the House floor next week. angd I"ve got every reason
R S el back his support with some political muscle in the days ahead.
the Rostcnl;: oice-over/: The President is said to be ready to ask Republicans to vote for
Republicen Owskllblll if their own version fails, as expected. Mr. Reagan hopes the
compronﬁseml;]:tn s(l)ed sﬁm will pass a bill more to his liking next year, forcing a
radio appeal. me House Republicans are balking at the idea, even after yesterday s
voters elected me to dol-'u(zz)' : : I simply refuse to do it. That isn’t what my
can to kill the bill > T2t isn’t what Tintend to do this next week. I'll do everything I
MARTIN [voi('e-aver,!- Earli A X
: . ier, business sition had be ing behind a cam-
paign by the Chamber of C Seps gun growing behind :
improving the bill in the Semt:se urm-.aOf thelis[tji'cu,"’d States. Some critics said the idea of

Rep. BILL FRENZEL, (R) Minnesota e
b : The . A fix it =
the moral equivalent of *T'l] o ﬂ‘lephmns'zeing_ﬂ"'e Senate will fix it up

m‘.llst“ehenm U.S. Chamber of Commerce: Now. even if you had a com-
Flalwm."'lh;x‘s it tgo‘-l going to be? You're probably going to be worse off than present
step forward. What we e saying, let’s start over again.

[voice-over/: But not all corporations oppose the plan. Business is split, and a

N,

coalition urged Chairman Rostenkowski to hammer away at opponents to pass the bill in
the House. Among coalition members are General Motors, IBM, and R.J.- Reynolds.

NICK CALIO, Tax Reform Action Coalition: We think the benefits that will flow
from rate reductions and from evening out the disparities in effective tax rates between
corporate and individual taxpayers right now will really help the economy. That’s why I
think you have a General Motors, which is going to pay more taxes under this bill,
supporting it.

MARTIN [voice-over]: Another coalition urging Congress to pass the bill is composed of
labor union members, public interest groups and citizens organizations.

BOB McINTYRE, Citizens for Tax Justice: Well, we think the bill is terific. If it
passes, for the first time in years you're going to see General Electric and Boeing and all
the rest start paying taxes like the people who wax their floors and work their assembly
lines and type their letters.

MARTIN [voice-over]: But from inside the Executive Office Building the President’s
Council of Economic Advisers is reportedly warning that the bill would cause a recession.
The report is unconfirmed, but it alarms industry and investors, who will lose tax credits
they rely on to raise capital.

CHARLS WALKER, former Treasury : I think it’s going to hurt
jobs, I think it’s going to hurt economic growth, and I think it's going to hurt international
competition of American industry.

MARTIN: A head count by the Chamber of Commerce late Friday showed 55 House
Republicans uncertain of how they would vote on the Rostenkowski tax reform measure.
The Democrats say it will be a close vote. If it loses they will blame the Republicans in
next year’s elections for failing to reform taxes. If it wins there will be more skirmishing
to see who gets credit for the reform and who gets the benefit from it. David?

Mr. BRINKLEY: John, thank you. Coming next, Representative Dan Rostenkowski, from
Chicago, chairman of the House Ways and Means Committee, which, after a lot of agony
and bloodletting, wrote a new tax bill. And, shortly, Representative Bob Michel, Republican
leader of the House, and James A. Baker, Secretary of the Treasury. In a moment.

[commercial break]

Mr. BRINKLEY: Mr. Rostenkowski in Chicago, thank you very much for coming in today.
We're happy to have you with us.

Rep. DAN ROSTENKOWSKI (D) chairman, Ways and Means Committee: Nice to
be here, David.

Mr. BRINKLEY: Here with us are George Will of ABC News, and Sam Donaldson, ABC
News White House correspondent. Mr. Rostenkowski. you have suggested it would be good
for the country if the President joined with you in support of this tax bill, and I think you
called it ““The Ron and Rosty show,”” maybe a sort of little political tap dance. Has the
President accepted your invitation, publicly or privately?

Rep. ROSTENKOWSKI: Well, it’s the President’s initiative, and [ of course feel that it’s
the best thing for the country. I'd like, certainly, to see the President become a lot more
active. I think once we pass the bill in the House of Representatives you'll see him become
more active. However, we’re going to need Republican votes on this measure, and if it’s the
President’s chief domestic issue, it's something that he’s campaigned for, I should certainly
feel that he wants to call some of the Republicans and keep the process going. That’s what
it's all about, David, to move the bill from the Ways and Means Committee to the House
floor and then to the Senate. If there are measures in the legislation that the President doesn’t
like, he’s got every right in the world to go to the Senate and change them.

GEORGE WILL: Mr. Chairman, this tax reform, when it first got rolling, was defended in
large measure in terms of simplicity. We were going to simplify the tax code. You have
refused to kill the mortgage interest deduction on second homes; you have even preserved
something called — and you could, if you wanted to, explain it to me — the **gravestone™’
exemption, which I gather is a depreciation for granite quarries. Is this really any simpler,
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and isn’t this just another example of different logs rolled in different ways?

w ROSTENKOWSKI: George, I'm a negotiator. The President can draw a line and say
marll(sal:udng;smls is what reform is all about. I drew a line as well. I said there's a chairman’s

i is purity. That never, in my opinion, was going to be where we'd wind up. It
Wwas a point from which we would negotiate. When you talk about gravestone depreciation or
Investment tax credit or whatever the measure is, | had to negotiate with members of the
;::)nrlnr;'ntte;'em order to get a bill, and that, [ think, is what my job is. And so, if it’s not
o 513:8 IO\:"C s certainly a lot more people going to be paying taxes, and there's certainly a
4l er-income and middle-income people going to enjoy more of the fruits of their

Mr. WILL: Well, when a democrac ; g G
s Hadis: ; y starts doing this kind of negotiating that you talk about,
do%mmn (t”:t _guﬂer_:&lly wind up with what we have in fact wound up with? ind m);t is. we lower
running up ta\:esua;fl’ }lh:::cbgs sar::;ulatmg consumption by individuals, and pay for it by
: : suppress. 1 - s A :
o o e < B g e o o, G

E?;px;em)le. 0 shelier 1o Dut, George, don’t you take out of the equation the opportunity
looking for a ter their income? And what's happened here is we have a society that is
oot Shet way to avoid paying taxes. And I think that's unfair, and I think that's eally the
measure. If we are re that's going to attract the American people to support this reform
that what this measg Olngdot(;n'{sm that people avoid paying taxes, where is our base? I think
business judgment bam;d is that it brings more people into an opportunity to make a
business can shelter their ?rl;:)ﬁeo;d business as opposed to where we can shelter, or where

SAM DONALDSON: Mr. Chairman, you' : 2

is partic . elad I » You've made a great deal about trying to be fair in
ttjr-jc?uine mo‘é'ff,fbdll - but I have this question for you. You have written S bl wiich would
first three years In our pensions to have to pay more in income tax on those pensions for the
R years, yet you have exempted members of Congress and their staff. Is that fair?
the Treasury proposal SKI: I'm a negotiator, Sam. I don’t know that it’s fair or not. This is
don’t know whether ti;: Wa:‘;lsomﬂung that was suggested. And there’s a dollar mark on it. [
what members insisted t will hold true throughout the negotiations with the Senate. But it's

insisted be done, and I've answered the demands of the membership.

Mr. DONALDSON: so you're saying—
and the members mmisng:li:n[tm_ talffwam' to point out, however, that the new members

h S itions will als s the bill is
r;quued people pay for a portion of meirp?spemlfi)grzsfw gl maid 'y - Lug

. DONALDSON: Did :
RO ; you personally vote against that provision?

g:gr-ge. VSKI: I don’t know that we ever had it as a vote in the committee.
Mr. DONALDSON: No, Sam. Another question—
Rep. ROSTENKOWSKI: Sam.

Mr. DONALDSON: M i

majori N —Mr. Chairman. The Senate majority— ther. the House
jority leader, Jim Wright of Texas, has indi jority— or. rather, th

helpful for the Democratic majority leader t‘;‘:“;d 'h?; he may vote against your bill. [s that

mns why le ldOISI‘(I. No, it isn’t. And there are divisions. There are geographical
proposition Ep::p m t want to vote for this bill. I think, however, it's a Democratic
negotiated throu rgdl;po et has suggested, that it has the Democratic stamp, it's been
vote for the billgto committee, it's dam near a bipartisan measure. I had five Republicans
make an indl'Vidualn?gjm it out of the committee. I think that members are going to have to
Judgment as to whether or not they want to support the legislation.

Mr. DONALDSON: Well. is it
M— mowsm: I'm sorry.

Mr. DONALDSON: Go ahead.
Rep. ROSTENKOWSKI: I don't know that in the final analysis that Jim Wright, who is the
leader of the Democratic Party, will vote against it. He hasn’t told me that. :

Mr. DONALDSON: Well, is it also helpful that the President has yet to really endorse your
particular proposal? He's leaving it open for members of the House to vote for the Repub-

lican alternative.

Rep. ROSTENKOWSKI: Well, they have an alternative. I would look at that as a very
political document. What they’ve done is they have taken what we have put together, you
know, negotiated in the committee, and then they've just looked at where they could pick up
votes. I think that once we do vote down the substitute. I visualize the President becoming
very forceful.

Mr. BRINKLEY: Mr. Rostenkowski, can you explain something to me that seems impene-
trable? Why is General Motors in favor of your bill and Ford opposed to it?

Rep. ROSTENKOWSKI: That's interesting. Mr. Roger Smith came to our committee and
testified on the very second day of our hearing that he wants a level playing field, that he
views running a business and making business decisions on business practices as the best way
in which to run General Motors. And I agree with him. [ think when we eliminate all this
investment tax credit and have businesses starting to make that decision as opposed to trying
to figure out how they can shelter money, I think the climate for production will improve.
Mr. WILL: Mr. Chairman, what— '
Rep. ROSTENKOWSKI: I can't tell you why Ford is opposed to the bill.

Mr. WILL: Mr. Chairman, one way that smaller economic eamers in this country avoid
paying taxes is by getting paid increasingly in non-cash compensation, such as fringe bene-
fits, such as employer-paid health insurance programs. You have refused to tax this form of
non-cash compensation, but clearly it is compensation, it is income of some sort. Isn't it
unjust to allow this to go untaxed?

Rep. ROSTENKOWSKI: That was the last item we negotiated, and, George, I agree that
labor was very forceful. I'm sure you're aware of how many people were in the lobby outside
the committee room. | can suggest to my committee members, but I have to pick up 19 votes
on the committee to present a bill. And labor insisted that the benefits that they bargained for
should not be taxed, and that was the decision.

Mr. BRINKLEY: All right. Mr. Chairman, thank you, thank you very much for being with
us today. Coming next, the Republican leader of the House. Representative Bob Michel of
[llinois and, shortly, the Secretary of the Treasury. In a moment.

[commercial break]
Mr. BRINKLEY: Mr. Michel, thank you for coming in, happy to have you with us today.

Rep. ROBERT MICHEL, (R) Htiinois, Minority Leader: Glad to be here.

Mr. BRINKLEY: Now, as you have heard, we talked to Mr. Rostenkowski about this a bit.
Some business in America is opposed to the Ways and Means bill; some is for it. The
calculation I saw, I think it was in The Wall Street Journal. showing that a number of groups
of industries, businesses, opposing it are now paying taxes at a rate averaging 4%. So
therefore they 're opposed to a new bill. What are your thoughts on that?

Rep. MICHEL: Well, we have a minimum tax in our Republican alternative, frankly, better
than Rostenkowski because, while we have a 20% minimum rather than a 25% minimum
that he has, and a 22% for individuals, we come around— even then if somebody escapes we
come around with a little 2% swipe to make absolutely sure that anybody or corporate unit
making money will pay something so that we don’t run afoul of this, you know, **So and so
is making money. not paying a dime of taxes. I think that’s unfair.”” We correct that in our
substitute.

Mr. WILL: Joumnalists are very good at convincing themselves that whatever they 're talking
about on a given week is going to determine the fate of the Western world, but I'm having

g




trouble figuring out why the difference between the Rostenkowski bill and, let’s take the
'l;eeagzggndgﬂmal program, matters that much. They both say let's lower rates on individuals;
Y =

Rep. MICHEL: Yes, and we do a better job, more— go ahead.

Mr. WILL: Well, and they say, ‘‘Well, let’s get it back by taxing business,” which is a
my ﬂ})mg for supply-siders to do. What's the difference? Why should the people care, and

Rep. MICHEL: Well, of course we 've done a better job in our Republican alternative in the
sense that we are more closely tracking what the President originally wanted from the
standpoint of bringing personal marginal rates down to 35. incidentally—

Mr. WILL: Okay, but the difference between 35 and 38 percent is not a lot.

Rep. MICHEL.: No, it’s not all that much. That was a concession on our part to our friend
Jack Kemp, who has been very much in the forefront of that. But it cost us then when it came
to providing the deduction for state and local taxes. Instead of being up there at 75%
deductible, we had to come down to 70%, simply to provide for that goodie. Now, we also, [
think more pmfoundly on our side, come up to the full $2,000 of deductibility for indivi-
duals, and that’s a good family, a pro-family tenet of the tax bill. While Rostenkowski would
leave that at $1,500, we're up to $2,000. I think that’s a significant improvement.

Mr. DONALDSON: Mr. Michel, if the Republican substitute fails, and most people think it
will fail in the House, will you then vote for the Rostenkowski bill?

Rep. MICHEL: Well, I cannot. I just think it's so far afield from what the President had
initially asked for, and maybe there is some substance to starting all over again. But there are
going to be some members on our side, I suspect, that are going to vote, no matter what.
They’ll mayl:!e probably vote against ours and vote against the final product, but there will be
some who will vote for ours and, probably, on final passage for Rostenkowski.

Mr. DONALDSON: What does that portend for the outcome if, as we are told, your
Eubsutqte goes down, the President swings his full weight behind the Ways and Means
ommittee bill, but the Republican leader of the House opposes him and opposes the bill?

: Well, that’s the most traumatic thing for me in my five years as his leader in
the House of Representatives. It’s the first time we've parted company, and I regret that. It’s
gng:)gn milede fi < fg;{athP S:l a!?:ét you get to a point where you just have to say this is not

or IC jori isanc ac . :
individial districts out there, the majority of the Republicans as they represent their
GO‘.P"M: Well, who represents the Republican Party then? Who speaks for the

heh" them: Well, let’s face it.'The President was elected by more than most of us and
ho s the head of our party. I recognize that. He gives a good sense of direction. My view is.
wever, that we ought not to be 5o sure that the Senate is going to give the President what he
::ln }s In my judgment, hearing, for example, some of the discussion on Gramm-Rudman,
think part of our problem here is these two things of deficit reduction and tax reform are
g%mgaﬁthe_samemngand.whilewehopewehavemmm‘mg _Rudman on
deadn mducuon_ . if we don’t get that signed by the President, in my judgment tax reform is
2ot revene o you.if we do get it you waich and se if that other body talks as strongly
1 r isi . : .
what the President dm;ymt want— raising taxes, and that flies, my friends, in the face of

Mr. WILL: Say that—
Mr. DONALDSON: Well, one more— oh, go ahead. I just want to make one more

technical question. Who's going to win? Are you going to win, or is the President going 0

win?
Rep. MICHEL: Well, I'd hope that we would win on our substitute because it's much—
Mr. DONALDSON: No, I'm talking about on the Ways and Means Committee bill.

Ny

r——"——————_————_——"——"‘iﬁf

Rep. MICHEL: Well, I can't say that. There’ll be some slippage on our side because it
won’t be a unanimous vote on either side of the aisle. And it’ll be a close vote.

Mr. WILL: A million and a half cups of coffee just got spilled on the Sunday paper across the
country because you said ‘‘tax increase.”’ Give me— clarify that scenario, whereby the
intersection of the deficit reduction and the tax reform bills might produce in the Senate a

push for higher taxes.

Rep. MICHEL: Well, because, frankly, they're going to find, if we do adopt Gramm-
Rudman, which I hope we do, and then we have to live next year with a $144-billion deficit
rather than one that's in the $200-billion range now, and so many things will have to be given
up, and they’ll really be cutting deeply, including defense, then it seems to me there’s going
to be serious agitation for a revenue increase component if we don’t have as good a growth as
would produce those kind of revenues.

Mr. WILL: So you're saying that Gramm-Rudman is apt to be pressure not so much. or not
entirely to cut spending but to raise taxes?

Rep. MICHEL.: I think there's a good deal of that in the wings.

Mr. DONALDSON: If you do pass Gramm-Rudman, are you then going to go ahead and
pass your $55.5-billion deficit reduction package for '86, or are you going to forget that?

Rep. MICHEL: Well, I think we have to certainly make a try, and we're going to do the
very best we can. My personal feeling is we ought to be doing something significant to get us
to that optimum called balance in 1991, and the only vehicle apparently available to us now
that has a reasonable expectation of getting there is Gramm-Rudman, because on our own,
whether it’s individual appropriation bills or the continuing resolution, Congress doesn’t have
the stomach to do what it ought to do.

Mr. BRINKLEY: But are you still going to pass your deficit reduction plan for '86, the $55.5
billion?

Rep. MICHEL.: Yes. Yes, and we hope it works.

Mr. BRINKLEY: If the Ways and Means Committee bill is defeated, which seems very
likely, what kind of television commercials are we going to see in the next election talking
about who killed tax reform?

Rep. MICHEL: Well, I don’t know. That doesn’t mean that it’s killed forever. The Presi-
dent’s still got 34— a good three years in his administration, and I know that’s what
distresses me, knowing that he feels so strongly about it. In my view initially it was taking too
big a bite out of the apple to get where we wanted to be. I didn’t know that we had to make it
that comprehensive. Take some of the more significant things and zero in on those as
distinguished from trying to do everything which then set up the kind of situation where you
had all this bargaining and giving and taking in the committee, like John Duncan said, *'Give
me $60 billion worth of goodies to spread around. I can buy a lot of votes on that committee
to vote my way.”’ And so that’s what you get when it's so broad and encompassing as that
one is today.

Mr. DONALDSON: What do you think about members of Congress being exempt from
having to pay income tax on their pensions when as other Americans under this bill would
have to?

Rep. MICHEL: We don't do that in our Republican substitute. That’s an improvement of
ours over the other package.

Mr. BRINKLEY: On that note, Mr. Michel, thank you very much. Thank you for coming
in. :

Rep. MICHEL: Thank you.

Mr. BRINKLEY: Coming next, James A. Baker, Secretary of the Treasury. In a moment.
[commercial break|

Mr. BRINKLEY: Mr. Secretary. thanks very much for coming in.
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JAMES BAKER, Treasury Secretary: Thank you, David.

Mr. BRINKLEY: A pleasure to have you with us. Mr. Rostenkowski said he couldn't get his
bill through the House if the President’s support was only lukewarm. Well. I don’t have a
thermometer here, but it seems to me his support is quite lukewarm.

Sec. BAKER: Well, David, I think the President’s support for moving the process along is
going to be a lot more than lukewarm.

Mr. BRINKLEY: Is he going to have more to say soon?
Sec. BAKER: Yes, [ think so. And I think that he will demonstrate that not only by his
words but by his actions. I think it’s fair to say that the President feels that it would be fine if

the Republican altemative passed. Then we'd never get to the question. But if it doesn’t pass
I think he would like to see Republicans vote for the Ways and Means Committee bill.

Mr. BRINKLEY: Well, we just heard the Republican leader Mr. Michel say he could not,
would not vote for it.

Sec. BAKER: That's right. That's a position that the leader has taken. and I think I
understand that. ['m sure the President does.

Mr. DONALDSON: Well, what do you mean you understand it? I mean. is that helpful for
the Republican leader of the House to say he won't vote for the bill?

Sec. BAKER: Well, on some occasions there are some votes that, as he indicated to you.
that he simply has to part company. And [ think that the President is understanding of that.
The fact remains, however, that the President’s view is that if we don’t move something out
of the House of Representatives tax reform is dead. It's not a case of revisiting it. We're not
going to have an opportunity to revisit it in the Reagan presidency.

Mr. DONALDSON: Well, your position then is that vou don’t like this bill but it's the only
vehicle for having a shot at the Senate next year. Is that correct?

Sec. BAKER: That's correct, and in some respects, Sam, it’s an improvement on the
situation that we now have, an improvement on the current law. So is the Republican
alternative. Both of these bills take rates down to the lowest level in 15 years. They take
corporate rates down to the lowest level since before World War II. They exempt six million
of the working poor from the tax rolls. There are any number of things about both of these
bills that are far better than current law. The things that are not better. of course, are the
capital formation aspects of this. The cost of capital is more than it is under current law.
which is distressing, and that’s the kind of thing that has to be corrected in the Senate.

Mr. WILL: Well, when you were in the White House and then when you moved over l(f) tl}:
Treasury, the hardcore supply-siders thought you were a Trotskyite. a real enemy O ‘thc
people, as they see it. And they're saying, now, we were right because Baker aﬂdl <
Treasury are supporting a bill that would clearly increase the cost of capital investment. IS
that a repudiation of the supply-side approach to—

Sec. BAKER: Not at all. | think that lowering marginal rates is clearly a supply
measure—

Mr. WILL: For individuals?

Sec. BAKER: —but let me just say this—

Mr. WILL: But that’s—

Sec. BAKER: —that Baker and the Treasury are not doing anything that
United States doesn't support. just as I didn’t for four years that [ was in the
that would be my answer to your question.

-side

the President of the
White House. S0

1 s ird
Mr. WILL: But we had in the third quarter of 1985 the lowest savings rate since thea‘/' :

%uam:r of 1950, when people were stocking up out of fear of rationing In the Korean

learly we’re not saving enough, and along comes a Republican administration “';:'ms‘éon_
billion deficits and says, *‘Let’s cut personal income taxes.”" clearly S‘“'.""'at.',ng
sumption, *‘and let’s make capital formation more difficult.” Is this rational”

O

Sec. BAKER: We're not saying let's make capital formation more difficult.
Mr. WILL: But won't it? i

Sec. BAKER: We took tremendous steps to improve Treasury 1. In the President’s proposal
that he introduced in the Ways and Means Committee we improved significantly the capital
formation aspects of the bill. :

-Mir. WILL: Well, a lot of the industries that are the most trouble in this country — let’s take

steel, maybe automobiles — you’re killing investment tax credit, and accelerated deprecia-
tion is less accelerated. Isn’t that going to hit the very industries in most trouble?.

Sec. BAKER: George, you're pointing out the major problem we have with the Ways and
Means Committee bill. But because you have a problem like that doesn’t mean that you don’t
move the process forward. If the President can’t improve it in the Senate. he doesn’t have to
sign it. .

Mr. WILL: What about the Michel fear that it will get over to the Senate just as Gramm-
Rudman is boiling to a head and you’ll get a move to tumn this into not a revenue-neutral bill
but a—

Sec. BAKER: A bill to raise taxes?

Mr. WILL: —raising taxes to avoid the difficult cuts under Gramm-Rudman?

Sec. BAKER: I think the President’s made his position extremely clear on that, and he’s
simply not going to permit tax reform to be used as a disguise for a tax increase. It's a
non-starter.

Mr. DONALDSON: Is the President going to sign the Gramm-Rudman bill if it emerges as
the committee tentatively approved it on Friday?

Sec. BAKER: Well, I don't know, Sam, but it would be my recommendation that he sign

it, as far as what my recommendation will be. [ think on the basis of substance and also
because I'd like to see us get an increase in the debt limit.

Mr. DONALDSON: Is there a fear that if Gramm-Rudman passes. the Congress will give up
on the old $55.5-billion deficit reduction package for fiscal '86? "Cause Gramm-Rudman
would only, what, $11-12 billion for fiscal '86?

Sec. BAKER: I don't think so. It would not be my thought.

Mr. DONALDSON: What would happen if it did?

Sec. BAKER: Well, I don’t think it’s going to. I think that's a speculation that I'm not
willing to engage in.

Mr. DONALDSON: And what's your view of the question ['ve asked our other two guests,

the committee in the House exempting members of Congress and their staff from having to
pay income tax on pensions, whereas the committee bill would have other Americans do so?

Sec. BAKER: I'm not sure that's fair. I'm not sure we support that. | understood somebody
referred to it as the Treasury position. [ don't believe it was a Treasury position, and I'm not
sure that that kind of backscratching doesn’t go on up there all too much. But the fact remains
that the President believes we need tax reform. There is no alternative to moving something
through the House if were going to get tax reform during the Reagan presidency. and we can
either fix it up in the Senate, Sam, or the President doesn’t have to sign.

Mr. DONALDSON: Mr. Baker, if I may—
Mr. BRINKLEY: Go ahead, Sam.

Mr. DONALDSON: —just one other subject. You were the old chief of staff at the White
House before you changed jobs with Mr. Regan. Do you think Mr. Regan is in fact, as the
stories have it, being so high-handed from the standpoint of foreign policy that the national
security adviser would be forced out for that reason?

Sec. BAKER: No, Sam, I distinctly do not think that. and I know from having been in that
Jjob for four years that you get blamed for an awful lot of things that you have absolutely

gl
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