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CRust Fromises To Tone Doawn Attacks In Budget Deficit War <

By TOM RAUM:=

TRssociated Press Writers

WASHINGTON (AP) ~ Congressional Democrats extracted from
Frazident Bush & pledge to tone down political attacks during a
two—hour budget session Tuesday that failed to narrow crucial
differences on curing the federal deficit.

Bush agreed to a temporary political cease-fire after blistering
Democrats in recent Republican fundraising speeches around the
cauntry.

'He'll be very gentle’’ from rnow on, White House spokesman
Marlin Fitzwater said.

Bush made rna mention of contentious budget issues during a
midday speech to a GOP audierce in Philadelphia, focusing instead
on praise for his day-old selectiorn of David Souter for the Supreme
Court.

Participants said congressional leaders suggested at Tuesday'’s
Oval Office session that political attacks and counterattacks have
hampered efforts to strike a bipartisan budget deal.

"'One of the things discussed today was to stop the political
debate and start the substantive debate and tao try to cut down on
the political commernt that's gone on on all sides,?? said House
Magoraity Leader Richard Gephardt, D-Mao.

T think you're going te see that that will happen,’’ he added.

‘I thirk a lot of that’s out of everybody's system. !

I palitical speeches last week in Western states, Bush
ridiculed the budget process and sugpested that it was rnow the
Demacrats? turn to make concessions on taxes and spending.

Fitzwater, speaking to reporters on Air Force One en route to
Fhiladelphia, said that Bush and the Democrats were '‘working in a
spirit of harmony and compromise.®’

" They agreed this morning at the meeting that they would try to
keep the rhetoric under control arnd really try to make this a
productive week of work,?’ Fitzwater said.

Aricther White House session with the five top congressional
leaders - Gephardt, Senate Majority Leader Gecrpge Mitechell, Senate
Mirority Leader Bab Dole, House Speaker Thaomas Foley and House
Miriority Leader Bob Michel — was scheduled for Wednesday morvivg.

At the same time, a larger group of budget rnegotiators was
nEering on Caprtol Hill Tuesday in an effort to narraw differences.

But despite the political Eruce, Bush and Congress seemed no
closer to agreeing on a way to close the deficit gap than they ware
hefore the president revoked his 1988 ' ‘ro new taxes’' pledge in
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Thp adm1n15+rat1ﬂn estimates that the deficit for fiscal 1991
which begins Oct. 1, will be nearly $169 billiort - nore thanm $120
Billimn oaver the $&£4 billiorn terget set by the Gramm—Rudmar
budget~-balaricing law.

Corgressional and administration negotiators are tryiﬁg to find
at ledst $5@ billionm iw savings, to be divided about evenly between
‘spending cuts and rnew taxes.

Gephardt, who chairs budget-—summit neqot1at1ane wher the
mresident is not in attendance, said that ' fundamental differences
remain’? on taxes, defernse spending and cuts in " entitlemert??
social programs.

Speaking with reporters in the White House drlveway, Gephardt

—salid these differernces may frugtrate efforts to reach asreement bv
the August congressional recess '"but we're going to give it the
good old college try.?? _

House Speaker Foley, D-Wash., said decisions remain on the
precise amount of deficit reduction that would be saught, and how
much of it would come From rew taxes and spending cuts.

I don't think there is at this point a clear defirition of
what each side wants,'! Foley told reporters.

Gephardt said *‘there are still very difficult areas of
discussion that will be hard to cloge on. This iz not easy to do.??

Notang Monday? s Se—polﬂt plunge in the Dow Jornes industrial
average, Gephardt said, *All through this I think pecple have. been
-worried that the market 1s very touchy and the whole ecanomy is
very shaky.’ﬁ

“I don® £ krow what causes the mawket to da anything. I dow't
pretend Lo know. But it's obvicus that if we carn get this done, it
wruld'g've evervbody a boost of confidence.!!?

 Bush, himeelf seemed downbeat at the start of Tuesday’s meetlng
in the Dval Office. He waved off gquesticns from reporters at a
picture-taking SES”&HW, saying, “Dow’t even try. I’m in a bad maom
today. - ,

He did wvot, eldbnrate and refused to say whether the “bad mood”
stmmmed from the budpet impasse. -
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farf, they agFEPd th1r morn1ﬂg a+ the meet1ng that they would try
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“M-Budget Talks, 1st Ld-Writethru,d774<

“Little Propress Reported At White House Budget Talks( .
~“EDs: LEADS with 2@ grafs on White House meeting; picks up pvs 6th
araf, The House’'s. .. (

“Hy ALAN FRAM=

“Asgociated Press Writer=

WASHINGTON (AR) - Mresident Bush and conpressional leaders met
For two howes today 1 hopes of spurring a deficit—roductiorn
compromise, but a top House negotiator later said ' fundamerntal
disagreements’’ remair.

House Majority . Leader Richard Gephardt, D-Moa., also said that
Fresident BRush’s recent attacks orn congressional Demccorats at
Republican fund-raising events aren’t helping the process of
finding a compromise,

‘One of the things discussed today was to stop the political
debate and start the substantive debate and to try to cut down on
the political comment that’s gone on on all sides,'' Gephardt told
repaortere outside the White House,

Bush himself seemed downbeat, refusing to answer questions at a
picture-taking session at-the start of ftoday's meeting. " "Don’t
avern try, I'm in a bad mood today,” Bush told reporters. He did
not elaborate.

Bush has beern lashing out at Democrats and the congressional
budget process irn a series of GOF fund-raising speeches. In fact,
he was attendivng similar events today in Philadelphia and New York.

Gephardt said that Bush had agreed to cocl down his attacks and

I think you’re going to see that happen.?'?

Flying to Philadelphia aboard Air Force One, White House Press
Secretary Marlin Fitzwater said Bush would be ' ‘very pentle’’
toward the Democrats in his campaign speeches.

Thev?! re worbinn in_a Snivit of harmony and, Lomnromise.  Tw o O
to keep the rhetoric under control and really try to make this &
productive week aof work,?'' Fitzwater said.

Gephardt, who is the leader of the *'budget summit??
negotiations when Bush is not present, said he still thought it
possible that accord could be reached by early August; whern
Congress. begins its summer recess. ;

‘But I don’t know for absolute sure that we can do that,'’ he
added. ''It may be that we can't get all of it done. But we’re
going to give it the good old college try.?? :

House Speaker Thomas 8. Foley, D-Wash., said decisions remain to
be made on the precise amount of deficit reduction that would be
saught, and how much of the savinps would come from rew taxes anc
spending cuts. Barpgainers have said they expect any compromise to
contgih about $52 billion in savings, divided in half betweern
revenues and spending reductions.

T darn’t think there is at this point a clear definition of
what each side wants,’’ Faley told reporters.

Gephardt said budget negotlaturs would meet agairn on Capital
Hill later today. He said a smaller group including top House and
Senate leaders and the president would meet agaiv at the White
House on Wednesday morving.

‘Well tryy {o work both groups topether as we tryv to work
taward a sciutiocn of the prablem,?’ he said. " ‘There are still some
very difficult areas of discuszion that will be hard to close oo
This is mot easy to doo '

"There are Turndamertal disagreements’’ on taxes, spendinn cutes
in entitlement programs and on defense spending levels, the
Democoratic leader added.

Gephardt said the president did rnot offer arny specific proposals
arn new taxes at todav'e sescior.
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The Oval Office sessicon alen included Senate Majority Leader
Georpge Mitchell, D-Maine; Sernate Mirnority Leader Bob Dole, R-Kari.
Aand House Minority Leader Bob Michel, R-I11.

After 11 weeks of bargaining, there is still very little
agreement on specifiecs, Gephardt conceded.

The two sides have made no decisions aboul where they will find
#5Q bhillior in new taxes and spending cuts for fiscal 1991, which
gtarts Oct. 1. i

Eush met with conpgressional leaders last Wednesday iri hopes of
advancing the vegotiations, But sinecs then, the two sides have done
little but argus.

The House's 176 minority Republicans voted informally that sams
day to oppose any tax irnereases as part of a budget-cutting
package. Democrats saild that vote hurt the talks by casting doubt
on whether GOR lawmakers would everntually support & compromise.

Negotiators met last Thursday but spent the closed-door meeting
yelling at each cther, participants said. And Friday, on & Western
campaign trip, Bush accused congressiornal Democrats of causing the
recent run &f $150 billiorn a year—plus budget shortfalls, prompting
Democrats to fire back.

The budget rnegotiators hape to produce a package within the rext
two o three weeks, whern Congress! August recess begins. BHut
bargairners corncede it will be hard to accomplish that goal.

\
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-Bush sees progress in budget talks

NQSHINGTDN (URI) _ President Bush feels progress is being mace 1v
budget negot1at1nn= amd House Demcoratic leader Richard Gephardt said
Tueaday the two sides hope to make . a deficit-cutting deal by the T i
Congress begins its August vacatior.

s Eush met with rungre551uﬂa1 leaders at the White House Tuesday
mnrnlng befmre begirming a one-day polltlcal trip to Philadelphia and
New: Yark.‘The neqotlatlﬁns, et to cormtirnue on Capitol Hill in-the

1nfternuon, are aimed at Tinding ways _ 1ncud11ng spending cuts and

_reverie increases | to reduce the progected Federal deficit rnext yesar by

$1UU HilTior. ' : ~ .

1% The president fpels they made prugress, ? whlte House =pnke=maﬂ
‘Marlin Fitzwater said of the morning meeting.

. Talking with reporters aboard RAir Force Orne, Fitzwater said the
group '*is doing the heavy liftinmg?? of 1ft1ng thrmugh budget details
to fund ways to shrimk the deficit.

If no agreement is reached, the Gramm-— Hudmar balanced budget law
counld - force vradical cuts in mary programs.

Asked if Bush would use his campaign stops to build . pressure on the
Dema:rats ori the budpget issue, Fitzwater said the president will. ““be
very gentleu They e warklﬂg in a-spirit ‘of harmony and comperatlmﬂ.

The spokesman said. the two.sides 'Yagreed ... this mormiivng that
they,would try to keep the rhetoric under control and really try to make
thls a proeductive week of work.?

Bush'b message to the leaders was that 77 for the good of the

'_amy, we need a packape (af reductions) to get the interest rates

o Time is important,?’ F1t~water said.

fphardt, D-Ma. - .said- after the. 90—m1nute White- House . meetlng that

1n:ussed Yrthe meed. “todut’ down thi po alitical: debate- arid .

e dhe? camment. ‘I believe we've gﬁtten through the stage of pecple
g puord: tical pc1nts.TI thlnk thaﬁ's out wf theim systems.” :
easaid the’ negat1atars “hci haveTa ”better wnderstarnding of the
range sand - tatals” “they. are seeking. 1n reductluns in dPFPWSE spendlwg,.
he . 8 Hitlement programs . ard-tax: revenues. T

,ﬁﬂﬁéd,.”There are still same very tough issues of
dlscusﬁmﬁﬁ.tn clase orv that are hard “to do.?? :

Current plane call for administration ‘and cangr9551mﬂa1 ﬂegntlannwc
to meet with Bush for morning meetings at the White House, with fullew
meetlﬂgs o Capitol Hill irn the aftervoons on a daily basis Tor tThe next
tws weeks.

"I ‘still think we can do it,*’ Bephardt said, wnoting that
neqntlatﬁrr hope o have a package complete by the time Corngress bepino
its annuwal August recess,  expected by Aub. 10,

Failure to reach an agreement by that time would bring the
megotiations perilously close te the Sepi. 30 end of the fiscal yeayr.

If ra deal is made to reach ths Gramm—Rudman deficit target, some
100 billion in autocmatic spending cuts would be needed to bring the
deficit down from & mrojected $169 billion to the fiscal 19391 limit of

B564 pbilliar,
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Bush Moves to Speed Budget Negotiations

By Ann Devroy and John E. Yang

Washington Post Staff Writers

Frustrated by the slow pace of
budget negotiations, President
. Bush has asked congressional lead-
. ers to the White House for daily
meetings this week aimed at speed-
ing progress toward an agreement
to cut the federal budget deficit.

Beginning today, Bush is to meet
each morning with Senate Majority
Leader George J. Mitchell (D-
Maine), Senate Minority Leader
Robert J. Dole (R-Kan.), House
Speaker Thomas S. Foley (D-
Wash.), House Majority Leader
Richard A. Gephardt (D-Mo.) and
House Minority Leader Robert H.
Michel (R-11L).

According to a senior official, the
administration is “frustrated that
things are going so slowly” and
wanted to prod the talks—now in
their 11th week—as well as build a
public case that Bush “is walking
every extra mile” to address the
deficit.

“This is a period of very intense

_.negotiations,” said presidential
press secretary Marlin Fitzwater.
“The president wants to give it a
major push.” Bush and his advisers
“felt the leadership should get to-
gether and do some hard bargaining
to see if we can’t get it resolved.”

The full budget summit negoti-
ating group is expected to meet this
week as well, although sessions had
not been scheduled by late yester-
day and Foley said he did not expect
the White House meetings to pro-
duce any decisions. “We’re going to
get reports back and forth and ex-
change ideas and approaches,” he
said. “We don’t intend to make
agreements outside the summit
group.”

Democratic participants in the
talks said they hoped the White
House sessions will hasten an ac-
cord nonetheless. “The- talks are
intensifying,” a Democratic leader-
ship aide said.

* One week after House Republi-
cans called Mitchell “a consistent
roadblock” in the talks and Bush
blamed Democrats for the rising

federal budget deficit, Democratic
negotiators said they hope today’s
meeting at the White House will
produce agreement on a “code of
conduct” for the negotiations. A
draft prepared yesterday called for
ending public partisan attacks and
leaks of proceedings in the nomi-
nally private talks.

Democratic negotiators also said
they expected to discuss today how
much savings could be achieved in
the various components of the bud-
get, including both military and do-
mestic spending, and new tax rev-
enue.

Fitzwater said the administration
continued to hope for an agreement
by the time lawmakers leave in ear-
ly August for a month-long recess.
But lawmakers said they doubted
that was possible.

“What we’re likely to find this
week is that we’ve got some tough
disagreements,” Gephardt said.
“This is going to be hard to pull to-
gether,”

“It’s still at the miracle stage,”
said House Budget Committee Chair-

man Leon E. Panetta (D-Calif.). “But -
with some pushing by the president,
miracles can happen.”

If an agreement cannot be en-
acted before the recess, lawmakers
would rather not reach a broad out-
line of an accord for fear that this
would invite attacks over the con-
gressional break by affected inter-
ests. “A month of heavy lobbying

‘would make it hard,” Panetta said.

While it is unlikely that lawmak-
ers will delay their recess to work
toward a budget agreement, Dem-
ocratic negotiators have discussed
the possibility of returning early to
resume their talks.

Last week, the administration
raised its estimate of the fiscal
1991 deficit to $168.8 billion.



The Washington Times

Budget
optimism
leads to
daily talks

By Frank J. Murray

THE WASHINGTON TIMES

Budget negotiators from Con-
’ gress and the White House indicated
yesterday they felt close enough to
agreement to hold top-level meet-
ings every day this week, with Pres-

ident Bush attending full-time.

" “Something is happening. There
is some movement. Not enough
movement as we'd like to see. It’s a .
good way to keep it going, get the top .
leaders there, and make the hard de-
cisions that they’re going to have to
make,” White House Press Secretary
Marlin Fitzwater said.

Last week, Mr. Bush said he had
done his part in resolving a pre-
dicted $168.8 billion deficit by
agreeing to consider raising taxes.
“Now it’s their turn,” he said then,
alluding to his expectation that
Democratic leaders would respond
by proposing spending cuts.

Mr. Fitzwater said yesterday the
president shares Senate Minority
Leader Robert Dole’s prediction of
an agreement before Congress re-

- cesses, probably on Aug. 3 or 10.

Until now, the secret negotiations
have shifted back and forth from
Capitol Hill to the White House with
other administration officials often
sitting in for Mr. Bush. These ses-
sions have been as small as one-on-
one meetings at relatively low levels.
Now the sessions revert to the pres-
ident and the Jeadership.

“In the final analysis this is the
group that’s got to make the judg-
ments and the decisions,” said Mr.
Fitzwater, who once again refused to
disclose any specifics from the
talks.

Before departing early this morn-
ing on a political trip to Philadelphia
and New York, Mr. Bush will meet
with Senate Majority Leader George
Mitchell, House Speaker Thomas
Foley, Mr. Dole, House Minority
Leader Robert Michel and Rep.
Richard Gephardt, Missouri Demo-
crat. Chief of Staff John Sununu,
Budget Director Richard Darman
and Treasury Secretary Nicholas
Brady also will attend the meeting.

Similar meetings are set for to-
morrow, Thursday and Friday, Mr.
Fitzwater said.

“This is a period of very intense
negotiations. The president wants to
give it a major push.”
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Bush Plans Daily Sessions on Deficit

'm Budget: He is eager to
strike a deal before
iCongress’ August vacation.

- Top lawmakers are
‘skeptical it can be done
that quickly.

By TOM REDBURN
TIMES STAFF WRITER

-7 ASHINGTON —Amid signs

¥V of a possible thaw in the
frozen budget talks, the White
House announced Monday that
President Bush will meet daily this
week for “hard bargaining” with
top congressional leaders over the
federal deficit. o

“This is a period of very intense
negotiations,” White House

spokesman Marlin Fitzwater said,

" “so they felt the leadership should
get together and do some hard
bargaining to sec if we can’t get it

* resolved.”

The White House is particularly
eager to obtain an agreement be-
fore carly August, when Congress
1eaves for a month-long vacation,
but top lawmakers remain skepti-
ycal that a final deal can be struck

‘ithat quickly.

: “Yongressional aides said that
‘ differences between the Dem-

" ocrats, who control Congress, and

*the ‘White House have narrowed
«considerably but that major dis-
‘putes remain over taxes, defense

":spending and reform of the budget

' SS.
prgltl::anwhile, congressional Re-

' publicans expressed growing frus-
tration over having been excluded

" from the numerous behind-the-
scenes talks that have been under

' way recently between Administra-
tion officials and top Democratlc
lawmakers. :

House Republicans already have
lined up against any increase in
taxes, largely .undercutting' their
ability to influence the details of a

. budget agreement. Now, however,
more-cooperative Senate Republi-
cans are also becoming upset over
the White House tactics. .

Bush plans to meet with the five
top congressional leaders—three
Democrats and two Republicans—
for breakfast today before flying to
Philadelphia and New York for
political speeches. '

The morning sessions arc ex-
pected to continue for the rest of
the week, with a larger group of
budget negotiators meeting in the
afternoon to work on fleshing out
details of a deficit-reduction
agreement.

“We.are going to . . . exchange
ideas and approaches,” House
Speaker Thomas S. Foley (D-
Wash.) said Monday. “We do not
‘intend to make agreements outside
the summit group.”

Bargainers already have agreed
informally on the broad outlines of
a deficit-reduction plan that would
cut roughly $50 billion from next
year’s estimated budget gap of $169
billion.

According to aides, lawmakers
expect to extract roughly $10 bil-
lion to $11 billion in savings from
benefit programs such as Medicare,
pensions and farm subsidies; $10
billion to $12 billion from the
Pentagon; $1 billion to $3 billion
from nondefense programs, and
$20 billion to $27 billion from
higher taxes and user fees.

But ‘the budget group remains
mired in disputes over which mea-
sures it should recommend to reach
those targets—for example,
whether to rely mainly on Medi-
care savings to reduce the cost of
benefits or to go after the political-
ly sacrosanct Social Security pro-
gram.

Another key difference between

'the. White House and Democrats

. centers on taxes. Bush Administra-

tion officials have been insisting on
a cut in capital gains taxes, but so
far have been unwilling to accept
higher income tax rates for upper
brackets, which the Democrats are
demanding as a quid pro quo.

One reason that both sides are
pressing for an agreement is to
avoid cuts of more than $100 billion
that otherwise would be mandated
by the Gramm-Rudman deficit-re-
duction law, if it is not changed.
Moreover, Congress will have to
consider raising the ceiling on the
national debt before it leaves for its
summer vacation in early Au-
gust—a deadline that could prod
negotiators into making enough
progress to ward off crippling
amendments to the debt-limit bill.
Besides Foley, other lawmakers
scheduled to attend the White
House breakfast sessions -are

‘House Majority Leader Richard A.

Gephardt (D-Mo.), House Minority
Leader Robert H. Michel (R-IlL),
Senate Majority. Leader George J.
Mitchell (D-Me.) and Senate Mi-
nority Leader Bob Dole (R-Kan.).
Joining Bush from the Administra-
tion will be White House Chief of
Staff John H. Sununu; Richard G.
Darman, director of the Office of
Management and Budget, and
Treasury Secretary Nicholas I
Brady.
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Daily talks
on budget
start today

By Bob Minzesheimer
USA TODAY "

President Bush today begins
daily “hard bargaining” ses-
sions with congressional lead-
ers in the latest effort to jump
start negotiations on cutting the
federal deficit.

“The president wants to give
it a major push,” spokesman
Marlin Fitzwater said Monday.

With Congress two or three
weeks away from its summer
recess, “we've entered a peri-
od of very intense negotia-
tions,” Fitzwater said.

Also Monday:

» House Armed Services
Commiitee Chairman Les As-

" pin, D-Wis., proposed a halt in

production of the B-2 stealth
bomber, saying it “may be the
first step in moving toward fis-
cal reality.”

Eliminating the B-2 would
save $27 billion over five years.

» The government an-
nounced that the budget deficit
for June was $11.2 billion.

At that pace, the fiscal 1990
deficit could top the record for
red ink of $221.1 billion that
was set in 1986.

“The deficit is totally run-
ning out of control,” said econo-
mist Michael Evans.

Last week, the White House
forecast the fiscal 1991 deficit
will reach $168.8 billion — not
counting $62 billion for the sav-
ings and loan cleanup. .

The Gramm-Rudman-Hol-
lings deficit reduction law re-
quires across-the-board cuts
unless the deficit is reduced to
$64 billion.

House Speaker Thomas Fo-
ley, D-Wash., said the daily
White House budget sessions
are designed to “exchange
ideas and approaches.”

No agreements would be
made apart from a larger con-
gressional group that's copn-
ducting negotiations with the
administration.

Tentative plans call for the
leaders to meet at the White
House each morning this week.
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Daily meetings
set in bid to cut
budget deficit

By Robert A. Rankin
Inquirer Washingion Bureau

WASHINGTON — President Bush
will meet key leaders of Congress
every morning this week beginning
today in “hard bargaining” sessions
aimed at hammering out an agree-
ment to cut the budget deficit, the
White House said yesterday.

“This is a period of very intense
negotiations. The President wants to
give it a major push, said White
House spokesman Marlin Fitzwater.
“So they felt the leadership should
get together and do some hard bar-
gaining to see if we can't get it re-
solved.”

Bush will meet today with House
Speaker Thomas S. Foley (D.,
Wash.), Senate Minority Leader Bob
Dole (R. Kan.), Senate Majority
Leader George J. Mitchell (D,
Maine), House Majority Leader
Richard A. Gephardt (D., Mo.) and
House Minority Leader Robert H.
Michel (R.I1D). ‘

“The tentative plan is for them to
meet each day this week early in the
morning,” Fitzwater said.

However, Foley said the leader-
ship group might not meet daily,
and added that “we-do not intend to
make agreements outside the sum-
mit group,” which includes 21 con-
gressional negotiators from both
parties. The larger summit group
intends to meet every afternoon this
week.

Very little progress has been made
in these budget summit sessions
since Bush agreed May 6 to enter
them, all sides concede, but political
and economic pressures on the nego-
tiators are rising fast. :

The accelerated budget talks were
announced as financial markets
roiled, highlighted by a 107-point
plunge in the Dow Jones industrial
average 1n the tirst 90 minutes of
trading. The stock market stabilized
in late morning. then recovered
slowly, as the Dow Jones index
ended the day down 56 to close at
2.904.

The market's plunge may have
been caused partly by reaction to
pessimistic comments Sunday from
Dole on NBC-TV's Meet the Press,
some financial analysts said. Dole
suggested that budgel negotiators
are unlikely to strike a deal cutting
the deficit before Congress begins its
August recess.

Other Wall Street authorities dis-
counted Dole’'s remarks, however,
ciung a recent series of bad eco-
nomic and financial news as being
morce ot lault for yesterday s marke!
madness.

Whatever the immediate cause, the
financial volatility added urgency to
the budget talks.

“Any instability in the market
merely underlines what we already
know — that it is important 10 get a
budget summit agreement,” Foley

aid.

? Earlier this month, Bush’s budget
office projected the fiscal 1991 defi-
cit, starting Oct. 1, would total §231
billion if costs of the savings and
loan bailout were included. and §161
billion if not. The Gramm-Rudman
budget balancing law targets a defi-
cit of $64 billion for fiscal 1991. Un-
less the summit group makes a deal
before then, Gramm-Rudman’s auto-
matic spending cuts would chop fed-
vices.
eraDlms:’; clgmmem was singled out by
bond traders as pivotal in triggering
a slide early yesterday in govern-
ment securities markets, because
failure to cut a deficit deal implies
that interest rates will not fall as
quickly as investors had hopec}. ac-
cording to the Knight-Ridder Finan-
cial News Service.

The bond-market slide spilled
into the stock market, kicking in
computer programmed mass-sale Or-

ders.
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Budget Summit Market

The stock market pitched and
heaved yesterday, the Dow Jones In-
dustrials trading off as much as 100
points before closing down 56 at 2904.
On Friday it lost 32 points. Only a
week ago it was hitting its record high
of 2999.75. Being as licensed as any-
one. we'd like to toss a thought into
the hopper of explanations: Over the
past week, the market has caught
scent of a Washington budget deal.

After all, the Dow Jones Average
hit its record the day of Budget Direc-
tor Richard Darman’s midsession re-
view of the economy, fraught with
warnings of “crisis’ unless a deficit-
closing deal was reached. Yesterday,
the government reported that its defi-
cit for the first nine months of the fis-
cal year increased to S163 billion from
$105 billion in the same period a year
earlier. The Dow Jones News Service
helpfully noted '‘government receipts
totaled $777.75 billion, compared with
$749.14 billion the year before. Outlays
through June totaled $940.84 billion,
compared with $854.54 billion a year
earlier.” But news from the budget
talks revolved around stock-transfer
taxes, limits on personal deductions
and other monstrosities.

The latest consumer price index -

report showed an increase of 4.7%
from a year earlier. Commex gold
jumped §7.80 to $369.10 yesterday.
Last week Fed Chairman Greenspan
held out the prosect of easier money
after a budget agreement with ‘ma-
jor, substantive, credible cuts in the
budget deficit.”

So the pieces are falling into place
for the following scenario: a cosmetic
budget deal. with empty promises on
spending. New and awkward taxes.

- And easier money. The stock market
1S the town meeting starting to boo.

The market turmoil, the threat of
new inflation., the current stupor in
tie economy—none of it would have
lappened if Senate Majority Leader
George Mitchell had stayved out of the
way and let'Congress cut the capital-
2dins tax when it wanted to. Vice
President Dan Quayle. outside the
Beltway at the Republican National
Lommittee earlier this month. got it
right: “Congress's fajlure tq pass the
bresident’s capital-gains proposal last
YEAr1s partly responsible for the cur-
rent slowdown in economic growth.”
i AH‘ the more so since evidence ac-
tgm‘umes that a capital-gains tax cut
I‘l"’“‘ml\ for itself in new revenues.
contie JlIlll _Econonnp Committee re-
Sl 'n]eu up testimony from Allen
o e 1 economist who has pre-

Usly opposed a lower capital-gains

rate as a handout to "the rich.” AMen:-
bers and staff started to climb walls
when Mr. Sinai testified he'd changed
his mind. His econometric model, he
said. showed that a cut in the capital-
gains rate to 13 from the current
rate would increase GNP by about
0.4 a year through 1995, and gener-
ate $30 billion to $40 billion in addi-
tional government revenues.

A capital-gains tax cut would in-
crease capital spending, GNP, in-
come, jobs, household wealth and im-
prove the U.S.'s competitive posture,”
Mr. Sinai concludes. “‘For me, that
outweighs its effect on income distri-
bution.”

Of course, if a capital-gains cut in-
creases revenues, it can scarcely be
any kind of handout to ‘‘the rich’ that
needed to be balanced by raising
other taxes. If you believe only ‘‘the
rich™ pay capital-gains tax, an in-
crease in revenues from this tax is
proof positive that '‘the rich" are pay-
ing more taxes, not less. Actually,
though, “‘the rich’ happen to include a
lot of perfectly normal folks.

In particular the elderly,-as a new
study shows. In a study for the Na-
tional Center for Policy Analysis, for-
mer Treasury economists Gary and
Aldona Robbins noticed that the el-
derly hold about 40% of the capital -
stock of the U.S. They found that ev-
erv year almost half of elderly house-
holds with incomes between $25,000
and $40.000 report capital-gains in-
come. These people have over their
lifetimes actuallv managed to accu-
mulate savings: all economists agree
that the American economy needs
more of them doing more saving.

This is. however, the one class of
taxpavers who are now paying higher
marginal tax rates. Capital gains are
now taxed at normal rates. and above
a certain income. half of Social Secu-
rity benefits are too. In 19%. an el
derly couple with a capital gain of $§20.-
000 and $30.500 of other income. in-
cluding Social Security. would have
paid a marginal rate of 167¢ on their
capital gains. In 1985. the marginal
rate would have declined to 97.
Today it would be 42, plus state and
local taxes.

So you have a capital-gains pro-
posal that would both.increase reve-
nues and help the economy. And vou
have an incipient budget deal that at
best would displace sorhe borrowing
with taxes. probablyv ones that would
hobble the econoniy. In the past week
Washington has moved & lot closer 10
the latter. No one should be surprised
that a formerly ebullient stock market
has turned nervous.
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By EDWARD RENSHAW
The Bush administration is re-
ported to be considering a tax on
the sale of securities as a way to

reduce the budget deficit. A levy of

as much as 0.5% might be imposed
on the sale of stocks, bonds, futures
contracts and other financial in-
struments. The Congressional
Budget Office has estimated that
such a tax might raise $7.8 billion
in its first year and $57.7 billion
over five years.

Other countries — Belgium,
Denmark, France, Portugal, Spain,
Italy, Japan, West Germany, Brit-
ain and Canada — already have
securities transfer taxes in place.
That has not kept many of those
countries’ stock market indexes
from ‘'outperforming the Dow Jones
Industrial Average in recent years.

The Securities Industry Associa-
tion is opposed to the tax on the
grounds that it would reduce trad-
ing volume. While there may be
some, truth to this assessment, a
transactions tax may be needed to
restore stability and public confi-
dence in the stock market.

Volume on the New York Stock
Exchange has been trending down-
ward for more than a year, in spite
of the fact that the Dow Jones In-
dustrial Average has reached new
highs. It very well might continue
that way unless something is done
to change the perception that insti-
tutional investors and “progress
traders” now have an unfair advan-
tage over individual investors.

One bit of evidence supporting

the notion that the stock market is
more volatile now than it was in
earlier decades is the number of
declines from new highs amounting
to 4% or more for the Standard &

- Poor’s Composite Stock Price In-

dex. Over the 27-year period from
1955-81 there was slightly less than
one decline of this magnitude per
year. Since trading began in stock

index . futures in June 1982, there:

have been about two new high de-
clines of 4% or more per year.

In the last four years there have
been four days when the S&P index
lost more than 6% of its value.
There were only two one-day pan-
ics of this magnitude over the
much longer period from 1947-86.

The fear of another meltdown
comparable to the 20.5% drop in
the S&P index on Oct. 19, 1987, has
discouraged many individuals from
participating in the stock market.
It could lead to a situation in which
the share prices of some companies
are so undervalued as to make
them vulnerable to foreign take-
overs: .

Why Not Tax Transactions?

A tax on securities and futures
contracts would partially discon-
nect the futures market from the
equity market and make it more
difficult for program traders and
speculators in the highly leveraged
futures market to jerk the S&P in-
dex around. It would reduce the
expected profits from dynamic
hedging (selling futures contracts
once the market has fallen) and
make it more advantageous for in-
stitutional investors to search for

bubbles (unsustainable price in-
creases) and hedge their portfolios
before the market has begun to
decline.

This sort of hedging would help
stabilize the market by providing a
reservoir of purchasing power that
could be used to keep minor panics
from getting out of hand once stock
prices have begun to decline.

In recent years many econo-
mists have begun to appreciate
that differential excise taxes might
provide. a better solution to some of
our pressing social and environ-
mental problems than would cum-
bersome regulations. Alan Green-
span, while not endorsing a tax on
security transactions, did suggest
in 1988 that it might be a better
way to reduce program trading
than increasing margin require-
ments for stock index futures and
derivative products to levels that -
are more in line with the margin
requirements for equities.

To tax only goods, as opposed to
services, seriously distorts consum-
er and producer decision-making in
favor of industries with the least
potential for the productivity im-
provements that will make every-
one better off in the long run.

It is not unreasonable to sup-
pose, in any event, that the United
States might be better off in the
longer run to have fewer of its
brightest young people engaged in
program trading and more talented
persons involved with the task of
improving the quality of manufac-
tured goods and the efficiency with

which they are produced. And even
within the financial service indus-
try, we might be better off if more
attention were paid to the search
for companies with long-term
promise and less emphasis were
placed on short term performance.

By forcing everyone to think
long-term before investing in finan-
cial assets, a tax on security trans-
actions might help to improve our
competitiveness and restore a
more favorable trade balance. It
even could be implemented gradu-
ally so as not to unfairly penalize
those persons who are already em-
ployed in the financial service in-
dustry.

Edward Renshaw is professor of
economics and finance at the State
University of New York at Albany.
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It You’re Middle Class,

WLY 22,199

- You're Getting Soaked

m Taxes: With the recent
efforts to make the tax
system fairer, the middle
class is now paying more
than its fair share.

By Robert S. Mcintyre
and Bruce Fisher )
WASHINGTON

ost middle-income voters

will be more than a little

cynical when they hear
politicians in Washington debating
“tax fairness.” After 10 years of
illusory tax “cuts” and phantom tax
“simplification,” many under-
standably think that, whatever the
politicians do, middle-class taxpay -
ers will be left holding the bag.

The problem is that Washington
in the 1980s abandoned the idea of
tax progressivity—the concept
that people should pay taxes ac-
cording to their ability to pay.

Of course, it's easy to see why
poor people prefer progressivity.
Progressive taxes take a larger
share of income from those who
make more. And self-interest sug-

- gests that rich people might like

regressive taxes—which hit the
poor hardest and the rich least.

But what about the majority of
us in the middle?

Those in the beleaguered middle
have a large dollars-and-cents
stake in fair taxes. For the federal
government’s sharp move away
from tax progressivity over the last
12 years hit average families hard.

To illustrate this in stark terms,
take the 1977 federal tax system as
a benchmark. That was the year
President Jimmy Carter took of-
fice—after a campaign during
which he calied the tax system a
“disgrace.” But 1977 was the last
year before the “supply-side” tax
changes of 1978 and 1981 that
promised—but didn’t deliver—re-
lief from a system perceived as
increasingly unfair to average
families.

The 1977 system wasn't perfect.
But if the progressivity of the 1977
tax system—including the entire
range of personal and corporate

“income taxes, payroll taxes and

excise taxes—were applied to to-
day’s incomes (after adjusting for
inflation), effective tax rates would
range from 8.1% on the poor, to
189% on families in the middle
fifth, to 42.2% on the richest 1%.

If we'd kept the ability-to-pay
principle, that’s what our tax sys-
tem would look like today. The
problem is: Supply-side tax theory
swept through, giving us a tax
system that burdens the middle
class and doesn’t raise enough
revenue to pay the country’s bills.

) To illustrate supply-side logic at
its worst, imagine abandonment of
the ability-to-pay principle. It
would turn the 1977 structure up-
side down, so the poor would pay at
the rate of the rich, the near-poor
at the rate of the near-rich and so
forth. Since soaking the poor does-
n't bring in much—call it the
you-can’t-squeeze-blood-from-a-
stone principle—all rates would
-have to be adjusted upward by 15%
to raise the same revenues as a
progressive system would.

The bottom line? Nine of 10
families would pay higher taxes—
about $3,000 more each, on aver-
age—under the regressive system
than under the 1977 rules. The
richest 1%, in contrast, would pay
an average of $180,600 less in taxes.

Implausible? This would be the
result if, as some ardent supply-
siders recommend, the government.
did away with the income tax and
raised all federal revenue from
sales and excise taxes.
~ Many people fed up with the
income tax’s complexity wonder
why we don’t just have a flat
tax—where everyone pays the .
same rate. Wonder no more. If we

Please see TAXES, M4

Taxes

Continued from M1

were to raise the same amount of revenue
through a flat tax, everyone would pay a
flat 24.4% of income in federal taxes—and

- nine of 10 families would pay more than

under a system as progressive as 1977’s.
The average tax hike would be close to
$1,500 per family. Meanwhile, the richest
1% would pay an average of almost
$100,000 less in taxes.

The worst thing about these hypotheti-
cals is that they’re not all that far from
the situation today. Because of the decline
in progressivity since 1977, nine of 10
families pay higher federal taxes than if
progressivity had remained in place. Poor
families now pay 21% more, and middle-
income families about 7% more. But the
richest 1% pays 36% less, and the federal
government collects almost $70 billion
less in net revenues. |

Some of the tax cuts for the rich
translated into increased interest, divi-
dends and other capital income, helping
fuel an astonishing 110% increase in real
_after-tax income for the wealthiest 1%.
Meanwhile, tax hikes on average families
-ate into savings and any income those
-savings would have generated. The bot-
tom line is that the move away from
progressivity will cost middie-income
families from $15,000 to $75,000 of earn-
ings, an average of $1,100 each in 1990
after-tax income. Poor families are out an
average of about $500 each. And there is
nothing hypothetical about the average
1990 after-tax increase of $113,000 in the
incomes of the richest 1%.

" Believe it or not, the situation would
have been worse had not Congress passed
the often-maligned 1986 Tax Reform Act.

. The 1986 act’s loophole-closing measures

led to partial repair of the “Swiss cheese”
corporate income tax, and even made the
personal income tax slightly more pro-
gressive. Repealing the tax break for
capital gains and limiting phony tax-shel-
ter write-offs increased the taxable in-
comes of the very rich by close to
half—so the wealthy ended up paying a
bit more in taxes despite the dramatic—
and excessive—cut in the top rate. Mean-
while, increased standard deductions and
personal exemptions reduced income tax-
es on most families at least slightly—
though greater Social Security taxes ate
up that tax break for most of us.

One reason Republicans and Democrats
alike opted for a partial turn toward
progressivity in 1986 was the over-
whelming evidence that the supply-side
experiment had failed. Supply-side prom-
ised a balanced budget and an investment
boom. It delivered unprecedented deficits
and hundreds of billions of dollars in tax
shelters. Since the loophole-closing 1986
act, investment has rebounded and the
tax-shelter industry has withered.

But has Washington learned? Certainly
President George Bush hasn’t. He is now
calling for a repeat of tax policies of the
late 1970s and early 1980s: more tax cuts
for the very rich in the form of a restored
capital-gains-tax loophole, coupled with
tax increases for everyone else. The only
tax increases the Administration seems
willing to put on the table in the budget
summit talks amount to another assault
on the ability-to-pay principie. High on
the Bush list are increased excise taxes—
taking seven times as large a share of the
income .of middle-class families as from
wealthy, and 16 times as large a share
from the poor as from the rich.

The middle class doesn’t need any more
regressivity. We can do right by our
economy and our wallets if we curb the
scams used by real-estate developers to
avoid taxes; eliminate corporate tax
breaks for mergers and acquisitions; re- '
structure the way we tax foreign-owned
companies, many of which pay little or no
U.S. income tax despite billions in sales
here. And we can raise the top income-’
tax rate to 38%, which would affect only
the richest 1% of Americans, while
raising the corporate tax rate to 38%-

Given that Bush’s “no new taxes”
pledge is defunct, we know someone’s
taxes are going to go up. And unless
middle-class taxpayers insist on progres-
sivity, they’ll be paying. If we don’t
repudiate the regressive, flat-tax ap-
proach, Washington politicians will look
to the nickel-and-dime taxes—on gas,
liquor, tobacco, airplane tickets and you-

. name-it that, when added together, bur-

den the middle class far more than those
with a greater ability to pay. Such taxes
do nothing to address the long-term U.S.
need for a stable, predictable, gimmick-
free way of running the country.



1t's time we‘asked Bush to follow the
example of Abraham Linceln, who, when
he instituted an income tax to raise money
for the Civil War, created a progressive
tax—one that asked the wealthy to heft
more of the burden of meeting a strug-
gling nation’s needs. Similarly, Theodore
Roosevelt and Woodrow Wilson, who led
the country to adopt the 16th Amend-
ment, creating a permanent national in-
come tax that, from the outset, was
progressive. Later, Franklin D. Roosevelt
restored the tax fairness undermined in
the supply-side 1920s. ~

Middle-class Americans have a choice.
We can be patriotic and demand that
Congress and the President make the
system more like those some of our
greatest leaders designed. Or we can let
supply-side tax ideology heap more of the
tax burden on us—and on our children,
who will have to foot the deficit bill for
the supply-side assault on progressivity.O
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teer blame for deficit

“toward Democrats

By Carl P. Leubsdorf

-Washington Bureau of The Dallas Morning News

BILLINGS, Mont. — President
Bush sought Friday to deflect politi-
cal.damage from his reversal on in-
creased taxes by blaming spending
by. the Democrat-dominated Con-
gress for the budget deficit.

-But some local Republicans who
heard the president’s speech indi-
cated that they were more con-
cerned about the burgeoning sav-
ings and loan scandal than about a
retreat on taxes that they had long
expected.

Speaking at a fund-raising break-
fast for a GOP senatorial hopeful,
Mr. Bush declared, “We're facing
government by gridlock in Wash-
ington, with spentling skyrocketing
out of control . . . and a budget defi-
cit looming over our children’s
children. :

“The Democratic stranglehold
on the United States Congress has
finally taken its toll.”

The president’s speech — similar
to one he gave in Idaho on Thurs-
day night — reflected White House
officials’ determination to take the
offensive on an issue they blame for
some of the recent decline in Mr.
Bush's poll ratings.

‘That strategy appeared to offer
little comfort to some Republicans
attending the event. More politi-
cally pressing than taxes. they sug-
gested, are the savings and loan
scandal and the role of the presi-
dent’s son Neil, whose activities as
director of a failed Denver S&L are
under investigation.

“I figured he’d have to (raise
taxes),” said Joan Fjare, of Big Tim-
-ber. “I'd rather see him raise taxes
-than cut Social Security.”

Don Stanaway, a wholesale
Pennzoil and lawn equipment
dealer from Billings, spoke sharply
of the thrift crisis. ¢

“I think Bush has to take it on
the chin for that, and the Republi-

can Party has to take it on the chin -

for that since they were the ones
who pushed deregulation,” he said.
“The more I learn, the madder I
.get.” .

Mr. Bush's speeches, for Republi-
can Senate hopefuls Allen Kolstad
in Montana and Rep. Larry Craig in
Idaho, were his first political ad-
dresses since he reversed his oppo-
sition to higher taxes.

»

5
“Americans are fed up,” Mr.

‘Bush said Friday in Billings, ap-

pearing at a breakfast fund-raiser

for Mr. Kolstad. “They hear about

the president trying to hold the line
on spending and the Congress
spending money it doesn’t have.”

Mr. Bush conceded that Demo-
cratic congressional leaders are co-
operating in the current budget
talks and noted that he has “taken a
few shots” for his stance on taxes.
He added that he had agreed to ne-
gotiate on the budget without pre-
conditions, “and I will, in spite of
the outcry about revenues.”

In Washington, Democrats im-
mediately attacked the president’s
Speech.

Told that Mr. Bush had faulted
the “Democratic stranglehold” on
Congress for the nation’s budget
woes, Sen. Lloyd Bentsen of Texas
replied, “That’s-incredible.”

He accused the Bush and Reagan
administrations of “eight years of
$200 billion hot checks” — refer-
ring to budget shortfalls of recent
years.

Some in Mr. Bush’s Republican
audiences this week in Montana
and Idaho echoed his assertions
that blame for the red ink rests
with Capitol Hill. And they ex-
pressed little surprise at his retreat
on taxes.

“I think it (higher taxes) was in-
evitable because the Congress
hasn’t cut off spending to the point
where they should have,” said state
Rep. Norman Wallin of Bozeman.

But they also they saw real con-
cern about the S&L problem.

“They’re upset about that,” Mr.
Wallin said of voters. “These mana-
gers absconded with that money for
their own entertainment.”



tion’s Chicken Little

cry that the budget sky
is falling, while failing to
force quick agreement at
the budget summit, did
pose a character test for
Republican negotiators.

Will they insist on both re-
tention of the 28 per cent top
income-tax rate and a cut
in the capital-gains rate?

Since Demeocrats say they
cannot have both, the GOP
is at a crossroads of poten-
tially historic conse-
quences. It edn take one of
the options, or can play
hardball by forcing at least
temporary meat-ax spend-
ing cuts. :

Seldom has one event cast
so long a shadow into the
future. Decisions by Presi-
dent Bush and the corigres-
sional Republicans will
shape economic conditions
and the political playing
field for the *90s.

So far, the administration
and its strategist, Budget
Director Richard Darman,
have been less than master-
ful.

Summoning the summit
long before the effective

budget deadline in August,
and without a stated goal,
bred inaction. Bush's an-
nouncement last month of
willingness to increase
taxes produced no progress
but crippled: Republican
candidates across the coun-
try who wanted to cam-
paign on the tax issue.

Nor did Darman succeed
in last week's effort to stun

THE Bush administra-

" the summit by revealing an
" estimated doubling of the

budget deficit.

The administration’s own
figures show future deficits
declining. Supply-side eco-

nomic consultant Jude
Wanniski accuses the White
House of manufacturing “a
sense of crisis in order to
hammer out a budget deal.”

But what deal? Budget
summiteers have spent
much more timé haggling
about spending  than
projecting revenue.

Senate Majority Leader
George Mitchell finally fo-
cused the tax question by
repeating what he has been
saying for years: If Repub-
licans really want back the
preferential rate on capital
gains that was surrendered
in the 1986 tax reform, they
must give up the 28 per cent
top-bracket income-tax rate
passed that year.

In a letter to Darman last
week, Wanniski proposed a
swap of a 33 per cent in-
come tax for a 15 per cent
capital-gains rate. He even
offered language for, the
president to justify this on
grounds that “a vibrant
economy requires encour-
agement of capital flowing
to high-risk enterprise.”

But conservatives — in-
cluding Wanniski's close
friend and supply-side col-
laborator, Housing Secre-
tary Jack Kemp — are not
buying. The reason is the
proclivity of budget negoti-
ations to establish rigid pat-
terns for future talks.

Past budget summits laid
down the. rule that deficit
reduction be balanced
evenly between revenue

At issue: 28%
limit on
income, cut on
capital gains

and spending. The-Gramm-
Rudman Act has engraved
in stone that spending cuts
be splif evenly between do-
mestic and defense.

The new parameter for
budget fixes would be a
regular increase in the top
marginal rate. If the top

GOP faoing‘ moment of truth on taxes:
Should it yield fo Democrats?

rate is brought up to 1 per
cent, as a few Republicans
suggest, that would be only
the beginning. Mitchell
wants at least 33 per cent.

At the last budget summit
last week, Ways and Means
Chairman Dan Rostenkow-
ski advised that House
Democrats would insist on
38 per cent (which Ronald
Reagan at one point agreed
to in 1986).

While the Republican con-
sensus is against raising
the top rate, support for a
capital-gains cut is less cer-
tain.

House Minority Whip.
Newt Gingrich, probably
the strongest anti-tax voice
in the budget summit, is re-
ported as willing to forget
about capital gains. But he
told us he wants both the 28
per cent rate and a capital-
gains cut, no matter what
Mitchell demands. So does
Senate Minority Leader Ro-
bert J. Dole.

To achieve this requires a
cool head not easily
spooked by opposing gun-
fire. On the day that Gin-
grich was reported telling
Democratic summiteers he
was willing to raise taxes in
return for budget cuts, he
told us: “I'm ready to walk
away from the summit.”

That would mean a will-
inghess to accept tempo-
rarily the costly sequestra-
tion of spending under
Gramm-Rudman, and as-
sume- Democrats would
blame their own-leaders for
the decimation of social
services.

But Dole flatly predicts
an agreement before the
August recess, which sug-
gests dropping capital
gains under the Mitchell
formula unless Democrats
feel forced to capitulate.

The stakes are immense.
Without a capital-gains cut,
economic growth is endan-
gered. Without holding the
28 per cent cut, a return-to
bracket escalation beckons.

Without a stand taken
soon by the Republicans,
the party's candidates
actoss the nation can’
hardly campaign on the tax
issue without generating
more horse laughs than ap-
plause. .
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Seeing the budget in proportion

CHARLES MCDOWELL

As it_happened, 1 was reading letters from readers
Monday morning when the White House announced a
new and dismal forecast of next year's budget deficit.

The readers were writing on the same subject. But
they were not entangled in esoterica about the effort of
the White House and Congress to agree on a bearable
mixture of new taxes and spending cuts to avoid the ax
of the Gramm-Rudman law. They just wanted to cut
some spending they didn’t like and get on with life.

- It seemed simple enough. One said we could avoid
inconveniencing Americans by ‘“cutting off the faucet
for all those foreigners that we give our money to.”

Another said we would have to reduce federal wel-
fare payments, even abolish them.

A third said “it would be a nice start on balancing
the budget for Congress to cut its own pay sharply and
let go half of its army of staft.”

The writers might have been aware that their pre-
scriptions would not eliminate a deficit of more than
$160 billion, but they seemed to think they would put a
real dent in it. Maybe the Congress-basher was being
funny, but I am learning to doubt that anybody is being
funny about the deficit unless I can see them grin.

One thing happening these days is that we are losing
any sense of proportion about the assorted expenditures
in the budget. That is why I get out a pie chart and
stare at it sternly from time to time. The chart is from
President Bush’s budget for 1991, It would spend 1.2
trillion dollars. The chart shows that 43 percent of all
that money would go to “direct benefit payments to
individuals” — entitlement programs like Social Securi-
ty and Medicare.

Actually, 2 good many experts put the proportion
nearer 50 percent and trim the 12-percent slice for
“grants to states and localities.” Never mind. It's a mat-
ter of bookkeeping.

The point is that spending for entitlements, for de-
fense (25 percent) and for interest on the national debt
(14 percent) accounts for at least 82 percent of the
whole budget. There isn’t much left for other purppses.

The Bush budget, after assigning 12 percent to

grants to states and localities, makes the point in
spades. Only 6 percent of the pie is left for “other
federal operations,” which is to say the myriad institu-
tions and activities that we think of as making up a
considerable part of the United States government.

Congress, for-instance, is part of the government
establishment. It costs less than $3 billion a year —
salary, expenses, staff payroll and all. We pay about the
same for Congress as we do for the Department of
Commerce ($2.7 billion). Each costs less than a third of
what we pay for farm price supports, even at reduced
rates in recent years.

The thing to keep in focus as we consider these
small billions is that entitlement programs this year are
costing about $540 billion and defense $300 billion. Just
five Stealth bombers cost about the same as operating
the Department of Commmerce or Congress for a year.

A sense of proportion does help in addressing the
deficit. How about all that money we give to “all those
foreigners”? Foreign aid comes to about $5 billion this
year. Compare that to a total budget of $1.2 trillion
including the $540 billion for entitlement programs, the
$300 billion for defense and, at random, $14 billion for
science and space. )

One of my correspondents was upset about welfare.
It falls into the biggest slice, for entitlement benefits. Ot
the $540 billion or so in that slice, about $§450 billion
goes to people who qualify for it without any financial
means test — Social Security, Medicare, federal retire-
ment benefits, farm price supports and on and on, to
rich and poor alike.

The other $90 billion or so in the entitlements cate-
gory goes to the means-tested poor — recipients of food
stamps, Aid to Families with Dependent Children and
the nutrition program for women and infants, for exam-
ple. According to the Congressional Budget Office, all
programs of aid to the poor amount to less than 8
percent of the federal budget.

So, when you look at the budget and see it in pro-
portion, the big money is reserved for everybody. That
doesn’t mean we can't cut our own benefits; maybe we
will. And surely we will cut defense, given all the
changes in the world, but that dividend will come slow-
ly. We should remember, too, that the money for the
savings-and-loan bailout is not in the budget at all.
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House Republicans Declare Opposition to Any Tax Increase

EDs: SUBS’6th graf, Fitzwater downplayed ... to restore Fitzwatyer's
full name -and title

By STEVEN KOMAROW

Associated Press Writer

WASHINGION (AP) House Republicans today declared their
opposition to. any deficit reduction plan that includes new taxes, a
position Democrats said would cripple budget talks with President
Bush.

The resolution was approved by voice vote at a meeting of the
House QOP only hours before congressional leaders were to meet Bush
for what his spokesman said would be an effort by the president to

"nudge" the talks forward.

- "If they want Republican votes, they'd better come up with a
package that Republicans believe in," said Rep. Mickey Edwards,
R-Okla. He said he would rather have the talks collapse than "a deal
that excludes House Republicans."

House Minority Leader Bob Michel, R-111., said the resolution
would not undermine the nearly+stalled budget talks, but Democrats
disagreed. |

"To have one party say revenues are off the table would really
cripple this negotlatlon," said House Majority Leader Richard
Gephardt, D-Mo./" |

White Hbuse‘Press Secretary Marlin Fitzwater downplayed the House
Republicans' vote, which re]ects Bush's reversal on his "no new
taxes" pledge. "They don't need to pass a resolution to make us
aware of that," he said. |

Rep. Rlchard Armey, RHTexas, sponsor of the resolution, and other
Republicans said it was aimed at the Democrats and not the president.
It included a clause attacking|Senate Majority Leader George
Mitchell, who said last week he would not support a cut in the
capital gains tax unless tax rates on the wealthy were increased.

Democrats were sure to deliver to the president today the message
that they need more leadership|from Bush, especially in selling to
the public the prospect of pocketbook-painful decisions on taxes and
program cuts. '

The Oval Office meeting was scheduled a day after a balanced
budget constitutional amendment came within seven votes of passing
the House, a sign of lawmakers' frustration over slow progress on
striking a budget deal.

Eight years ago, the House defeated a balanced budget amendment by~
a comfortable 46 votes. On Tuesday, it fell just seven votes shy of
the two-thirds margin needed in a 279-150 tally. The measure had
Bush's endorsement.

Rep. Wayne Owens, D-Utah, said he had opposed a balanced budget
amendment all his political life, but he voted for it Tuesday.

"] don't like this constitutional amendment," he said. "But we
must ... figure out how to have the courage to raise the revenues or
cut the expenditures" or expand the already unfathomably large debt
burden on the next generation.

-more-



The govermment's debt topped $3.1 trillion this year and would well
exceed $4 trillion before the asmendment took effect.

The smendment starting in 1995 would prohibit government spending
from exceeding revenues, or any increase in govermment borrowing,
unless thé requirements are waived by a three-fifths vote of each
chamber of Congress.

The White House asked for the effective date of 1995, rather than
1993 as originally proposed by Reps. Charles Stenholm, D-Texas, and
Larry Craig, R-1daho, the chief sponsors.

The adninistration said cutting the deficit too quickly would hurt
the economy. Doing it by fiscal 1993 would put spending cuts or taxes
before the public right before Bush's re-election date.

Opponents said the amendment's requirements could easily be dodged
through accountmg gimmickry, and delaying the effective date to 1995
amounted to passing the buck.

. "This so-called balanced budget amendment is the amendment for
the truly religious because the balance to which it refers occurs
only in the hereafter," said Rep. David Obey, D-Wis.

But supporters said it was their best hope of returning the
govermment to fiscal balance.

"It's obvious we need a more compelling force to restrain
spending," said Rep. Tim Penny, D-Minn. "This could not hurt, and
in fact might help."

Bush, like Ronald Reagan before him, has never proposed a balanced
budget but has touted the amendment. But faced with a new surge in
red ink, the prgsident abandoned his pledge not to raise taxes.

The White House budget office on Monday projected that the deficit
in fiscal 1991, which begins Oct. 1, would reach $168.8 billion _ not
counting the tens of billions needed to bail out insolvent savings
and loans.

White House and congressionl negotiators are looking to reduce
that figure by at least $50 billion, but in the two months since Bush
called the budget sumnit an agreement hasn't been close.

On Tuesday, congressional Democrats continued their series of
private meetings on possible spending cuts and tax increases.

With the talks moving so slowly, congressional committees are
moving ahead with their legislative responsibilities-in the meantime.

‘The Senate Appropriations Committee voted Tuesday to limit defense
spending next year to $294.9 billion, $8.4 billion less than Bush
wants but more than Democratic liberals support.

AP-BA-07-18 1221EDT
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Bush Summons Congressional Leaders for iNudge' on Deficit-Reduction
EDs: Combines pvs with editing.

By » TEVEN KQVAROW

Associated Press Writer

WASHINGION (AP) _ President Bush summoned congressional leaders to
the White House today to give what his spokesman called "a little
nudge" to deficit-reduction talks.

The Oval Office meeting was scheduled a day after a balanced
budget constitional amendment came within seven votes of passing the
House, a sign of lawmakers' frustration over slow progress on
striking a budget deal.

White House spokesman Marlin Fitzwater denied that the talks were
at an impasse. Still, he said, "This is a point at which the
leadership can get together and give a little nudge to the
negotiators."

Invited to the session were Senate Majority Leader George
Mitchell, D-Maine; Minority Leader Bob Dole, R-Kan;, House Speaker
Thomas Foley, D-Wash.; House Minority leader Robert Michel, R-111.;
and House Majority Leader Richard Gephardt, D-Mo.

It is the third time for the president to meet with the
congressmnal leade'rshlp in the "budget sumit" talks. The previous
occasions were when he initiated the talks in early May and earlier
this month when'he abandoned his 1988 "no new taxes" pledge.

Asked today’about an anticipated resolution by House Republicans
to continue opposing higher taxes despite Bush's reversal, Fitzwater
said: "We know their position. They don't need to pass a resolution
to make us aware of that."

Fitzwater also said the White House welcomed a suggestion by
Federal Reserve Board Chairman Alan Greenspan that the central bank
likely would ease interest rates if a comprehensive deficit-reduction
package were achieved.

"Clearly, we have said one reason we want to get the deficit down
is to take the pressure off interest rates," the spokesman said.

On Tuesday, Bush called for a quick resoluton of the budget issue.

"The time for game playing is over," he said. '

White House chief of staff John Sununu, asked about today's
meeting, said: "The agenda's a very simple one: let's get a solution
to the deficit, get a package to come out of the sumit and move
forward."

Democrats were sure to deliver the message that they need more
leadership from Bush, especially in selling to the public the
prospect of pocketbook-painful decisions on taxes and program cuts.

Eight years ago, the House defeated a balanced budget amendment by
a comfortable 46 votes. On Tuesday, it fell just seven votes shy of
the two-thirds margin needed in a 279-150 tally. The measure had
Bush's endorsement.

Rep. Wayne Owens, D-Utah, said he had opposed a balanced budget
amendment all his political life, but he voted for it Tuesday.

-more-



"] don't like this constitutional amendment,”" he said. "But we

must ... figure out how to have the courage to raise the revenues or cut

the expenditures" or expand the already unfathomably large debt burden
on the next generation.

The goverrment's debt topped $3.1 trillion this year and would
well exceéd $4 trillion before the amendment took effect.

The amendment starting in 1995 would proh1b1t govermment spending
from exceeding revenues, or any increase in government borrowing,
unless the requirements are waived by a three-fifths vote of each
chamber of Congress.

The White House asked for the effective date of 1995, rather than
1993 as originally proposed by Reps. Charles Stenholm, D-Texas, and
Larry Craig, R-Idaho, the chief sponsors.

The administration said cutting the deficit too quickly would hurt
the economy. Doing it by fiscal 1993 would put spending cuts or taxes
before the public right before Bush's re-election date.

. Opponents said the amendment's requirements could easily be dodged
through accounting gimmickry, and delaying the effective date to 1995
amounted to passing the buck.

"This so-called balanced budget amendment is the amendment for
the truly religious because the balance to which it refers occurs
only in the hereafter," said Rep. David Obey, D-Wis.

But supporters said it was their best hope of returning the
govermment to fiscal balance.

"It's obvious we need a more compelling force to restrain
spendmg,“ said Rep. Tim Penny, D-Minn. "This could not hurt, and
in fact might help."

Bush, like Ronald Reagan before him, has never proposed a balanced
budget but has touted the amendment. But faced with a new surge in
red ink, the president abandoned his pledge not to raise taxes.

The White House budget office on Monday projected that the deficit
in fiscal 1991, which begins Oct. 1, would reach $168.8 billion _ not
counting the tens of billions needed to ball out insolvent savings
and loans.

White House and congressional negotiators are looking to reduce
that figure by at least $50 billion, but in the two months since Bush
called the budget sumit an agreement hasn't been close.

On Tuesday, congressional Democrats continued their series of
private meetings on possible spending cuts and tax increases.

With the talks moving so slowly, congressional committees are
moving ahead with their legislative responsibilities in the meantime.

The Senate Appropriations Committee voted Tuesday to limit defense
spending next year to $294.9 billion, $8.4 billion less than Bush
wants but more than Democratic liberals support.
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Group Proposes Investment Income Tax to Help Pay for S&L Bailout
By JIM LUTHER

AP Tax Writer

WASHINGION (AP) A labor-financed organization today asked
Congress to pay for the savings and loan bailout by imposing a new
tax on the investment income of the nation's wealthiest taxpayers.

The proposal by Citizens for Tax Justice would require those with
incomes over $100,000 to pay a 7 1/2 percent surtax on interest,
dividends and capital gains exceeding $7,500. A $200,000-a-year
family with $25,000 of investment income would pay an extra $750 in
tax. _

"This targets at least the class of people that benefited" from
deregulation and profiteering in the savings and loan industry that
has left taxpayers holding a bill estimated at up to $500 billion,
Robert S. McIntyre, director of the organization, told a news
conference.

He proposed also a 7 1/2 percent surtax on corporations.

McIntyre estimated the surtax would affect less than 5 percent of
families and that 80 percent of the money would come from those with
incomes above $200,000.

The proposal would bring in an estimated $23.4 billion a year and
$120 billion over five years. The surtax would remain in effect until
the full cost of the bailout was paid.

MecIntyre corpared the situation to 1983, when Congress was faced
with shoring up the Social Security system. "Working people had to
pay more Social Security tax to bail out Social Security," he said.

"Most American families gained nothing from the S&L boondoggle of
the 1980s," McIntyre said. "It wouldn't be fair to send them the
bill for the bailout."

He said the surtax also would improve the fairness of the tax
system. Between 1978 and 1989, McIntyre said, total personal interest
income grew by 106 percent, capital gains by 109 percent and personal
dividends by 49 percent. But total wages increased by only 32 percent.

Wages now account for only 57.8 percent of personal income, down
from 62.1 percent in 1978, McIntyre said.

AP-BA-07-17 1117EDT
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AVI-BUDGET-TAXES
HOUSE REPUBLICANS MAY SUPPORT TAXES IN BUDGET AGRERVENT
By David Lawsky
WASHINGION, Reuter - Despite public opposition by House
Republicans there are signs they will .ultimately support some
new taxes in a deficit package presented by President Bush.

A consensus on the level of such taxes in a budget package
became clearer Tuesday, as three key Democrats agreed that new
taxes in a deficit reduction plan should be in the range of
$20-25 billion.

House Republican Leader Robert Michel of Illinois said last
week a budget agreement would likely contain $22-23 billion in
new taxes.

Fellow Republican budget negotiator Senator Bob Packwood of
Oregon also seems unconcerned about a resolution against new
taxes to be put forward Wednesday in the House by Rep. Richard
Armey of Texas.

"There's less there than meets the eye," said Packwood,

a ranking member of the tax-writing Senate Finance Committee.

When Armey, one of the most strongly anti-tax Republicans
in the House, was asked if he would be willing to seriously
consider a request by President Bush to support a budget package
with new taxes, he said: "That's my job."

Armey said/’'the anti-tax message, which was expected to pass
Wednesday in the Republican conference, is meant for Democrats,
not Republicans.

"The Republicans and the president haven't been the
problem,"” he said in an interview.

But Democrats are open to new taxes.

Democratic chairmen of the two congressional tax writing
committees, I1linois Rep. Dan Rostenkowski of Ways and Means and
Texas Sen. Lloyd Bentsen of Texas, agreed Wednesday with Rep.
Richard Gephardt of Missouri on the $20-25 billion range, a
congressional source said.

White House and Congressional budget negotiators have
already agreed to attempt to cut the fiscal 1991 deficit by $50
billion.

It has also been generally agreed that one-third to
one-half of that will come from taxes, with the bulk of the
remainder achieved by cuts in the military and entitlements,
such as Medicare.

The deficit is projected at $169 billion for fiscal 1991,
far more than the $64 billion permitted by the Granmm-Rudman
deficit-reduction law. '

The admninistration says the Gramm-Rudman law will have to
be changed as part of a budget agreement.

REUTER y
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Bush: Time
for budget
games to end

By Richard Wolf
and Jessica Lee
USA TODAY

President Bush presides to-
day over urgent deficit-cutting
talks with Congress after the
narrow House defeat of a con-
stitutional amendment requir-
ing a balanced budget.

“The time for game-playing
is over,” Bush said Tuesday as
Democrats and Republicans
separately sought to craft a $50
billion deficit-reduction pack-
age, including up to $25 billion
in new taxes and fees. Today:

» Bush meets with congres-
sional leaders to discuss spend-
ing cuts and tax increases.

P Senate and House Demo-
crats huddle in hopes of craft-
ing their own proposal.

» Rebellious House Repubili-
cans may pass a non-binding
resolution opposing tax hikes.

» The House votes on a bal-
anced-budget law in the wake
of the amendment'’s defeat.

Bush said he may “have to
do more” to make the public
aware of the $168.8 billion defi-
cit. The mandated 1991 deficit
is $64 billion.

Some of the congressional
negotiators may be prepared
by week’'s end to offer their
own packages.

“The administration should
be ready to put a proposal out,
and we should be ready to put
a proposal out” said House
Ways and Means panel chair-
man Dan Rostenkowski, D-I11.

Likely targets: hikes in “sin”
taxes on tobacco and alcohol,
luxury taxes and cuts in deduc-
tions benefiting the rich.

Also possible: Bush's pro-
posed capital gains tax cut and
a Democratic plan to hike in-
come tax rates on the wealthy.

The balanced-budget
amendment lost 279-150, seven
votes shy of the needed two-
thirds majority.-

“Courage and guts®” asked
Rep. Charles Stenholm. D-Tex-
as. “We don't have it.”

Said Rep. Jack Brooks, D-
Texas: “The Constitution is not
a magic wand.”
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By Major Garrett

THE WASHINGTON TIMES

House Republicans vote today on
a resolution opposing any ncw taxes
in 1991, a provocative move that, if
approved, could damage budget
talks between the White House and
the Democratic leadership.

The resolution, sponsorcd by
Texas Rep. Dick Armey, opposes
“new taxes and all tax rate increases
as a means of reducing the federal
budget deficit”

“Leaders of this movement be-
lieve the president should know how
House Republicans feel on this is-
sue,” said an Armey aide.

The wording prohibits raising all
taxes “under federal jurisdiction” —

a distinction that would bar Repub-
licans from voting for higher taxes
on gasoline, cigarettes and alcohol.

Since these are the taxes law-
makers often find convenient for
raising revenue in a pinch, the Ar-
mey resolution would leave GOP
budget negotiators little room to ma-
neuver in reaching agreement with
Democrats.

The administration’s latest pre-
dictions for the 1991 budget year,
which begins Oct. 1, show a deficit
of $168.8 billion unless revenues are
raised or spending is cut. The deficit
target required by the Gramm-
Rudman-Hollings law is $64 billion,
which would mean $100 billion in
automatic spending cuts. Budget ne-
gotiators, however, have apparently

reached an informal agreement to
waive the law and reduce the deficit
by $55 billion.

If taken literally, Mr. Armey’s res-
olution would even bar Republicans
from voting for President Bush's
1991 budget, which calls for nearly
$14 billion in new revenues in the
form of extended taxes and higher
user fees.

In short, the Armey resolution
amounts to the very “no new taxes”
pledge Mr. Bush recently aban-
doned to move the stalled budget
talks forward.

And that’s what scares some Re-
publicans.

“I have never signed a no-tax
pledge,” said Washington Rep. John
Miller. “I don’t want to be in Pres-

House GOP votes today
on ‘no new taxes’ pledge

ident Bush'’s shoes and make a prom-
ise and two years later have to break
it”

Supporters say the resolution is
an important tool in the GOP’s some-
what tardy effort to shift the current
budget focus away, from higher
taxes and back to lower spending.

“We've been getting hit on this is-
sue and it hasn’t been fun,” said Rep.
David Dreier of California. He and
other conservatives believe the res-
olution would  help the president
hold the line on taxes.

“He’ll be able to point to us in the
House and say, ‘My troops have gone
on record, ” Mr. Dreier said.

But others fear that passage of the
resolution, while politically attrac-
tive, could torpedo the budget talks.

“I can’thelp but believe the Demo-
crats would lose the initiative to
carry on,” said Michigan Rep. Wil-
liam Broomfield. “You've got to give
the negotiators something to negoti-
ate with.”

The party leadership will brief
the conference on the status of the
budget talks before the vote.

“That will give a lot of weight o
my decision,” Mr. Miller said. “I
want to know if they are really dis-
cussing budget reforms and lower
spending.”

Mr. Miller and other moderate Re-
publicans appear willing to at least
consider higher taxes if they are
combined with cuts in domestic

spending and a streamlining of the
burdensome budget-writing pro-
cess.

But until now, all the talk has been
about raising taxes.

“It doesn't seem the discussion
has been equally divided,” Mr. Miller
said. “And that’s the sentiment Ar-
mey is tapping into.”

There is still a4 chance a watered-
down proposal will emerge from the
leadership or party moderates that
makes a general statement against
higher taxes but leaves room for
higher taxes if a good deal comes
along.

“There’s always that chance,” the
aide to Mr. Armey said.
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G.O.P. in House to Fight Any Tax Rise

By SUSAN F. RASKY

Special to The New York Times

WASHINGTON, July 17 — As the
Bush Administration and Congres-
sional Democrats sought to narrow
-their differences over taxes, restive
House Republicans made plain today
that they would vigorously oppose any
tax increase.

Preparing for a budget meeting with
President Bush at the White House on
Wednesday, the Democratic Congres-
sional leaders pored over a list of tax
options developed by the Administra-
tion that could become part of a pack-
age aimed at cutting the 1991 Federal
deficit by $50 billion.

Congressional officials said the Ad-
ministration’s list includes elimination,
for wealthy taxpayers, of the deduction
claimed for state and local income
taxes, luxury taxes on items like jew-
elry and furs, several versions of a
broad-based energy tax, a rise in ex-
cise taxes on alcohol and cigarettes
and a tax on stock transfers.

These officials said the list had
evolved over the past week as a result
of discussions among Treasury Secre-
tary Nicholas F. Brady; Richard G.
Darman, the White House budget di-
rector; Representative Dan Rosten-
kowksi, an Illinois Democrat who is
chairman of the House Ways and
Means Committee, and Senator Lloyd
Bentsen, a Texas Democrat who is
chairman of the Senate Finance Com-
mittee.

Anger Among Republicans

Many details were unclear today,
such as exactly which taxpayers would
lose the deduction for state and local in-
come taxes if, indeed, this became part
of the final deficit-cutting package.

But the growing possibility of tax in-
creases of some Kind stirred anger
among Republicans. Rank-and-file Re-
publican lawmakers prepared a resolu-
tion that would categorically oppose all
types of tax increases as a way of
reducing the budget deficit, including
some of those tnat the Administration
has now listed as possibilities. a

The House Republican Conference,

which represents the 176 Republicans
in the House, is expected to adopt the
resolution on Wednesday.

‘‘We want the President to know
where Republicans stand before a deal
is struck,” said Representative Dick
Armey of Texas, who is sponsoring ther
resolution. “We also want to make it
clear to the Democrats that if they
want to raise taxes, they will have to do
it without Republican support.”

Balanced Budget Bill Loses

Democrats have repeatedly insisted
that any tax increases included in the
deficit-cutting package must have not
only the endorsement of the President,
but also a guarantee that he will de-
liver a majority of Republican votes to
adopt the package in the House and the
Senate.

In a narrow victory for the Demo-
cratic leadership, the House today re-
jected a proposed constitutional
amendment requiring a balanced
budget, failing by only seven votes to
muster the two-thirds majority of
those present and voting that is needed
for passage. The final vote was 279 to
150.

The proposed amendment was op-
posed by the Democratic leadership.
But it was sponsored by a Democrat,
Representative Charles W. Stenholm-6f
Texas, and it drew strong support from
among the party’s rank and file. More
than 86 Democrats were co-sponsors,
and 110 Democrats were among those
who voted for passage.

The President had endorsed the
amendment as well as a similar ver-
sion, sponsored by Senator Paul Simon,
an lllinois Democrat, which cleared the
Senate Judiciary Committee last
month. Since constitutional amend-
ments require a two-thirds vote of both
the House and the Senate, today’s re-
jection by the House made any Senate
action moot.

A Change in Procedure

Two previous attempts to approve a
similar amendment have failed in Con-
gress since 1982.

The amendment rejected by the

House today would have required the;

President to submit a balanced budget
to Congress each year, and would have
required Congress and the White
House to agree each year on an esti-
mate of total revenue.

In addition, the amendment would
have required a three-fifths vote of the
total House and Senate membership to
increase the Federal debt, and a ma-
jority vote of the total membership in
each house to increase revenue. The
stipulation that vote counts be based on
the total membership of each house
would have been a change in current
procedure, in which tallies are based
on the number of representatives qr
senators present and voting. .

In more than six hours of debate,
supporters of the proposed amendment.
argued that a change in the Constity-
tion was the only way to impose fiscal
discipline on Congress and the Presi-
dent and correct a bias in the political
system that now favors spending in-
creases. Statutory restraints, like the
Gramm-Rudman-Hollings budget-bal-
ancing law, have been too easily ig-
nored or evaded, they said.

‘We Need Some Help’

““Courage and guts, we don’t have
it,”’ Mr. Stenholm said. ““We need some
help, an extra tool.”

Representative Larry E. Craig, an
Idaho Republican, cited national poils
showing that the public favors aij
amendment requiring a balanced
budget. ‘‘Anyone who votes no on this
amendment is voting against the right
of citizens to make decisions,”” he said."

But opponents said that passage of
the amendment was the equivalent of
simply declaring that the United States
should have clean air, an unenforce-
able exhortation that would demean
the Constitution and lead to even more
budget devices. "

Representative David R. Obey, ¥
Wisconsin Democrat, noted that the
proposed amendment was designed to
take effect in the fiscal year 1995, well
after the 1992 Presidential election.
““The balance to which it refers is only
in the hereafter,” he said. **The motto
should be, ‘Not on George’s watch.” **
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Amendment forcing
balanced budget falls
7 votes shy in House

By Seth Kantor
Joumal-Constitution Washington Bureau

WASHINGTON — Bickering
U.S. House members, accusing
each other of lacking the back-
bone to keep the nation out of
worsening debt, Tuesday killed a
.constitutional amendment to bal-
ance the federal budget. '

The House voted 279-150 in
favor of the measure, sponsered
by Rep. Charles Stenholm, a con-
servative west Texas Democrat.
But that was seven votes short of
the two-thirds majority required
to change the U.S. Constitution.

President Bush sent word to
House Speaker Thomas S. Foley
(D-Wash.) that he supported the
amendment. But the defeat ap-
peared to dash hopes that Con-
gress will reconsider the plan
this year.

A key Senate sponsor, Paul
Simon (D-IlL.), said that in the
wake of the House defeat, “a Sen-
ate vote this year is not likely.”

“The amendment is going to
become a real issue in the con-
gressional elections this year,”
Mr. Stenholm said after the vote.
“After the reapportionment of
congressional districts in 1991, I
think we will see the amendment
pass on Capitol Hill.”

House Judiciary Committee
Chairman Jack Brooks (D-Tex-
as) led the floor fight against his
fellow Texan’s proposal.

“The Constitution is not a
magic wand,” Mr. Brooks argued
during the long floor debate.
“There are a host of dangerous
and unintended problems in this
esoteric constitutional amend-
ment, which may invite financial
gridlock and chaos.”

With the national debt at §3.1
trillion and rising rapidly, and
this year’s budget deficit running
at $168.8 billion according to fig-
ures posted this week by the
Bush administration, the frustra-
tion of House members with
themselves and with the Reagan
and Bush administrations was
evident in the debate.
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House Defeats Proposal
to Ban Budget Deficits

Bv John E. Yang

Wasmington Post St Wrater

The House vesterdav narrowiv
deteated a proposed constitutional
amendment that would have banned
federal budget deficits as Demo-
cratic budget negotiators prepared
for discussions with Bush adminis-
tration officials about raising taxes.

The 279 to 150 vote in tavor of
the amendment was seven votes
shv of the two-thirds majority
needed to approve a revision to the
Constitution. The measure was sup-
ported by 110 Democrats, most
Southern conservatives. and 164
Republicans. Only five GOP iaw-
makers voted against it.

Lawmakers who voted against
the amendment will get a chance to
go on record in support of balanced
budgets todav when the House con-
siders a proposed law requiring
spending to equal revenues begin-
ning in fiscal 1992. It 1s expected to
pass the House but to be bottled up
in the Senate.

As the House debated the pro-
posed amendment, Democratic bud-
get negotiators held meetings in the
Capitol to discuss tax-raising’ op-
tions 1 preparation for a possible

White House meeting today with
President Bush before he leaves on
a trip to tne Wesr, parucipants said.

No decisions were made, partic-
ipants said.

Serious discussions about ratsing
taxes could begin later this week,
House Wavs and Means Committee
Chairman Dan Rostenkowski (D-
[l.) predicted after a luncheon
meeting with House Majority Lead-
er Richard A. Gephardt (D-Mo.)
and Senate. Finance Committee
Chairman Llovd Bentsen (D-Tex.).

“The administration should be
ready to put a proposal out and we
should he ready to put a proposal
out,” Rostenkowsk! said.

The packages are likely to be
designed to raise between $20 bil-
lion and $25 billion 1n new revenue
in tiscal 1991, congressional bur-
gammers sard. Budget negotiators
are hoping to pare the comng fiscal
vear's deficit by between $50 billion
and $60 bilhon.

The possibility that the admin-
istration would droo its demand for
a reduction in the rate at which cap-
ital gains are taxed in exchange for
Democrats not seeking to increase
the top income tax rate has “gone
out the window,” Rostenkowski
said.

Backers of the proposed bal-
anced-budget constitutional amend-
ment argued that the size of the
federal budget deficit showed the
failure of the Gramm-Rudman-Ho!-
lings deficit-cutting law. Only a con-
stitutional remedy could solve the
problem, they said.

“Give us a constitutional reascn
to find the gut$ to do what needs to
be done,” Rep. Charles W. Sten-
holm (D-Tex.), a prime cosponsor
of the proposed amendment. asked
of his colleagues. “It's time to have
an additional tool, not another stat-
ute.”

“Legislation has not worked.”
said Rep. Hamilton Fish Jr. (N.Y.),
the House Judictary Committee's
ranking Repubhcan, "Huge budget
deficits have proved intractable.”

“This body has lost the political
will to be fiscally responsible,” said
Rep. Larry E. Craig (R-1daho), an-
other leading cosponsor and a Sen-
ate candidate.

But opponents said the proposed
amendment was meaningless, man-
dating a result without offering a
solution.

“The amendment is filled with
soft and fuzzy feel-good words that
have no more legislative meaning
than a bumper sticker saving. ‘Have
a mee dav,” ” said House Judiciary
Committee Chairman Jack Brooks
(D-Tex.). "It will do damage to the
Constitution that we have lived un-
der for 200 vears.”

“It won't balance the budget.”
sald Rep. Kichard H. Lehman (D-
Calif.). “It's just more smoke and
mirrors.”

The proposal would have re-
quired Congress to set into law at
the beginning of each fiscal vear a
projection of how much money the
government would collect. Spend-
ing would not have been aliowed to
exceed that estimate unless three-
firths majorities of the House and
sSenate approved.

It would have aiso requred a rogl-
call vote on any r1ax increase and
three-fifths House and Senate nu-
jorities to approve a rise in the gov-
ernment’s  borrowing limit. The

-provisions would have taken effect

beginning with fiscal 1995 and
would have been waived by a dec-
laration of war.

Lawmakers rejected, 244 to 184,
an attempt by Rep. Joe Barton (R-
Tex.) to modify the proposed
amendment to require three-fifths
majorities to approve any tax in-
crease.
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Political Surveyor
By CharlesE. quk

New Bush Polls
May Look Bright,
But What's Next?

The first polls since President Bush's
“Tax Tuesday” announcement may be
brighter than many anticipated, but the
resuits have left the GOP worried about
what comes next. :

An NBC News/Wall Street Joumal poll,
released Thursday, shows that the
President’s job approval rating had
dropped three points between April and
May, from 75 to 72 percent. Then, he
dropped another five points, to 67 percent,
between May and the most recent
poll, which was.conducted from July 6 to
11.

And according to a poll by the Gallup
Organization, Bush dropped six points in
job approval, from 69 percent in June to 63
percent in their Jatest poll, which was taken
from July 6 to 8. Gallup also reports that at
this pointin 1982, with an economic reces-
sion in full swing, President Reagan’s
approval rating had already dropped to 42
percent, a third lower than Bush’s right
now.

The President’s decision to raise taxes

will probably not have an overall negative
effect on Republicans, but it will certainly
remove a tried and true campaign issue for
Congressional candidates.

Inrecent weeks, the GOP candidates had
three options in responding to the tax posi-
tion switch: 1) whine and whimper; 2)
mumble; or 3) apply a litle distance, re-
spectfully disagree, and go on with busi-
ness.

The first option is unflattering but guar-
antees a place in news stories; the second
keeps the candidate out of the press; and }hc
third offers some latitude to continue using
the issue.

In the Michigan Senate race, GOP Rep.
Bill Schuette, who is bidding to unseat
Sen. Carl Levin (D), is following the
third coursg. His strategists argue that any-
thing that will get voters thinking about,
or for that matter, angry aboul laxes
drawsa starkcontrast between liberaisand
conservatives and still leaves room for at-
tack. !

It's anovel theory, but it makes at leastas
much sense as the opposite argument,
which is that voters who are angry about a
president’s decision to hike taxes are more
likely to vote for candidates of the other
party. : )

Perhaps more importantly, however, is
the increasing talk of a recession.

Many observers will be tempted to draw
parallels with 1982. If we are in arecession,
however, we are in the very early stages,
less advanced than in July 1982.

But, similar to 1982, there is not a large
group of Democratic challengers ready o
lake advantage of any wave that could be
Iorming 1o their party’s advantage.

Througnout 1981, the key recruiting
season for the 1982 eiections, President
*cagan’s populanty was sky high. and talk
of rcalignment and a *Reagan Revolution”
was in the air. As a result, the Democratic
gainsthat year — anet gain of 26 seats with
26 GOP incumbents and three Democratic
incumbents defeated — were limited by the
number of crédible challengers. Also, 12 of
the 57 freshman Democrats clected in 1982
represented districts newly formed after
reapportionment.

In the Senate, elections seem loturn more
on the personalities of the candidates and
the campaigns than on national dynamics.
A case in point is 1982, when Republicans
managed an exact wash in the Senate while
their House counterparts lost the 26 net
seats. .

IU's true, however, that many of the
Republican Senate victorics in 1982 came

as narrow victories, and a switch of 9,500
total votes would have swung GOP victo-
ries into Democratic wins in Nevada,
Rhode Island, and Vermont. And a total of
33,800 different votes would have added
Wyoming and Missouni tothe listand given
Democrats control of the Senate four years
earlier.
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Tell it like it Is,
Mr.President (cont’d)

Forgive us for viewing with a trace of cynicism at the latest
machinations over the federal budget deficit crisis, but it seems to
us that President Bush has evolved as a curious combination of an
ostrich and Chicken Little: Half the time he keeps his ‘head in the
sand, and half the time he runs all over the barnyard crying “the
sky is falling!” .

Yesterday the president trotted out his three top economic ad-
visers to sound the alarm bell over the fiscal crisis — an explod-
ing budget deficit which now threatens to savage every govern-
mental program from defense to poultry inspection. The purpose
of this contrived show, of course, was to put the heat on Con-
gress to negotiate under the most extreme pressure. :

What makes the administration’s new sense of alarm a little
hard to swallow is the fact that just six months ago these same
advisers were blithely predicting that the budget deficit would be
only a little over half as much as they now say it will be. Never
mind that sober voices in Congress at that time were warning that
the administration’s projections, based on economic assumptions
that no serious economist accepted, were so unrealistic that they
simply provided no basis to begin the hard negotiations that will
now be necessary to avert disaster. The upshot was, all that pre-
cious time between the ostrich forecasts of January and the
Chicken Little forecasts of July has been wasted.

Worse yet, the president, while crying “the sky is falling!” to
Gongress, still insists upon playing the ostrich insofar as the Amer-
ican people are concerned. He steadfastly refuses to use the bully
pulpit of the presidency to make clear the full dimensions of the
fiscal crisis which looms.

As we said two months ago in this space, only the president
has the wherewithal to deliver that message. He owes it to the
American people to go onto television and explain what has hap-
pened in just six months that has so radically changed his budget
predictions, and what steps must be taken to confront the new
ceality of the exploding budget deficit.
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The Art of the Deal

mBudget Impasse Can Be Broken by Honorable Compromise Politics

nder the sweltering heat of summer and

the suffocating glare of the media,

politicians in Washington (not to men-
tion Sacramento) are squirming and struggling,
wishing they were home with a cold drink and
a good detective novel. But they can’t go home
yet. They are immobilized by budget crises.
They needn’t be. There's a way out.

In Washington, the size of the problem is
estimated to be about $169 billion (in Sacra-
mento, it’s about $3.6 billion). But the economic
numbers are less important than the political
bottom line: It's that democracy can’t work
unless the workers behave as democrats (small
d). Even more than an eco-
nomic question, the budget
deadlock raises the specter
of ideology’s triumph over
politics, which spells trouble
in a democracy, even a re-
publican (small r) one.

The Economic Question:
The nation has a sputtering
national economy, more
troubled in some regions
(particularly the Northeast)
than others, that has re-
duced tax revenues, exacer-
bated the federal budget
problem and caused Uncle
Sam to borrow more money
than ever to cover its bills.
This forces up interest rates,
tightens credit and makes
the economy uptight and
edgy. Worse yet, to deal
with the deficit, the Gramm-

Monday's |
projection

1990

DOOMSDAY DEFICIT

Federal budget deficit projections for
fiscal years, in billions of doliars:

© 1991
Source: U.S. Office of Management and Budget

in the capital-gains tax.

Would either measure actually increase tax
revenues and help reduce the deficit? No one
knows for sure. Back in November, The Times
opposed any reduction in the capital-gains tax
as a “tax amnesty for the rich.” Reducing the
investment tax would certainly spur invest-
ment, but its impact on the revenue picture is
unclear; anyone who says otherwise may be a
card-carrying, supply -side ideologue. And how
much fairness is put back into the tax code if
the rich are hit-at the same flat tax rate as the
not-so-rich? Because of the issue of deduc-
tions—fewer now for the wealthy—the answer

is more complicated than
anyone who's not an equity
ideologue will admit.
The Political Equation:
- What is certain is that both
measures are viewed as
vote-getters for each party.
And, therefore, both mea-
sures are deal-makers. The
GOP doesn’t have the votes
in Congress to pass capital
gains without some Demo-
crats; the Democrats proba-
bly can’t raise rates on “the
rich” over Bush'’s veto. Stu-
dents of Government 101
will instantly recognize the
- elements of a grand political
compromise. As part of a
larger budget deal. the two
rival tax proposals can be
stitched together, like politi-
cal Siamese twins: the Dem-

January
projection

1992

Rudman-Hollings Act of

1985 requires a spending cut

of more than $100 billion this year. This amount
is so large that even fiscal conservatives run
from it in fear that cuts so deep would
traumatize the economy. So goodby, for this
year at least, GRH.

What's needed now is an old-fashioned,
middle-ground, workable budget compro-
mise—the kind of political exercise generally
associated with functioning government. But
Democrats and Republicans, like cats and dogs,
are fighting over their pet proposals. The
former—on their patented equity kick—would
increase revenues by taxing people who make
more than $210,000 at the same rate as those
below. The latter—on their patented econom-
ic-growth kick—would increase tax revenues
by encouraging investment with a reduction

LosAnglesTmes gerats can claim greater

equity and the Republicans

investment growth, and the 1991 budget deficit
can be brought down about $50 billion through
a combination of increased revenues and cuts.

The Payoff: That compromise would break
the logjam and send a signal that the govern-
ment was cooking again. A deficit reduction
that large would squeeze domestic programs as
well as military ones, but it would be large
enough to show that government was serious.
Right now huge deficits fester away while
single-minded political agendas crowd reason
from center stage and prevent men and women
of moderation from forging the needed political
compromise.

As the President said Tuesday, ‘“The time for
game playing is over.” Congress mustn’t wait
until after recess; the time to act is now.
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Bring‘ on the Sequester’

Administration officials this week held out the
threat of a $100 billion budget “sequester” this fall
if the current budget summit doesn’t raise taxes
and cut spending enough to meet the 1991 deficit
Larget of $64 billion. Of-
ficial Washington clearly
views such a meat-ax ap-
proach to the budget as a | &
horrifying thing. We're
not so sure: Anything W
that wou d cut Congress’
own budget by up to 40
percent can't be all bad.

Richard Darman, di-
rector of the president’s
Office of Management

and Budget (OMB),
published a 45-page list
of the potential spending
cuts that would be re-
quired under the seques-
tration provisions of the
Gramm-Rudman-Holl-
ings deficit reduction act. The average non-defense
program would be slashed by 38 percent, while
defense spending itself would be slashed by 25
percent. Social Security and Medicare are exempt.

"There’s no doubt about it. Cuts of such magni-
tude would inflict considerable pain.

More than one million military personnel would
be instantly demobilized and scores of bases closed.
Farm subsidies would be slashed across the board.
Meat and poultry inspections would be eliminated
for 140 davs. Health research on cancer, AIDS and
heart, disease would be curtailed and some 4.200
contract scientists would lose their grants.

Head Start would cut enrollments by 208,000
children. Federal prisons would lose 5,600 employ-
eccs. The FAA would have to curtail up to 40
vercent of commercial flight control operations.
Hospitals would close.

But the closer vou look at Mr. Darman’s
smonster o the closet. the less frightening it
hecomes. After all. that $100 billion is not a cut

Richard Darman

from the current spending. It is a reduction in
planned outlays. Fiscal 1991 revenue is now
predicted to rise by $90 billion anvway. thanks to
continued growth of the economy. The net effect of
a sequester would be only a $10 billion cut from the
current spending levels of nearly $1.3 trillion.

Besides, a sequester might force Washington to
get serious about reforming many programs. Why,
for example, should taxpayers foot the bill for air
controllers? Why not let the airlines and their
passengers pay? Why should meat inspections be
paid by taxpayers? Why not let the meat industry
and their customers pay?

Why should the Veterans Administration be
running the most costly hospitals in the world,
with vacancy rates of more than 45 percent? Why
should farmers with net worths of $1 million or
more be getting 80 percent of the farm subsidies?

Well, you ask, what about defense?

Well, what about it?

The net reduction in total outlays would only be
$40 billion from current spending levels, a 14
percent cut. Haven’t the events in Eastern Europe
and the Soviet Union made us 14 percent less
vulnerable? ,

In short, why not let the $100 billion sequester
take effect, without any tax increases? Federal
spending would fall to 21 percent of GNP, the same
level as 1979. That would be like giving Americans
a $100 billion tax cut with no fiscal deficit
hangover, exactly what a sluggish economy and a
credit-starved private sector need.

And here’s the best part. A budget sequester
would require Congress to cut back its own bloated
budget by nearly $250 million, forcing the layoff of
nearly half of the House and Senate staffs. We
can’t think of anything more beneficial to the
economy than a slimmed-down Congress with
fewer ambitious young men and women dreaming
up ways to spend our money.

If the politicians can’t bring themselves to cut
spending sensibly, bring on the sequester — and
send the summit-taxers home.
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‘Deficit Forecast Rises to $168.8 Billion

Darman Details Depth of Cuts Due if 1991 Budget Negotiations Fail

Bv Steven Mufson
Washington Post Staff Writer

The Bush administration’s top
three economic policy-makers yes-
terday conceded that they under-
estimated the federal deficit when
making budget proposals in January
and warned that automatic spend-
ing cuts “of totally unprecedented
size” could lie ahead.

Office of Management and Bud-
get Director Richard G.” Darman
said the government now faces a
fiscal 1991 budget deficit of $168.8
billion, well above the $100.5 billion
deficit forecast in January.

Darman had already raised deficit
forecasts three times since january

in testimony and talks with congres-
sional leaders, but vesterday’s of-
ficial forecast was the highest vet.

If counted as part of the deficit,
spending on the savings and loan
cleanup would boost the 1991 def-
icit to $231.4 billion, nearly four
times the deficit target set by the
revised Gramm-Rudman-Hollings
deficit-reduction law. However,
spending for the S&L cleanup is not
subject to the budget law. Originally
the 1985 law called for a balanced
budget in 1991.

At the mid-session review of the
budget yesterday, Darman also
mapped out in unrelenting detajlt
the $100 billion in automatic spenq4
ing cuts that would take effect if

Congress and the White House fail
to agree on a “credible” deficit-re-
duction plan before the new fiscal
year starts on Oct. 1.

He said the consequences of such
a failure would include: reductions of
up to 1 million military personnel,
cutbacks in the air traftic control sys-
tem that would increase air travel
delays by up to 600 percent, a halt in
all new cleanups of toxic waste sites,
the elimination or reduction of Pell
grants for 3.4 million students, ad-
ditional overcrowding ol prisons, a
cut of 200,000 4-vear-olds from the
Head Start program and a one-third
reduction in research, prevention
and treatment of drug addiction.

See FISCAL, A6, Col. 1

FISCAL, From Al

In an open effort to turn up the
pressure on Congress to come up
with a new budget package, Dar-
man, Treasury Secretary Nicholas
FF. Brady and Michael J. Boskin,
chairman of the Council of Econom-
ic Advisers, vowed not to shirk
from enforcing the across-the-board
spending cuts as mandated by the
Gramm-Rudman-Hollings law.

“This is not some theoretical con-
struct,” warned Darman, “It is high-
ly relevant to the current budget
summit negotiations, and if those
negotiations fail, it will have major
implications for virtually everything
the federal government touches.”

While administration leaders
tried to put the heat on Congress to
cut the budget deficit, congression-
al leaders deflected some of that
back to the Bush administration.

“I'm glad the administration now .

acknowledges the inaccuracy of their
earlier 'estimates,” said Sénate Ma-
jority Leader George J. Mitchell (D-
Maine).

Others, however, underscored
the gravity of the numbers and the
proposed cuts.

“The crisis, in short, is real,”.

House Budget Committee Chairman

Leon E. Panetta (D-Calif.) said in re- ..
sponse to the administration an-

nouncement. “These numbers should
hit the White House, the Congress

and the [budget] summit like a fire

alarm in the middle of the night.”

Overall, a $100 million across-
the-board reduction in government
spending—the size iof the cuts
needed to reach the Gramm-

Rudman-Hollings law’s deficit tar- -

get for fiscal 1991—would cause a
38.4 percent cut in non-defense
programs and cuts of 25.1 percent
to 41.3 percent in defense pro-

- grams, Darman said.

Normally, the consequences of
automatic budget cuts, known as
sequestration, are not outlined until
August. But yesterday’s early
threat seemed to be an effort to
prod Congress by showing that the
economic—and  political—conse-
quences of not making a budget
deal could be more dire than the
fallout from the unpopular choices
needed to reduce the deficit.

“The American people,” Brady
said, “will find out what these cuts
mean, and when they do they will be
in contact, I promise you, with their
congressnmen, and we'll get prog-
ress.”

Some Democratic budget nego-
tiators encouraged the administra-
tion to issue its carly warning about
automatic spending cuts. They sug-
gested to Darman that he issue the
report now in hopes of creating a
sense of urgency in the talks.

“It's better that people see it now
to try to build some impetus to get
an agreement,” said Panetta. “I'm
hoping the magnitude of this se-
quester order will help establish the

. depth of the crisis we are facing.”

The administration also might

‘have Republicans in mind when it

talks about getting Congress to face

‘up to the deficit-cutting task. On

Wednesday House Republicans will
vote on a resolution declaring thelr
opposition to “new taxes and all tax
rate increases as a means of reduc-
ing the federal budget deficit.” The
vote would put members on record
directly opposed to President
Bush’'s recent statement that he
would accept a tax increase in a def-
icit-reduction package. :

i OMB’s reestimate of the budget
deficit brought its projection in line
with that of the nonpartisan Con-

. gressional Budget Office, which has

been far less optimistic than the ad-
ministration. Late last month, CBO
projected the fiscal 1991 deficit at
$164 billion, not counting the cost

of the savings and loan cleanup, and
$232 billion with that money added.

While lawmakers have focused on
coming to grips with next year's
budget, the deficit for the current
fiscal year has continued to spiral,
the new estimates show.

According to the budget plan
reached by Congress and the White
House last November, the deficit
for the current year should have
been no more than $100 billion. But
OMB said yesterday that the actual
figure, including the cost of the
thrift cleanup, would be $218.5 jl-
lion, more than twice the target.

Even without $57.2 billion in
spending for the cleanup of the ail-
ing savings and loan industry, the
government would have missed.its
deficit mark.

Staff writer John E. Yang
contributed to this report. —
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The Balanced Budget Vote

just its position on taxes but its role in the

budget debate. The president spent his
campaign and first year and a half in office doing
just what the Reagan administration had done
before him: using fanciful projections to minimize
the deficit. Now he has apparently decided to
begini to address the fiscal danger rather than
continue to duck it. To goad the summit negotia-
tors and resisters in both parties in Congress, he
and his aides have turned to emphasizing how
large and intractable the deficit is.

In January his projection was that the deficit,
absent any further steps to reduce it, would be
about $100 billion in the next fiscal year, already
comfortably down from slightly more than $120
billion expected this year. Now the projections
have shot up to $161 billion this year and $168.8
billion next. If you count the currently estimated
cost of bailing out the savings and loan industry,
the figure for next year rises to $231 billion. If
you strip away the masking effect of the Social
Security surplus, it rises to more than $300
billion.

It’s a little hard for the president and his
budget director to explain how the figures got so

much higher in just six months, but no matter.
WHat they’re saying now is what a president and
budget director ought to be saying in the current
circumstances. As with national security, so with
economic: better to err, if you err at all. on the
conservative side of foreseeing too much risx
rather than too little. The new truth;telling
makes all the more anomalous the h&lanced
budget amendment to the Constitution on which
the House is scheduled to vote today, and which,
sadly, the administration still supports.
This is not what its title promises. It would not
¢ outlaw deficits, but merely make them harder to
amass by requiring three-fifths votes of both
houses both to overspend revenue estimates in
any given year and, as a second line of defense, to
borrow in order to cover such overspending. But
if Congress failed to abide by its terms, or evaded
them, what would anyone do? Take Congress to
court and have the courts become fiscal arbiters?
This is a fig leaf in a situation that requires
political courage. Nor is it economically wise to
enshrine one kind of fiscal policy in the Constitu-
tion. The House should vote no. The place to
solve the deficit problem is at the summit, rot in
the Constitution.

T HE BUSH administration has shifted not
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White House, Hill agree
to relax Gramm-Rudman

By Karen Riley
and Frank J. Murray

THE WASHINGTON TIMES

White House and congressional
budget negotiators have informally
agreed to relax the Gramm-Rud-
man-Hollings law rather than risk a
recession from “draconian” $100 bil-
lion spending cuts brought nearer
by yesterday’s soaring deficit esti-
mate. '

The deal, revealed by the admin-
istration, is contingent on a “cred-
ible” long-term budget’ plan that
would start with up to $55 billion in
deficit reduction in the fiscal year
beginning Oct. 1.

Economic adviser Michael Bos-
kin said deeper cuts now — $55 bil-
lion is about 1 percent of the gross
national product — could worsen the
already sluggish economy.

“When people appreciate what
the law has us headed towards if the
Congress fails to act, the Congress
will have to act,” Budget Director
Richard Darman said in estimating
that spending would exceed income
by $168.8 billion in the fiscal year,
not counting the cost of the savings
and loan bailout.

Leftunchanged, Gramm-Rudman
would automatically slash up to $100
billion.

A Senate aide familiar with the
budget summit talks said the negoti-
ators are using working papers.that
assume tax increases will account

for half of the final agreement, with

spending cuts accounting for the
other half.

“If a fully responsible deficit re-
duction program is not enacted by
the Congress, this automatic $100
billion cut will affect almost all that
the federal government touches,

from military readiness to air safety,
to vaccinations for children, to pro-
grams for the elderly; to drug abuse
prevention, to prison violence,’ Pres-
ident Bush said. )

Mr. Bush called on Congress four
times in a five-sentence statement to
“act responsibly”

Rep. Leon Panetta, California
Democrat and chairman of the
House Budget Committee, said,
“These numbers should hit the
White House, the Congress and the
summit like a fire alarm in the mid-
dle of the night”

The administration’s disclosure
that it favors easing Gramm-
Rudman — provided a “credible”
multiyear budget deal can be struck
by Sept. 30 — came in its midyear
budget estimate to Congress. The es-
timates of budget cuts, which begin
the formal process, weren’t due until
Aug. 25. But Mr. Darman said they
were intended to convince Congress
the situation was serious.

TUESDAY, JULY 17, 1990

Gramm-Rudman includes a
schedule of deficit targets designed
to balance the budget by 1993. The
OMB budget review released yester-
day said congressional and White
House negotiators reached “infor-

mal consensus” to reduce the deficit

only $50 billion to $55 billion in 1991
instead of up to $100 billion and keep
the law in effect beyond its sched-
uled expiration in 1993.

“Tb change the law would require
the Congress and the president
agreeing on a satisfactory deficit-
reduction program,” Mr. Darman
said.

Sen. Phil Gramm, Texas Repub-
lican, one of the authors of the
deficit-reduction law, said the reduc-
tions must be gimmick-free.

“I don’t think it is desirable, but
the cold reality, given the state of the
economy, given the S&L bailout and
given the fact that Congress is deter-
mined to take Social Security off
budget ... inevitably produces new
targets.”

Current law prescribes a deficit
target of $64 billion but allows a $10
billion cushion, requiring automatic
cuts if the red ink goes over $74 bil-
lion. At $168.8 billion, that would re-
quire $94.8 billion in cuts but the

figure is now expected to hit $100
billion.’

Under such an across-the-board
reduction, about 38.4 percent would
come out of non-defense programs
and from 25.1 percent to 41.3 per-
cent out of defense programs unless
taxes are raised. )

A reporter asked all three admin-
istration officials at yesterday’s
news conference if there really
wouldn’t be “some kind of fix” at the
last minute as in past years, when
segments have been taken off the
budget or targets postponed.

“No!” snapped Treasury Secre-
tary Nicholas Brady.

“No!” added Mr. Darman.

“And definitely not,” insisted Mr.
Boskin.

Said Mr. Brady: “If they want to
come up with a fix, that’s their busi-
ness, but what we’re expressing is
the administration’s point of view.
This problem is serious. The law is
the law; we're going to obey it.”

Mr. Bush’s proposed budget al-
ready includes $13.9 billion in new
taxes and $5.6 billion in new fees, but
Mr. Darman hewed to agreements
not to talk specifics and focused in-
stead on the potential cuts called se-

. questration.

“This is not some far-fetched theo-
retical construct. It is what the law
now requires. And it is enforceable
with criminal penalties,” Mr. Dar-
man said, although he conceded the
estimates have varied — once as
much as $20 billion over a weekend.

Estimates for next year’s budget

deficit have ballooned by 81 percent
since January largely because the
government overestimated 1989 in-
come taxes by $34.6 billion, interest
rates were higher than expected,
adding $21.2 billion on interest paid
on the federal debt, and the economy
grew more slowly than earlier pre-
dicted. GNP was 1.1 in the last quar-
ter of 1989 and 1.9 for January to
March.

Only $2.2 billion of the increase is
caused by new spending prompted
by Congress or the administration.

Mr. Boskin said he had altered the
administration’s economic forecast

. toreflect these changes. He now ex-
" pects growth of only 2.2 percent for

the year rather than 2.6 percent, as
he predicted in January. He also pre-
dicts slightly higher inflation, with
the Consumer Price Index increas-
ing by 4.8 percent instead of 4.1 per-
cent.

If the economy grows at a rate of
less than 1 percent for two quarters
in a row, the automatic budget cuts
of Gramm-Rudman automatically
go on hold.

OMB also said that the deficit had
now increased by nearly half a tril-
lion dollars over the next six fiscal
years.

Mr. Bush’s June 25 reversal on his
“no new taxes” pledge put the ball in
Congress’ court and administration
officials have been frustrated by a
congressional response they con-
sider slow. -
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No new taxes?

h, there will be fun tomorrow morning when
‘the House Republican Conference meets.
| After months of delays, the group is sched-

\ uled to vote on a resolution that expresses
opposition to “new taxes and all tax rate increases as
a means of reducing the federal budget deficit, and
instructs [House Republican] leaders to represent this
position to the President and the public” It further
defines a “tax rate increase” as a hike not just on
income taxes, but “on all existing taxes under federal
jurisdiction.” In short, the resolution nixes any new
taxes, excises, tolls, fees, licensing requirements as
new exactions from businesses, individuals, consum-
ers, travelers, tourists, etc. That is, the conference
would advocate no new taxes.

The resolution was drafted by Rep. Richard Armey
at a ime when it seemed likely to arouse only light
controversy within Republican ranks. The conference
adopted a virtually identical resolution last year (the
clarifying footnote this year is new), and Mr. Armey
wanted to put the party on record for 1990. Unfortu-
nately for Republicans, House Republican leadership
suggested strongly that Mr Armey run the draft
through the Policy Committee rather than put it up for
a quick vote. During the committee’s debates on the
matter, President Bush signed his famous statement
advocating new tax revenues. As a result, what would
have been an innocuous vote two months ago has
turned into a test of the Republican Party’s soul.

Such a test was inevitable because Republicans

have been dividing into two factions for years. On one
side stand the Belt-Tighteners, who believe in good,
compassionate, efficient government. Peggy Noonan
last week referred to this group as “low-budget Demo-
crats” On the other side stand supply-siders, who be-
lieve in less government and lower taxes and who view
a ‘growing economy, not a growing government, as the
best engine of social progress.

The two sides were forced into confrontation by
yesterday’s revised federal budget deficit forecast,
which jumped $64 billion to $148 billion. Not only must
Republicans choose between kinder, gentler govern-
ment or less government, supply-siders will have to
begin outlining specific-spending cuts and producing
the votes to ensure their enactment. This actually
could happen because many Republican congressional

+ candidates, including senatorial hopefuls Tom Thuke,
Claudine Schneider and Lynn Martin, have made the
no-tax pledge a central part of their campaigns.

More profoundly, tomorrow’s vote may indicate
whether Republicans see themselves as efficient
Democrats or as promoters of a distinctive philosophy
of government. Republicans have been shaken badly .
by the president’s seeming preference for inside-the-
Beltway process over principle. They need to prove

-that theirs is a party of the people and not just of
politicians. If they fail to send that message tomorrow,
1990 could be a banner year for the Republicans and
Democrats who form the core of Washington’s tax-and-
spend cabal.
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No to a Balanced Budget Amendment

The balanced budget amendment that the
House will vote on today is impractical, unenforce-
able and wouldn’t end Federal deficits. But it would
litter the Constitution with a vacuous promise, and
invite greater cynicism in budget-making.

Deficits are arbitrarily defined and easily
manipulated. Achieving a specific level, like zero,
has no special economic significance. And trying to
hit that target could play havoc with valuable Fed-
eral programs and a declining economy that might
need deficit spending.

. Yes, Congress should keep deficits from spiral-
ing upward. But there is no immediate crisis, and
the deficit — compared with the size of the economy
— has already been cut in half under the Gramm-
Rudman-Hollings budget law. More needs to be
done. The prudent way is to amend Gramm-Rud-
man to make it work better, not spoil the precious
Constitution in a quixotic search for a quick fix.

"~ The proposed amendment would require a
three-flfths vote in both houses to run a deficit. That,
say the sponsors, would provide the flexibility to run
deficits when they are needed but stymie unneces-
sary borrowing. But nowhere does the amendment
come to grips with political reality. Evasion would

be simple. Congress could move programs ‘‘off
budget,” like funds for the savings and loan crisis.

/The amendment also would require Congress
and the President to agree on revenue and expend-
iture estimates. But politicians have a common in-
terest in fudging such projections and pretending to
pass a balanced budget. The amendment’s only
safeguard against self-serving projections is the
proposed three-fifths vote to raise the debt ceiling.
That way legislators eventually would be forced to
confront the issue. Yet garnering enough votes
would be easy since to vote otherwise would bring
the Government to a screeching halt.

As for states that have balanced budget amend-
ments, they also have separate capital accounts.
That allows them to borrow money for long-term in-
vestments in infrastructure. There is no separate
capital account in the Federal budget. So a require-
ment to balance the budget would create a horrific
incentive for Congress to avoid costly investments
in railroads, education and research.

Congress has been unable to make the Gramm-
Rudman budget law work fully as intended. But
amending it to plug loopholes would be far easier,
and better, than drafting a skimpily worded consti-
tutional amendment. -
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By DEBORAH ORIN
Bureau Chief

WASHINGTON — President
Bush ate his words again yester-
day — admitting that his rosy
. economic scenario was wrong
- and that the federal deficit is
now so high the United States
risks the layoff of half its mili-
tary personnel.

The president chewed up his
own budget forecast just three
weeks after eating the words of
his “read my lips, no new taxes"”
campaign pledge.

If the cost of the savings-and-
loan scandal is included, Bush
now concedes this year's deficit
will top $231 billion — more than
double the $100 billion he pre-
dicted in his January budget.

Even without the S&L crisis,
Bush now predicts a $169 billion
deficit, and his aides warned

that is enough to trigger “totally
unprecedented” automatic
spending cuts, like the layoff of a
million servicepeople in the
Army, Navy and Air Force.

Bush budget director Richard
Darman said it also could mean
four times as many air-traffic
delays, elimination of 1.2 million
college scholarships and a “crip-
pling” of efforts against AIDS.

Because such cuts are virtually
unthinkable, the real impact of
Bush's new numbers is pressure
on Congress to work out a defi-
cit-reducing deal — which is all
but certain to include tax hikes.

Democrats, who control Con-
gress, now say the most likely in-
creases are in gasoline or energy
taxes, higher income taxes for
the rich and *“sin taxes” on booze
and cigarettes.

Under the Gramm-Rudman
budget-balancing law, automatic

BUSH'S $2318B
JOMBSHELL

cuts of at least $100 billion will be
triggered unless Congress and
the White House agree on a defi-
cit-cutting deal.

Many Democrats were irate
yesterday, saying the economy
hasn't changed much since
January but that Bush unrealis-
tically sugar-coated his initial
budget figures to avoid calling
for tax hikes.

“This administration is going
to lose credibility not only on its
promises but on its economic
forecasts,” said Rep. Tom Dow-
ney (D-L.I.), a member of the
powerful House Ways and Means
Committee.

By putting off the day of reck-
oning, Downey contended, Bush
has increased the ultimate cost
to taxpayers.

As he did on the day when he
ditched his no-new-taxes pledge,
Bush avoided the spotlight yes-
terday — instead sending out
aides to deliver the bad news.

Private economic forecasters
and the Congressional Budget
Office have said from the start
that Bush's budget forecasts
were wildly optimistic, and yes-
terday Bush bowed to reality
and scaled them back.
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$100 billion
‘In spending
~may be cut

By Jessica Lee
and Richard Wolf
USA TODAY

The Bush administration’s
1991 budget deficit forecast
took a colossal jump Monday

,— to $168.8 billion — $68 bil-
| lion more than six months ago.
‘ If the cost of the savings and
loan bailout for the year is add-
ed in, the deficit forecast hits
| $231.4 billion.
| The White House and Con-
i gress must trim the $168.8 bil-
| lion figure to $64 billion by Oc-
; tober — the target mandated
i by law — or face $100 billion in
! automatic spending cuts.
i+  Negotiators are working to
_ | pare spending and raise taxes
- — and perhaps relax the $64

- billion mark. _

But budget chief Richard
Darman said automatic cuts
“are “not some far-fetched theo-

" retical construct. It is what the

law now requires.”

Added Treasury Secretary
Nicholas Brady: “This is not a
political wrestling match.”

Automatic cuts could mean:

» Elimination of 1 million
military jobs.

» Furloughs or layoffs of
about 850,000 civilian Defense
Department workers.

» Curtailment or removal
! from service of more than 100
+ air traffic control towers.

» Elimination of financial
assistance for up to 1.2 million
college students.

» Halt of all new cleanups of
toxic waste sites. i

The new deficit forecast is
based on slower-than-expected
economic growth.

In January, Democrats said
Bush’s $100 billion deficit fore-
cast assumed overly optimistic
economic growth and low in-
terest rates. Reaction Monday:

» “The bill for the '80s is
now coming due,” said Rep.
Leon Panetta, D.Calif., chief
House budget writer.

» James Sasser, D-Tenn.,
leader of the Senate Budget
Committee, said, “It’'s absolute-
ly critical that the president ex-
plain this problem.”
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DEBATE

Reject the balanced
budget amendment

Another month older, and $10 billion deeper in debt.

That's how much federal budget officials added Monday
to their predictions for next year’s budget deficit.

Unless spending is cut or taxes are raised, they say our
deficit will be $168 billion, up $10 billion from last month’s
estimate and $68 billion from the Bush administration’s esti-
mate in January. .

Such a fiscal skyrocket means each of us, as U.S. citizens,
would owe $700 more for Uncle Sam’s bills. And as it shoots
ever higher, that debt eats up money needed to fuel home
and car buying, factory building and other things that spur
economic growth, jobs and a better life for our families.

President Bush and some in Congress say the only way to
shoot this debt rocket down is with a constitutional amend-
ment. Today, the House will vote on one that would require:

P The president and Congress to agree each year on an
estimate of revenues for the coming fiscal year.

b A three-fifths majority of each house in Congress to ap-
prove spending that exceeded revenues.

» A majority vote of the total membership of each house
to increase taxes.

As you can read across this page, proponents say Con-
gress needs a backbone imbedded in our Constitution be-
fore it can stand up to special interests and do what's right.

It's true our elected leaders haven’t had the guts to do
what they say is needed. Presidents Reagan and Bush,
while calling for an amendment, have never submitted a
balanced budget to Congress. And the 248 co-sponsors of
this amendment, while having the votes to cut spending and
raise taxes to balance the budget, haven’t done so.

A constitutional amendment to balance the budget won't
give them any more courage. Instead, it would embed fiscal
nonsense in our Constitution.

No amendment can ensure honest budgets.

Congress simply couid put more items off the budget, as it
has the $200 billion savings and loan bailout. The 49 states
that require balanced budgets do that constantly, with
25,000 entities that have doubled state debt since 1980 in off-
budget accounts, Or Congress could take items off the budg-
et by mandating that states and businesses pay for them.

None of which would change the actual costs to the econ-
omy. It would just hide them in other budgets.

And no amendment can eliminate faulty economic pre-
dictions. Rosy budget scenarios like this year’s could lead to
huge budget deficits if Congress goes along.

If honestly enforced, though, this amendment could
wreck our economy.

This year, for example, to eliminate all of the $168 billion
deficit and pay all the savings and loan bailout would cost
$3,000 per taxpayer. That's too high a bill to pay all at once.

But under this amendment, even if 59%, of our represen-
tatives recognized that, a mere 41% could demand the
budget be balanced and thwart majority rule.

There's a better, democratic way to give our elected lead-
ers backbone. We can elect people who have the courage to
reduce the deficit and not hide behind an amendment.

No amendment can replace the will of the people. And
no amendment should be passed to thwart it, either.
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LARRY E. CRAIG

An opposing view

Adopt the balanced
budget amendment

WASHINGTON — A national, grass-roots movement, many
years in the making, will likely pay off this week when the House
passes legislation calling for the Balanced Budget Amendment to
the Constitution.

It’s no wonder public opinion polls are showing over 75% sup-
port for the measure. As Thomas Jefferson had feared, Congress
has proved itself incapable of resisting the demands of local con-
stituencies and national special interest groups; the resuiting debt
has become a runaway locomotive with an entire nation aboard.

Our national debt has doubled in the last
six years, climbing from $1.6 billion in 1984 -
to more than $3 trillion today. Interest on
that debt alone consumes 54 cents of every
tax dollar; your share of this debt is $12,000.

Conventional wisdom says the problem is
under-taxing. But, once again, conventional
wisdom is wrong. Since 1980, tax receipts
have risen from around $500 billion to over
$1 trillion, and Congress has spent $1.50 for
every additional dollar in tax receipts.

The problem is an institutional bias to-
ward spending that corrupts many mem- Rep. Larry E.
bers, resulting in higher deficits and a dan-  Craig, R-Idaho, is
gerous debt. That might be less dangerousif a sponsor of the
it didn't mean an ever-increasing depen- Balanced Budget
dence on mass infusions of foreign capital Amendment.
(“fiscal cocaine”), higher interest rates,
slow growth and a feeling the USA is losing control over its future.

Congress is addicted to deficit spending and, just like a drug
addict, sees its particular poison as a refuge and an answer to all'
problems. And, like most addicts, it lacks the ability to kick the
habit without special help.

Unfortunately, today's federal budgeting system offers little
help. Congress won't set spending priorities and lacks the political
will to be fiscally responsible. Gramm-Rudman and other statu-
tory budget “reforms” have been passed by Congress. But most of
them have been changed or ignored, and today serve as thinly
disguised methods of bamboozling the populace.

It comes down to this:

Statutory reforms have not worked, and our best hope for con-
trolling Congress’ profligate spending short of changing human
nature is to demand the protection of the Balanced Budget
Amendment. .

We need a constitutional check to prevent the federal govern-
ment from accumnulating a debt that threatens our economy and
puts an unbearable burden on future Americans.

If passed by Congress and ratified by 38 states, the Balanced
Budget Amendment will ask the federal government to live by the
rule that 49 state governments and our families already obey —
you can’t spend more than you take in.

Help a spending addict reform before it's too late! Call mem-
bers of Congress and ask them to support the Balanced Budget
Amendment. Tell them Thomas Jefferson sent you.
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By Stephen E, Nordlinger
Washington Bureau of The Sun

WASHINGTON — The Bush ad-
ministration predicted yesterday that
the 1991 federal budget deficit would
reach $168.9 billion, nearly 70 per-
cent higher than it forecast only six
months ago, and listed major pro-
grams that would face possible auto-
matic budget cuts. '

Top administration officlals
blamed the huge deficit increase
largely on lower revenue from a
weaker-than-expected economy,

higher government interest pay--

ments on borrowed funds, and some
of the soaring cost of the savings and
loan debacle.

If the full cost of the thrift bailout
were included, it would raise the def-
icit to $231.4 billion in the coming
fiscal year, which starts Oct. 1, ac-
cording to the administration's mids
year budget review.

In an attempt to put heavy pres-
sure on Congress, the White House
warned in dire terms that the budg-
et-balancing law would require huge
across-the-board cuts in federal mili-
tary and domestic spending unless
the deficit were brought down sharp-
ly in the summit negotiations.

“If those negotiations fail, it will
have major implications for virtually
everything the federal government
touches,” Budget Director Richard G.
Darman said as he reeled off the
“highly disruptive” impact on educa-
tion, health, air-traffic control, meat
inspection, drug control and other
federal services.

To give urgency to the issue, Mr.
Darman was joined at a news confer-
ence by Treasury Secretary Nicholas
F. Brady and Michael J. Boskin, the
president's chief economic adviser.
President Bush also issued a state-
ment warning of the danger of draco-
nian cuts in federal programs.

Some major programs, including
Social Security, Medicare and aid for

See BUDGET, 6A, Col. 2

the poor, would be exempt from the
cutbacks. But the remaining domes-
tic programs would be slashed by
25.1 percent and military spending
by 38.4 percent.

The administration's new fore-
cast is far higher than the $100.5
billion deficit predicted in the budget
President Bush sent to Congress last
January and about $10 billion
higher than the administration infor-
mally estimated two weeks ago.
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'01 deficit
called near
$170 billion

It towers over the maximum $64
billion deficit for the coming fiscal
year allowed by the Gramm-Rudman
law. To reach that target would re-
quire about $100 bilifon {n spending
cuts or tax increases based on the
administration’s new forecast.

Unless the administration and
Congress agree on a package to re-
duce the deficit to within $10 billion
of the $64 billion, the law would trig-
ger across-the-board cuts this fall of
about $100 billion.

Summit negotiators hope to head
off these huge mandatory cuts with

about $50 billion in tax increases -

and spending cuts for fiscal 1991.

Such an agreement would still
leave the 1991 deficit above the $64
billion legal target, so administration
offictals agreed yesterday to changes
in the law that would stretch out the

goal of achieving a balanced budget
until the mid-1990s.

However, as a firm price for mov-
ing each target ahead by two or three
years, the administration officials in-

sisted that a final summit deal in-
clude a “credible, multi-year, en-
forceable” deficit-reduction package.

Senate Majority Leader George J.
Mitchell, D-Maine, agreed to cooper-
ate, but he chastised the administra-
tion for its “unrealistic” deflcit figures
last January. :

The administration’s new fore-
cast predicted economic growth this
year at 2.2 percent, compared with
the 2.6 percent forecast last Janu-
ary, and a 7.7 percent rate for three-
month Treasury bills, a full point
higher than the January forecast.

Mr. Brady and Mr. Boskin said
the administration’s new interest-
rate forécast relied on an easler Fed-
eral Reserve monetary policy as well
as a favorable market reaction
should a substantial budget agree-

- ment be reached.

The new forecast was much clos-
er to those of private economists and
the non-partisan Congressional
Budget Office, which issued a report
last week showing a 1991 deficit of
$164 billion. In a marked change
from the past, the CBO’s projected
deficit was $4.8 billion lower than
the administration’s new estimate.

The White House was ngt, re-
quired by law to issue an analysis of
the possible across-the-board spénd-
ing cuts, called a sequester,. yntit
Aug. 25, but Mr. Darman sald- he
advanced the date in hopes of ‘put-
ting some fire under the negotiators.
The administration hopes they will
come up with a deficit-redii¢tion
package before Congress quits for its
monthlong vacation Aug. 3. ..

Mr. Darman indicated that thé fi-
nal deficit package probably will in-
clude about $20 billion in tax-in-
creases and about $30 bill{gi tn
spending cuts. Cer

As for the impact of across-the-
board cuts should the talks coljapse,
he predicted delays in air service, in-
creasing 400 percent to 600 percent
due to cutbacks in air-traffic ¢ofitrol
operations. '

He said the Head Start program
would be cut by 40 percent arid mieat
and poultry inspection would be sus-
pended for 140 days. o

But Mr. Darman agreed that éven
if the negotiators fail to reach an
agreement by next month, an accord
will be reached “eventually” t6 avoid
the massive automatic cuts.
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25% Spending
Cut Looms as
Deficit Soars

By TOM REDBURN

and WILLIAM |. EATON
TIMES STAFF WRITERS

WASHINGTON—The Bush Ad-
ministration, raising its latest defi-
cit estimate for next year to $169
billion, warned Monday that the
federal government faces spending
cuts this fall of at least 25% in a
wide range of defense and domestic
programs unless Congress and the
White House forge a budget com-
promise.

Richard G. Darman, director of
the White House Office of Manage-
ment and Budget, said that the
roughly $100 billion in automatic
cuts scheduled to go into effect in
October under the Gramm-Rud-
man deficit reduction law would
eliminate about half of the nation’s
military forces, produce chaos in
the air traffic control system, pre-
vent any new hazardous waste
cleanups and wipe outrfederal
grants to 2.2 million collkge stu-
dents. :

“This is not some far-fetched
theoretical construct,” Darman
told reporters. “If the summit
(budget] negotiations fail . . .
these effects of sequester are ex-
actly what we will face in the fall.”

The dire warning was issued as
the White House released its offi-
cial deficit forecast for the fiscal
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year that begins on Oct. 1. The
$169 billion in projected red ink is
$9 billion higher than its unofficial
forecast last month and far in
excess of the $64 billion deficit
target called for under Gramm-
Rudman.

And the new deficit forecast—
based on what would occur if
Congress makes no.changes in
current spending and tax policies—
does not include the cost of clean-
ing up the savings and loan mess,
which would swell total borrowing
for fiscal 1991 to $231 billion.

Administration officials and con-
gressional leaders privately agreed
in May, shortly after beginning a
round of “summit” budget negotia-
tions that is still under way, that it
would be impossible to reach next
year's $64-billion deficit goal.

Instead, they hope to ease the
stringent Gramm-Rudman targets
by passing legislation to set new
targets that will balance the budg-
et in 1995, instead of 1993. The
legislation, they hope, would allow
them to hold the cuts to roughly
$50 billion.

he White House is engaged in a
risky game of political chicken
with rebellious lawmakers from
both parties. Many House Republi-
cans have vowed to oppose any
budget deal that includes a tax
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increase. The White House—and
the Democrats—so far has been
reluctant to take the first step by
calling for new taxes or cuts in
popular programs. Some Demo-
crats want to force the White
House to move first by permitting
the automatic cuts to go into effect
for at least a short time,

To forestall such moves, the
Administration, with the support of
key Democratic and Republican
budget negotiators, is stepping up
its campaign to force action before
the Oct. 15 Gramm-Rudman dead-
line by detailing in advance how
devastating the automatic cuts
would be.

“These new numbers should hit
the White House, the Congress and
the [budget] summit like a fire
alarm in the middle of the night,”
said Rep. Leon E. Panetta (D-
Monterey), chairman of the House
Budget Committee. “Now is the
time of reckoning.”

Administration officials tried to
impress on House Republicans in
particular that the only choice is
either to accept a budget deal
including higher taxes or face the
consequences of destroying hun-
dreds of popular and essential fed-
eral programs. Until Congress ap-
proves a credible deficit-reduction

_.package, Treasury Secretary

Nicholas F. Brady insisted, the
White House will not flinch from

-« carrying out the automatic cuts.

“The law is the law,” he said.
“We're going to obey it."

f the Administration is required

to impose a $100-billion spend-
ing cutback, the Gramm-Rudman
meat ax would carve 25% from
most defense operations and slice
389% from a wide variety of domes-
tic spending programs. But gov-
ernment benefits to the elderly and
the poor, such as Social Security,
Medicare and food stamps, would
be largely immune.

The automatic cuts, Bush

" warned in a statement, “will affect

almost all that the federal govern-
ment touches . . . . It is, there-
fore, all the more important that
the budget summit reach agree-
ment promptly and that the Con-
gress act responsibly to bring the
deficit down.”

However, congressional Demo-
crats continued to blame Bush for
failing to speak out publicly on the
budget.

“Only the President can per-
suade the country that we have a
problem,” House Majority Leader
Richard A. Gephardt (D-Mo.) told
a group of Times editors and re-
porters in Los Angeles.

Gephardt expressed skepticism
about the chances of reaching a
deficit agreement in the absence of
a crisis, and he worried that impos-
ing the automatic cuts might be the
only action that would persuade
reluctant lawmakers to ratify such
adeal.

“It would be a true reality test,”

he said. “Maybe that is the only
way we can demonstrate how seri-
ous the problem is.”

Sen. Pete V. Domenici of New
Mexico, the leading Republican on
the Senate Budget Committee, ar-
gued that budget negotiators must
ultimately reach a compromise be-
cause the alternative of widespread
automatic cuts would produce
“nothing short of pandemonium.”

The latest deficit figures, which
now put the White House in line
with earlier projections by the
nonpartisan Congressional Budget
Office, far exceed Bush’s own pro-
jection just six months ago of a
$100.5 billion gap between spend-
ing and revenues.

By relying earlier on more opti-
mistic assumptions and by dismiss-
ing the S&L cleanup costs, the
White House was able—at least on
paper—to reach the Gramm-Rud-
man target with only about $38
billion in varied spending cuts and
relatively minor tax increases.

ut a string of errors in: the

White House forecast—caused
by the economy’s failing to live up
to the Administration’s rosy expec-
tations, a drastic falloff in the
growth of tax revenues and the
swelling costs of the S&L bailout—
forced the Administration to admit
its huge miscalculation and seek a
budget compromise with Congress.

The bad news began to hit the
federal budget as the economy
slowed late in 1989. After several
years in which the federal deficit
stayed level at roughly $150 billion,
the White House now expects fed-
eral borrowing, including S&L
costs, to swell to $218.5 billion this
fiscal year.

Even excluding S&L costs, this
fiscal year's deficit is likely to
exceed $161 billion, far above the
current $100-billion Gramm-Rud-
man target.

Exceeding the target after the
fiscal year begins carries no penal-
ty and requires no action under the
Gramm-Rudman law.

Without budget changes, the
overall deficit would exceed $200
billion for three years in a row
before falling sharply in 1993 as the
government begins to reap some
financial benefits from disposing of
the billions of dollars in distressed
properties it has acquired” from
failed S&Ls.
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$100 billion budget cut threatened
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White House cites soariny

By Michael Arndt
Chicago Tribune

WASHINGTON—The Bush_

administration, hoping to jar the
public—and thus lawmakers—
into supporting lower spending
and higher taxes, warned Mon-
day of unparalleled cuts in gov-
ernment services unless Congress
and the White House compro-
mise on next year’s budget.

The across-the-board spending
reductions, required under the

® McDonnell Douglas is cut-
ting 17,000 jobs. in Business.

Gramm-Rudman-Hollings act,
would amount to about $100
billion, said Budget Director
Richard Darman. That total is
greater than the administration
estimated only a few weeks ago,
because of a swellifig federal def-
icit. '

And it might end up rising
further. Indéed, Darman said,
the spending cuts would exceed
$150 billion in 1991 if the costs
of the savings and loan industry
bailout were included. An eco-
nomic slowdown could add bil-

lions more to the budget short-.

fall as tax revenues dropped.

“If Congress fails to enact a
responsible deficit-reduction pro-
gram, the required sequester—
the across-the-board spending re-
ductions—would be of totally
unprecedented size,” Darman
said at a press briefing. “This is
not some far-fetched theoretical
construct; it is what the law now
requires.”

The automatic spending curbs
would be so_ severe, in fact, that
they could tip the economy into
a recession, Darman and others
said. '

Virtually every federal pro-
gram would be affected by the
required Gramm-Rudman cuts,
according to the administration,
which gave these examples: Up
to | million military person-
nel—half the armed forces—
could be dismissed. The meat
and poultry industry might have
to shut down for months, be-
cause there would no longer be
inspectors. Toxic-waste cleanups
would be halted.

Airline flight delays could
grow seven times longer because
of a drastic drop in the number
of air traffic controllers and a
delay in new control towers at

See Budget, pg. 2

Continued trom page 1

O’Hare International Airport and
Midway Airport, among other air-
ports. And 1.2 million college stu-
dents could lose financial aid.

“The crisis is real,” said House
Budget Committee Chairman Leon
Panetta (D-Calif.). “For 10 years,
this nation has been told that it
had nothing to worry about. It
could spend without the need for
any sacrifice. The bill for the *80s
is now due.”

It’s unlikely that all the threat-
ened cuts would be enacted. The
deficit has yawned so wide—it is
calculated to be nearly 3 percent of
the gross national product next
year—that quick-fix solutions
might do more harm than good.

Thus, Treasury Secretary Nicho-
las Brady said it might be best for
Congress to postpone the Gramm-
Rudman targets so that lawmakers
would have to come up with only
$50 billion to $55 billion in cuts
and taxes next year.

“The Gramm-Rudman targets
are important as discipline; they
should be continued,” Brady told
reporters. “But it does not make a
difference as long as the fix is
credible, is growth-oriented and has
a process reform fix that absolutely
ensures that it will take place.”

Panetta and Brady said the woe-
ful deficit news should finally force
Congress and the administration to
set aside their differences and come
up with a bipartisan way to cut
spending and boost revenue.

Congressional leaders and the
White House will resume budget
talks Tuesday. The budget summit
began in earnest last month, when
President Bush reversed himself
and said new taxes might be re-
quired to correct the deficit.

Congress and the administration
have been under pressure from
economists and the nation’s allies
to balance the budget. The critics
argue that the huge deficit is
draining money from the pnvate
sector and from other economies.

A smaller deficit also could lead
to lower interest rates, because the
biggest borrower—the U.S. govern-
ment—would need less in loans.
Lower interest rates would tend to
spur the economy, in its eighth
year of expansion but growing at
the slowest pace since early 1986.

Lower rates would be critical to
avoiding a recession after a lot of
money is taken out of the econo-
my in higher taxes or reduced gov-
ernment _spending, said Michael
Boskin, chairman of the president’s
Council of Economic Advisers.

Boskin added, however, that in-
terest rates would have to come
‘down much further than they did
Friday, when the Federa] Reserve
Boardgallowed the key fed funds

U.S. deficit

rate to dip by 0.25 percent.

“The Federal Reserve can, should
and would accommodate it [the
budget deal] by easing interest
rates,” he said.

As for the economy, Boskin said
he thought the worst was over. He
said inflation should ease, and the
labor force and economy should
expand through the rest of the year
as interest rates slip.

Under the Gramm-Rudman act,
designed to gradually balance the
budget, the federal deficit is sup-
posed to be no more than $64 bil-
lion in fiscal year 1991, which be-
gins Oct. 1. If the shortfall is $10
billion beyond that target, spending
will be automatically timmed.

At the start of this year, the
budget office projected a deficit of
$93.2 billion, excluding the thrift
industry bailout. The administra-
tion acknowledged Monday, how-
ever, that its forecast was too opti-
mistic. It misjudged interest rates
and economic growth.

The gross national product is
now expected to increase 2.2 per-
cent this year after inflation, in-
stead of 2.6 percent. The consumer
price index, which the administra-
tion had thought would rise 4.1
percent in 1990, is now forecast to
go up 4.9 percent.

As a result of these off-the-mark
assumptions, spending was greater
than anticipated and revenuds
lower than expected. Now, the def-
icit is projected to be $168.8 bil-
lion without thrift industry expen-
ses and $231.4 billion if those costs
are included. The automatic budget
cuts would thus come to $105 bil-
lion to $167 billion.

Congress can avert the across-
the-board cuts by trimming pro-

s on its own and raising taxes.
That is the hoped-for outcome of
the budget summit.

If Congress fails, the deficit gap
would be closed by cutting spend-
ing. Half the cuts would come out
of the Defense Department; the
rest would come from all other fed-
eral programs except those “off
budget,” such as Social Security,
Medicare and other entitlements.

Budget talks between Congress
and the administration are making
progress, participants said. But the
toughest issues remain.

«“This is not a political wrestling
match; it’s something that’s very
important to the American peo-
ple,” Brady said. “And to me,
when they do [realize it], [Congress
is] going to hear from the Ameri-
can people [that] they want prog-
ress and they want it now.”

“] think they [lawmakers] recog-
nize,” said Rep. Panetta, “that
there isn’t much choice here—that
if we don’t try to do this in a re-
sponsible way, then the alternative
is a very irresponsible cut across
the board that is going to impact
these constituencies in a very serl-
ous manner.”
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Administration raises fiscal 1991 deficit estimate again
By BUD NEWVAN

WASHINGION (UPI) The administration boosted its June estimate of
the fiscal year 1991 deficit by $10 billion to $168.8 billion Monday and
warned Congress that failure to reduce it would force huge spending cuts
that could cripple govermment programs.

The new administration figures projected a 1991 deficit of $168.8
billion, not countlng the cost of the savings and loan bailout. Adding
$62.6 billion in S&L costs for the fiscal year beginmning Oct. 1, the
deficit would reach $231.4 billion.

At a news conference to release the mid-year economic forecast,
adninistration officials said if White House-congressional deficit
reduction talks that started May 15 fail to produce an agreement,
automatic spending cuts would be implemented with drastic consequences
for many Americans.

The Gramm-Rudman balanced budget law set a fiscal 1991 deficit
target of $64 billion. Failure to come within $10 billion of the target
would trigger steep, automatic spending cuts of about $100 billion,
split between defense and domestic programs.

If that happens, officials said, the number of military personnel
could be cut by about 1 million to roughly half the current level,
thousands of federal employees could be fired or furloughed, hundreds of
airline flights could be canceled or delayed due to air traffic control
cutbacks, national parks could close, AIDS funding could be slashed and
3.4 million students could lose some or all of their federal education
grants.

"To allow them to occur without having made an extra effort to
prevent them would be irresponsible," Office of Management and Budget
Director Richard Darman said of the automatic cuts, called
sequestration.

President Bush issued a statement warning that, if imposed, the
automatic cuts "will affect almost all that the federal govermment
touches, from military readiness, to air safety, to vaccinations for
children, to programs for the elderly, to drug abuse prevention, to
prison violence."

"It is, therefore, all the more important that the budget summit
reach agreement promptly and that the Congress act responsibly to bring
the deficit down," Bush said.

Senate Democratic leader George Mitchell said, "The figures
released today confirm what I and many others have been saying since
January."

Mitchell said the economic estimates made by Bush in January were

"completely inaccurate," and said the figures confirm what Democrats
said then "the situation facing the country was much more serious
than portrayed."

Mitchell said he hoped a deficit-cutting agreement will be reached
soon and added "obviously" the negotiators' goal of reducing the
deficit by $50 billion to $60 billion will have to be reviewed in light

of the figures."

-more-—
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Darman was joined at the news conference by Treasury Secretary
Nicholas Brady and Michael Boskin, chairman of the Council of Economic
Advisers. :

When the public hears about the impact of the automatic cuts, Brady
said, "they're not going to like it."

"They will find out what these cuts mean and when they do they
will be in contact, I promise you, with their congressman and we'll get
progress" in the budget negotiations, Brady said.

In its June projection, given to budget negotiators, the
adninistration said it expected the 1991 deficit to be $159 billion,
without including S&L costs.

But in January, when President Bush submitted his budget to
Congress, the 1991 deficit was pegged at $100.5 billion. The new figure
represents a nearly 70 percent jump since January.

Budget negotiators have struggled to reach a $50 billion to $60
billion first-year package of spending cuts and tax increases. But such
a package would still be about $50 billion higher than the Gramm-Rudman
target.

To avoid triggering automatic cuts, lawmakers are expected to raise
the targets from $64 billion to more than $100 billion but only if
Congress and Bush agree on a deficit reduction package.

Brady told reporters that one of the administration's goals is to
slash the deficit to balance the budget "over the next five years."

The Gramm-Rudman law requires a balanced budget by fiscal 1993, in
two years, so it appears the administration is willing to change the-
targets.

The deficit has skyrocketed due to the unexpectedly high cost of
the 5 8L bailout, because economic growth has been sluggish this year,
reducing anticipated federal revenues, and because federal interest
costs have risen due to higher-than-projected interest rates.

In its new figures, the administration revised downward its
projection of economic growth for fiscal 1990, from the 2.6 percent
forecast in January to 2.2 percent. It also revised upward its
projection of 90-day interest rates, from 6.7 percent, forecast in
January, to 7.7 percent.

While budget negotiators were expected to resume talks this week,
the House on Tuesday was scheduled to vote on an
adninistration-supported balanced budget constitutional amendment.

The House handily defeated a similar measure in 1982. House
Democratic leaders, who oppose the measure, are confident it would lose
again but backers have said it could pass.
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. Administration may produce list of acceptable tax aikes
By BUD NEWMAN

WASHINGTON (UPI) The Bush administration may submit to budget
negotiators early next week a list of tax increases the president could
support, an aide to a key Democratic negotiator said Friday.

While Republican budget negotiators said they knew of no plans by
the White House to submit such a list, they said after a second day of
party caucuses that they are getting closer to agreeing on the major
elements, including taxes, of a deficit reduction package the GOP could
support.

Sen. Robert Packwood, R-Ore., said that among the tax increases the
Q0P felt were more acceptable were "cigarette and alcohol taxes" and a
stock transfer tax.

"Neither of them were rejected," Packwood said. "There were some
that were unacceptable."

A GQOP aide later said increased "estate taxes" were among the
taxes Republicans would reject.

"We (Republicans) have agreed to-the general framework and the
basic components (of an agreement)," Sen. Phil Gramm, R-Texas, said.

The bipartisan budget sumit postponed its scheduled meeting for
the second straight day Friday as Democrats and Republicans continued to
meet privately to discuss strategy, taxes and other unresolved issues.

Talks aimed at cutting the soaring federal defIC]t were not
expected to resume until next Tuesday.

Before departing for Camp David, President Bush declined to specify
what taxes or spending cuts he would accept or re]ect even though some
negotiators have already done so.

"I vowed to stay out of this," Bush said. "I notice others have
positioned themselves on what they would accept. I made a deal that I
wouldn't do that. I'm going to keep my pledge as long as I can."

But, Bush said, "At some point I may have to say, tLook this is
all we can do; this is where we have to go." '

"The American people want something done (about the deficit),"
Bush said. "I'm going to be pushing and our negotiators are working in
good faith. I think the problem is so important that something will
happen."

The administration's possible move on taxes may have resulted from
a meeting House Ways and Means Committee Chairman Dan Rostenkowski,
D-111., had with Treasury Secretary Nicholas Brady Thursday night, aides
to congressional budget negotiators said.

Brady has also taljed to Senate Finance Committee Chairman Lloyd
Bentsen, D-Texas, about taxes but a Rostenkowski-Bentsen-Brady meeting
failed to come off before Rostenkowski left town for the weekend.

"I think that was the understanding that they (administration
officials) want to talk to Rostenkowski and Bentsen about some of their
ideas about where revenue can be raised," - a Democratic aide said.

Asked when Bush might submit a list of tax increases he could
support, the aide said "maybe Tuesday."

At Thursday's meeting between Rostenkowski. and Brady, the
adninistration "said they would talk about their ideas about how
revenue could be raised.”

Another Democratic aide said that at Thursday's meeting,
Rostenkowski "did encourage them (the administration) to give him and
ther other negotiators something to look at" in the tax area.

-more-



Democrats want Repubicans to be the first to put a deficit plan that
includes new taxes on the bargaining table but Republicans have been

reluctant.
Rostenkowski said "as long as they (the administration) invite me

(to talk about taxes) I imagine they should be making some
suggestions."
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Quayle Tries to Ease GOP Tax Fears; Demands Democrats Offer Cuts
Eds: SUBS 3 grafs for 14th graf pvs, Missing from, to UPDATE with
conservatives' criticism of Bush,
By JOHN KING
Associated Press Writer

“CHICAGO (AP) _ Vice President Dan Quayle on Friday tried to calm
GOP fears about the political impact of President Bush's reversal on
taxes and demanded that . Democrats make the next move by proposing
sensitive spending cuts.

Quayle told the Republican National Committee that Bush put taxes

on the negotiating table to spur deficit reduction talks but would
not accept any deal that would hurt the economy _ or the Republican
Party.

"He will not accept a bad deal," Quayle said in a speech to GOP
leaders from across the country. "His position is simple: a good
deal or no deal at all."

Many of the Republicans gathered in Chicago for the party's
two-day meeting believe that Bush's decision to abandon his campaign
pledge of "no new taxes" will hurt GOP candidates this fall.

But with Election Day four months away and the GOP already fending
off Democratic attacks over the savings and loan crisis, Quayle and
other Repubhcan leaders were out to put the party on the offensive
on the tax issue.

"The president is willing to go the extra mile in seeking to
forge a budget agreement that would be good for America," Quayle
said. But he said the politically charged budget talks are '"not a
one-way street" and tried to shift the focus from taxes to spending.

"Today I call on the congressional Democrats to come forth with
their proposed spending cuts," Quayle said., "Their silence on this
issue as usual is deafening."

Quayle's speech led a GOP effort to paint Bush's tax switch as a
sign of bold leadership. Democrats have tried to paint a different
picture, saying Bush is abandoning his no-tax pledge only because of
the soaring costs of an S&L debacle they blame on the Reagan and Bush
administrations.

Friday's focus on taxes and the budget talks came one day after
GOP leaders counterpunched the Democratic attacks on the savings and
loan crisis. Ed Rollins, chairman of the Republican Congressional
Campaign Committee, tried to place blame for the S&L bailout on the
Democrats, charging they had "sold out the taxpayers."

House Speaker Thomas Foley, D-Wash., on Friday called the remarks

"Mr. Rollins' emotional ravings" and added, "It sounded like he
was in a panic. ... It was sort of a running doggerel of political
invective." ’

The president's decision on taxes has brought him heat:even within
his own party, but senior Republicans tried Friday to rally support
for Bush.

"It is the obligation of Republicans, I believe, to stand up for
the president when the president is willing to take the political
heat to stand up for the nation," said Republican Illinois Gov.
James Thompson.

-more-—



Party co-chairwoman Jeanie Austin sounded .a similar theme, saying of
Bush: "It is a measure of his leadership and his courage that he's making
the tough decisions today." ‘

Back in Washington, five leading conservatives held a news
conference to accuse Bush of abandoning his conservative electoral
base and to urge him to return to the fold. Bush's shift on taxes was
one of their chief complaints.

The five released a letter to party Chairman Lee Atwater
protesting that the Bush administration has indicated it "does not
intend to honor the commitments made to the American people in the
1988 presidential campaign."

-Atwater was hospitalized in Washington as part of his treatment
for a brain tumor. But GOP leaders in Chicago were following his
recent admonition to adopt a more aggressive stance, particularly in
the partisan fights over taxes and s &Ls.

Peggy Noonan, a former speechwriter to both presidents Reagan and
Bush, told the group Bush showed statesmanlike leadership in putting
taxes on the table for the budget talks. )

But she said Bush should walk away from the talks if Democrats
will not agree to substantial spending cuts and reforms in the
budget-writing process. Otherwise, she said, Bush will get the blame
for raising taxes and Democrats the credit for spending the extra
money on social programs.

"We must not lose the tax issue," she said. "There is no more
potent issue than this."

The Republicans continued their S&L offensive on Friday by
endorsing a resolution applauding Bush's handling of the ecrisis and
blaming the $300 billion-plus mess on the Democrats.

"While Democrats have been pointing fingers of ‘blame, President
Bush has been rolling up his sleeves to make good on his promise to
settle the problem,” the resolution said.

AP-BA-07-13 1735EDT
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Party Urged to Rally Behind Bush Even on Taxes
With PM-Conservatives By JOHN KING Associated Press Writer

CHICAGO (AP) _ The Republican Party is urging its local leaders to
rally behind President Bush as he considers tax increases that many
in the GOP wish he would go back to opposing.

The president's abrupt switch on taxes late last month caught most
Republicans off guard, and left many questioning why Bush would
abandon his campaign pledge with crucial 1990 elections just four
months away. :

After initially lying low in the tax debate, party leaders came
out swinging Friday, painting Bush's turnabout as a tough but bold
move to help erase the federal deficit.

Republican Illinois Gov. James Thompson said Bush "had the
courage to summon up the political will to do what was right for the
country."

But angry conservative leaders «called a news conference in
Washington to denounce Bush's retreat on taxes and other stands and
threaten a possible re-election challenge.

If the president "stays in his present course, he will be
challenged in 1992, almost certainly in the Republican primaries and
certainly in the general election," said Howard Phillips, chairman

of the Conservative Caucus.

Bush has "dealt a crippling blow to his own credibility," added
David A. Keene, chairman of the American Conservative Union.

Despite their understandable trepidation over the possible
political fallout, Thompson said it was no time for Republicans to
back away from Bush.

"It is the obligation of Republicans, I think, to stand up for
the president when the president is willing to take the political
heat to stand up for the nation," the governor said.

The GOP leaders, led by Vice President Dan - Quayle, insisted the
next move is up to Democrats. They said the Democrats must offer
significant domestic spending cuts and budget-process reforms or
watch Bush call off the bipartisan budget talks.

"We have put revenues on the table," Quayle said in a speech to

the Republican National Committee's midyear meeting. "Today, 1 call
on the congressional Democrats to come forth with their proposed
spending cuts. Their silence on this issue _ as wusual _ is
deafening."

Quayle told the RNC members that Bush would not cut a deal
favorable to Democrats.

"His position is simple," Quayle said: "a good deal or no deal
at all."

If the Democrats don't make significant proposals soon, many
Republicans believe Bush should walk out on the talks.

Such a move won a ringing endorsement from Peggy Noonan, a former
speechwriter for Reagan and Bush who wrote Bush's '"read my lips: no
new taxes" pledge.

Noonan, who is no longer involved in party affairs, won applause
from the RNC when she suggested Bush should "push himself away from
the table and cut himself a walking stick" wunless Democrats offer
sizable spending cuts. ,

"I truly believe we must not lose the tax issue," she said.

"There is no more potent issue than this."
AP-BA-07-14 - 0138EDT
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Right Raises Possibility of Challenger to Bush
With PM-Republicans By GUY DARST Associated Press Writer

WASHINGTON (AP) _ Conservative leaders are muttering about running
a candidate in 1992 if President Bush doesn't toe their line.

"It is too early to tell what any of us is going to do," Howard
Phillips, chairman of the Conservative Caucus, said at a news
conference Friday.

But if Bush '"stays in his present course he will be challenged in
1992, almost certainly in the Republican primaries and certainly in
the general election," Phillips added.

-The chief complaint is the president's abandonment of his "no new
taxes" pledge, which the conservatives fear will hurt Republican
candidates.

Bush has "dealt a crippling blow to his own credibility," said
David A. Keene, chairman of the American Conservative Union and a
Bush presidential campaign manager in 1980.

"We believe ... that it was because of us that he got elected,
and we need reassurance," said L. Brent Bozell III, executive
director of the Conservative Victory Committee.

"Whenever there's a close presidential race and the Republican
nominee abandons his conservative voters, they lose," said Richard
A. Viguerie, president of United Conservatives of America.

Viguerie citéd as examples the races of 1948, when New York Gov.
Thomas A. Dewey lost to President Truman; 1960, when Richard Nixon
lost to John Kennedy; and 1976, when President Ford lost to Jimmy
Carter.

Viguerie, Bozell, Keene, Phillips and John Cregan, president of
the U.S. Business and Industrial Council, held their new conference
to coincide with a meeting of the Republican National Committee in
Chicago. RNC spokeswoman Leslie Goodman said she had not seen the
conservative remarks and could not comment on them.

The five conservatives released a letter to party Chairman Lee
Atwater protesting that the administration had, in effect, told
conservatives '"that it does not intend to honor the commitments made
to the American people in the 1988 presidential campaign."

AP-BA-07-14 0225EDT
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GOP Leaders Use Midyear Meeting To Launch Fall Offensive
By JOHN KING

Associated Press Writer

CHICAGO (AP) _ Republican leaders trying to get the party back on
sure footing after a stretch of rocky road are setting out on a
trusted course attack.

It has been a tumultuous year for the GOP, beginning with a
divisive debate over abortion in January and then the news in March
that party Chairman Lee Atwater had a brain tumor. He has been
sidelined ever since. "

More recently, Republicans have been on the defensive as Democrats
try to blame them for the savings and loan crisis and GOP candidates
try to cope with President Bush's abrupt abandonment of his "no new
taxes" campaign pledge.

But at a three-day meeting in Chicago that ended Saturday, the
Republican National Committee resolved to go back on the offensive.

"Controlling the agenda is the way to continue winning," said
Mary Matalin, Atwater's top deputy at the RNC. "We somehow allowed
ourselves to fall off of offense, but the message is clear now."

_ A chorus of GOP leaders used both public and private sessions
during the GOP's midyear meeting to urge Republicans at both the
state and national level to be more aggressive. :

"The obituaries are premature," Ed Rollins, head of the party's
House campaign .arm, told the group in a speech laced with blistering
attacks on Democrats.

From a lesser-known Republican, Mayor Sue Myrick of Charlotte,
N.C., came a demand that Republicans at all levels stop trying to
look and sound like Democrats.

"Far too many Republicans are not drifting but rather diving
headlong into softened stands on such issues as abortion, flag
burning and more taxes rather than more prudent spending," Myrick
said at one session. "It is time to stand up, to be counted, to.
fight."

The new effort relies heavily on the core strategies of past GOP
success: frame the debate on major issues and paint Democrats as the
party that taxes as a first resort.

Bush pollster Bob Teeter told the gathering that if Republicans
articulate their party's differences with Democrats then voters will
"side with the party that taxes last and taxes least, not the party
that taxes first and taxes most."

But Bush's reversal on taxes has many GOP officials wondering
whether the president has ditched the Republican Party's defining
issue just four months before the 1990 elections.

Top party leaders and strategists told GOP officials ' from across
the country that Republicans cannot drop the tax issue, Bush's
announcement notwithstanding. And they promised that Bush will
protect the party's interests by fighting any attempts to raise
income taxes.

Matalin believes the message took hold.

"We got done here what we had to do," she said in an interview.
"This was the perfect forum for us to remind ourselves that we do

best when he define the differences between Republicans and
Democrats."
-more-



That such a lesson was necessary appears directly attributable to the
absence of Atwater.

The energetic, raspy-voiced chairman had become the party's
singular spokesman, relied on by the White House and reporters alike.

Without him, a party renowned for speaking with one voice suddenly
had many, and the message got muddied.

"It has been a Ilittle fuzzy and it certainly has been distorted
by Democrats," Matalin said.

"We've hit a few bumps but we're ready to get back on track,"
said Haley Barbour, a leading GOP strategist and RNC member from
Mississippi.

-Still, even if the GOP can launch a wunified offensive, the party's
challenge this fall is daunting.

The decline of communism has stripped Republicans of one core
issue, and Bush's switch on taxes at a minimum makes it tougher for
the GOP to get an edge on that front. In addition, the party
controlling the White House traditionally loses seats in midterm
elections. s

At the same time, the Democratic Party appears to be having
success in articulating a unified message of its own a populist
pitch blaming Republican greed for the S&L crisis. -

Not surprisingly, Democratic Party Chairman Ron Brown said the
GOP's decision to mount an offensive was made out of fear.

"They don't want to talk about George Bush breaking his tread my
lips' pledge and what kind of S&L bailout he is planning," Brown
said. "They don't want to talk about America's no-growth economy so,
of course, they'll come up with wild charges and finger pointing."

But Matalin and other GOP leaders left the meetmg satisfied that
better days lie ahead,

"This is not brain surgery," Matalin said. "This is Campaign
101. We're not going to sit there and let them define the debate."

AP-BA-07-14 1122EDT ,
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A Balanced-Budget Amendment?

Bv John E. Yang

Washmgton Post Staff Writer

Rep. Thomas R. Carper (D-Del.),
whose degree from Ohio State Uni-
versity is in economics, says there

are times when the federal govern- -

ment must spend more money than
it collects. But the moderate Dem-
ocrat and former state treasurer
wants to make federal budget def-
icits unconstitutional.

“We’re mismanaging our fiscal
state so badly, clearly we've got to
do something,” he said. “Clearly
something is out of whack here.”

Carper will get his chance to set
things straight Tuesday when the
House is to vote on a proposed con-
stitutional amendment, cospon-
sored by Carper and a bipartisan
group of 247 of his House' col-
leagues, that would mandate that
the government spend no more
money than it takes in each year.

The balanced-budget amendment
is a perennial issue in Congress. It
is backed by lawmakers in both par-
ties and is advocated by President
Bush. as it was by then-President
Ronald Reagan. All but one of the
states have provisions in their con-
stitutions requiring a balanced op-
erating budget. Public opinion polls
show wide support for adding the
language to the federal Constitu-
tion. and more than half the state
legislatures around the country
have called for a constitutional con-
vention to draft such an amend-
ment.

But Congress has never approved
the constitutional change and con-
stitutional scholars and budget ex-
perts alike question whether it be-
longs in the nation’s fundamental
charter and whether it would even
accomplish its goal.

Supporters of the amendment
said last week that Tuesday’s vote

is too close to call. They said their
chances are helped by the current
focus on the budget deficit and the
attendant political posturing. Law-
makers may find it easier to cast
politically difficult votes to raise
taxes or cut spending if they have
aiready voted for a balanced-budget
amendment, backers said.

But House Democratic leaders,

who oppose the proposed change,
were confident the measure would
not win the two-thirds majority
needed for approval. Constitutional
amendments must be approved by
two-thirds of the House and Senate
and ratified by the legislatures of
three-fourths of the states.

A similar proposal is pending in
the Senate. Its backers said they
will wait for the outcome in the
House before seeking a Senate
vote.

The version the House will con-
sider would require that Congress
set into law at the beginning of each
fiscal year a projection of how much
money the government will collect.
Spending could not exceed that es-
timate unless three-fifths majorities
of the House and Senate approve.

It would also require a roll-call
vote on any tax increase and three-
fifths majorities to approve a rise in
the government’s borrowing limit.

Critics complained that the pro-
posed amendment would dictate a
result without offering a solution.
“Even though I have read and re-
read the proposal, I am still unsure
how it is supposed to operate,” said
Walter Dellinger, a Duke Univer-
sity law professor. “It provides no
apparent mechanism for accom-
plishing its stated objective.”

Backers acknowledged that the
amendment alone would not cure
the nation’s fiscal woes. “This con-
stitutional amendment is not an im-
mediate fix,” said Rep. Larry E.
Craig (R-Idaho), a prime cosponsor
of the measure who is running for
the Senate. “But it is a fundamental
change in the budget environment.
If the process doesn’t require a bal-
anced budget, it won’t happen.”

“The federal government has
squandered its credibility with the
American  people,” said  Rep.
Charles W. Stenholm (D-Tex.), an-
other leading cosponsor, “Nothing
short of this amendment will re-
store it.”

Carper said the importance of the
amendment lies in the hurdles it
would place in the way of increasing
both spending and taxes—hurdles
that lawmakers would not be able to
lower simply by changing a law.
The Gramm-Rudman-Hollings def-
icit-reduction law, by contrast, ap-
pears headed this year for its sec-
ond overhaul in three years.

“We will know with certainty that
there’s a day of accounting that’s
around the corner and we can't
change it with a mere statute,”
Carper said. “It’s a constitutional
backstop.”

But others do not see that as a
virtue. “We shouldn’t amend the
Constitution for budget process,”
said Rep. Mike Synar (D-Okla.). “It
is irresponsible.”

Deliinger said adoption of the
amendment “could be truly harmful
to the Constitution” by placing “an
empty promise” into the document.

“It would breed deep cynicism to
have an article of the Constitution
of the United States that was un-
enforceable and could not deliver
what it seemed to promise,” he said.

Budget experts said a baianced-
budget amendment is not a solution
to the nation’s fiscal problems.
Many state governments have de-
veloped a wide range of mecha-
nisms to circumvent their consti-
tutional balanced-budget require-
ments, including off-budget inde-
pendent agencies and classifying
operating expenditures as capital
spending.

“Human ingenuity knows few
bounds when it comes to avoiding
budget constraints when they con-
flict with political incentives,” said
Rudolph G. Penner, a former Con-
gressional Budget Office director
who is a senior fellow at the Urban
Institute.

Even if the proposed amendment
fails Tuesday, the vote itself rep-
resents a victory for its backers.
Carper, Craig, Stenholm and Rep.
Robert F. Smith (R-Ore.) were
joined by 84 Democrats and 160
Republicans in introducing the pro-
posed amendment in May. It was
bottled up in the House Judiciary
Committee, but sponsors forced a
floor vote by collecting the signa-
tures of a majority of House mem-
bers.

Such drives rarely succeed. Since
the procedure was adopted in 1931,
only 43 of 482 attempts have suc-
ceeded in forcing a House vote, ac-
cording to the Congressional Ke-
search Service. Only 18 have re-
sulted 1n the passage of legislation.

The push for a balanced-budget
amendment gained momentum in
the 1970s. By 1984, 32 state leg-
islatures—two short of the number
required—had called for a consti-
tutional convention to make the
change.

Lawmakers in Washington re-
sponded by introducing amend-
ments of their own. The closest
proponents came was in 1982,
when the GOP-controlled Senate
approved a balanced-budget amend-
ment 69 to 31, two votes more than
necessary. Despiie personal lobby-
ing by Reagan and then-Vice Pres-
ident Bush, the House failed to ap-
prove the measure on a 236 to 187
vote, 46 votes shy of the two-thirds
niority.

The most recent congressional
vote on a balanced-budget amend-
ment came in 1986 when the Sen-.
ate defeated a proposal from Sen.
Paul Simon (D-I.) on a 66 to 34
vote, one vote short of the needed
majority.
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RNC abandons resolution
backing Bush on taxes

- THE WASHINGTON TIMES

By Ralph Z. Hallow

CHICAGO — President Bush was
spared major embarrassment when
the Republican National Commitice
meeting here this weekend tabled a

resolution supporting his willing-

ness to consider new taxes in ex-
change for spending cuts.

The resolution would have faced
public opposition from rebellious
committee members.

“We were told the resolution had
been under serious discussion, but
that the mood of the meeting being
what it was, it was probably better
not to bring it before the committee,”
said a senior national committee-
man from the South, who asked not
to be identified.

“The leadership faced the pros-
pect that either a motion to table the
resolution would be passed or it
would be debated {at an open meet-
ing of the full RNC membershipl”
he said. “They pulled the resolution,
and it was a victory for conserva-
tives.”

It could not be learned who ar-
ranged the tabling of the resolution.

At the closed-door meeting, RNC
chief adviser Charles Black, stand-
ing in for ailing national chairman
Lee Atwater, told Wyoming national
committeewoman Jan Larimer that
when she saw the resolution, she
would understand how she and other
anti-tax members could support it.

“1 understood there would be
some sort of resolution, one way or
another, on the president’s tax posi-
tion, but I did not see one” Mrs.
Larimer said.

She said she had asked Mr: Black:
“If we have congressmen running on
no tax increases and we have Pres-
ident Bush saying he would consider
an increase, how would we as na-
tional committee people be able to
support both of them?”

Mr. Black left Chicago on Friday,
the second day of the three-day
meeting, and could not be reached
for comment. But committee chief
of staff Mary Matalin said, “Never
was there at any time consideration
by anyone at the RNC to submit or
even discuss a resolution on taxes,
one way or the other.”

In-their public utterances, mem-
bers ostensibly supported Mr.
Bush's tax statement.

But at the opening session Thurs-
day. presided over by co-chairman
Jeanie Austin, Mr. Black and pres-

idential pollster Robert Teeter, the
mood of gathering rebellion was evi-
dent.

Oklahoma committeewoman
Mary Rumph spoke up, saying she
was having difficulties “at the grass
roots” because of Mr. Bush's tax
statement.

Then Oregon committeewoman
Mar_ylin Shannon, saying she was
having the same trouble, asked Mr.
Teeter for one example from history
of a tax increase having spurred the
economy.

“Her question just brought the
house down with laughter” said a
veteran committee member. “On
which other occasions has the Re-
publican National Committee in ef-
fect laughed at the solemn pro-
nouncement of a Republican
president of the United States?”

Mr. Black replied that the nation
has had 92 months of prosperity that
began with the 1981 tax package put
forward by President Reagan.

But since that package was a tax
cut, Mrs. Shannon said later, Mr.
Black's response was seen as a game
attempt to defend something that, in
one member’s words, “in his heart he
doesn’t believe.”

The meeting ended Saturday with
agreement to de-emphasize Mr
Bush's June 26 tax reversal and to
focus delegates' energies instead on
mounting a counterattack on the
Democrats for their role in the sav-
ings and loan debacle.

“People coming in were very
much upset at what they perceived
the president's position to be,” said
Virginia GOP Chairman Donald W.
Huffman. “Going out, they feel bet-

ter apout it because they feel like he
1s going to exact something from the
Dem_ocrats in exchange for it

Mississippi committecman Haley
Barbpur agreed that it “was a good
meeting because a good job has been
done in reminding people we ought
not to be sitting around like knots on
alog”

Another member who asked not to
be identified gave a reporter three
pages of “talking points on budget/
taxes™ handed out by the RNC lead-
ership and pointed to a paragraph

- that read: “George Bush ... prom-

ised to keep the economy growing. . .
This is his promise to the American
people, and he will keep it

The member commented bitterly:
“Yeah, this promise he will keep, but
what about the other promise: ‘Read
my lips?"
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The Balanced Budget Amendment myth

onservative Republicans cling to no myth

~ more resolutely than this: There is no prob-

lem so profound or spiritual wound so deep

that it cannot be cured by an amendment to

the US. Constitution. Is flag burning a problem?

Amend the Constitution. Abortion? Tack on a Human

Life Amendment. Tomorrow the House of Represent-

atives will consider the most popular Republican gim-

mick of all, the Balanced Budget Amendment. This

amendment, like the comet Kahoutek, has been es-

corted by glowing accolades and, like Kahoutek, it will

produce little light, no sound, no fury and no signifi-
cance.

In a letter reprinted on the right side of this page, -
Judge Robert Bork argues eloquently against the
amendment. The amendment, he says, probably won't
work, and if it does, it will encourage increasingly sly
federal taxation and increasingly menacing judicial
power. This second point is crucial. Our Constitution
gave limited decision-making power to the legislative
and executive branches of our government. Congress
continually grants itself new powers, but in order to
avoid voter retaliation for its deeds, tosses the tough
decisions to the courts.- There is no reason to believe

that a Balanced Budget Amendment wouldn't do the
same, to the detriment of limited-government conser-
vatives and limited-income workers.

Republicans claim that tomorrow’s vote will expose
Democrats who don’t really want to balance the bud-
get. Yet if liberal Democrats have any imagination,
they’ll accept the amendment. They know Republicans
won't cut the federal budget and that the White House
will accept dramatic increases in federal authority as
long as they serve the causes of kindness and gen-
tleness. A balanced-budget amendment merely would
enable Democrats to demand tax hikes in the name of
the Constitution.

The Balanced Budget Amendment is a full confes-
sion of cowardice on the part of Republicans who want
to cut federal spending, not by a vote, but by a court
decree. This strategy can produce only bad results,
from the devaluation of the Constitution to the further
entrenchment of a free-spending Congress. If Repub-
licans want to avoid nasty surprises, they ought to win
the hearts and minds of voters and persuade the public
that this nation must balance its budget the old-
fashioned way — by spending less money.
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Aftera Week Off, Budget N egotiators
Return to Face the Music —and Pain

By Richard E. Cohen

WASHINGTON
or White House and congressional
leaders, trying to cut the mush-
rooming federal deficit has become

like grasping for a mirage in a hot desert:
The closer they get to the details, the
tougher it looks to achieve a deal.

As budget summiteers returned to
work after a week-long recess, they
repeated their concern that their task
won’t be easy. Despite the boost from
President George Bush’s new-found will-
ingness to support “tax revenue increas-

es,” successful completion of the budget
negotiations will require a meeting of-the
minds on issues that have undercut
agreement throughout the 1980s.

Even if the President and the legisla-
tive titans craft a deal, it is far from
certain that they will be able to force the
rank and file to swallow the painful
potion.

“I have said all along that the most
difficult part of the process is getting a
majority of each party in the Senate and
House” to vote for deficit reduction,
Senate Majority Leader George J. Mitch-
ell (D-Me.) said last week. Finding
answers on each of the key components—
tax increases, domestic-spending cuts and
defense—will trigger opposition or criti-
cism from many quarters. Democrats do
not intend to “bail out” the President
while he and other Republicans attack
the medicine, added Mitchell.

The negotiators, led by Office of Man-
agement and Budget Director Richard G.
Darman and the top Senate and House
leaders, have accelerated their pace.

They have been meeting daily in a tightly
packed room in the Capitol a few feet
from the Senate chamber.

By most accounts, the summiteers want
to agree on at least the outlines of a
deficit-reduction package before the
summer recess, set to start Aug. 3, for at
least three reasons: Several more weeks
will be needed to write and gain approval
of the nitty-gritty legislative details;
Congress will be hard-pressed to do much
work before the November election; and
Congress faces the need to make a
politically painful increase in the federal
debt ceiling before lawmakers can leave
town.

The negotiators, for the most part, have
not revealed their hand. But comments by
some of the participants suggest the
magnitude of their task.

“We will need to convince members of
the political risk of not doing a deal,” said
a senior Democratic aide. “The President
will also have to sell the public. This
becomes a chicken-and-egg problem.”

Please see DEFICIT, M8

Continued from M4

Because Bush convened the
budget talks in May, Democrats
have insisted that he is responsible
for taking the initiative. Success-
ful, so far, in playing a waiting
game, the Democrats say that they
will not walk out and allow Bush to
blame them for a failure of the
negotiations. But they cannot be
idle players, if only because they
control a majority in the House and
Senate and they want to protect
their previous commitments.

Nearly all the negotiators say
that a serious deal must trim the
deficit—expected to surpass $160
billion in fiscal 1991—by $50 bil-
lion. During the next five years,
they want about $500-billion cut.

In the long run, nearly half the
budget savings may come from the
“peace dividend.” But even Demo-
cratic doves concede that it will be
difficult to cut the $300-billion
Pentagon budget by more than $10
billion in the next year.

Nearly all sides see the opportu-
nity to raise at least $20 billion in
new taxes in 1981, perhaps $120
billion over five years. But the
details are tricky. In part, there are
technical disagreements.

Bush proposed federal user fees
or asset sales among the roughly
$19 billion of new revenues in his
original budget. The Administra-
tion also assumed that Bush's avid-
ly sought cut in the capital-gains-
Lax rate would yield the Treasury
$5 billion next year, $2 billion more
than calculated by congressional
number-crunchers. In later years,
most experts outside the Adminis-
tration say that the capital-gains
cut will reduce federal revenues by
billions of dollars.

The bigger dispute facing budget
negotiators on the revenue side is
how they should increase taxes,
Democrats, led by Mitchell and
House Majority Leader Richard A.
Gephardt (D-Mo.), lately have at-
tacked the regressivity of the Rea-
gan-era tax changes for soaking
the middle-class and ladling good-
ies on the wealthy. They want to

reverse that trend by, for example,
raising the top income-tax rate
from 28% 1o 33%. Anything less
would be “completely unaccepta-
ble,” Mitchell said.
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But 90 of the 176 House Republi-
cans have written Bush, warning
him that “a tax increase is unac-
ceptable” and that they will not
vote for a budget package that
includes one. Instead, they prefer
to increase excise taxes on tobacco
and alcoholic beverages and, per-
haps, a gasoline or other energy
tax.

Cutting the domestic-spending
side of the federal budget by as
much as $10 billion will be no
easier. So-called discretionary pro-
grams, such as education or job
training, were slashed during the
Reagan era. Republicans say that
they will be happy to avoid an
overall increase this year.

Medicare costs exceed $100 bil-
lion and are escalating at double-
digit annual rates. But objections
from the powerful senior-citizens
lobby last year led Congress to

repeal seemingly sensible changes
that would have added Medicare
fees to pay for a “catastrophic-ill-
ness’” program.

The biggest domestic program is
Social Security, the original “hot
button” issue. Benefit cuts are
unlikely. but negotiators might
settle on lowering the $25.000 level
at which beneficiaries may be
taxed. Democrats also might try to
trim the 7.65% Social Security
payroll tax.

What happens if the budget
summit fails to reach agreement
this year? The budgeteers proba-
bly would have to raise the current
1991 deficit ceiling of $64 billion in
order to avoid massive cuts in
major programs. Both parties also
would have to consider the poten-
tially major political implications of
such a failure.

Facing these perils, the negotia-
tors have kept an optimistic public
outiook. They may need that posi-
tive attitude to retain their own

will power. O
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Bush’s new stance
leaves key question:
Which taxes go up?

increases’ are required by
“both the size of the deficit
problem and the need for a pack-

resident Bush's June 26
’ P statement that *‘tax-revenue

~ age that can be enacted” is in

equal measure a victory and a
defeat for sensible solutions to the
deficit.

It is a victory because it under-
scores the seriousness of the defi-
cit. Politically, this is expressed in
the erosion of U.S. influence in
Europe and around the world, an
erosion that has been brilliantly
delayed by the stature and maneu-
vers of George Shultz, James Ba-
ker. Paul Voicker and Alan Green-
span.

Economically, the annual accu-
mulation of $150 billion or more in
federal debt has become a high-
risk act. Japan's credit markets are
now constricted by domestic finan-
cial instability and Germany's by
internal economic investment. In
the context of these conditions,
credit demands by the U.S. gov-
ernment are a héavy hit on the
world’s money supply. The result
is to drive up borrowing costs and
reduce the volume of loans avail-
able to developing nations. This
has political as well as economic
effects.

The one thing that can be said
for sure about George Bush's
words is that they shook Washing-
ton out of its lethargy over the
budget stalemate. There is an eerie
echo to those words. In 1969,
California Gov. Ronald Reagan.
who had come into office saying
his feet were set in concrete
against income-tax withholding,
announced that “the sound you
hear is the sound of concrete
cracking around my feet.” The
more things change, the more they
remain the same.

Bush's willingness to support
higher taxes sounds final defeat
for a notion that was in fact
feasible: to eliminate the deficit
entirely from the spending side.
For that notion to succeed, several
things would have had to happen:

B The savings-and-loan
cleanup would have needed to
occur five years ago. when its cost
was a modest $25 billion or so.

B President Reagan and Speak-
er Tip O'Neill would have had to
avoid playing “'chicken” with each
other on Social Security, and in-
stead affirm a common interest in
restricting pensions for high-in-
come seniors, either by taxing
away the benefits or capping the
payback. )

"l Washington, D.C. would have
had to come clean on the absurd
system of subsidies. Five years
ago, the dairy lobby gave up on
milk-price supports as certain vic-
tims of deficit reduction. Instead,
the administration gave them bil-
lions. Last month, President Bush
and Congress agreed to a new five-
vear, $3.5 billion dairy subsidy —
even as they wrangled over a $150
million hike in the Women Infants
and Children's (WIC) nutrition
program, which is made necessary
in Fart by, you guessed it, high
milk prices.

H The nation would have had to
be spared the $1 trillion impact of
management nonfeasance under
Defense Secretary Caspar Wein-
berger, a man so inept that Sen.
Barry Goldwater, during his last
days in office, had to guide pas-
sage of a defense-reform act over
Weinberger's objections. By a star-
tling irony, Weinberger went on to
become managing editor of Forbes
Magazine, the self-described *‘cap-
italist tool.” Yet, as defense secre-
tary, he did more to undermine the
health of America's market econo-
my than any man in history.

Set against these lamentable
events, tax time cometh inevitably.
And so it is here. Which taxes shall
be raised?

The easiest target is increases
on cigarette and alcoholic bever-
age taxes. It's worth a maximum
$10 billion a year and won't be
welcome in this state, which al-
ready imposes the nation's highest
taxes on these items.

Gasoline taxes come next. In
Europe, they average 15 times the
U.S. federal rate. A boost is worth
$1 billion a penny and can be
biiled as a conservation measure.

The big split in the tax-increase
debate will come over the personal
income tax. Bush and supply-side
Republicans want to cut the cap-
ital-gains tax rate, arguing this will
spur investment and bring in more
revenue. Democrats and deficit-
cutting Republicans disagree,
pointing to dismal performance in
raising savinis rates through tax
cuts and the huge flow of net
wealth to the top-income bracket
was in the 1980s. The Democrats
would like to add back a 33
percent or even a 36 percent
bracket, but this will be tough in
the wake of recent rate reductions.

_ The other big tax waiting in the
wings is a value-added tax, a sort
of national sales tax. Industrial-
policy liberals as well as supplv-
side conservatives like this tax
because it creates an incentive to
save and penalizes consumption.
But with our tax structure less
progressive than it has been in a
long time, this will be a hard sell
because of its impact on low- and
moderate-income groups. This tax
would also compound the problem
in this state’s unbalanced tax
structure by adding a national
sales tax on top of the state rate.

Honest politics a few years
back could have prevented today’s
unpleasant choices. Now America
is being dragged into a deficit
solution and the search is for the
least-unfavorable alternatives.

B Glenn Pascall's column appears Sun-
~days in the Business section.
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Quayle Challenges RNC to Blame

Hill Democrats for Any Tax Increase

By Gwen Ifill
Washington Post Staff Writer

CHICAGO, July 13—Vice Pres-
ident Quayle rallied his party’s most
loyal troops today, challenging
members of the Republican Nation-
al Committee who stood behind
President Bush's no-new-taxes
pledge in 1988 to place the blame
for prospective tax increases on the
Democratic-controlled Congress.

“The president has acted respon-
sibly,” Quayle said. “He has taken
the first step in calling for a budget
summit. He has gone the extra mile
in announcing his willingness to
consider tax revenue increases.
Now it is time for some action from
the Democratic leadership in Con-
gress.”

Republican officials here said
Quayle’s remarks were part of a
White House-coordinated strategy
to start shifting blame for some of
the Bush administration’s biggest
headaches to congressional Dem-
ocrats,

On Thursday, presidential poli-
ster Robert M. Teeter sounded a
similar theme, telling committee
members Bush has not reversed
himself on taxes but is simply ad-
dressing “political reality.”

“The reality is you cannot pass
anything in government without
agreement of the Democrats in
Congress; they control both
houses,” Teeter said. “That does
not mean he has changed his mind.
He has put the ball deep into the
Democrats’ territory.”

It is now up to the Democrats,
Republicans have said here, to pro-
pose spending cuts that will limit
the need for a tax increase and ap-
prove other Bush-favored propos-
als, such as the capital gains tax
reduction that Congress has re-
jected.

“Today, I call on congressional
Democrats to come forth with their
proposed spending cuts,” Quayle
said. “Their silence on this issue, as
usual, is deafening.”

In Washington, congressional ne-
gotiators have continued to meet
privately with White House budget
officials on Capitol Hill. No specific
tax proposals, however, have been
agreed upon.

‘To symbolize Republicans’ deter-
mination to slash spending in order

to reduce the federal budget deficit,

y Leader Robert H.
Mldltl(lll)waeldedadnms;wu

he emerged from a strategy session
in Washington with Treasury Sec-
retary Nicholas F. Brady, Office of

Management and Budget Director
Richard G. Darman and GOP nego-
tiators, The idea was for Michel to
use the apparatus to shred a paper
labeled “spending” that sheathed its
blade. But in what one lobbyist sug-
gested “may have been a symbolic
failure,” the paper sheath just
danced on the blade.

The closing of the Republican
ranks around Bush on tax matters
today extended to Illinois Gov.
James R. Thompson (R), whose as-
sessment of Bush’s tax predicament
differed in one key aspect from the
White House’s version.

While Teeter, Quayle and Repub-
lican Congressional Campaign Com-
mittee Co-Chairman Edward J. Rol-
lins have said that talk of tax in-
creases does not represent a rever-
sal for Bush, Thompson said it does.

“It is clear beyond any doubt to
me that the president’s position on
federal taxes that he took during
the 1988 campaign was deeply held,
deeply believed and dramatically
defined,” Thompson said.

“If we cannot elect men and wo-
men to serve us who have the cour-
age to change even deeply held be-
liefs . . . then our country will never
be served by the institution that
binds us all together—politics—or
the party that binds us—the Repub-
lican Party.”

Comparing Bush’s decision to
discuss tax increases to Abraham
Lincoln’s decision to free the
slaves, Thompson called the federal
budget deficit a “monstrous and im-
moral” probiem that Bush must re-
solve.

Quayle also used his speech here
to bash a favorite GOP target—

- New York Gov, Mario M. Cuomo

(D), considered a likely presidentiai
candidate.

After New Jersey Gov. Jim Florio
(D) raised taxes this year, Quayle
said, Cuomo “said it was so good
that the governor of New Jersey
should consider running for pres-
ident.”

In an aside from his prepared re-
marks, Quayle added: “Of course,
the principal qualification for any
Democratic candidate is a desire to
raise taxes.”

Staff writer John E. Yang in
Washington contributed to this
report.
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QUAYEE. DEFENDS

By MICHAEL ORESKES
Spectial to The New York Times

CHICAGO, July 13 — Vice President
Dan Quayle sought to reassure a nerv-
ous group of Republican leaders today
that President Bush did not simply
kick away one of their best campaign
issues when he acknowledged last
month that tax increases would be
needed to reduce the Federal budget
deficit.

Mr. Quayle, raising the issue that
clearly most worries those gathered
here for the summer meeting of the
Republican National Committee, said
clear differences on taxes remained
between Democrats and Republicans
even after Mr. Bush’s reversal.

"“The reaction of some Democrats to
the President’s June 26 announcement
was a useful reminder of this funda-
mental difference between our two
parties,” Mr. Quayle said in a luncheon
speech on the second day of the com-
mittee’s three-day meeting. ‘““The
President reluctantly announced that
he, would consider tax revenue in-
creases to get the negotiations going —
as one of six elements of a budget deal.
Bwt many Democrats made it clear
that their first and only priority was to
rajse taxes.”’

" A Defensive Position

-

Mr. Quayle’s speech here was part of
an effort by the White House and the
Republican National Committee to dig
out. of the uncomfortable, and some-
what unaccustomed, defensive position
the party finds itself in as the fall cam-
paigns draw near.

““This meeting is about one thing: of-
fense,” Ed Rogers, a top White House
political operative, said of the Republi-.
can gathering. I

The Republicans have felt on the de-!
fensive on issues as diverse as the sav-"
ings and loan scandal and abortion. But
perhaps most threatening of all is the
issue of taxes, their stated resistance to
which has been a central element of
their success in the last three Presiden-
tial races.

Even as the committee was meeting
here today, a number of conservatives
were holding a news conference in
Washington to attack Mr. Bush on sev-
eral fronts, including his softened stand
against taxes.

The critics, led by L. Brent Bozell 3d
of the Conservative Victory Commit-
tee, released a letter they had sent to]
Lee Atwater, the Republican national|
chairman, in which they said, “If the|
Republican Party compromises the]
basic tenets of the 1988 platform, it will|

'

. |Quayle said.

BUSH’S TAX STAND |

spell disaster for its candidates in the
upcoming Congressional elections."’

In Chicago, Peggy Noonan, the for-

-mer Reagan speechwriter who coined
i{Mr. Bush’s ‘‘read my lips" 1988 cam-
paign promise to resist new taxes,
Iseemed to sum up the delegates’ feel-
lings when she told them, ‘I truly be-
1lieve we must not lose the tax issue.”’
' Finding a way to hang on to that
lissue, while the White House continues
Inegotiating with Congressional Demo-
fcrats to reduce the deficit, was upper-
| most on evervbody's mind here.,

i Strong Economy Emphasized

Several different, and perhaps con-
‘tradictory, approaches were in evi-
dence. One was to emphasize the im-
portance of a strong economy, as Jean-
nie Austin, party co-chairwoman, did
this morning, and to praise Mr. Bush
for his “leadership and his courage’ in

!making hard decisions to assure that
economic strength.

But another approach, which drew
considerably more applause whenever
it was brought up, was to suggest that
the deficit talks might fail and that Mr.

‘Bush could walk away, blaming the
Democrats for the collapse and not
raising taxes after all. .

Many Democrats on Capitol Hill be-
lieve that public concern about the defi-
cit has risen to such a level, and that
the economy has slowed to such a point,
that Mr. Bush cannot afford to let the
budget talks collapse.

But both Mr. Quayvle and Ms. Noonan,
who 1s a good friend of the White House
budget director, Richard G. Darman,

,rejected that.
“A good deal, or no deal at all,” Mr.
Ms. Noonan said. “‘I hope this party
will, if it must, take the tax-and-spend
issue to the people.”
l Seeking 1o shift the political focus
from taxes to spending, Mr. Quayle de-
manded that the Democrats respond to
Mr. Bush’s willingness to discuss tax

" increases by detailing spending cuts

they would be willing to accept in a
¢ budget deal.

“Their silence on this issue, as usual,
has been deafening.”” the Vice Presi-
dent said.

i
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Hait Bush’s Tilt to Left,
Conservatives Tell GOP

B Politics: Five leaders
from the party's right
deliver a blast at the
President for agreeing to a
tax hike and for his stands
on foreign, social issues.

By ROBERT SHOGAN
TIMES POLITICAL WRITER

“ J ASHINGTON—Five con-

servative leaders Friday ac-
cused President Bush of breaking
his word to the American peopie on
foreign, social and economic 1ssues,
notably by agreeing to a tax hike.
They called on the Republican
Party “to take a stand” against
Bush's “steady turn to the political
left.”

This blast from the right is the
latest development in what is turn-
ng mto a long, hot summer of
political discontent for the Bush
Administration. For the first ume
since the 1988 election. the GOP
finds 1tself on the defensive against
Democrats. who are mounting an
aggressive challenge to Bush's
handling of the savings and loan
scandal.

And the public complaint by the
five conservative activists, 1ssued
in the form of a letter to Republi-
can National Chairman Lee Atwa-
ier. fullowed on the heels of anoth-
er attack on the tax hike
decision—a scathing critique of
Bush’'s controversial move in the
latest 1ssue of National Review, the
influenual conservative periodical.

Appearing here at a joint press
conference. the five conserva-
uves—L. Brent Bozell III. director
of the Conservative Victory Com-
mittee: John Cregan, president of
the U.S. Business and Industnal
Council: David A. Keene, chairman
of the American Conservative Un-
ion: Howard Phillips. chairman of
the Conservative Caucus. and
Richard A. Viguerie. president of
United Conservatives of Amen-
ra—spoke more in sorrow than
anger.

hey did not directly threaten
Bush with a challenge to his
expected bid for renomination 1n
1992, aithough Phillips warned that
such an effort s likely if Bush does
not shift his course. But their more
fundamental concern. said Keene,
is that the President “would weak -
en himself so much politically that
he won't be able to win no matter
what we do.”
Bush's actions. Keene contend-
ed, amount "not only to bad poli-
. cies but aiso dumb politics.”

In addition to the tax hike issue.
which was the focal point of their
unhappiness, the conservatives’
bill of complaint erucized Bush for
lifting economic sancuons against
China: seeking to ease lrade re-
strictions against the Soviet Union;
supporting funding for the Nation-
al Endowment of the Arts. despite
its sponsorship of allegedly porno-
graphic work, and for considering
support for new federal regulations
in such areas as child and health
care, the environment and cam-
paign reform.

Leslie Goodman. a spokesman
for the Republican National Com-
mittee. refused to comment on the
letter from the conservatives be-
cause she said party officials had
not had-time to read it.

As an example of action conser-
vatives hope Republicans will take
Lo counter the President, Cregan of
the Business and Industrial Council
cited a resolution now before the
House Republican Conference,
which consists of all 176 GOP
House members. The resolution
would put them on record as op-
posing any new taxes or tax rate
increases. The conference is ex-
pected to vote on the resolution
Wednesday.

Release of the letter to Atwater
was umed to coincide with the
meeting of the Republican Nation-
al Committee in Chicago., where
party leaders seemed mainly con-
cerned with responding to the
offensive on the savings and loan
fiasco launched two weeks ago by
Democratic National Chairman
Ron Brown.

Brown linked the growing cost
of the savings and loan bailout
to Bush's willingness o accept an
Increase in taxes. ""We have found
the one cause for which George
Bush is willing to break his 'no new
taxes’ pledge,” Brown said. “the
bankers and specuiators who ran
the savings and loan industry into
the ground.”

“1 think it's the only orchestrat-
ed attack thev've had in nearly two
vears.” said Mary Matalin. Repub-
lican National Committee chief of
staff. of the Democratic attack.
“But this is not an issue the voters
wiil believe them on.”

Nevertheless, speakers at the
national committee meeting 1n
Chicago made sure that they pro-
vided plenty of reassurance for the
party faithful on the controversial
tax cut. In remarks Thursday, ex-
plaining Bush's decision. presiden-
tial pollster Robert Teeter argued
that “a good economy is good
politics” and contended that reduc-

ing the budget deficit. as Bush
intends. 1s the surest way to guard
the economy's health.

Similar words of comfort were
spoken Friday by Vice President
Dan Quayle. who told a luncheon
session 1n Chicago that ““the Presi-
dent is willing to go the extra mile
In seeking to forge a budget agree-
ment that would be good for Amer-
lca.” But Quayle added: “Let me
assure you of this, this President
will insist on a good deal—one that
1s good for our economy and good
for our country. His position is
simple—a good deal or no deal at
all.”

A much bleaker view of the
prospects for Bush's economic poli-
cies 1s expressed in an article in the
July 23 National Review written
by Paul Craig Roberts. former
assistant secretary of the Treasury
in the Ronald Reagan Administra-
tion and a militant advocate of
supply-side economics. Entitled
"Bringing Down the House That
Reagan Built."” Roberts’ article
contends that Bush has “destroyed
his credibility . . . split the Re-
publican Party and made the Dem-
ocrats' day."”

Two accompanyving articles
warn that a tax increase “could do
significant long-term damage to
the Republican Party” and charge
that Bush’s tax shift was based on
“the shaky assumptions that a) the
deficit really is out of control and
b) the Democrats are serious about
reducing it.”
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Quayle Tries to Ease GQOP Tax Fears; Demands Democrats Offer Cuts
Eds: Lead planned following Quayle speech, scheduled for 1:30 p.m.
EDT

By JOHN KING

Associated Press Writer

CHICAQ (AP) _ Vice President Dan Quayle on Friday tried to calm
QP fears about the political impact of President Bush's reversal on
taxes and demanded that Democrats make the next move by proposing
sensitive spending cuts.

Quayle told the Republican National Committee that Bush put taxes
on the negotiating table to spur deficit reduction talks but would
not accept any deal that would hurt the economy _ or the Republican
Party.

"He will not accept a bad deal," Quayle said in a speech
prepared for delivery to QOP leaders from across the country, "His
position is simple: a good deal or no deal at all."

Many of the Republicans gathered in Chicago for the party's
two-day meeting believe that Bush's decision to abandon his campaign
pledge of "no new taxes" will hurt QOP candidates this fall.

But with Election Day four months away and the GOP already fending
off Democratic attacks over the savings and loan crisis, Quayle and
other Republican leaders were out to put the party on the offensive
on the tax issue.

"The president is willing to go the extra mile in seeking to
forge 'a budget agreement that would be good for America," Quayle
said in his prepared remarks. But he said the politically charged
budget talks are "not a one-way street" and tried to shift the
focus from taxes to spending.

"Today I call on the congressional Democrats to come forth with
their proposed spending cuts," Quayle said. "Their silence on this
issue _ as usual _ is deafening."

Quayle's speech led a QOP effort to paint Bush's tax switch as a
sign of bold leadership. Democrats have tried to paint a different
picture, saying Bush is abandoning his no-tax pledge only because of
the soaring costs of an S&L debacle they blame on the Reagan and Bush
administrations.

Friday's focus on taxes and the budget talks came one day after
Q0P leaders counterpunched the Democratic attacks on the savings and
loan crisis. Ed Rollins, chairman of the Republican Congressional
Campaign Committee, tried to place blame for the: &L bailout on the
Democrats, charging they had "sold out the taxpayers."

House Speaker Thomas Foley, D-Wash., on Friday called the remarks

"Mr. Rollins' emotional ravings" and added, "It sounded like he

was in a panic. ... It was sort of a running doggerel of political

invective."

-more-
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The president's decision on taxes has brought him heat even within
his own party, but senior Republicans tried Friday to rally support for
Bush.

"It is the obligation of Republicans, I believe, to stand up for
the president when the president is willing to take the political
heat to stand up for the nation," said Republican I1linois Gov.
James Thompson.

Party co-chairwoman Jeanie Austin sounded a similar theme, saying
of Bush: "It is a measure of his leadership and his courage that
he's making the tough decisions today."

Missing from the party's Chicago gathering was QOP Chairman Lee
Atwater, who was hospitalized in Washington as part of his treatment
for a brain tumor. Still, QOP leaders were following Atwater's recent
admonition to adopt a more aggressive stance, particularly in the
partisan fights over taxes and S&Ls.

Peggy Noonan, a former speechwriter to both presidents Reagan and
Bush, told the group Bush showed statesmanlike leadership in putting
taxes on the table for the budget talks.

But she said Bush should walk away from the talks if Democrats
will not agree to substantial spending cuts and reforms in the
budget-writing process. Otherwise, she said, Bush will get the blame
for raising taxes and Democrats the credit for spending the extra
money on social programs.

"We must not lose the tax issue," she said. "There is no more
potent issue than this."

The Republicans continued their S&L offensive on Friday by
endorsing a resolution applauding Bush's handling of the crisis and
blaming the $300 billion-plus mess on the Democrats.

"While Democrats have been pointing fingers of blame, President
Bush has been rolling up his sleeves to make good on his promise to
settle the problem," the resolution said.

AP-BA-07-13 1351EDT
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Budget Negotiators Prepare to Trade Tax Boost Plans

EDS: GQOP, Democratic negotiators meet separately in morning EDT;
lead prospects uncertain

By ALAN FRAM

Associated Press Writer ,

WASHINGION (AP)  Budget negotiators from the White House and
Congress expect to begin trading offers by early next week on about
$25 billion in tax boosts for next year.

Bargainers from both political parties, asking to remain
anonymous, said Republicans could send Democrats the first package of
levies by Monday. It would be the first serious effort in the
2-month-old talks to tackle thé most politically delicate issue
negotiators face: whose taxes will be raised, and by how much.

‘ "We expect to have it in hand by early next week," a Democrat
said. "The group will then evaluate it."

Republicans said no final decisions have been made on what taxes
the plan will include. '

But one QOP bargainer said it will probably contain boosts in
excise taxes, perhaps on alcohol and tobacco products, as well as a
cut in the capital gains tax rate. It is unlikely to contain a boost
in income tax rates, which many Republicans have adamantly opposed,
the official said.

In recent” days, participants in the talks and lobbyists have said
that broad energy taxes also stand a good chance of emerging from the
negotiations.

Budget sumit sessions today and Thursday were canceled so
bargainers from the two parties could meet separately to formulate
strategies. Negotiators are searching for at least $50 billion in
spending cuts and tax boosts for fiscal 1991, which begins Oct. 1, in
an effort to shrink a budget shortfall that will otherwise hit at
least $160 billion.

On Thursday, Republicans discussed a list of 70 to 80 possible tax
increases but made no decisions on which should be included in any
package, said Sen. Bob Packwood, R-Ore., one of the negotiators.

Packwood said the Republicans talked about taxes on sales of
stocks and on tobacco, alcohol, energy and luxury items.

Also Thursday, House Republican Whip Newt Gingrich of Georgia said
it was "arrogant and outrageous" for Senate Democratic Leader
George Mitchell to demand higher income tax rates for wealthy
Americans in exchange for a QOP-sought cut in the capital gains levy.

Gingrich, the No. 2 House Republican leader, said Mitchell's
stance threatens the budget talks. ’

Mitchell, D-Maine, said Wednesday that if President Bush refused
to accept a boost in the income tax rates paid by the nation's
richest wage-earners, there would be no deal to cut the capital gains
tax rate.

Bush has sought a reduction in the capital gains tax since his
presidential campaign. The tax is paid on the profits from the sales
of property such as real estate and stocks.

-moré-
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Republicans say reducing the tax will encourage property sales and
thus allow the govermment to collect additional money. Democrats say the
idea would increase tax collections immediately but be a long-range
money-loser,

On the House floor and at a later news conference, Gingrich said
budget bargainers had agreed that everything would be negotiable.

"I think it was a stupid mistake," he said of Mitchell's demand.
"I think it is arrogant and outrageous. I think he should withdraw
it."

Gingrich, who is one of the budget negotiators, added, "If that's
his non-negotiable position, I don't see any reason to walk into a
room with him."

Asked if he would boycott the talks, Gingrich said, "I don't
know, We'll have to wait and see how irrationally obstructive George
Mitchell wants to be."

Mitchell declined to respond to Gingrich. A spokesman said: "The
senator will continue to discuss the substance of issues but will not
engage in a name-calling contest with someone like Rep. Gingrich."

AP-BA-07-13 0424EDT
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Back on Offense, Even on Taxes By JOHN KING Associated Press Writer

CHICAQD (AP) _ Republicans, stung by Democratic attacks over the
savings and loan crisis, are promising to get their party back on the
offense _ even when it comes to discussing President Bush's reversal
on taxes, L

"Don't get defensive," QOP pollster Bob Teeter told the
Republican National Committee on Thursday. "It is the single
greatest mistake I think we could make."

Teeter, voicing publicly what many GOP leaders are mumbling about
privately, said Bush's decision to ditch his "no new taxes" pledge
could hurt Republicans in the short term.

But he told the party leaders that Bush had to make the concession
to win a promise of spending cuts from the Democrats controlling
Congress _ and that the QOP will quickly rebound if Bush negotiates a
significant deficit reduction plan.

"A good economy is good politics," Teeter said. "There is no
worse politics than a recession."

Democrats have been tweaking the Republicans by blaming Bush and .
the QOP for the burgeoning savings and loan crisis, tying in Bush's
switch on taxes by saying he wants to use the increased revenues to
bail out failed thrifts.

The Democrats, borrowing a page from QOP political handbooks, got
out front in the S&L political debate, and Republicans spent much of
Thursday trying to mount a counteroffensive.

The Q0P strategists sought to frame the next round of the tax
debate, saying Bush's concession on taxes was a tough but bold move
that Democrats should acknowledge by supporting cuts in programs like
Social Security and other entitlements long favored by Democrats.

"Now is the time to-turn the focus of the American people to the
Democrats," Teeter said.

He also tried to allay the fears of Republicans who believe that
including any income tax increase in a deficit reduction plan would
be devastating to the GOP.

Privately, the senior Republican officials are telling the RNC
members the White House will oppose any attempt to raise income
taxes. Teeter was less specific in his public comments, but he said
Bush "will not support, he will not sign, he will not agree to any
deal that is not a good deal for our country and for our economy."

EDS: Following material embargoed until 1:30 p.m. EDT
. .Vice President Dan Quayle today made the same assurance in
prepared remarks for a luncheon speech to the RNC.

"His (Bush's) position is simple," Quayle said. "A good deal or
no deal at all."

END Embargoed material

| ~more-



It was clear that QOP strategists came to this two-day meeting aiming
to get the party back on the attack. This fall's elections are vital to
Q0P hopes of eroding the Democratic majori ty in Congress and boosting
their influence in post-census redistricting.

"We have a tremendous opportunity as a party if we don't go on
the defensive," said Ed Rollins, chairman of the National Republican
Congressional Committee.

Most of his lengthy speech was aimed at blunting the Democratic
attacks on over the Sg&L crisis, which now often include references to
the troubles of Bush's son, Neil, who is under investigation for his
role as a director of a failed Colorado’ thrift. _

Rollins said Democrats in Congress resisted early Reagan and Bush
adninistration efforts to clean up the troubled industry because of
the finaneial support they were getting from S&L interests.

"For a few million dollars in campaign contributions, the
Democrats sold out the taxpayers," Rollins said.

Rollins did not say so, but many of the SgL executives he
identified as big Democratic dénors also gave heavily to Republican
causes, including one who gave $100,000 to the GOP's 1988
presidential cempaign.

- Rollins' speech was barely over when the Democrats countered in
what has became an escalating rhetorical war over blame for the $300
billion-plus debacle in Democratic Chairman Ron Brown's words "the
greatest ripoff in American history."

Said Brown: "We're not surprised that *casino economy'
Republicans who gambled us into this whole mess are whining and
scapegoating every step of the way."

Meanwhile, Republican National Chairman Lee Atwater, who has been
battling a 1ife-threatening brain tumor for the past four months, was
quoted in today's Washington Post as saying he has been urging party
leaders and the White House to "go on the offensive and be more
aggressive" in challenging Democrats on issues such as the SiL
seandal. ‘

Atwater remained in Washington during the party meeting.

AP-BA-07-13 0131EDT
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Republicarns »ule out raisimp top income tax rates
Ey RUD NEWMAN

WASHINGTON (UFI) _ Republican budget regotiators frem Corigress arnd
the White House decided Thursday to oppose any ircame tax rate hike this
year, even if it ruins charices for a deficit reducticn agreement with
Democrats, Seri. Robert Packwsed, R-Ore., said.

Fackwood, ranking Republicarn or the Serate Finance Committee, said
the decisicn was the cornsernsus of the GOF participarnts in the bipartisan
White House—-corngressional budpget talks.

'"We would scorner have no (deficit reduction) package than to ga up
on the rates,’'’ Packwood tald reporters after the GOF caucus.

Fackwood said if Democrats push for higher tax rates on the richest
Americans, the talks will fail. ’

'*If that is what they want, then there’s ric deal at all,"?

Fackwood said.
The BOF positicr against tax rate increases came as both parties

struggled in separate meetings Thursday to figure out how to proceed onr
the delicate tax issue _ the only major area rct yet discussed in the
talks.

House Ways and Mears Committee Chairmarn Dawn Resterikowski, D-I11.,
and Senate Firnarnce Committee Chairman Lloyd ERentser, D-Texas, have met
and will continue to meet with top administration regotiators to discuss
taxes, House BRudpet Committee Chairman Leon Ranetta, D-Calif., said.

Panetta said there is a point in any negotiatiorn where '‘decisions
have to be made (and) we're at that point.??

But Ser. Wyche Fowler, D-Ga., a regctiator, said Rosterkowski and
Eentsern ''have rnot been giver any delegatory authority by the (budget)
summit?’ to regotiate separately orn taxes with the administratior.

Fackwaod? s comments about the GOF cpposing tax rate increase alsa
came a day after cantroversial tax comments by Serate Democratic leader
Gecrge Mitchell of Mainre.

Mitchell said Wedrnesday he would coppose any budget agreement that
includes Fresident Bush’s call for a capital pains tax cut orn the sale
of assets unless. the package alsco irmcludes am increase to at least 33
percent the top tax rate orn the richest Americans.

Mitchell said he would prefer a top tax rate of 35 percent but that
raising the top rate to 31 percent or 32 percent as a trade-off for a
capital gains cut would '*absalutely’? be uraeceptable to him.

The richest Americans now pay a top tax rate of 28 percent even
thaough couples making up to about $200,000 a year are in a 33 percent
tax bracket. For couples making more tham about $200, 000 a year, the top
tax rates falle to 28 percent in a tax rate oglitch krmowrn as '?the
bubble.*? .

Demccrats have pushed to keep the top rate at 32 percent but
Republicans have apposed the move.

'*"We are not going to go up on the rates to eliminate the bubble,??
FPackwocd said =»f the GOF positior.

He said Republicans would oppose raising the top rate ever if it
was the only way to win approval of the capital pains cut Bush arnd most
congressional Republicarns want. ‘

Fackwood also said Republicans discussed inm their party caucus
about 15 possible tax ircreases but did not reach aoreement on
guppcerting any of them _ with the exception of tax rate ircreases.

He said the specific tax increases discussed, from-a lermger list of
about 70 possiblé-tax aptions, included hikes inm ciparette and alcohal
taxes, & stock tranmsfer tax, a wholesale eregy tax that would be broader
thar just a gascline tax imcrease and a luxury tax or the sale of items
like fures anmg Jjewels.

Packwood said the luxury tax was used during World War II.

upi 07-12-90 08:01 ped
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REFUBLICANS AND DEMOCRATS OM COLLISION COURSE GVER TAXES

By David Lawsky

WASHINGTON, Reuter - Pepubllcan budget negotiators appearerd
to put themsalves on a collision courss with Democrats Thursday
aver taces, Flatly rejscting atty chance at all for increased
income tawes.

The Republican negotiators, who met by themselves while the
UDemocrats did the sams, Eaid any impasse would ba the fault of
Democrats.

‘They don 't seem to be taking seriously the possibiity of -
getting a real zagresment, Deputy House Republican Leader Mewt
Bingrich of Georgia said of the Demacrathn

Republicans and Democrats canceled a nmwn¥1111nh
Thursday in order to hold the ssEparate mestings,
discussed separately the difficull quastion of praising
help fight the $1460 billion projected deficit for fiscal

B

Republicans have bsen under increasing prassure in the na:t
few day from Demo nratng whio havg been declaring that any new
T 3 3 iiddlie-incons sarnsrs.
¢ menate Leadsp Georgs Mitchell of Mains,
into increased incoms taxes for uppep irncomss

Bob Fa:kwuod A JPE]QH Republican who
Commities, said bh

mamber o
tar rates weare
We 'd soonae ndve P
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: hudgﬁf

Traasury Ssore
Richard Darman and :mﬂgre:
an entirely different list :
But PﬁLkWUDL sald they cams to no

and might have trouble reaching one.
"1 think this in the long run is going to be a battle

betwaen Wall Streset Republicans and Main Strest Fepublicans,
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Hae said that Wall ih
such proposals :

They also discuss
and tobacno, wholesals
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Pachwonod said Fhm+ unt gpublicans decide what taxes o
endorse thay will mot brlng up the subjsct in the budget summit.
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“es on such things as alcohol
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¥ Media: Times Mirror’s
survey of public reaction
to news also finds that his
policy reversal did not
affect approval of how the
President does his job.

By THOMAS B. ROSENSTIEL
TIMES STAFF WRITER

ASHINGTON — Americans

paid more attention to Presi-
dent Bush repudiating his cam-
paign promise not to raise taxes
than they have to most of what he
has-done as President, but it is not
clear that this reversal is affecting
his popularity, according to a new
survey. ’

Seven in ten Amecricans were
aware that Bush had changed his
mind on taxes and three in ten said
that they paid “very close” atten-
tion to news accounts of it, accord-
ing to the Times Mirror News
Interest Index, a monthly survey of
public reaction to the news.

In the last year, only Bush'’s first
prime-time presidential address
last August, announcing his plan to
combat drugs, attracted greater
attention,

Yet the survey found that public
approval of the way the President
docs his job remained at 64%,
statisticaily the same level the

Times Mirror survey measured in
late May and early June.

A Gallup survey of the Presi-
dent’s popularity this week sug-
gests that his approval rating has
been dropping gradually for six
months, from nearly 80% in Janu-
ary to 63% currently. The Gallup
research suggests that many fac-
tors explain this, but it did that note
54% of Americans disapproved of
his breaking his “read my lips”
promise against new taxation,
while 41% approved. Still, he re-
mains as popular as most modern
presidents at similar points in their
terms.

The Times Mirror survey sug-

gests that if his change of mind

on taxes is not a major factor in his
approval rating so far, part of the
explanation might be the fact that
while Americans find the Presi-
dent’s flip-flop interesting, they
didn’t find it significant. Only 2%,
for instance, considered Bush’s tax
policy the most important news
event of the month.

Several less-followed stories
were considered more important
than Bush’s tax reversal, including
the U.S. visit of black South Afri-
can leader Nelson Mandela, ranked
as most important by 12%; changes
in the Soviet Union (9%); events
in Eastern Europe (8%) and the
Iranian earthquake (8% ).

The survey, in which 1,231
adults were interviewed by tele-

Bush Tax Flip Closely Watched, Poll Says

phone July 5 to 8, was sponsored
by Times Mirror, owner of the Los
Angeles Times and other newspa-
per, magazine, broadcasting and
publishing enterprises. The results
have a margin of error of plus or
minus three percentage points and
are subject.to possible bias from the
wording of questions.

The fires that raged across
Southern California attracted al-
most as much “very close” atten-
tion (29%) as Bush (30% ). This is
consistent with earlier findings
that natural disasters are among
the most compelling news stories.

The fires also attracted more
altention than Mandela’s visit
(24%). In addition, one in four
Americans said that there was “too
much” media coverage of Mandela.

Yet Donald Trump retained the
title as the news maker with whom
the media were more obsessed
than the public. Trump’s financial
woes were very closely followed
by just. 16% of Americans, and
nearly 30% volunteered that the
self-promoting real estate devel-
oper got too much media attention.

But more people found Trump's
financial travails more absorbing
than his much-publicized marital
problems. The latter attracted the
close attention of just 12% of
Americans and was characterized
as over-covered in the media by
55% of Americans.

Washington Mayor Marion Bar-
ry’s legal problems also are start-
ing to lose the interest of Ameri-
cans, perhaps because the element
of surprise is gone. In the. current
survey, 22% reported very closely
following Barry’s trial, down from
30% who were fascinated by his
arrest in February. As with Man-
dela’s visit, blacks paid closer at-
tention (40%) to the Barry trial
than whites (20%).

Nonetheless, the FBI hidden-
camera video of Barry’s arrest was
popular. Roughly 60% reported
seeing some or all of the tape,
which was aired repcatedly by the
media within minutes of its being
shown in court.

Viewing the tape had mixed
effects on public opinion. Most
people (52%) said that their sym-
pathies toward Barry were un-
changed after watching it, while
33% said that they became less
sympathetic. Only 13% said that
they felt more sympathy toward
Barry afterward.

The story that commanded the
least public interest in June, how-
ever, was the international AIDS
conference in San Francisco. Only
9% reported paying very close
attention. :

That came despite the efforts of
the media, according to monitoring
by Times Mirror’s Center for Peo-
ple & The Press, which supervises
these studies. The AIDS confer-
ence, the center found, received
more air time on network evening
news in June than any other story,
save Mandela.
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Washington Wire

CLOUDS GATHER in Bush’s sky-high
popularity.

A new Wall Street Journal/NBC News
poll suggests that he benefits strongly from
forexgn policy, where 675 approve of the job
he is doing—precisely the same figure as his
overall job-approval rating. But he slides on
handling of the economy, where voters ap-
prove by only 487 to 41%. As recently as
April, the margin was 597 to 305%.

Republican operatives privately worry
about what they call the ““mood gap" —the
difference between Bush's high personal rat-
ings and growing public concern about the
country's course. In the new poll, 40% think
the nation is headed in the right direction
and 37% see it on the wrong track; last Jan-
uary, the resuits were 49% to 29%.

“Unlike Reaqan, I don’t think Bush
could survive a really deep recession,”
says one lop ‘GOP strategist.

CONFLICTING SIGNS on the economy
fuel voter uncertainty.

While the Jour nal/NBC poll found voters
holding steady in their own spending and
savings plans, it also
found a sharp jump,

THE WALL to 26‘7'0. from 13% in

May, in people who

STREET aren't sure whether
JOURNAL / they think ghere will

be a recession in the

NBC NEWS | next year. And pend-
ing economic indica-
POLL tors will do little to re-
duce the confusion.
The Comimerce De-
partment reports that consumer confidence
is slipping, and next week's industrial pro-
duction figures are likely to continue to be
weak. But today's retail sales figures,
boosted by a sudden Jump in auto buying,
will probably show a rise after two months
of steep declines, and inflation figures due
out today and next week will offer further
evidence of a moderating trend.

Che Washington Times
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‘RATING BUSH
- A Gallup Poll of 1,240 Americans

conducted July. 6-8 showed the
following:
88 percent disapproved of the

way Bush has handled the S&L cRISIS?

iy Here is how:1:233 adult Americans

WHO'S MOST
Yo AN

- answered that quastion:in a GaHup
o disapproved of Poltalen June 710; 57+
-Bugh's performance on the
- toderal deficit. Ronald Reagan 6 percent .
- 54 percent disapproved of ~President Bush. . - 1.percent -
Bush's announcement that a 4 Congress 4 percent’

compromise with Congress on

reducing the deficit must include The gavemnment. ﬂa'm..‘

new taxes. Savings and loan managers .
43 percent approved of Bush's 27 percent,
call for a tax increase. Regulatory agencias. a
. dareguiatton or regula
The washington Times ik 2. m

The Amencan people 3 pereent..
"Politbans i

Tno Washington Tlmes
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Poll Shows Americans Are Forgiving
On Bush’s Breaking of No-Tax Pledge

By JEFFREY H. BIRNBAUM
Staff Reporter of THE WALL STREET JOURNAL

WASHINGTON-U.S. voters are well
aware that President Bush is breaking his
no-tax pledge, but they don’t much blame
him for it and are resigned to a tax in-
crease.

A Wall Street Journal/NBC News poll
found that, by a margin of more than 2-to-
1. voters believe the president is breaking
his campaign promise not to raise taxes.
At the same time, though. they said they
would prefer higher taxes to living with the
current federal budget deficit, by 49% to
40%. And 887 of those polled think taxes
are likely to rise.

If President Bush does support a tax-in-
crease bill, nearly two-thirds of the voters
said they wouldn't feel any differently
about him. And those who would change
their view are divided about which way
they would go~18" would think less of

him, 14% would think more of him. Only -

21”¢ would blame Mr. Bush's administra-
tion for a tax increase, fewer than the 26%
who would blame congressional Demnocrats
and the 28< who would blame the adminis-
tration of former President Reagan.

But when it comes to which taxes to
raise, the respondents were at odds with
Mr. Bush and his fellow Republicans and
far more in tune with the Democrats. By
overwhelming margins they favored in-
creasing the income tax rate for upper-in-
come individuals, raising the corporate tax
rate and increasing ‘“sin’ taxes on ciga-
rettes and alcoholic beverages. They disap-
proved of raising the gasoline tax. enacting
a national sales tax and increasing income
tax rates on all Americans.

The voters leaned toward a proposal be-
ing considered in the Bush administration
to assess a new levy on all stock and bond
sales, with 49% favoring the plan and 40%
opposed.

The survey was conducted for the Jour-
nal and NBC News by the polling organiza-
tions of Peter Hart. a Democrat. and Rob-
ert Teeter. a Republican, between July 6
and 10. The margin of error for the nation-
wide survey of 1.555 registered voters is 2.6
percentage points.

The proposal to raise the top rate is one
of the pivotal issues of the current budget
debate. Republicans are vigorously resist-
ing the change. while Democrats are in-
sisting on it if the tax on capital gains is
reduced. as Mr. Bush wants.

Senate Majority Leader George Mitch-

ell tD.. Maine) told reporters he would op-

pose any budget accord that cut capital
gams without at the same time raising the
top rate for individuals. He also insisted
that the top rate be increased to at least
33 from the current 25%;.

Voters in the survey sided with Sen.
Mitehell. The poll found that 767 of those
surveyved favored increasing the income
tax rate for upper income individuals. The
only tax-increase choice that was better
liked. at 75'. Was a proposal to increase
taxes on cigarettes and alcoholic bever-
ages. Also, 707 of the voters said they fa-
vored raising the corporate tax rate.

»

Last month. President Bush acknowi-
edged that tax increases are needed to re-
duce the budget deficit. and. ever since,
Washington decision-makers have turned
their attention to the question of which
taxes to raise. Increases in the top individ-
ual tax rate and in excise taxes are high on
their list: selected corporate 1ax increases
also are being considered, though a boost
in the corporate tax rate 1self hasn't been
widely discussed.

The .Journal NBC News poll showed
that more and more voters approved of
this change in emphasis. For the first
time. more of those polled said President
Bush should support a tax increase than
those who said he should stick to his no-
new-tax pledge. Fitty percent of those
polled said he should raise taxes and 467

“Increasing by ona’i
~percent the'income-a
- rate for all Individuals

.Enacting a national-
--sales tax

‘Inereasing the incom
tax rate for uppar-
Income Individuat

Increasing the tax rate
-on corporations:
Ralsing aleohol and’
tobaccotaxes . - . o
Enactingataxonhalf - 49~  :-40°
of one percent on the i

sale of stocks and bonds:. R
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said he shouldn’t. Just eight months ago,
55% said he shouldn't raise taxes.

A big reason for that swing was the
president's ability to persuade generally
anti-tax Republicans to view a tax increase
more favorably. As recently as April, long
before Mr. Bush's June 26 statement about
the need for tax increases, 61% of the Re-
publicans polled said Mr. Bush should op-
pose tax increases. In July, when the latest
poll was executed, 57% of the Republicans
surveyed said he should back a tax in-
crease. .

Fully 67% of those polled said they be-
lieved that the president was breaking his
no-new-tax promise, and 57% thought that
a tax increase was very likely; 31% said it
was somewhat likely. But 65% of those
polled said it wouldn’t make any difference
in how they feel about him if he agrees to
go along with a budget plan that includes a
tax increase.

Overall, Mr. Bush's approval rating
with voters fell to 67%% from 72 in May
and 75" in April. His new standing
matched the approval rating in September
and November.
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Bush loses
altitude
in new poll
of voters

Switch on téxes,
thrift crisis cited

By John Robinson
GLOBE STAFF

Buffeted by public reaction over
his switch on new taxes and the ad-
ministration’s response to the sav-
ings and loan crisis, President Bush
is losing some altitude in the lofty
popularity ratings he had won from
voters over the past year.

But Bush's favorability with
American voters remains above the
70 percent mark, according to the
latest Boston Globe-WBZ-TV week-
ly poll.

Bush's favorablity rating was 74
percent last week, compared with an
average 79 percent over the previous
three weeks, according to the poll,
conducted by KRC Communications
Research. His unfavorable rating
rose 6 percent since June 13,

The president's positive job rat-
ing was down 13 percent from 3
weeks ago, and his negatives were
up 8 percent.

The poll of 1,008 registered vot-
ers was taken July 8 through 10. The
margin of error was 3 percent.

The survey, KRC analysts con-
cluded, was “not good news for the
president.”

Part of the problem, analysts
said, was growing criticism among
voters of Bush in connection with the
multibillion-dollar savings and loan
scandal.
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ecessary.. Does:what ..
- ~you:know abo -

“President. Bush' -
- position.on.taxes make - : -
our-opinion. of him more
vorabie, less.favorable,
‘or:have:nb impact on
.your opinion of him? .

ations:R

JURCEHRC

Sixty-six percent of voters held a
negative view of Bush’s handling of
the savings and loan crisis, com-
pared with 59 percent who held a
negative view three weeks ago.

Similarly, 36 percent of the re-
spondents said their view of Bush
had become less favorable since he
signaled he was ready to abandon
his “Read my lips; no new taxes”
campaign promise.

Yet voters said they were pre-
pared to follow Bush down the tax
road, pledges notwithstanding.

When asked: “Would you support
President Bush if he moves to in-
crease taxes, or would you not?” 53
percent said they would. while 36
percent said they would not.

Bush was supported strongly by

NOTES: 1,008 registered.voters were interviewed-nationwide by tefephone-Jjuly 8-40; -The -
‘poil's margin of enror 18.3%. Dus to rounding, figures may.not agd-up to. 100.percent. .

GLOBE STAFF CHART

Republicans, 65 percent of whom
said they would follow his tax pro-
posals. But 46 percent of the Demo-
crats said they would not support
him on taxes.

Bush's handling of the deficit
also showed some erosion in the cur-
rent poll.

Only 19 percent said they viewed
positively the president’s handling of
deficit issues, compared with 23
percent who had a positive view last
month when they were asked the
same question.

On the administration's overall
handling of the economy, 31 percent
had a positive view, down from 37
percent 2 month ago. Forty-three
percent had a negative view, up from
39 percent a month ago. '
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A cure that will dry
up the deficit?

n July 17 Congress is

scheduled to vote on

a balanced-budget

amendment to the

Constitution. For

years the amend-

ment was bottled up in committee
and kept from a vote.

This made the amendment pop-
ular with members of Congress who
signed on as co-sponsors in order to
prove that they stood for fiscal re-
sponsibility — without any fear that:
they would ever have to vote for the
amendment.

However, it proved so popular for
this purpose that a sponsor discov-
ered the amendment had enough

It could defeat its
purpose of controlling
spending by providing
constitutional cover
for raising taxes.

signatories to free it from the com-
mittee and bring it to a vote.

Many cynical congressmen were
horrified to learn that they were
forced to sign the discharge petition

signatories to free it from the com-
mittee and bring it to a vote.

Many cynical congressmen were
horrified to learn that they were
forced to sign the discharge petition
or be exposed as hypocrites. Real
supporters are surprised, too, be-
cause the amendment’s language
makes it more difficult to run a defi-
cit than to raise taxes. Consegquently,
the amendment could defeat its pur-
pose of controlling spending by pro-
viding constitutional cover for rais-
ing taxes.

Congress could load on the
spending and, when a deficit materi-
alized, declare that they oppose
higher taxes but the Constitution re-
quires them. The amendment re-
quires a three-fifths vote to pass a
deficit, but only a majority of both
houses to pass a tax increase.

This disparity has produced a
lively debate among the amend-

ment’s true supporters. Those who'

want a balanced-budget amendment
at all cost say that it is harder for a
politician to vote for a tax increase
than for a deficit because peopie pay
more attention to the former than to
the latter. Doubters suspect that
when it comes to garnering votes,
the fewer the easier.

Consequently, before the vote on
the balanced-budget amendment
there will be a vote to amend it to
require the same three-fifths vote to
raise taxes as to pass a deficit.

Some want a stricter provision
limiting the growth of revenues.
They point out that since tax rev-
enues grow faster than national in-
come, a balanced-budget amend-
ment does not prevent the
government from growing faster
than the economy.

The vote to strengthen the protec-
tion against higher taxes will indi-
cate whether Congress intends to

use a balanced-budget amendment
to control spending or to raise taxes.
If the vote fails, a balanced-budget
amendment is likely to mean more
spending and higher taxes.

The original sponsors would face
the dilemma of voting against their
own handiwork or creating for their
opponents a constitutional justifica-
tion for raising taxes.

Cynics believe a balanced-budget
amendment would be as meaning-
less as the existing law limiting the
size of the public debt. Every year
Congress votes to permit a “tempo-
rary” increase in the debt limit.
Since the increase has to pass or the
government would be forced to de-
fault on its bonds, this effort to pre-
vent deficits merely created an an-
nual legislative peg to which bills are
attached that otherwise would have
scant chance of passage.

The unsuccessful experience
with the debt limit law, and the cur-
rent use of the Gramm-Rudman
deficit reduction law to raise taxes,
shows that politicians who want to
spend will not be stopped by laws.
Why, then, do supporters believe a
balanced-budget amendment would
be any more successful?

They argue that a constitutional
prohibition is stronger than a law.
Perhaps it is, but the appetite to
spend may be stronger still, and the

“effort to subdue it with the Constitu-

tion might simply break the back of
the Constitution itself.

Already so many liberties have
been taken with the Constitution that
the dominant legal opinion is that the
document is devoid of inherent con-
tent and means only what the judge
of the day says it means. If Congress
getsin the habit of suspending a con-

stitutional amendment, it might de-
) cu}tc_a to suspend the Constitution it-
self.

The problem we face is that we
ngively bought the argument that
big government is good and better
serves the public interest. We have
lived under big government long
enough to learn that it serves organ-
ized special interests that are more
powerful than taxpayers.

The spending constituencies de-
rive more benefit from the federal
budget than they pay for. In the fight
against power politics, debt limits
and balanced-budget amendments
seem destined to become broken
lances.

Only an aroused people can take
back control over government, and a
people that consistently returns 98
percent of elected politicians to of-
fice is far from aroused.

Paul Craig Roberts, an economist
at the Center for Strategic and Inter-
national Studies, is a columnist for
The Washington Times.
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GOP May Drop Capital-Gains Tax Issue
In an Effort to Speed Budget Accord

By Davip WESSEL
And JEFFREY H. BIRNBAUM

Staff Reporters of THE WALL STREET JOURNAL

WASHINGTON—Republican budget ne-
gotiators have discussed the possibility of
giving up on a capital-gains tax cut, as
part of a tradeoff that might clear the way
for a deficit-reduction accord with Demo-
crats. congressional Republicans said.

In exchange, Democrats would be ex-
pected to stop pressing for an increase in -
the marginal income-tax rate for the rich-
est Americans. a move that some Republi-
cans are unalterably opposed to.

Republican negotiators emphasize that
they haven't made any decision and that
the final call is likely to be made by Presi-
dent Bush. “‘The president hasn't changed
his mind on capital gains.”” said House Re-
publican Leader Bob Michel of Illinois.

Morever, administration officials said
they continue to search for alternative
ways to tax upper-income Americans that
Democrats and Republicans might accept
as part of a package that inciudes a Jower
capital-gains tax rate. Among the alteraa-
tives the administration is considering are
limiting income-tax deductions or taxing
securities trades. Some Democrats also
have mentioned higher estate taxes or tax-
ing emplovees’ fringe benefits.

Rep. Bill Frenzel (R.. Minn. i confirmed
that Republicans have talked about drop-
ping both the troublesome capital-gains
and income-tax rate issues from the
budget negotiations. “It's true of every
proposal that some people are for it—in-
cluding this one,” Rep. Frenzel said.

“Everyvbody has always assumed there
could be that tradeoff.”” an administration
official said, “‘but nobody is promoting
i Asked if such a trade would please
Democrats. House DPBudget Committee
Chairman Leon Panetta (D.. Calif.) said.
“That's what |Senate Demacratic Leader
George | Mitchell and evervbody has been
saving all along.”

Republican congressional budget nego-
tiators reviewed a long list of tax opuions
vesterday with White Housé Budget Direc-
tor Richard Darman and Treasury Secre-
tary Nicholas Bradyv. Among the taxes that
were discussed. according to Sen. Bob
Packwood (R.. Ore. ). were limiting the in-
come-tax deduction for state and local
laxes. taxing securities trades. raising al-
cohol and cigarette taxes. a broad-hased
energy tax and various sales taxes on lux-
ury goods.

Democratic negotiators also met sepi-
ratelv to talk about taxes. Despite the re-
luctance of some. they blessed plans for a
privite meeting between the chairmen of
the tax-writing committees, Rep. Dan Ros-
tenkowski «D.. I1l.yand Sen. Llovd Bentsen
D.. Texas. and Messrs. Darman and
Brady. Democrauc stafters said the tux
writers were urged to receive proposals
and not to make any counter offers. Demio-
crats are to caucus again todayv.

Some Democrats are complaining that

the talks may be stalled—again. “It's still
unclear how we're going to proceed," said
Rep. Rostenkoswki. *'The negotiations are
not going to the expectations I antici-
pated.”

Earlier this week. Sen. Mitchell said
flatly that Democrats would never agree to

© cutting the capital-gains tax unless Repub-

licans agreed to raise the marginal tax
rate—the rate on every additional doliar of
income—on the richest Americans to 33¢;
from the current 28,

Republicans complained that Sen.
Mitchell's statement wasn't constructive.
House Republican Whip Newt Gingrich
(R.. Ga.) labeled it *'total baloney." Fep.
Michel. noting that Mr. Bush began the
summit talks in May by accepting Sen.
Mitchell's call for *'no preconditions." ob-
Jected that Sen. Mitchell was now trying to
set conditions.

JULY 13-15, 1990

TAX TALKS: Republican budget negotiators from Con-
gress and the White House decided Thursday to (oppose any
income tax rate increase this year, even if it ruins chances
for a deficit reduction agreement, Sen. Bob Paclgwood, R-
Ore., said. Packwood said if Democrats want higher tax
rates on the wealthy, “then there’s no deal at gll." Senate
Majority Leader George Mitchell, D-Maine, sgnd Wednes-
day he'll oppose any deal that includes President Bush’s
call for a capital gains tax cut on the sale of assets unless the
package also includes an increase to at least 33%, the top

tax rate on the richest taxpayers.
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Broken Promises Break Presidents

By Davin FrRUM

“I'm a Ford., not a Lincoln.” Geraid
Ford observed when he became president.
George Bush seems to feel no such mod-
esty. At his June 29 press conference. Mr.
Bush said he had changed his mind about
raising taxes. But Lincoln had changed his
mind about freeing the slaves: “'I'm doing
like Lincoln did. ‘think anew.” And I'm
thinking anew." What was the big deal?

Not even Mr. Bush's most fervent ad-
mirers—of whom there are appreciably
fewer today than there were two weeks
ago—had ever before noticed much simi-
larity between him and the Great Emanci-
pator. But Mr. Bush needn't have
stretched so far—there are plenty of like-
lier comparisons. Unlike Lincoin. though.
these other presidential promise-breakers
didn't win the posthumous plaudits of a
grateful nation.

Take James Polk for example, In the
1844 election, Polk's Democratic handlers
came up with the slogan, “54-40 or
fight!”—a message so bold and straight-
forward that people remember it long after
they have forgotten what it meant. What
Polk was saying was that he was prepared
10 go to war with Britain unless it recog-
nized the American claim to the whole of
the Oregon territory, all the way up to the
mouth of the Columbia River at latitude 54'
40 tjust shy of what is now the southern‘tip
of the Alaska panhandle .

The promise to demand all of Oregon
was important because the Democrats

were simultaneously planning to admit
Texas 1o the Union. Texas added hugely to
the potential power and size of the slave
states; Oregon would counterbalance
Texas by adding to the number and weight
of the free states. But when Mexico threat-
ened to go to war over the Texas annexa-
tion. Polk. a Southerner. broke his 1s44
promise and struck a deal with Britain
that set the border at the 49th parallel.

Polk’s doubie-cross saved the U.S. from
fighting Britain and Mexico at the same
time, but it also confirmed Northern
voters' fears that the Democratic Party
cared only for Southern interests, crippling
the Northern wing of the Democratic
Party, hastening the division of the U.S.
along sectional lines and moving the coun-
try closer to civil war.

4

In character, Mr. Bush resembles the
bellicose Polk rather less than he does the
high-minded Rutherford B. Hayes, an Ohio
lawyer nominated in 1876 by a Republican
Party a little embarrassed by some of the
excesses of its previous eight vears in of-
fice. Both the party and Hayes himself
were firmly committed 1o carrying
through with Reconstruction and equal
rights for the newly freed slaves. But a
controversy over the counting of the vote
forced the Republicans into secret negotia-
tions with the Democrats after the elec-
tion. The bargain enabled Hayes 1o enter
the White House: in return, the Republi-
cans jettisoned their commitment to Re-
construction and freed Southern whites to

run their states their way.

For sheer brazenness, perhaps the clos-
est parallel to Mr. Bush's flipflop on taxes
is Woodrow Wilson's handling of the Amer-
ican entry into the First World War. Unlike
his fellow Democrat Franklin Roosevelt in
1940, Wilson made an explicit commitment
in the 1916 election not to intervene in the
European war. Within five months of Wil-
son's re-election, the U.S. had declared
war on Germany. The Republicans won the
next three presidential elections.

The historical record is. of course,
mixed. But there's no lack of evidence that
presidential promise-breaking is neither
honorable nor profitable. Polk and Wilson
wrecked their parties by breaking prom-
ises; Hayes saved his party. but only by
sacrificing the rights of black South-
erners.

" The problem with all of these exampies,
as well as with the Lincoln precedent that
Mr. Bush understandably prefers. is that
the issues at stake today are, obviously,
much smaller. If Mr. Bush does in the end
break his. promise not to raise taxes. he
will not cause civi] or foreign war or the
persecution of any minority. All he will do
will he to throw away his own reputation
for good faith and, quite probably, the
prospects for Republican control of the
Senate in 1992. But then. that really ought
1o have been enough to stop hinu.

Mr. Frmas an assistant eatures cdite
of the Journal's editorial puac.
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Deficit ‘cure’ is unbalanced effort

House will vote on the Best Intentioned Con-

stitutional Amendment of 1990, otherwise
known as the Balanced Budget Amendment. It is the
congressional equivalent of an Edsel, for which,- it
will be recalled. the Ford Motor Co. also had the
very best intentions.

A hundred-odd sponsors, led by Rep. Charles W.
Stenholm (D-Texas) have the same laudable goal in
mind. They are the philosophical heirs of John
Randoiph of Roanoke, who startled the House 160
vears ago by a sudden eruption.

0 n July 17, barring a change in plans, the

wrangles on precisely this issue. If the two parties
reach an impasse, is the Supreme Court to impose its
own binding notion of “total receipts™? It would be
impossible to find a body less qualified for such an
undertaking.

But suppose, to be supposing, that agreement is
reached. The president and ongress agree on an
imaginary number—the kind of number that Budget
Director Richard Darman produces with such dra-
matic flair. The number is amazing. It is half again
what any rational analvst would predict. Neverthe-

“Mr. Speaker! Mr. Speaker,” cried the
famed Virginian, “I have discovered the
philosopher’s stone! It is this, sir: Pay as
vou go! Pay as vou go!”

Two years after its ratification, the
Stenholm amendment would put the gov-
ernment on John Randolph’s course. This
is the first section. You will note an escape
hatch at the end:

“Prior to each fiscal year, the Congress
and the president shall agree on an esti-

. less, that becomes the magic number.

Whatever the number may be, “total out-
lays for that year” shall not exceed it.
Again, let us suppose. Let us suppose
the Stenholm amendment were now in
operation. All that would be required to
meet the constitutional mandate would be
a nice round figure, We shall agree that
receipts for 1991 will be $1.3 trillion. Now,
no one in his right mind believes receipts
actually will exceed even $1.1 trillion. but
the Stenholm amendment neither de-

mate of total receipts for that fiscal year James J. mands sanity nor condemns lunacy. Ev-
by enactment into law of a joint resolution Kilpatrick eryone is home free. Qutlays will not
devoted solely to that subject. Total out- P exceed the inflated estimate.

lays for that year shall not exceed the EESEES— The amendment is a paper tiger. It does

level of estimated receipts set forth in

such joint resolution. unless three-fifths of the total
membership of each House of Congress shall provide,
hy a roll-call vote. for a specific excess of outlays
over estimated receipts."

The resolution provides definitions. Total receipts
“shall include all receipts of the United States except
those derived from borrowing.” Total outlavs *“shall
include all outlays of the United States except for
those for repavment of debt principal.”

Go back. it you will, to the rirst sentence. The
amendment savs, flat-out. that Congress and the
nresident “shall agree™ on a budget resolution settin:
tarth the level of anticipated receipts. How is this to
be entorced” For the past six months the White
House and the Hill have been envaved 1n unseemiy

not growl: it merely meows. The oratorical
wind that blows from Capitol Hill brings the sound
of clacking gums. And even if all hands agree Lo an
honest estimate of probable receipts, a three-fifths
vote in each house can nullify the constitutional
command. We may be certain that in the crunch,
members would take the easy way out.

Congress does not need a constitutional amend-
ment to balance the federal budget. What Congress
needs. excuse the homely word. is guts. Backbone.
Courage. The wisdom to grasp the moral underpin-
ning of John Randolph's creed.

In peacetime we should pay as we go because it i-
morally right. Nothing more needs 10 be said. Peopie
of integrity pay their lawful bills. Why do we need a
baper amendment to tell us what we already know?
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Budget Talks Resume Amid

By SUSAN F. RASKY
Special to The New York Times

WASHINGTON, July 10 — After a
break of almost two weeks for the
Fourth of July recess, White House and
Congressional budget negotiators re-
sumed their bargaining today amid a
brewing dispute among Democrats
over military spending.

The dispute is twofold: not only how
much to cut military costs, but also
whether those cuts should fall more
heavily on personnel or on weapons
programs. It pits Senator Sam Nunn,
the conservative Georgian who heads
the Senate Armed Services Committee,
against Democratic colleagues in both
the Senate and the House who favor
deeper Pentagon cuts.

Senator Nunn has proposed that the
Pentagon spend $10.5 billion less next
year than in the current fiscal year,
after adjustment for inflation. That cut
would be more than three times the one
recommended by the Bush Adminis-
tration, and about what the House ap-
proved in a budget bill adopted in May.

But liberal Democrats in both houses
favor Pentagon cuts of at least $13 bil-
lion, and the budget negotiators, look-
ing for ways to slash $50 billion to $60
billion from next year’s Federal defi-
cit, have yet to reach a compromise.

“I suspect that if anything comes out

of this summit at-all, then we are going
to have to cut $13 billion,” said Senator
Jim Exxon, a Nebraska Democrat who
serves on both the Armed Services and
Budget comumittees in the Senate. “If
we can’t get to $13 billion, then we are
not doing our job.”

Enter Senator Nunn, whose Armed
Services Committee today began draft-
ing the legislation that sets annual pro-
gram guidelines for the military. Impa-
tient with the slow pace of the budget
negotiations, he has directed his sub-
committee chairmen to fashion two
military spending plans: one following
his recommendations, the other as-
suming the $13 billion in cuts.

But liberals charge that Mr. Nunn is
rigging the numbers to show that
Draconian cuts in personnel would be
needed to meet the Budget Commit-
tee’s recommended spending level.
‘‘Senator Nunn is not setting the de-
fense numbers for the negotiators,”

Brewing Dispute Over Cuts in Military

said Senator Jim Sasser of Tennessee,
who heads the Budget Committee and
is a member of the negotiating team.

The spending figures Senator Nunn
has proposed would reduce troop
strength next year by 100,000 from the
current 2.1 million. Congressional offi-
cials familiar with today’s closed delib-
erations of the Armed Services Com-
mittee say the figures Mr. Nunn is
using to illustrate the deeper spending
cuts that liberals favor would reduce
troop strength by 285,000.

Politically Sensitive Cuts

“We're going to show that you can
get it out of personnel or procure-
ment,” Mr. Nunn said. The problem, he
added, is that if the cuts come from
procurement, lawmakers would have
to slash the long-term military budget
well below the levels that even liberals
are recommending. :

Personnel cuts are the most politi-
cally sensitive in the military budget,
and liberals insist that the savings they
seek could be achieved less painfully
with cuts in major weapons programs
like the B-2 bomber or the “‘Star Wars”’
anti-missile defense. Defense Secre-
tary Dick Cheney has already called
for a reduction in purchases of the B-2
to nearly half of the 132 planes initially
sought by the Pentagon.

But many Congressional Democrats,

and some Republicans, favor outright
cancellation of the program. Mr.
Cheney, who cut short a trip to Europe
and the Near East this week to partici-
pate in the budget deliberations, is ex-
pected to meet with the negotiators
when talks resume on Wednesday.

In a related development today, the
White House budget director, Richard
G. Darman, reiterated President
Bush’s support for a proposed constitu-
tional amendment requiring a bal-
anced budget. In testimony before a
subcommittee of the House Judiciary
Committee, Mr. Darman said such an
amendment would provide a strong in-
centive for the White House and Con-
gress to reach ‘‘a politically negotiated
settlement” on the budget. The pro-
posed amendment is scheduled to
come before the House next week.
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Risking a new

o

market plunge?

reasury Secretary
Nicholas Brady has ap-
parently learned noth-
"ing from being chair-
man of the Brady Com-
mission that investi-
gated the stock-market crash of
1987. .

How else are we to explain his
promoting former House Speaker
James Wright’s tired old idea of tax-
ing financial market transactions at
0.5 percent per transaction?

While such a tax would raise as
much as $17 billion a year, and pro-
vide the administration with a “soak
the rich” bargaining chip to get Con-
gress to cut the capital-gains tax, its
negative impact on the market could
be far more devastating. -

A Congressional Research Study
said that such a tax would cause
overall stock prices to drop by as
much as 9 percent — or about 260
points on the Dow Jones Average.
Depending on how fast such an ad-
justment might happen, that's the
equivalent of a “mini-crash” on Wall
Street. Mr. Brady is playing with

: fire.

If he wants to know how much

. fire, he should go back and study
Pages 15 through 29 of his own 1988

Brady Commission Report where it
says that one of the two key “trigger”
events was “the announcement early
Wednesday October 14th that the
members of the House Ways and
Means committee were filing legis-
lation to eliminate tax benefits asso-
ciated with the financing of take-
overs.

“While rumors of the legislation
had been circulating on Wall Street
for several weeks, its actual an-
nouncement had a galvanizing effect
on investors. . .

“As risk abritrageurs came to re-
alize the seriousness of the legisla-

tive initiative -they be-

_ gan to liquidate their po-

sitions, collapsing the

prices of the takeover

shares. These stocks

had led the bull market

up and now, during the

week of October 14 to

October 20, they would begin to lead
it back down.”

Within weeks, it became ac-
cepted wisdom in the financial com-
munity that the Rostenkowski' take-
over tax blunderbuss had been the
single most powerful cause of the
stock-market crash. :

That conventional wisdom has
been carefully tested by two econo-
mists, Mark Mitchell of the Securi-
ties and Exchange Commission and

- Jeffrey Netter of the University of

Georgia.

T_hey took the events of the three
trading days prior to the Oct. 19
crash (Oct. 14-16) when the takeover
tax was being discussed and voted in
by the committee and tested U.S.
trends vs. the rest of the world
(which was unaffected by the tax).

They discovered that “The U.S. de-

Warren T. Brookes is a nationally
syndicated economics columnist.

cline was unmatched by the rest of
the world during this period.”

They concluded that: “The stock
market crash on October 19, 1987,

began in the three trading days be- *

fore the crash, October 14-16, when
the value of the stock market fell
more than 10 percent, the greatest
three-day decline since 1940.
“While numerous fundamental

factors have been proposed as trig- -

gering this decline, we provide evi-
dence showing that the takeover tax

» bill introduced the evening of Octo-
ber 13th by Democrats on the House
Ways and Means Committee and ap-
proved on the evening of October
15th by the full committee was a fun-
damental economic event . . .-which
arguably triggered the October 19th
crash”

One “evidence” they are right is
that the recovery of Wall Street from
the crash seemed to coincide with
the gradual backdown on the take-
over tax by Rep. Dan Rostenkowski,

Illinois Democrat, on Oct. 28 and 29, .
and final rejection by the full com-

mittee on Dec. 16.

The other evidence comes from
their construction of a portfolioof 19 .
takeover stocks that were “in play”

in October 1987, excluding all those
where the takeover was completed
before Oct. 13. They tested the de-
gree of abnormal movements in
these stocks relative to the market as
a whole and found they led the mar-
ket down, and eventually stabilized
‘ahead of it.

inally, Messrs. Mitchell and
Netter looked at the ratio of

buys to sells for some 20 ma--

jorrisk arbitrage firms day-
by-day, leading up to the crash and
following it. In the 13 days preceding

the tax announcement, these firms .

had bought on average close to $1
million more in stock per day than
they sold. During the three days fol-
lowing the announcement but before
the crash, they sold nearly $3 million
a day more than they bought. (See
Table.)

That intensely negative trend
continued until Oct. 29, when Mr
Rostenkowski suddenly announced
some “flexibility” on the takeover

.tax, and the risk arbs suddenly
eased up their selling pressure and
cautiously increased their buying.

The irony is that one reason Mr.
Brady likes the so-called “transac-
tions tax” is precisely that it would
reduce risk arbitrage trading and
kill'program trading altogether. He
apparently thinks that would be

-good for market stability. But it
would also destroy a lot of stock val-
ues due to the law of tax cap-
italization. Every dollar of tax on
stocks immediately reduces their
capital value by the price earnings
ratio multiplier. If that’s around
15-to-1, a $17 billion tax on stock
* transactions will reduce total equity
values by $255 billion.

That'’s the equivalent of at least
300 points on the Dow-Jones aver-
age. The Congressional Research
Service has it about right. For share-
holders and pension funders, Mrn
Brady bas it just about as wrong as
you can get.
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Bush’s Worst Tax Idea So Far

By Froyp J. GotLp

As bad public policy goes, the proposal
for an 0.5% tax on stock transactions is
something of a champion. All at the same
time, this tax would increase the volatility
of stock markets, knock roughly 5¢¢ off the
Dow Jones average, damage the ability of
new companies to raise capital and drain
liquidity from already endangered U.S. fi-
nancial markets. And all to try to raise S10
billion in federal revenues—$10 bijllion that
surely will not materialize.

The Treasury arrives at its $10 billion
figure via the simple expedient of multi-
plying 0.5% by the value of the $2 trillion
trading on the New York Stock Exchange
each year. Two trillion dollars times 0.5%
equals $10 billion of found money. The as-
sumption here is that making trading more
expensive and less profitable will not re-
duce the number of trades executed.

Greater Volatility

But it will of course. And in conse-
quence, not only will the government
gather less in revenue, but the stock mar-
ket will be pushed toward even greater vol-
atility than it shows today. Advocates of
the transaction tax claim that it would en-
courage long-term investment, and there-
fore reduce “‘excess’volatility. But a long-
term investor is not just one who buys 100
shares of utility stdck, sticks them in a
safe deposit box and waits for retire-
ment.

Pension fund and mutual fund money
managers, who remain in the market for
long periods of time, adjusting their portfo-
lios as circumstances change are long-
term investors too. They play the impor-
tant role of capitalizing:sector trends, arbi-
trating differences in rate of return across
industry groups and sending capital from
low-return to high-return sectors.

One effect of a transaction tax would be
to discourage such investors from engag-
ing in such active management of their
portfolios. This is because the transaction
tax adds to transaction costs. When the
benefits of a particular trade are less than
the transaction tax, investors will be dis-
suaded from trading. They will disregard
information that would justify small in-
creases or decreases in the prices of

stocks. However, as information continues
to flow, a point will be reached where the
benefits of doing the trade will exceed the
cost of the tax. The tax, in other words,
will cause stock prices to move in bigger
jumps, both up and down, than they now
do.

In other words, rather than promoting
swift and continuous adjustment to new in-
formation, a transaction tax would cause
prices to jerk and lurch. For smaller, less

Rather than promot-
mg swift and continuous
adjustment to new infor-
mation, a transaction tax
would cause stock market
prices to jerk and lurch.

liquid, firms the fluctuations will be exac-
erbated.

The first of these swings will occur as
soon as the tax looks likely to become law.
Combined with other pending laws, the tax
would quickly wipe some 3% —or 150
points—off the value of the Dow Jones av-
erage. Here's why.

Investors have historically expected an
average 3 after-tax real growth in the
value of their equities over time. At the
current rate of inflation, roughly 4%, that
translates into 7% after-tax nominal
growth in capital value.

Under the present tax regime, a com-
pany must earn 14.7% annually in order to
satisfy its investors. After paying its 34%
corporate income tax, a company that
earns 14.7% will have 9.7% to distribute to
its owners. If it, as most companies do,
kicks out 3¢ of earnings to shareholders in
the form of dividends, it will retain 6.7% of
earnings. This should be reflected in ap-
preciation of the value of the stock.

From the shareholders’ point of view, a
3% dividend will translate into a 2.2% re-
turn on investment after paying personal
taxes. The 6.7% of earnings that are re-
tained will, after payment of the current
28% capital gain, translate into a 4.8% re-

turn on investment. And of course. 2.27 af-
ter-tax return from dividends plus a 4.5
after-tax capital appreciation add up to the
required 7¢¢ return.

Now add an 0.5% transaction tax to the
calculation. The shareholder now needs a
7.2 increase, instead of a 6.79% increase,
in the after-tax, after-3% dividend value of
the company if he is to earn his nominal
7. Redoing the arithmetic, that means
the company must earn a nominal 15.5%.
instead of 14.77¢. That additional incre-
ment it will now have to earn doesn't
sound like much, but it adds up to a 5% in-
crease in the cost of capital.

Well of course, companies can't sum-
mon up the necessary improvement in
earnings with a snap of the fingers. So a
57 increase in the cost of capital will
mean a corresponding 5% depreciation in
asset values—and thus 5% off the value of
equities.

Some in the Bush administration dream
of trading off the transaction tax as part of
a deal that would also cut the capital gains
rate to 20 from 28 and boost the top
personal income tax rate to 335 from 28%.
This deal would not be worth doing. at
least not from the point of view of equities
markets.

Lower Capital Gains?

The combined effect of the lower capi-
tal-gains tax rate plus the higher top per-
sonal income tax rate would be to reduce
the pre-tax nominal return needed to earn
a post-tax 77 (made np, remember, of 3%
real growth and 4 inflation 1 to 9.3% from
the 9.7% mentioned above. That would cut
the cost of capital by 4 and. presumably,
boost the value of the equities markets by
4%.

But the 0.5% transaction tax would wipe
57 off the value of those markets. So all
this finagling will simply have the effect of
increasing the cost of capital by 17. The
transaction tax will annihilate the advan-
tage of lower capital-gains taxes.

Mr. Gould, a professor at the University
of Chicago, is president of Investment Re-
search Co. Victor Canto, president of
Laffer, Canto & Associates, contributed re-
search to this article.



By Laurent Belsie

Stafi writer of The Christian Science Monitor

CARM|, ILL.

HE question is alive and
well in Illinois.

It dogs Senate candi-
date Lynn Martin. A reporter asks
it in Lawrenceville, 1ll. In nearby
Carmi, a voter wants to know.

Congresswoman, thev ask,
where do vou stand on taxes?

No new taxes - the pledge that
swept George Bush into the
White House two vears ago —is a
much more difficult campaign
promise to make in 1990. Presi-
dent Bush's recent switch on the
issue has taken the issue away
from most Republican candidates
this vear. Conservative Republi-
cans who are sticking to the
pledge, such as US Representa-
tive Martin, are under extremely
close scrutiny.

If George Bush can break such
promises, skeptical voters and re-
porters are asking, why can 't vou?

“Ah, the tax issue,” Martin
says, waving an imaginary cigar in
Groucho Marx fashion when
asked about it in her campaign
van. Her public disagreement
with Bush has brought her in-
stant media attention. On the
same Sunday two weeks ago,
Martin appeared on CBS’s “Face
the Naton” and ABC’s “This
Week with David
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1 do not believe that there will
ever be control of spending with
the same spenders that are there”
in Congress, she says. “1 will stand
up and oppose the new taxes that
they will shove down our
throats.”

Martin and her campaign
manager, Mark Schroeder, say
the tax issue is helping their cam-
paign.

“We believe it's a plus,” M
Schroeder says. “It elevates an
issue thal we think we are strong
on.”

The stand is especially helpful
in the suburbs around Chicago.
where Republicans traditionally
do well.

According to a poll conducted
bv the Martin campaign in mid-
April. more people cited Illinois’s
high taxes than anvthing else as
what put the state on the wrong
track. Statewide, 22 percent said
it was the main problem; in the
suburban ring around Chicago,
34 percent cited taxes in that poll.
In the two most Republican sub-
urban counties, it was 40 percent.

For his part, Simon is not sure
that he will be helped all that
much by the tax issue, but he
won't be hurt by it either.

“It is certainly not a minus in
terms of my own candidacy,” he
says. “But I think it's a minus for
the process. It makes people
more and more cynical of every-
body in politics and that hurts
me. It hurts evervbody.”

On the campaign trail,

Brinkley,” talking about ~N
the issue. ¢ ’ﬂ ﬂ Martin is telling voters
For her race against Campalgn that federal tax increases

incumbent  Sen. Paul
Simon. a liberal Demaocrat
who talks openly about
new taxes, her no-new-
taxes pledge i1s a two-edged
sword.

On the one hand. manv voters
appear to be more cvnical.

Senator Simon drew strong
applause last week when he told a
group of Rockford. Ill.. senior cit-
izens. “"Be careful of politicians
that promise vou one thing be-
fore an election and do some-
thing else after.”

©On the other hand. Martin's
no-new-taxes stand still resonates
among voters in these rolling clay
hills of Democratic but cons'er\'u-
tive southern Illinois.

Charles O. (Bill) Williams. «
registered Democrat  here in
Carmi. Ill.. voted for Simon in
1984. But he won't do that again
this vear.

“The trouble 1 see with my
party Is that the more taxes thev
collect, the more taxes they
spend.” he says after attending a
Marun speech in Carmi. “No new
taxesr \We believe in that.”

Martun sounds a similar theme
at a local Elks Club rally here.

would be particularly
harmful to Illinois.

“It isn't that 1 oppose
every tax increase,” she
savs. But the taxes that Bush and
the Democrats are discussing
would be doubly hurtful to Ilhi-
nois. According 1o Martin, for
every dollar of revenue that IHi-
nois sends to Washington, lllinois
gets onlv 72 cents back. That
makes it 49th of the 50 states in
terms of return on its federal
taxes.

Thus. a new tax hike would
not only burden Illinoisans fur-
ther. it would mean a continued
drain of wealth from the state.

Shipping money to Texas

A prime beneficiary. Martin
adds. would be Texas. which is re-
ceiving federal help to bail out
that state’s manv failed savings
and loan institutions.

“For this state. it would be a
major transfer of wealth.” Martin
savs. “We could just Federal Ex-
press our money down to Texas
easier.”

This tack complements an-
other Martin critcism about Si-
mon: that he is an absentee sena-
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tor. (Simon. himself. used that ar-
gument on then-Sen. Charles
Percy six vears ago to win his elec-
tion. In 1988, Simon ran for pres-
ident, having to miss lots of votes
in the Senate.)

It is too early to say how these
populist messages will play in 1i-
nois.

“I don't think the people relate
to that,” says Gerald Harper, the
mayor of Lawrenceville, Il

“Property taxes are 2 much big-
ger concern.’

“Taxes are a real issue wher-
ever you go.” savs Carl McVey.
White County coroner after hear-
ing Martin speak in Carmi. "We
want our fair share.”

One of Martin's biggest hur-
dles. they add. is to make herself
known outside of her congres-
sional district in Rockford. IlL

Several political analysts doubt
Martin can make her anti-tax
stand work.

What Martin reallv needs to
win the race are moderate Re-
publicans, savs Richard Day. pres-
ident of his own strategic research
firm in Evanston. I1l. Voters mayv
well be swaved by other issues
than taxes.

“I don't think thev will punish
Paul Simon for saving whal
George Bush is saving.” adds Da-
vid Axelrod. a C hicago-based po-
litical consultant.

“People are smarter than Lvnn
Martin and [her media adviser|
Roger Ailes think thev are. They
realize that it [the federal deficit]
is a problem.” he says.

‘The news media is doubly
skeptical about the pledge.

Martin likes 10 sav that on the
four major tax bills of the 1980s.
she has voted 10 increase taxes

only once. That vote was in her
first term in Congress, on the
1982 Tax Equity and Fiscal Re-
sponsibility Act, when it was
promised her that for every dol-
lar of revenue raised, three dol-

lars of government spending
would be cut.

Broken spending promises

Instead, the dollar was raised
and only 52 cents was cut. Martin
tells voters she has learned her
lesson and won't make the mis-
take again. “Why not raise taxes?”
she asks an audience in Mount
Carmel, Ill. Because “vou and !
know that little or none of it will
go to the deficit.”

Simon also voted to support
that bill. she points out. Unlike
Martin. he also supported the
1984 Deficit Reduction Act. which
raised liquor taxes and extended
other special taxes. He also op-

‘posed the tax cut of 1981 and tax

reform of 1986. which cut the top
tax rate for individuals - meas-
ures that Martin supported.



But a broader review of the
record shows that Martin has not
been consistently anti-tax.

Congress passed 12 bills that
raised fees or waxes during the
Reagan vears. according to a
Congressional  Quarterly  study
for the  Chicago  Sun-Times.
Simon voted for 11 of them (he
missed a roll call vote for the 12th
during his run for president).
Martin voted for nine of those tax
or fee hikes.

Moreover. her stand for no
new taxes extends only through
this budget vear. she admitted
after close questioning last week
by a Chicago public television re-
porter.
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Why Bush’s hps gave
GOP ‘the kiss of death’

IRWIN STELZER

ike all presidents in trou-
ble on domestic political
issues, Gceorge Bush is
trying to turn the voters' eyes
away from his moving lips
toward foreign affairs.
He flew off to London for a
meeting with his NATO allies

_last week. From there, on to

steamy Houston, for a summit

meeting of the seven industria-

lized countries.

But these diversionary ef-
forts are a temporary pallia-
tive at best.

Republicans are calling
Bush's repudjation of his “no
new taxes" pledge a disaster,
one likely to cost them dearly
at the polls come November.

For, somehow, the “watch
my lips" promise was different
from most campaign vows. It
had a ringing clarity. More im-
portant, it encapsulated a deep-
ly felt American feeling that
government had grown too
fast, had become too intrusive
in daily business life, and was
an inefficient engine for re-
dressing social ills. Deprive it
of new funds, the reasoning
went, and it would shrivel to an
acceptable size.

In short, “no new taxes"
summarized, in three words,
the anti-government, pro-enter-
prise gestalt of the Reagan
years — and of the coming era
of George Bush.

So, by retreating, Bush has
surrendered the issue that, al-
most alone, defined him as a
politician — his opposition to
expanding the role of govern-
ment.

There are three possible ex-
planations: the cynical, the
pragmatic, and the fundamen-
tal.

‘The cynical view is that now
was the time to get out from
under a campaign pledge that
was becoming increasingly un-
sustainable.

It is, after all, only 1990. By
the time the President stands
for reelection in 1992 the public
will have forgotten both the no-
new-taxes pledge and its
scotching. Meanwhile, any pub-
lic anger will be directed at Re-
publican congressmen in the
November 1990 elections, a re-
grettable but bearable cost.

One angry Republican con-
gressman is reported to have
said, “*He moved his lips, and
gave us the kiss of death.”

The pragmatic view is that |
Bush had no choice. Projee¢-:
tions of the federal budget defi-
cit are growing almost daily.
The savings and loan fiasco,
higher-than-expected interest
payments on the national debt,
and lower-than-expected tax
receipts have combined to
move the deficit estimate close
to $200 billion.

1f the budget deficit stayed
that high, the government's
mounting borrowings would
keep interest rates high, or
even force them up further.
Since interest rates are already
believed to be hurting the key
housing and auto sectors, this
could turn the current econo-
mic slow-down into a recession
— just in time for the 1992 pres-
idential election campaign.
This would be a sure ticket to
early retirement in Kennebunk-

port, argued Budget Director
Richard Darman.

The President loves his golf,
fishing and tennis. But not that
much. So he listened to Dar-
man’s review of history: sitting
presidents are rarely defeated
if economic times are good. So
get the deficit under control,
now, even if that means aban-
doning a campaign pledge not
to raise taxes. Interest rates
will drop, the economy will
take off, and Bush will be ree-
lected. ’

So much for cynicism and
practical politics. There may
be something more profound at
work here.

Bush has been in the oval
office for a year-and-a-half
now. He seems to be coming
around to the view that the

Reagan formula for a shrink-
ing government, whatever its
attraction in the 1980s, is not
the answer to the problems of
the 1990s.

The times now require more
vigorous government action to
clean the air, eliminate dump
sites and preserve environmen-
tal amenities. The steady
growth of a more-or-less per-
manent black underclass can
be arrested only by expanded
housing and education pro-
grams. The drug and AIDs
problems can be ameliorated
only by pouring more money
into research and hospitals.

Or so Bush seems to think.

At one time he wants to be
“the education President,” at
another ‘“‘the environment
President.” This, he now knows,
costs money. So now may be
the time to ease the constraints
on federal spending by tapping
new revenue sources. Only by
doing so can he position him-
self to run for reelection as a
man in tune with the needs of
the 1990s, rather than one cling-
ing to the conservative dogma
of the 1980s.

So Bush decided. to move
away from his campaign prom-
ise. This may anger his former
friends on the right, but they
aren't likely to turn to the party
of Jesse Jackson, Mike Dukakis
and Mario Cuomo. And those on
the left of American polltlcs are
not available to him in any
event.

That leaves less partisan ob-
servers. In a perverse way,
Bush has won their respect. In-
stead of the amiable but indeci-

sive waffler they once saw,
middle-of-the-roaders sce a
stern executive, taking action
in a crisis, regardless of prior
commitments or the conse-
quences for his personal popu-
larity.

Courage, not duplicity, is the
word Bush hopes will come to
their minds when they reflect
on his broken campaign prom-
ise.

So far, the President scems
to be ahead of the game. But
support for his new position
will melt away when he speci-
fies just which taxes he has in
mind.

It is one thing to acquiesce
in the notion that taxes must
rise, quite another to accept the
idea that one’s own taxes are
going up. Bush is so far holding
out against any increase in in-
come taxes, and pushing for a
variety of sin and energy taxes.

Beer-drinking, cigarette-
smoking, automobile-driving
blue collar workers (won by
Reagan from the Democrats)
won't find this very appecaling.
The Democrats know that: they
want to sock it to the wealthy,
who they claim had a free ride
under Reagan.

Only when the specific tax
measures are finally settled
will we know whether the Pres-
ident has been permanently
wounded by his willingness to
help the Democrats carry the
tax-and-spend albatross he had
so skillfully hung 'round their

necks.

Irwin M. Stelzer is a resident
fcllow at the dmerican Enter-
prise Institute.
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acti ally glven away thé store:in.

-dlsarmament and now he - talks of
,lendmg the’ Russxans money '

He gave Congress thexr - pay:

. '.raxses;and they thanked him by piling ;.

nore: peclal interest spendmg gtqp|
ut :growing : deficit. . He - recentlyl

million “dire emergency supplemen-
tal bill’” into ‘a. $4.3 bllhon bill. by -
addmg every stupld S| ecxal mterest
prOJect that they coul con_]ure up

" Now he is- glvmg Congress and’
the Demograts.-another -Sop’ *with-
taxes, letting them get their handso
our tax money and blaming it on the"
President. If this isn’t a wimp, we
don’t know what is. -

——Nackey S. Loeb
. Publisher
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George Bush — Unbelievable!

By PAUL HARVEY

CT. 12, 1987 GEORGE

Bush said: “I am not

going to raise taxes, pe-

riod!

Aug. 18, 1988, George

Bush said: “The Congress will
push me to raise taxes and I will
S 1say ‘no.” And
they will push
and I will say
‘no.’ And
they’ll push
again and I will
say to them,
‘Read my lips
—no new
taxes!’ ”

And then he
was elected.

June 26, 1990, President George
Bush said: It is clear to me ... the
need for ... tax revenue increases.”

George Bush is unbelievable.

" He has just handed the Demo-
crats all the campaign slogans they
-need for the next two elections.

The Republican President made
a U-turn and fell off his white
horse.

It is unlikely he will ever have a
71 percent public approval rating
again.

He does not have to seek re-
election for two more years, giving
the electorate time to forgive and
forget. But Republican members
of Congress are stunned. They
must seek reelection this year and
had counted on riding his coat-
tails.

More than half the Republicans
in Congress, trying to distance
themselves from their own Presi-
dent, have signaled the White
House that they will fight any tax
increase.

Imperial, Mo., farmer Joe Maier
said he was so upset with Presi-
dent Bush that he went out into his
garden and planted four more
rows of broccoli!

Patricia Braden, a longtime Re-

publican from Monroe, Mich., says
“Mr. President, read my lips: no
second term!”

Radio talk shows and newspa-
per editors are flooded with calls '
and with letters to the editor
offering comment ranging from
angry to disillusioned.

Japan is celebrating. Japan has
been hoping that we would raise
taxes. .

President Bush, recently riding
so high in the popularity polls,
may have developed an FDR
complex, an irrational passion for
bipartisanship.

But if he thought he was some-
how coercing Congress with this
compromise, they're smarter than
he is.

If he were really politically
astute, as was FDR, he could have
forced Congress to raise taxes over
his veto.

That way he could have his cake
and eat it.

So desperate is our nation’s
economic situation that our Trea-

sury Secretary warns that our
nation is $3 trillion in debt and
will go broke in August unless we
do something quickly.

So desperate is our situation
that the President wants more
taxes and Congress contemplates
reducing your Social Security.

While at the same time the
House has voted another $15.5
billion in foreign aid.

Congress, likewise, is unbeliev-
able.
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Bush’s Word Worthless

By CHARLEY REESE

EAD MY LIPS.
President Bush will, of
course, explain his reversal
A onthe need for new taxes in
" more genteel and obscure
language, but that’s the gist of it. He
made a promise. He's breaking it.

I'm not surprised. The only virtue I
ever saw in Bush was that he was not
Michael Dukakis. For too long, the
Democratic and Republican parties
have offered us a choice between bad
and even worse in presxdentlal elec-
tions.

But aside from Bush destroying
whatever remains of his credibility,
which as far as I was concerned was
already zero, there really is no need to
levy even higher taxes on the Ameri-
¢an .people than they are already
paying.

We have these annual deficits and
the ballooning federal debt, not be-
cause of lack of tax revenue, but

I lied.

1.

because of excessive spending. In 1981,

federal tax revenues were $599 billion.
In 1990, they are $1,074 trillion. That's
a 66 percent increase.

But each and every year, Congress
spends more than the taxes yield in

revenue. Spending over that period of
time has increased 74 percent.

Are they telling us that if they
increase taxes again that this time
they will balance the budget? No. They
are not. And they will not. They will
continue to spend more than the taxes

yield in revenue.
Congress as a rule works, if you can

- call it that, on Tuesdays, Wednesdays,

and Thursdays — reserving Fridays
and Mondays for travel. Most of its
time is spent on political self-preserva-
tion. They try to tell us thereis a
budget crisis requiring new taxes
while they increase their salaries,
their benefits, their travel allowances,
their postage, their pensions, their
staff, and while they cannot even bring
themselves to cut a piddling subsidy to
the arts.

The American people ought to re-
volt. They ought to say, en masse, you
jerks have $1,074 trillion from present
tax revenues and until you can bring
your spending into line with that, we
flat are not paying one penny more in
new taxes.

Really, folks, unless we break this
cycle by taking out a huge number of
these nabobs, they are definitely going
to put us in the poorhouse.
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Bush drops
in Gallup
job rating

New York Times News Service

WASHINGTON—In the first public

1 opinion survey released since President
Bush abandoned his- “no new taxes”
pledge, the Gallup Organization reports
that just over half the public disapprov-
es of the reversal while 4 out of 10 ap-
prove.

The weekend poll found that Ameri-
cans are less worried about Bush’s will-
ingness to raise taxes than about other
financial matters.

Fifty-eight percent said they disap-
prove of his handling of the savings and
loan crisis and 64 percent disapprove of
his handling of the federal deficit.

The combination of the president’s re-
versal on taxes and rising disapproval
on domestic matters, including the envi-
ronment, education and the drug war,
dropped his overall performance rating
to 1ts lowest level in a year, according
to George Gallup Jr.

Still, Bush remains at least as popular
as most modern presidents at similar
points in their terms.

The telephone survey of 1,240 adults
found that 63 percent approve of the
job Bush is doing—down from 69 per-
cent in June and the record 80 percent
approval in January, shortly after the
.Panama invasion.

It is his lowest rating since May 1989,
when 56 percent approved of his per-
formance and 22 percent disapproved.
In the latest survey, 24 percent express
disapproval.

While some Republican congressional
candidates have been furious with Bush
for abandoning the no-tax pledge that
figured so strongly in his 1988 cam-
paign, his political aides say the issue
will fade and that the public will under-
stand that he did what was necessary.

The Gallup question on taxes was
worded in a way that may have mini-
mized disapproval with Bush’s position:

Making no mention of campaign
promises, it asked: “Do vou approve -or
disapprove of President Bush’s recent
announcement that he would consider
increasing taxes if necessary to reduce
the deficit?”

About 54 percent said they disap-
prove and 41 percent said they approve.
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Tax-and-spend Congress wins

A lot of Americans have reason to be
disappointed in President Bush, who last
week moved away from his stand against
new taxes. But while there is reason to
be disappointed.with the president, let’s
place the blame where it belongs — with
the Congress.

This message was released after a
meeting last Tuesday with congressional
leaders from both parties:

“It is clear to me that both the size of
the deficit problem and the need for a
package that can be enacted require all of
the following: entitlement and mandatory
program reform, tax-revenue increases,
growth incentives, discretionary spending
reductions, orderly reductions in defense
expenditures, and budget process re-
form.”

‘No new taxes’ pledge voided

Sen. George Mitchell of Maine, Rep.
Tom Foley of Washington, and Rep.
Richard Gephardt of Missouri, constitut-
ing the Democrats’ congressional leader-
ship, were reasonably subdued after the
announcement. They said they were glad
President Bush finally was prepared to
admit that his “‘no new taxes’ pledge was

not realistic. They said that, but were .

careful not to appear to gloat (no small
feat for Mr. Gephardt).

But appearances don’t change the
facts about pressures for a tax hike. The
major wire' services reported this from
the scene: ““On Capitol Hill, Democrats
quietly celebrated and Republican gritted
their teeth.”

Why did Mr. Bush do it?

To begin with, we still do not know
exactly what he’s done — or will agree to
do. A definite plan for increasing tax

revenues has not been announced. Not
surprisingly, there has been talk about
increases in alcohol, tobacco and gasoline
taxes, but lately so-called sin taxes have
been the favored refuge of greedy politi-
cians at every level of government. And,
so far, it is only talk.

Beyond that, it isn’t necessary to be

painfully partisan to appreciate the pre-
dicament Mr. Bush was in before striking
the bargain with the congressional dele-
gation.

The president has been walking a
fiscal tightrope. The so-called budget
summit involving White House and con-
gressional negotiators was getting no-
where fast. The projected deficit for the
coming fiscal year is way beyond the
maximum established by the Gramm-
Rudman-Hollings deficit-reduction law.

In truth, it is way beyond that even

when estimated growth in the economy .

was factored in, and when huge obliga-
tions like the savings-and-loan bailout
were factored out.

If the stalemate were allowed to last
too long, it certainly would have had
drastic effects on the financial markets
and the national economy in general. On
the global front, Japan has been turning
up the heat on the United States to cut its
overspending and get its domestic econo-
my in order before blaming all its woes on
its trading partners.

These are not simply incentives for
the White House to strike a deal. They
are better described as a stranglehold as
long as Congress holds final control over
budget and spending.

After the tax statement was released,
congressional Democrats congratulated
President Bush for finally showing leader-
ship. And not just congressional Demo-
crats. Network television ran footage of
Gov. Michael Dukakis saying he guessed
this proves he was right all along. That’s
Governor Dukakis of the now-debunked
‘““Massachusetts Miracle.”

So where is the leadership? Where is
the real leadership?

Are we to take leadership nowadays to
mean that there will never be enough
money for government to make ends
meet? Federal revenues have grown
throughout the 1980s. -‘They have in-
creased as a result of healthy economic
growth through most of the period. And
revenues have grown because, contrary
to what many in Congress would have us
believe, there have been several tax
increases during the decade.

Obviously, however, federal revenues
have not grown fast enough to keep pace
with federal spending.

So what now? Should Americans —
Democrats and Republicans alike — feel
that ‘‘tax-revenue increases’ will hasten
the end of federal deficits? Or even the
day when deficits will be better managed
and controlled?

Of course not.

Congress makes no promises

Cutbacks in defense spending are only
pending, but Congress already, has big
ideas for spending the “peace dividend.”
Deficit  reduction has not seemed to fig-
ure prominently in their plans.

Further, Congress has given no indica-
tion — and certainly no guarantees —
that it is prepared to limit its spending,
even of new revenues. More money will
result in more spending when less is what
the country needs. Most of the leadership
still opposes a balanced-budget amend-
ment to the Constitution.

The majority Democrats in Congress
seem finally to have won the political
victory they began pursuing in 1988.
Unfortunately, it is no victory at all for
the country.
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More From the Budget Follies

R4

By H. ERICH HEINEMANN

The Federal Budget Follies,
Washington’s longest-running situa-
tion comedy, has reopened to a
packed house. Budget strategists
have stumbled back on stage to
declaim on the fate of the national
fisc. In a brief interlude of drama
amid the slapstick, President Bush
reversed himself and said he would
now consider “tax revenue in-
creases” to help in closing the
budget gap.

Mr. Bush’s flip-flop unleashed a
torrent of comment. Republicans,
who have presided over record in-
creases in spending and deficits,
claimed betrayal. Democrats, oh
the losing side of the tax debate for
a decade, voiced sanctimonious
sympathy.

At present, politicians are toy-
ing with a grab bag of levies — on
energy, alcohol, tobacco, security
trades, capital gains and on upper
incomes. These measures may
raise revenue temporarily. Sadly,
however, tinkering with taxes will
neither solve basic fiscal problems
nor balance the budget.

Despite frequent, massive over-
hauls of the tax code, federal reve-
nues have been stuck between 19%
and 20% of gross national product
for two decades. Meanwhile, feder-
al outlays climbed from an aver-

age 19.2% of GNP in the 1960s to
23.7% of GNP in 1980s.

Supply-side nostrums about cut-
ting taxes to restore private incen-
tives are all well and good. But
they make little sense in an envi-
ronment of rapid . increases in
spending. Unless the generation
that consumes federal services also
pays for them, there will never be
a durable majority to limit the size
of government.

Economic growth, rather than
political decisions on spending and
taxes, is the principal factor setting
the size of the deficit from year to
year. This is the key reason that
the tax issue came to a head in
1990, rather than last year or.in
1988.

Private employment hardly
changed during the second quarter,
following seven years of steady ex-
pansion. When the economy slows,
the deficit will climb, no matter
how big a tax increase Congress
votes.

Whether the deficit is $150 bil-
lion or $200 billion doesn’t make a
great deal of difference in the short
run. Private demand for credit is
modest at present. There is plenty
of room in the credit market for
the Treasury to borrow large
amounts without a materjal impact
on interest rates.

Over the long run, however, the

deficit is eating away at prosperi-
ty. Washington’s penchant for liv-
ing on the cuff has played a key
role in cutting national saving and
investment, and therefore in slicing
the growth of productivity and real
living standards. Average real af-
ter-tax income per worker was
roughly $24,500 in May, measured
in 1982 dollars. By contrast, if the
trend over the quarter-century
from 1948 through 1973 had contin-
ued, real income per worker would'
be more than $32,000, 30% more.

Elaborate budget “summit |
meetings” have failed consistently
to stanch the hemorrhage from the
Treasury, as has the misnamed
ﬁramm-Rudman “Balanced Budget

ct.”

One of the simplest facts about
federal finances is the way they
influence allocation of national ont-
put. To quote Herbert Stein of the .
American Enterprise Institute, a |
dean of the economics profession in !
the United States, “The deficit in- |
fluences private investment.” :

However Professor Stein argued
that “this pervasive influence is not -
being exerted well. It is not result-
ing in an allocation of the nation’s .
output to achieve the main goals of
the American people.” ‘

The Organization for Economic
Cooperation and Development, the
Paris-based club of the main indus-

trial nations, had a timely warning
in its . midyear economic review.
The OECD staff said that “restrain-
ing public expenditure is likely to
become increasingly important” to |
improve public sector financial
balances, “but also increasingly dif- -
ficult” to achieve.

“Relaxation of East-West ten-
sions may allow some scaling back
of defense expenditure,” OECD
said, “but sources of increasing
pressure on public expenditure ca
be clearly seen.” :

“A second line of attack on the
problem of inadequate global sav-
ing,” the OECD added, “is to reduce
disincentives to private saving by
shifting the weight of taxation
away from saving and toward con-
sumption. Relying more on sales or
value-added taxation is one way to
do -this; modifying the structure of
income taxation is another.”

This is good advice, but don’t
hold your breath waiting. Sound
amd fury over tax policy will con-
tinue to echo across the Potomac.
However, as Macbeth lamented, it
is a tale told by an idiot, signifying
nothing.

H. Erich Heinemann is the chief
economist of Ladenburg, Thalmann
& Co., investment bankers in New
York.

al of Commerce

and Tommercial



Che Philadeiphia Inquirer

Tuesday, July 10, 1990

JEFF GREENFIELD

Just because Bush budged doesn’t mean
voters want more taxes from Democrats

_ nent Democrats see the President’s
“no-new-taxes” retreat as a powerful weapon
in their dreams of White House reconquest.
If true, this optimism suggests that Demo-
crats have learned nothing from their past
disasters.

In politics, a clear distinction must always
be made between the merits of an action and
its political impact.

For instance, President Ronald Reagan’s
dispatch of American Marines into Lebanon
in the early 1980s was a policy so ludicrous as
to border on the incoherent. It accomplished
nothing and cost hundreds of lives. But it did
not cost Mr. Reagan any measurable political
support. By contrast, Jimmy Carter’s Midea.st
peace initiative in the late 1970s resulted in
the Camp David accords, which drastically
lessened the danger of a major war in the

region. In the 1980 election, that achieve-
ment was of almost no help to Carter’s re-
election bid.

Thus, Bush’s current tax stand is indeed a
betrayal of his conservative allies and the
breaking of a promise he almost surely knew
he had no intentign of keeping. It is, on the

merits, a dishonorable act.

But will it hurt the President politically?
And, more to the point, will it help the
Democrats win back the presidency? Those
are highly dubious propositions.

To begin with, most Americans (if we can
believe the polls) never believed that Bush
would be able to keep his pledge of no new
taxes. They liked the sound of the promise
because it was tough and manly, proof that
this was no limp-wristed wimp standing at
the podium at the Republican convention in
New Orleans.

In a telling example of voter doublethink,
they liked the sound of “read my lips” be-
cause it was so clear a declaration of a policy
in which they had no faith at all.

So, since voters had discounted the prom-
ise almost as soon as it was made, there will
be little sense of outright betrayal for Demo-
crats to eyploit.

‘ he most disheartening political news
) of the season is the report that promi-

Moreover, Democrats have to learn why
voters have turned away from them in re-
cent presidential elections. It is not so much
a matter of any one policy or program, but a
much broader sense that the party cannot be
trusted with national executive leadership.

Too many voters still regard Democrats as
the party of taxation, the party that has ambi-
tious, largely unworkable schemes to take
their money and give it to somebody else.

Too many voters regard Democrats as the
party that does not know what it stands for;
that is willing to accept, indeed pander to,
any movement demanding a new set of
rights and privileges. They see Democrats, at
least on the presidential level, as the party
that does not know how to say no.

Perhaps even more important, they see
Democrats as the party that has lost its way,
its sense of self-confidence. A generation ago,
party gjalwarts read off the list of standard-

bearers with pride (“Woodrow Wilson, Al
Smith, Roosevelt, Truman . ..”). Now that list
often stops with a leader slain almost 27
years ago.

Indeed, to borrow a line from JFK, they see
the Democrats as the party of memory, not of
hope — unless that hope is a secret longing
for an economic catastrophe severe enough
to send voters back into the fold.

These images are not hard truths. They are
a mix of stereotypes, half-truths, effective
demagoguery by Republicans and reality.
But they have made the Democrats’ task of
winning the White House daunting. And if
party leaders believe a broken promise by a
president has made these obstacles any less
formidable, they might as well begin draft-
ing the 1992 concession speech now.

Jeff Greenfield is a former political aide for
the late Sen. Robert F. Kennedy and for
former New York Mayor Jchn V. Lindsay.
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REVIEW & OUTLOOK

A Lead Balloon

Let's see if we understand the dy-
namics of a stock-transfer tax, which
it's rumored President Bush might
support. On the one hand, he says he's
still pushing for a cut in the capital-
gains rate. On the other hand, there’s
now talk of up to a 0.5% tax on trans-
fers of stocks, bonds and futures. This
would obviously burden the growth ef-
fects of a cut in the gains rate. We are
tempted to dismiss this proposal as
patently absurd, except that with lip
reading out of style we can take noth-
ing for granted.

Loose lips sink shares. For
starters, how about a fall in share
prices of between 9.3% and 14.6% and
a drop in volume of 12.7%? These are
some of the unhappy estimates of the
impact of a 0.5% transfer tax made
hy the Congressional Research Serv-
ice. The group studied the issue in
March 1987, the last time anyone—
then-Speaker Jim Wright—floated this
possible tax.

A transfer tax would be the worst
kind of betrayal of tax reform. By its
very nature, this tax would discourage
economically sensible deals. Every
possible trade would be affected by
the tax, which would raise the cost of
capital by making it more expensive
to move capital from one investment
to another.

“The higher transaction costs and
lower trading volume would reduce
the efficiency of the stock market in
the sense that some transactions
which are justified on the basis of the
underlying economics would no longer
occur,” the congressional report said.
*“The tax would make the cost of some
investments prohibitive. For other in-
vestments it would create a ‘lock-in’
effect: selling an existing investment
and buying another might increase
the expected return, but the transac-
tion costs associated with the trade
would exceed the potential gain.”

It is passing strange that the pro-
posal should waft out of the Treasury,
where Secretary Nicholas Brady has
complained about volatility in the
markets. The congressional report,
which came before the 1987 crash,
noted that “reduced trading volume
would also decrease the liquidity of
the stock market somewhat and could
possibly increase volatility, since
larger price changes may be required
to match demand and supply in a
market with less volume."”

The effects could be even more
dramatic in the futures markets. The
Chicago Board of Trade estimates a
sovbean futures contract for $65,000
worth of soybeans that now costs
about $75 to transact would cost about
SH00. A 0.57¢ tax on this contract ex-
plains the $325 difference. Farmers
should ask why the federal govern-

ment would want them to choose be-
tween paying extortionate amounts in
transaction taxes or forgetting about
hedging their risks.

Even the estimated revenues of be-
tween $8 billion and $10 billion a year
are highly suspect products of 1970s-
style static analysis. If fewer trades
are done, less revenue will come in.

International competition would
guarantee fewer U.S.-taxable trades.
Any effort to tax Americans on for-
eign exchanges is doomed to fail. Mo-
dems, faxes and satellites make mar-
kets highly portable. Many trades will
migrate to lowest-cost markets. Sev-
eral countries have no taxes on securi-
ties transactions. Indeed, the major
countries that do have transfer taxes,
including Japan. Britain and Canada,
are moving to abolish or Jower them.
Even the socialist mayor of Frank-
furt, accompanied by a representative
of his Green Party government coali-
tion, not long ago told a group of Jour-
nal editors that they hoped Bonn
would abolish the German stock-
transfer tax so that Frankfurt could
compete with the City of London.

Since there is no economic justifi-
cation for this tax, and with the ad-
ministration seemingly content to let
these proposals wander around in pub-
lic, we're left to speculate that they
must lie in someone’s political con-
stellation. Dick Darman may figure
this would be good soak-the-rich poli-
tics, perhaps to ease a capital-gains
cut. Or maybe Secretary Brady fig-
ures he can punish his pet peeve of
short-term investing by making it
more expensive to trade as often as
the market demands. The weak dis-
tinction between long- and short-term
investing aside, . someone should re-
mind the White House that pension
plans and mutual funds do much of
the risk-hedging and other high-vol-
ume trading. Union officials worried
about returns on pensions are already
lobbying against this tax.

As we say, it's hard to treat this as
a serious proposal. Maybe the White
House is tossing up trial tax balloons
to see them shot down. This kind of
political game, though, works best
only. when there is clear, reliable lead-
ership that will just say no to bad
ideas.

It is now clear that the price Presi-
dent Bush's opponents, and perhaps
even some friends, will make him pay
for dropping his no-tax pledge will
come in the dear coin of credibility.
No one can know which of today’s
wacko tax preposals will become to-
morrow's tax policies. There is a cal-
dron brewing of great uncertainty and
risk. The last time a national leader

- lost control of economic policy we suf-

fered a malaise not suffered in this
country for more than a decade.
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Bush’s Switch on Taxes

Dogs GOP Candidates

New Hampshire Politicians Taking It Hard

By Helen Dewar

Washington Post Staff Writer

-CONCORD, N.H.—Two years
ago. Republicans here were riding
high: Presidential candidate George
Bush took the anti-tax pledge they
demand of all candidates in the New
Hampshire primary and then made
it a centerpiece of his victerious
campaign for the White House.

But now that President Bush has
abandoned his promise to resist tax
increases, most of the state's GOP
leaders are seething at what they
see as an act of betrayal, expedien-
cy and disregard for the fortunes of
Republicans who were basing their
campaigns this year on the party's
record of opposition to tax in-
creases.

It is a complaint heard around the
country from Republican candi-
dates, who saw the tax issue as a
potential margin of victory in close
races—until it was vaporized two
weeks ago when Bush announced
that “tax revenue increases” would
be a necessary part of a deficit-re-
duction agreement with Congress.

In [llinois, Rep. Lynn Martin (R),
who is challenging Sen. Paul Simon
(D), said it is “not the kind of help [
wanted.” Rep. Claudine Schneider
(R), running against Sen. Claiborne
Pell (D) in Rhode Island, cailed it a
“terrible” decision and said she will
now have to work to convince vot-
ers that she disagrees. In Michigan,
Rep. Bill Schuette (R), who is chal-
lenging Sen. Carl M. Levin (D),
looked to the bright side, saying it
might help by showing people “I'm
nobody’s boy.”

But nowhere does the president’s
retreat from his “no new taxes” slo-
gan of 1988 have more poigna_nce
and resonance than here in New
Hampshire, where the issue was
born and where some Republicans
believe it could return to haunt
Bush when he seeks a smooth sen-
doff for his campaign for a second
term in 1992,

Not that New Hampshire races
this fall are expected to be partic-
ularly close. Republicans are
strongly favored to continue in con-
trol of the state legislature as well
as the state’s entire congressional
delegation, including the Senate
seat being vacated by Sen. Gordon
J. Humphrey (R) after two terms.

Any jitters arise largely out of
concern over New Hampshire's
economy. Bouyant through most of
the 1980s as it rode the crest of a
high-tech, defense and commercial
construction boom, the state's
economy has gone flat in the past
couple of years, unnerving those in
power and causing some observers
to hedge their bets on the outcome
of this fall’s elections.

The tax issue has added a note of
volatility to a campaign that is al-
ready shaken by a tripling of unem-
ployment to nearly 6 percent in the
last year or so.

Perhaps more important, accord-
ing to many Republicans, it has also
raised questions about credibility
and trust for all politicians and
blurred one of the few clear distinc-
tions between Republicans and
Democrats at a time when military
strength is receding as a political
plus for the GOP in the wake of im-
proved U.S.-Soviet relations.

“People feel a commitment has
been broken,” said Rep. Robert C.
Smith (R), the front-runner to cap-
ture Humphrey's Senate seat. Even
though he has been so consistently
anti-tax that voters are unlikely to
fear a flip-flop from him, Smith is
concerned about the public’s “cyn-
icism about politicians breaking
promises” and how this might affect
other candidates, including himself.

Like many other Republicans,
Smith believes Bush has sacrificed
taxes as a defining issue for Repub-
licans among voters who already
have a hard time finding relevant
differences between the parties. “It
was the black and white of Repub-
lican-Democratic politics, and we've
now made it gray,” he said.

Smith, a conservative now in his
third term in the House, is favored
over his closest competitor, busi-
nessman Thomas Christo, to win a
four-way Republican senatorial pri-
mary Sept. 11. He is also regarded
as a strong favorite to defeat who-
ever emerges victorious from the
three-way Democratic primary on
the same day: former senator John
Durkin, who served one term in the
Inte 1970s; Nashua Mayor James
Donchess; or John Rauh, a wealthy
young Sunapee businessman. The
Democratic primary is regarded as
close, with Durkin narrowly ahead.

But Smith is taking no chances on
the tax issue.

While the genial, mild-mannered
lawmaker has avoided some of the
harsh rhetoric of his Republican col-
leagues, he lost little time in issuing
a statement disagreeing with Bush,
including a pledge that he will con-
tinue to oppose tax increases of any
kind, regardless of what his pres-
ident may propose.

Humphrey, who is seeking a seat
in the New Hampshire state Senate
in what is widely viewed as a step
toward the governorship, has dis-
pensed with the niceties, calling
Bush’s tax turn-around a “major dis-
aster on a national scale.” “A dumb
move all the way around,” added
Rep. Chuck Douglas (R-N.H.).

Douglas said he will not be sur-
prised if Bush runs into opposition
in the 1992 New Hampshire pres-
idential primary unless he reverses
course again and blocks any tax in-
crease.

Democrats are poised to exploit
Bush’s reversal on taxes in a vari-
ety of ways, although it is virtually
impossible to get to the right of
New Hampshire Republicans in op-
posing tax increases.

Durkin, for instance, has said that
Bush owes New Hampshire and the
country an apology for breaking his
promise on taxes. As for his own
position, Durkin said that now is not
the time to consider tax increases
and that defense savings should be
used to address new spending
needs.

“Sure there will be a political spi-
noff in the Senate race;” said New
Hampshire  Democratic Party
Chairman Ned Helms. “It undercuts
the Republican Party. No longer is
there magic in just running around
saying ‘no new taxes.’ ”

According to news media inter-
views and the assessment of local
politicians, New Hampshire voters
appear to be far less shocked and
outraged by Bush’s reversal than
Republican politicians. For one
thing, voters say, they don’t put
much stock in anything that politi-
cians promise before election day.



While New Hampshire voters
have not abandoned their almost
legendary hostility to taxes (the
state has no sales or income taxes),
even some party officials agree that
most people here are willing to con-
sider some tax increases—other
than an increase in income tax
rates—in order to reduce deficits.

Many people are also sympathet-
ic to Bush’s apparent strategy of
wooing Democrats with concessions
on taxes in order to get them to
agree to spending cuts, officials say.

Donna Sytek (R), chairman of the
state’s House Ways and Means
Committee, vehemently opposes
Bush’s turnabout but told a report-
er during a Republican breakfast in
Gorham, N.H., last Saturday: “Peo-
ple are willing to swallow hard and
take a tax increase if that’s what it
takes to get Democrats to agree to
spending cuts.”

“You know, death and taxes, peo-
ple know they've inevitable,”

shrugged Coos County Treasurer
Paul Fortier (R), who also attended
the breakfast. “Because of concern
over the (federal) deficit, you don’t
find it’s as much of an issue on the
federal level as it is on the state lev-
el,” added Rhona Charbonneau, a
state senator and chairman of the
New Hampshire Republican Party.

Both the economy and the tax is-
sue could spell more trouble for Re-
publican Gov. Judd Gregg, who is
also seeking . reelection this fall;
than it does for candidates for fed-
eral office, some believe,

And if a budget agreement in
Washington leads to higher federal
taxes on cigarettes, beer and other
items that New Hampshire relies on
for revenue, it could make it harder
for the state to balance its own bud;
get, Sytek noted.

Voter tolerance of Bush’s rever-
sal on taxes is underscored by the
fact that the only major Republican
office holder who supports the pres-
ident’s position—Sen. Warren B.
Rudman (R-N.H.)—is also the
state’s most popular politician, ac-
cording to a recent Boston Globe-
WBZ-TV poll.

If anything is going to threaten
New Hampshire Republicans at the
polls this fall, it is the economy, and
the best way to rekindle economic
growth is to bring down interest
rates by cutting the deficit, Rudman
contends.

So long as he does not agree to
an increase in income taxes, New
Hampshire voters will go along with
any Bush-blessed tax increases, es-
pecially if the result is a renewal of
economic growth, Rudman said.

Then why are his colleagues so

- wedded to a!no-new-taxes position?

“Mainly,” said Rudmai, “it’s easier
to explain.”
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Will Bush Fall for the
Balanced Budget Trap?

By Warren T. Brookes

President Bush hosts the eco-
nomic summit in Hoeuston not as
captain of his fiscal ship but ironical-

ly as one who has made his economic.

policies hostage to
summitry, domes-
tic and foreign.

The day after
he capitulated to
the Democrats on
his anti-tax
pledge, Americans
learned that a sim-
ilar concession
was made as part
of an astonishing-
ly Keynesian trade
deal with Japan. In return for Japan
agreeing to “stimulate” its domestic
demand by massive new pubiic works
spending, the United States agreed
to dampen its domestic demand with
higher taxes and lower deficits.

Yet one of the reasons Bush sold
out to the Democrats was his fear
that a budget summit impasse would
cause interest rates to rise and
threaten a recession. Now it is likely
he will get both lower rates and a
recession, precisely because of his
agreement to accept higher taxes at a
time when Congress is also negotiai-
ing the final shape of a $25 billion io
$40 billion clean air bill.

THAT MASSIVE regulatory
onslaught coupled with a similar
sized tax package will knock at least
$500 billion off the already anemic
capital base of the nation. At this

rate the Bush administration could
wind up as “Hoover-1L.” It was partly
Hoover’s preoccupation with the
budget deficit that did him and the
economy in.

Worse, in order to save what’s left
of his political face, Bush is now
being tempted to accept as part of
“budget process reform” another trap
called a Balanced Budget Amend-
ment.

That is because Democrats now
see such an amendment as a perma-
nent tax-raising and spending escala-
tion machine. The two versions now
before the Congress would certainly
qualify. Both Sen. Paul Simon’s,
D-Ill., and Rep. Charlie Stenholm’s,
D-Texas, resolutions mandate a bal-
anced budget each year unless Con-
gress votes by a 60 percent “super
majority” to allow a deficit.

Unfortunately, both bills also pro-
vide that taxes can be raised by a
simple majority. Thus both bills are
biased toward forcing tax increases
as the preferred solution to any defi-
cit.

Brookes

AS A REPORT by the econom-
ic staff of the US. Chamber of
Commerce states, “These resolu-
tions, if ratified, would cause more
economic and fiscal harm than good
because they would give Corigress a
strong and permanent incentive to
raise taxes.”

This is why the chamber hag
suddenly abandoned its longiime
support for the Balanced Budget
Amendment and is openly lobbying

against both the Simon and Sten-
holm bills unless they are amended to
include the following tax limitation
clause that would make tax increas-
ing just as hard as deficit rurning:
“Total receipts for any fiscal year
may not increase by a rate greater
than the rate of increase in national
income in the last calendar year
ending before such fiscal year, unless
three-fifths (60 percent) of the whole
number of each House of Congress
shall have passed a bill directed solely
to approving specific additional re-
ceipts and such bill has become law.”
This is essentially the same lan-
guage in the Balanced Budgei
Amendment passed by the Senate in
1982, the only such amendment ever
passed ineither House. That amend-
ment was single-handedly defeated
in the House by
then-Speaker Thom-
as Tip O’Neill Jr.,
who rightly saw it as
a potential death
knell for his own “tax
and spend” party.
WE HAVE a
feeling that O’Neill
would feel differentiy
about the Simon and
Stenholm proposals,
because they could
make tax hikes an
annual forced event
without political ac-
countability.
Unfortunately,
the National Tax-
payers Union
(NTU), an otherwise
strong anti-spending
and anti-taxing Job-
by, has become so obsessed with the
deficit problem it is supporting these
weaker versions.

This is because the NTU drive to
get states to call for a constitutional
convention to endct such an amend-
ment is stalled at 32, four short of the
36 needed. A move led by conserva-
tive Phyllis Schlafly against such a
convention has not only stopped
further gains but is successfully roll-
ing it back in some states.

If the NTU is still serious about

controlling both spending and taxa-

tion, it should take advantage of the
budget summit and get the Bush
administration to insist that any
such amendment require a super
majority on taxes and deficits. g

Otherwise, the NTU will partici-
pate in the unraveling of the small
progress we have made in arresting
the upward spiral of spending that
began with the rise in tax revenues in
the 1970s. That rise has been damp-
ened since 1983 by the deficit pres-

SUT€A fter all, the real insult to eco-

nomic growth is not the deficit but
the spending level. The main reason
why deficits have not hurt the U.S.
economy as much as predicied is that
the spending burden has dropped
nearly 2 percentage points since
1983. That's the equivalent of a $100
billion tax cut. But higher taxes are
almost certain to reverse that happy
trend, especially if Bush falls for the
balanced budget amendment trap.
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Tax. switch fallout sends
White House to the polls

By Donald Lambro

THE WASHINGTON TIMES

The White House, increasingly
nervous over the political damage
from President Bush’s retreat on his
pledge not to raise taxes, is turning
to polls and other elected Republi-
cans to gauge the fallout.

With signs of softening support
for the president even among Re-
publicans, White House Chief of
Staff John Sununu has ordered polls
by Robert Teeter, Mr. Bush’s 1988
campaign pollster, to measure pub-
lic reaction to the presidential about-
face.

Mr. Sununu also has ordered a
canvassing of GOP lawmakers, who
return today from the Fourth of July
recess, to see how Mr. Bush’s new
position is playing in their home dis-
tricts.

Some Republican Party officials
cite preliminary analysis of recent
public opinion surveys as suggesting
that the president’s handling of the
tax issue may be costing him some
of his bedrock support — in Con-
gress and among voters.

“Overall, I sense irritation, not an-
ger, among the voters” in the wake
of Mr. Bush’s budget maneuver,

House Republican Whip Newt Ging-

rich said in a telephone interview.
“But there’s a good bit of anger
among Republicans” toward the
president.

Before the president first gave
public indications of abandoning his
no-new-taxes pledge, polls reported
his overall public approval rating
still hovering around 70 percent.

But one poll, taken after Mr.
Bush’s May 7 call for budget negoti-
ations between the Whige House and
Congress, in which he agreed to put
“everything on the table” including
taxes, showed significant deteriora-
tion in his support from rank-and-
file Republicans.

A May 22-24 survey by pollster
Richard Wirthlin showed Mr. Bush’s
overall level of “strong support” sud-
denly falling to 22 percent, the low-
est level recorded by the Wirthlin
poll since October.

“Of critical importance,’ a Wirth-
lin memorandum noted, the presi-
dent’s “strong approval rating
among Republicans dropped over
the last month from 40 percent to 29
percent” — his lowest level of sup-
port from his party since he was
elected.

The Wirthlin survey also found,
“By a 54 percent to 41 percent score,
Americans say they are willing to
vote against their own congressman
should he/she support a tax in-
crease.”

While Mr. Bush’s “strong ap-
proval” standing among Republi-
cans rose last month to 43 percent in
the aftermath of the successful sum-

mit meeting with Soviet leader Mi-
khail Gorbachev, Republican poll-
sters and party officials said the
“softness” of the numbers indicates
weakening of the president’s support
in his own party because of the tax
controversy.

And that was before Mr. Bush’s
June 26 statement that said “tax rev-
enue increases’ had to be part of any
bipartisan budget agreement to cut
the deficit.

“The only thing that intervened
between [Mr. Bush’s] higher strong
approval score in April and his much
lower rating in May was when he
began talking about putting taxes on
the table,” said a Republican Na-
tional Committee official who asked
not to be identified. “That’s when the
drop-off occurred, and the only
thing that could have caused that
was [the controversy over] taxes.”

Neil Newhouse, vice president for
the Wirthlin Group polling firm,
agreed.

“It shows the virulence of the tax
issue,” Mr. Newhouse said. “It’s
tough to say that it is only the tax
issue that is affecting the numbers,
but my gut tells me that it is. What
else would drive that rating down?”

The conclusive numbers will
emerge later this month when polls
like the one Mr. Teeter is conducting
will show whether Mr. Bush’s de-
cision to accept some new taxes as
part of a budget deal has further
eroded his standing among the vot-
ers.

“If the number is down again

among Republicans in the ‘strong
approval’ category, that would re-
flect Bush’s latest move on taxes is
cutting into his support,” said the
RNC official. “Based on the earlier
numbers, you would expect it to be
down.”

Mr. Gingrich, the No. 2 Republi-
can leader in the House, took the
unusual step last week of sharply at-
tacking Mr. Bush for publicly en-
dorsing new taxes as a necessary
ingredient in any deficit-cutting
agreement.

In remarks aimed at voters in his
district in northern Georgia but vir-
tually ignored here, Mr. Gingrich
said Mr. Bush “made a mistake . ..
and I think it has been a severe blow
to the president’s credibility and a
significant blow to the Republican
Pany."

Beyond the short-term impact of
the tax issue on the president’s pop-
ularity, GOP strategists worry about
the long-term effect on the party’s
appeal to the voters.

“I’'m concerned that the tax issue
can push down the intensity of vot-
ers,” Mr. Newhouse said. “I worry
about turnout. If the voters are an-
gry because of this issue, then
!Bush’s Republican voters aren’t go-
ing to turn out.” ’
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‘We Are (Not) All Keynesians Now’

By HERBERT STEIN

It seems to me that for several years a
large number of economists were nagging
the president about the need to reduce the
budget deficit and to raise taxes for that
purpose. Now President Bush has relaxed
his objection to a tax increase. And all of a
sudden economists are being quoted in the
papers warning that the tax increase
would cause a recession. .

These warnings are issued in the sacred
name of John Maynard Keynes. For exam-
ple, an article in the New York Times
tJune 28) contains this statement: “Keyne-
sian theory. still a mainstay among West-
ern economists, holds that ..."”

A few anecdotes from a long life with
such talk may indicate how many grains of
salt need to be taken with it.

A Big Dispute

Almost 55 years ago, when I was in Ja-
cob Viner's economics class at the Univer-
sity of Chicago, a student had.the ter-
merity to stand up and say, ‘“The con-
sensus of economists is . . ."" The professor
glared at him and asked, ““When did you
take the census?"

Lesson: Be careful of judging what is
the opinion of “economists.”

About 40 years ago there was a big dis-
pute in this country about the Federal Re-
serve's policy of supporting the price of
government bonds. The name of Keynes
was entered into this dispute, and I wrote
an op-ed piece for the Washington Post
about what Keynes (who had died in 1946)
would have said. On the morning when my
article appeared, I received a call from a
man with a cultivated British accent who
identified himself as Geoffrey Keynes, the
economist's brother, and who said that I
was exactly right about what J.M. would
have thought. I was in Seventh Heaven, un-
til the caller dropped the accent and re-
vealed himself as a young economist friend
who was just pulling my leg.

Lesson: Be careful of judging what
Keynes would have said in circumstances
that he did not confront.

At the end of 1965, Time magazine cele-
brated the successes of Keynesian econom-
ics with a long story and Keynes's picture
on the cover. The article quoted Milton
Friedman as saying, “We are all Keyne-
sians now.” This surprised me until I read
in Time's letters column next week a com-

plaint from Prof. Friedman that the maga-
zine had failed to quote the rest of his
sentence, which was ‘. . . and there are no
longer any Keynesians.” o
Two lessons: Be careful in reading jour-
nalistic reporting of what an economist
thinks, because essential points may Qe
lost in transmission, and be care)ful in
judging the state of Keynesianism in the
‘economics profession. .
In 1971, after submitting a budget in
which he said that it was his policy to bal-

ance the budget at high employment, Pres-
ident Nixon said to a reporter, “Now I am
a Keynesian.” (He is almost always mis-
quoted as saying that we are all Keyne-
sians now, which was actually Time's mis-

quotation of Mr. Friedman.) As a member

of the Council of Economic Advisers at
that time I had the job of drafting soothing
letters to irate Republicans, in which I ex-
Dlained that he did not mean permanent
deficits, or fine-tuning or free love, but
only to continue a stable policy through the
fluctuations of the economy.

Lesson: The Keynesianism of presi-
dents, like their other “‘isms,” is of a lim-
ited and expedient kind.

Having said all that, I can hardly now
say what ‘“‘economists’ or ‘‘economics’
tell us about a possible tax increase and
deficit-reducing package in the current sit-
uation. But I can say something about
what the current situation is and about
what I would distill from the present
muddy state of economics.

Back in 1985, when the federal budget
deficit was 5.4% of the gross national prod-
uct, Congress passed the Gramm-Rudman-
Hollings Act, which required reduction of
the deficit in six annual steps to zero in
1991. On the average, that meant reducing
the deficit as a percentage of GNP by 0.9%
a .year. In response to the fear that this
path of deficit reduction might in some cir-
cumstances worsen a decline of the econ-
omy, the act provided for deviation from

the path in the event of an actual or offi-
cially forecast recession. )

After G-R-H was passed, the budget def-
icit declined from about $200 billion in fis-
cal 1984-86 to about $150 billion in fiscal
1987-89, and from about 5% of GNP to
about 3% of GNP. But it seemed to be
stuck at the $150 billion and 3% level.

In January of this year, President Bush
submitted a budget that had a deficit of
$124 billion for fiscal 1990 and $64 billion
for fiscal 1991, or 2.3% and 1.1% of GNP,

respectively. (These, and subsequent fig-
ures, exclude the costs of the S&L bailout. )
Now it appears that the deficit for the cur-
rent fiscal year, 1990, will be about $155 bil-
lion, or about 2.8% of GNP again, and that
without a deficit-reducing package the fis-
cal 1991 deficit might be $160 billion, or
about 2.7% of GNP. A deficit-reducing
package of $50 billion, which I understand
is what is being considered, would reduce
the 1991 deficit to about $110 billion, or
about 1.9% of GNP. This is a smaller re-
duction of the deficit between 1990 and
1991, both absolutely and as a percentage
of GNP, than was proposed in the January
budget.

Real GNP in the past year has in-
creased by about 2%. In the first quarter
of 1990 it increased at an annual rate of
1.9%. The rate of unemployment has been
stable at about 5.3% for a year and a half.
In January, when the budget was submit-
ted, the Blue Chip consensus of economists
(there are some things on which we do
take a census) was that the GNP would
rise by 1.7% in 1990 and 2.2% in 1991. In
June the consensus was that the GNP
would rise by 1.9% in 1990 and 2.3% in 1991.
In short, the U.S. is not in a recession, a
recession cannot be confidently forecast,
and the outlook for the economy is no more
worrisome than it was six months ago
when a budget was submitted that called
for even more of a deficit reduction than is
now being contemplated.

So the question now is whether a deficit
reduction equal to about 1% of GNP canbe -
safely absorbed by an economy that is not
in recession and that has available to it a
complementary monetary policy to in-
crease the supply of money if the reduction
of the deficit should reduce interest rates
and lead to an increased demand for
money. There are versions of Keynesian-
ism1 in which the answer to that is ‘‘no.”

It might be held that the American
economy cannot reach high employment
without a federal deficit equal to, say, 3%
of GNP. It might be held that, whatever
the starting point, a budget deficit can
never be reduced without depressing the
economy. But these are extreme views of
Keynesian doctrine. They are as extreme
as would be the opposite view that reduc-

- tion of a budget deficit no matter how

large can have no effect on the macroecon-
omy even in the absence of supportive mo-
netary policy.

A Two-Sided Transaction

Reducing the budget deficit is a two-
sided transaction. Cutting expenditures
and raising taxes, by themselves, have a
negative effect on demand and output,
which is what Keynesians worry about.
But on the other side of the transaction, re-
ducing the government’s borrowing re-

. quirement will reduce interest rates, stim-

ulating investment; raise the value of as-

. sets, like stocks and bonds, stimulating

consumption; and reduce the dollar ex-
change rate, stimulating exports. It is this
side of the transaction that the administra-
tion apparently counts on.

In my opinion the net of this, in either
direction, is likely to be small, partly be-
cause the deficit reduction is $mall and
partly because we have a monetary policy
that aims to stabilize the economy and con-
tain shocks arising from the budget or
elsewhere. Others may think the risks
greater than I do. But even so there is no
realistic ground for sounding a Keynesian
alarm if the government now takes moder-
ate steps to get on to the deficit-reducing
path that it has been seeking, unsuccess-
fully, for the past five years.
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Atax plan’s fine print

Tax concepts emerging from the Bush adminis-
tration deserve attention by Congress and the
public if it is made clear how these concepts would
distribute the burden of closing the budget deficit.
One proposal, a tax on securities, illustrates some
of the policy pitfalls lying in the path of a satisfac-
tory tax package. : '

Conventional political wisdom on a securities
tax holds that it would be paid primarily by those
with higher incomes. That would certainly have
been true a few decades ago. Today, however, mil-

. lions of citizens have indirect interests in massive
pools of capital through participation in pension
plans, retirement accounts and insurance pro-
grams that rely in part on professional manage-
ment of assets.

The administration proposal involves a tax on
transactions, perhaps as much as half of 1 percent,
that sounds low in contrast with, say, personal in-
come tax rates. Expressed as a portion of return

' on assets, however, such an amount looms much
larger, and for those assets managed with high
rates’ of turnover, the tax could be prohibitively
high. Were the tax to apply to transactions of
short-term money-market funds, for example, it
would more than absorb gross income. Fashioning
a tax to avoid short-term investments might dis-
tort standard investment choices. -

Pension accumulations of assets, more than $2
trillion, “belong” largely to middle- and lower-in-
come employees - public, private and institutional.
The largest fund group is made of up academics,
who may be comfortably off but are rarely
wealthy. ' '

The securities proposal, like a broad energy tax
also being floated, is clearly aimed at tapping mid-
dle- and lower-income sources, which may be nec-
essary to raise the amounts needed to cope with
the deficit. No one should be misled, however, into
thinking that because the tax is collected through
financial transactions, it is a tax on only the rich.




Chic Boston Globig

July 7 1999

Campaign pledges — made to be broken

MARTY LINSKY

We are in the middle of another campaign
year, and President Bush has demonstrated a
timely lesson about politics and democracy in jet-
tisoning his no-new-taxes campaign pledge and
getting on with running the country. Thrashing
him for switching his position is a political cheap
shot and reveals both misunderstanding of the na-
ture of democratic leadership and confusion be-
tween governing and electioneering.

Elections and governing are different ball
games, played with different objectives and rules.
The purpose of elections is to win. The purpose of
governing is to do the best for the country, includ-
ing, if necessary, repudiating what you said dur-
ing the campaign.

There is a line here to be sure. No candidate
should lie or disregard facts. But reading the eco-
nomie tea leaves optimistically is traditional and
appropriate campaign behavior.

A campaign is not designed for public educa-
tion. A campaign is a time for making people
choose sides. It is a time for candidates to state
their visions, their aspirations and their wishful
thinking. “Read-my-lips-no-new-taxes” was just
as much a statement of Bush’s hopes as was
“Good-jobs-at-good-wages” for Michael Dukakis.
Both reflect the eandidates’ desires and priorities.
Campaigns are a time to raise issues and empha-
size those stands which are genuinely held, but

which also serve a strategic purpose, such as iso-

lating an opponent in a minority position, or fore-
ing an opponent to choose between competing
supporters. -

But the purpose of governing is not to win and

not to divide. Governing obliges an officeholder to
educate the community, to build understanding
about difficult.choices, and to generate broad par-
ticipation in the process so that there is support
for whatever solution is arrived at.
" One view of leadership is to have a vision,
chart a course, try to convince the public of its
correctness, but nevertheless to stay the course
no matter how much heat it generates. This view
values a full vision and consistency. It was more
or less the Reagan mode.

Another view is that a leader should have a
world view and a plan, but that they should be

worked on, modified, and thrown in the wastebas-

ket if the circumstances warrant it. This view val-
ues a short.agenda, rather than a full-blown con-
ception, and a lot of openness. Bush is closer to
this view.

never change their minds, or at least never ac-
knowledge doing so, or ones who will listen to the
last person who has their ear? You ean rely on the
former; the latter are educable. :

On its own terms, Bush’s decision was gutsy
politically. For better or worse, he chose the mer-
its of the issue and the interests of governance
over partisan politics.

. On the merits, all the arguments were in favor
of the switch. The economy was not growing as
Bush had hoped, the deficit needed attention, and
the Gramm-Hollings-Rudman guidelines meant
that without new revenues there would be huge
budget cuts. '

On the interests of governance, the choice was
just as clear. Bush was in the middle of trade ne-
gotiations with the pro-tax Japanese and budget
negotiations with the pro-tax Democrats. Both
conversations were stalling. Bush needs some

measure of support from these two relevant com-
munities if he is to make any progress on the diffi-
cult issues facing the country.

The only arguments for him to hold his ground
were polities, partisan and personal.

It was a terrible decision for all those Republi-
cans campaigning in the hinterlands against new
taxes and in support of a popular president. Now
he has left them out there twisting slowly in the
wind, having to choose between the two.

. It was also costly for Bush’s own politics.
Imagine the ads in 1992, showing Bush making
his famous “read my lips” pronouncement in 1988
and then showing him slipping and sliding at the
press conference last week.

Bush is hoping that the results of his move will
overwhelm the inconsistency. But if history is any
guide, whether the voters will trust him in 1992
will depend more on whether his watch was sue-
cessful than on whether he stuck to his campaign
p]edges-'

Elections have always been about seeking
power and- competing visions, not about rigid
mandates. Many of the highest-regarded presi-
dents, including Lincoln, Wilson and Roosevelt,
adopted policies in office which were different
than their eampaign commitments.

Great democratic leaders educate the publie
and are educated by it in a continuing process.
They have a short list of absolutes. One absolute
they share, however, is that they always hold the
position that the positions they take might have to
change. :
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GOP Right Most Upset
By Bush’s Tax Talk
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By Laurent Belsie
Staff writer of The Christian Science Monitor

CHICAGO

EORGE BUSH’S switch

on tax policy has angered

many Americans. But it
has not surprised them. Many
voters never believed Mr. Bush
when he said: “Read my lips.”

So, now that he is considering
raising taxes, the biggest backlash
is coming not from Democrats,
but from Republican conserva-
tives who really believed - or
wanted to believe — his stand.

“They're having a connip-
tion,” says William Schneider, a
political analyst with the Ameri-
can Enterprise Institute. "All of a
sudden the most potent political
weapon that conservatives have -
no new taxes — has been taken
away by the president.”

Conservatives are lashing out
all over the country.

“In Massachusetts, Democrats
are saying: ‘Aha, he sold you a bill
of goods,” ” says Gene Burns, host
of a WRKO radio news-talk pro-
gram in Boston. But “the inter-
esting reaction is coming from
New Hampshire. . . . We are get-
ting a lot of outraged New Hamp-
shire Republicans saying: ‘“That's
it, we are not going to vote for
George Bush again.””

When Dallas radio reporter
Frank Welch took to the streets
for a reaction, he says he couldn’t
find a positive response.

And in conservative Charles-
ton. S.C.. the navs far outweighed
the veas when radio talk-show
host Dan Moon brought up the
issue on WTMA. “Thev felt thev
had been hetraved.” Mr Moon
savs of Charleston’s Republicans.

These conservatives represent
a vocal minority of the electorate.

Among a broader spectrum of
o

Americans, there appears to be a
willingness to consider raising
taxes to reduce the deficit.

“The outlook is very liberal
right now in terms of taxes.” savs
Tom Smith. director of the Gen-
eral Social Survey at the National
Opinion Research Center in Chi-
cago. “Support for more spend-
ing has been going up for a good
number of vears.”

Support for tax hike

According 16 one recent Gal-
lup poll. 40 percent of the
respondents said Bush should
break his promise and raise taxes.
“Apparently. the ‘fear of deficit
has convinced a substantial per-
centage of the population that
raising taxes might be accept-
able.”  concluded George H.
Gallup Jr. and Frank Newport in
a recent analvsis.

Some voters are actually ap-
plauding President Bush.

“I think it was necessary for
him to do what he's done,” says
Buck Fawcett, a farmer in Los
Banos, Calif. “He needs to get this
budget thing moving.”

“I frankly felt that it was a pro-
file in courage,” says John Lay, a
Democrat and president of a Col-
orado ski trade association.

Unlike the flag-burning issue,
which generated an intense but
short-lived burst, tax hikes are a
long-burning fuse, analysts say.
(In Chicago last week, the local
hockey team's trade of a star
player was a hotter item than
taxes on WBBM’'s Dave Baum
Show, says associate producer
Mari-rose McManus.)

The public’s final verdict will
depend heavily on which taxes
the White House and Congress
choose to raise and, more impor-
tant, how the economy fares be-
tween now and November, ac-
cording to political analysts.

“If the economy improves, the
public will say Bush did the right
thing,” Mr. Schneider says. “If it
slips, . . . Bush and the Re-
publicans are in deep trouble.”

Early public skepticism

Even before Bush took office,
many Americans did not believe
he would keep his promise. A
Gallup poll in November 1988
found 68 percent of respondents
saying he would be unable to
avoid raising taxes. A month later,
the Roper Organization revealed
the same skepticism. Some 40
percent thought Bush would
raise their income taxes. Demo-
crats were far more skeptical
about the pledge (15 percent)
than Republicans (33 percent).

If anything, skepticism has
grown. This January. when a
Business Week/Harris poll asked
Americans what would happen to
their own taxes, 82 percent ex-
pected them to go up. According
to a recent Gallup poll, conducted
before last week's announcement,
72 percent believed Bush would
OK some form of new taxation.

Bush's switch may affect some
races for the US Senate and
House. ‘especially those involving
a conservative who has taken a
strong stand on taxes. The US
Senate contest in Illinois. for ex-
ample, features Rep. Lynn Mar-
tin. a conservative Republican
who has distanced herself from
the president since last week’s
switch on the tax issue.

But in local races, Bush's
switch won't matter, savs Illinois
state Sen. Aldo DeAngelis, who is
running for president of the
Cook County Board. “Whatever
happens at the federal Jevel really
doesn't affect this level.”

THE CHRISTIAN SCIENCE MONITOR
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State Lips Also
Utter “T” Word
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With rising costs and falling federal suppont,
some states turn to ‘revenue enhancement’

By Scott Armstrong

Staff writer of The Christian Science Monitor

LOS ANGELES

George, you are in good

company in uttering the “T"
word.

Even as President Bush is
scolded by Republicans for his
willingness to consider tax in-
creases to reduce the federal defi-
cit, many states are raising levies
in the face of their own budget
shortfalls.

The state moves aren't without
their share of political pain. Last
week, thousands marched on the
Statehouse in Trenton, N.]., to
protest Gov. James Florio’s (D)
sweeping tax package.

Here in California, the state is
engaged in what is becoming an
annual game of tic-tax-toe — and
the president’s decision is having
an impact.

Outgoing GOP Gov. George
Deukmejian, representing the
X’s, has opposed a general tax in-
crease to meet a $3.6 billion
budget deficit. He prefers doing
it mainly through spending cuts.

Democratic leaders in the Leg-
islature, wielding O’s, want a
combination of cuts and tax or fee
increases.

One top Republican senator,
Ken Maddy, this week tried to
break the impasse by outlining a
limited plan to raise taxes and
fees, hoping it will spur
Democrats to accept new cuts. He
said President Bush's aboutface
on taxes influenced his flexibility.

But the president’s move has
made some of his conservative
colleagues more resolute: They
argue that state and federal tax
hikes would amount to a double
blow for the public.

The outcome? “I think it is
going to be a mixed bag,” says

Bud Lembke, editor of Political
Pulse, a Sacramento-based news-
letter. “Obviously there are going
to have to be cuts and revenue en-
hancements.”

Roughly half the states have ei-
ther raised levies or are looking at
doing so this year, according to a
preliminary survey by the Na-
tional Conference of State Legis-
latures (NCSL). That's less than
the 42 that did in 1989, but still a
significant number.

IF its any consolation,

“Given that it is an election
year, it is interesting there are so
mary major tax Increases,” savs
Corina Eckl, a senior fiscal analyst
with NCSL in Denver.

Necessity is the driving force.
A slowing national economy has
cut into the tax dollars flowing
into state coffers even as the cost
of state government rises. Health-
care, state prison, and education
programs are the costliest items.

At least six states — Kentucky,
Oklahoma, Nebraska, New Jer-
sey, Texas, and New Mexico -
boosted taxes this year all or
partly to help fund schools. Sev-
eral of these were induced by
court-ordered changes in the way
education is financed.

“This the toughest year for

states since 1982," says Gerald
Miller, executive director of the
National Association of State
Budget Officers.

Relatively few states imposed
income-tax hikes. Gasoline and
“sin” taxes - levies on cigarettes
and alcohol - remained the most
popular ways to raise revenue.
Several states boosted sales taxes.

A few, like Vermont, imposed
temporary tax hikes.

None of this activity by state
lawmakers suggests that the pub-
lic has changed its antipathy to-
ward taxes much.

True, the approval by Califor-
nia voters last month of a hefty in-
crease in the gasoline tax for
highwayvs and mass transit seems
to signal a greater public willing-
ness to pav for certain services.

Other tax hikes targeted for
specific programs have been suc-
cessful, too. Voters in Cuyahoga
County, Ohio, recently approved
a “sin” tax increase to fund a new
sports complex in downtown
Cleveland. Springfield, Mass.,
voters approved tax hikes ear-
marked for fire, police, and the
local hospital.

But North Dakotans last
month rejected higher taxes for
education. And at least seven
states - including California — are
expected to have measures on the
November ballot to repeal or re-
strict states' ability to raise taxes.

“Politicians who are trying to
seek new revenue sources should
be wary,” says Marshall Taylor of
the National Taxpavers Union.
an antitax group.

But fiscal experts say more
budget blues lie ahead, and the
public is likely to see higher taxes.

“Next year is likely to be a very
big year for tax increases for the
states,” says Steven Gold, local
taxation  expert with  the
Rockefeller Institute in Albany,
N.Y. '

Their prevalence will depend
partly on the US economy and
what happens in Washington.
Many state and local officials are
pleased that President Bush has
agreed to consider raising federal
taxes, provided it leads to mean-
ingful reduction of the federal
deficit and helps the economv.

“l think governors are sup-
portive of doing whatever is nec-
essary to get the deficit down.”
says Ravmond Scheppach. execu-
tive director of the National Gov-
ernors’ Association (NGA).

Yet there is concern about the
kinds of taxes that might be
adopted. If Uncle Sam raises gas-
oline, tobacco, or sales taxes, that
could reduce state tax revenues
since the higher prices may cause
people to consume less.

One NGA studv has shown
that a 10-cent increase in the fed-
eral gasoline tax would cost states
$3.5 billion in lost revenue over
five years. Higher federal "con-
sumption” taxes might also make
it harder for the states to raise
themn next time they need money.

“Almost anything the federal
government does will have some
impact on the states,” says
Christopher Zimmerman, chief
economist for the NCSL.
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Bush proposal to tax stocks
goes over like lead balloon

By DAVID CALLAWAY

A trial balloon proposal by
the Bush- Administration to
tax sales of stocks and bonds
went over like a lead balloon
on State Street yesterday.

The proposal, which would
most likely place a sales tax
of up to 0.5 percent on all se-
curities trades for individual
investors, brokerage institu-
tions and pension and mutual
funds, would cripple an al-
ready weak investment mar-
ket, according to industry of-
ficials.

“Something like this could
just totally kill retail vol-
ume,” said William Morton,
president of the Boston Stock
Exchange. “Investor confi-
dence is really tenuous as it
is and to throw a tax on top of
it will really undermine it."

Michael Hines, vice presi-
dent of marketing at Fideclity
Investments, added that the
tax would discourage inves-
tors from saving money
through mutual funds right
at a time when the Bush Ad-
ministration is encouraging
citizens to boost their sav-
ings. .

“The money's going to have
to come from some place, but
trying to take it out of peo-

ple's incentives to save and
invest is not the right way,”
Hines said.

The plan was also greeted
sourly by Wall Street, where
it was blamed in part for the
32.42-point drop in the Dow
Jones industrial average,
which closed at 2,879.21.

The plan, outlined ih yes-
terday's Wall Street Journal,
would raise up to $7.8 billion
to pay off the nation's deficit
in its first year, according to
the Congressional Budget Of-
fice. More -than $57 billion
could be raised in five years.

But the plan, which has
been floated around Capitol

Hill for several years in one
form or another, is hotly op-
posed by the Securities In-
dustry Association.

Industry representatives
have reminded politicians of
a 1987 congressional report
that predicted a tax on secur-
ities wculd cause gtock prices
to fall 9.3 percent, or about
260 points, based upon the
market’s current prices. )

Opponents of the plan also
point out that many Euro-
pean countries are doing
away with their securities
taxes to become more com-

From Page 27

petitive in the planned Euro-
pean common market.
Placing a tax on securities
in the United States could en-
courage more off-shore in-
vestment out -of brokerage
firms in Canada, the Carib-
bean and in Europe, analysts
said. S L ' [ !
But analysts bsaid' the se-
curities -tax proposal — ‘still
in its infancy — could be of-

fered by Bush as a compro-
mise to Democrats for sup-
porting a cut in capital gains
taxes.

Perrin Long, who follows
the brokerage industry for
Lipper Analytical Services in
New York, said the securities
tax would be much easier for
individual investors to swal-
low if; it came along with.a
large cut in capital gains
taxes.
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Introduce ‘Green’ Tax

Tax on pollution creates revenue, discourages waste

By Hazél Henderson

T OW that the “T-word” is
N out of the bag and Presi-
dent Bush has changed
his mind on taxes, we should ex-
plore creative alternatives for
bringing down the deficit. Such
alternatives include: a new group
of user-fees and “sin” taxes pro-
viding government with a major
stream of new revenues, without
hiking income taxes (in fact, 7e-
ducing them) and helping to avoid
a recession. It also includes levy-
ing fees on polluters.

Pollution levies, or “green
taxes,” as they are called in Eu-
rope, are approved by govern-
ments and most businesses. The
Paris-based Organization for Eco-
nomic Cooperation and Develop-
ment (OECD) which represents
the world’s 24 major industrial
nations, recently surveyed the 85
different kinds of “green” fees on
polluting on the books in Europe.
These taxes both speed cleanups
and increase revenues.

These “green” fees can include
deposits on returnables, car ex-
haust taxes, depletion taxes, and
levies on such pollutants as
carbon and sulfur dioxide. The
Economist applauded all these
measures as good economics and
urged passage of them: “The en-
vironment could be a way to cut
public spending and to generate
a whole new source of revenue.”

While governments in Europe
are now seeing “green” fees as a
major source of new revenue,
business executives see them as
much more palatable than bu-
reaucracy and regulation . Most
economists approve of “green”
levies, since they provide correct
price signals and improve mar-
kets’ functioning. Some go so far
as offering more dubious propos-
als to institutionalize the right to
“trade” such pollution licenses in
the marketplace, a decade-old
practice now a feature of the
Clear Air Act working its way
through Congress. While markets
cannot achieve the whole job,
there are many cases when they
can be effective - if fees for pollut-
ers are set high enough.

Economists  like  “green”
charges because they help pay for
the costs of pollution. Polluters
are now “free riders” - passing on
the costs of their activities to oth-
ers. At last, after much resistance.
this principle is being applied in
many countries, including the
LS. Now is the time to fully ex-
tend it to our tax system.

Greening our tax code would

also correct our national ac-
counts: the Gross National Prod-
uct. for example. GNP figures in-
clude the costs of cleaning up
pollution and repairing damage
and adds them into our accounts
- instead of subtracting these
costs to give a “net” GNP, as in
Japan. For example, the cost of
the cleanup of the Valdez oil spill
was added to the GNP of Alaska,
making 1989 look like a bumper
year! Such costs should not only
be subtracted from GNP, but the
bills should go to the polluters.
One doesn’t have to be an econo-
mist to understand this. Polluting
products would include costs of
disposal and recycling. New mar-
kets for cleaner recyclable prod-
ucts would be able to compete
more fairly. The “Green Market,”
says Business Week, will grow in
the 1990s from $56 billion last
year to $174 billion by 1995 - cre-
ating new jobs.

A “green” tax code, should in-
clude four environmentally-ex-
pensive  dctivities:  pollution,
waste, depletion of non-renew-
able resources, and deliberately-
planned obsolescence. (An exam-
ple: disposables, like hosiery that
runs on the first wearing). The
need to protect low incomes is ad-

, dressed in Germany by reducing

taxes on personal incomes pro-
portionately as the “green” fees
are raised. This shifts the burden
from low-income individuals to
those activities which pollute and
deplete the earth — while remain-
ing ‘“revenue-neutral” overall.
Americans already approve of the
fairness of “sin” taxes (tobacco, al-
cohol) to pay for their effects.
Most companies that pollute
see the writing on the wall. Con-
sumers and employees of such

companies are bringing law suits
for damages, and companies are
being found liable for a wide
range of new claims. Another
benefit of “green” charges involve
the less-polluting, substitute
products and services already
available. Their prices would also
fall, since most are offered by
small, fast-growing companies
that don't have the market power
to “fix” prices. In many cases,
such low-polluting alternatives
are atready cheaper: cloth diaper
services, or non-polluting deter-
gents. In addition, many of the
most-polluting products are out of
reach to consumers: stretch lim-
ousines, luxury campers, motor
boats. “Green” levies should be
highest on luxury items.

Workers can be redeployed
and retrained as companies shift
to less environmentally damaging
operations. There is no substitute
for spending new “green” rev-
enues on retraining. Military con-
tracting is a “sunset industry.”
The US economy is still too
wasteful to compete: For exam-
ple. we still use two and a half
times as much energy to produce
a unit of GNP as the Japanese.
While they recycle over 50 per-
cent of their “waste,” we throw
away 90 percent of ours. The
sooner we get on with tightening
up, the more competitive we will
be in the world. Let's begin by
“greening” our tax code.
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The deficit —11

(Second of two parts)

When it comes to deficit reduction;
President Bush and Congress are in the
same boat.

Neither can afford to 1gnore thesoaring
budget deficits — possibly back up to
$200 billion in 1991, depending on the
size of the savings and loan bailout — that
erode confidence in Washington’s ability
to control its own destiny and threaten to
stifle economic growth.

Nor, however, can either afford to
stand back and let the automatic spending
cuts take effect in the Gramm-Rudman-
Hollings deficit-reduction act, lopping

* more than $100 billion from the 1991

budget, bringing many government func-
tions to a standstill, seriously wounding
U.S. defense capability and wrecking the
domestic economy. Thus the American

public also has a big stake in how well our

leaders plug the leaks in that deficit-re-

duction boat.

Despite the no-tax bleatings of more
than half the Republican members of
Congress, there is only one logical solu-
tion for the president and Congress.

That answer is to gather all the painful,
bad-tasting remedies into one package
and tell the American people, “Your na-
tion is sick. Here is the medicine. It is

going to hurt all of us, but the patient will -

not get well without it.”

. Those painful remedies must include
more federal revenue, simply because the
deficit is too big and too persistent to be
cured by judicious spending controls

alone. Higher taxes are unpleasant, per--

haps even un-American in many minds,
but they also would demonstrate that the

" United States is serious about winning

back its self-respect.

The remedies also should include caps

~on the nation’s most costly social pro-
- grams, Social Security and Medicare, as

well as cuts in national defense. space

-programs, foreign aid, agriculture, pork-

barrel projects and just about everything
except basic health and education.

Inotherwords, spread the painaround.
All this eventually may lead White
House and congressional budget negotia-

“ torsto admit that the present systemisnot

working and settle on something like the
plan that House Ways and Means Chair-
man Dan Rostenkowski. D-Il., proposed
last spring. Rostenkowski’s 1dea was 1o

Everyone must suffer to whittle it down

junk Gramm-Rudman and. instead of

targeting a deficit figure for each year,

target anamount of deficit reductiontobe
realized. It was so realistic, and so politi-
cally scary, that it was quickly shoved
aside. '

The Rostenkowski pian would place
defense spending on a downward path,
saving $150 biilion by 1995. It would
place a one-year freeze on all nori-defense
spending. It would freeze Medicare pro-
vider rates and all cost-of-living adjust-
ments (Social Security, federal pension
plans, etc.) for a year.

On the revenue side, Rostenkowski
would eliminate the “‘tax bubble,” creat-
inga 33-percent marginal income-tax rate
for families earning more than $75,000.
He would suspend income-tax indexing
for a year and raise taxes on gasoline,
cigarettes and alcohol. He anticipated a
balanced budget by 1995.

" The specifics may differ — there is
sentiment for a broad energy tax rather
than a gasoline tax, a capital-gains cut
may be impossible to'resist and indexing
may come to a totalend — but something
like that, reaching into almost everyone’s
pocket to erase the deﬁcxt will have to be
the answer.

Indeed, something stronger than the
Rostenkowski plan may be necessary, be-
cause, 'since his figures came out, it has
become apparent that the S&L bailout
will cost more than anyone admitted.

Tinkering with COLAs or with the tax-
ability of retirees’ income will require
political courage. Social Security has long
been termed the *“third rail” of American
politics: Touch it and you die. But some
changes in the name of fairness are essen-
tial.

Since 1980, the total federal tax bill of a
family with $100,000 income has gone
down. The total bill — counting rising
Social Security deductions — of a family
with less than $30,000 income has gone
up. Those higher Social Security taxes
have then been borrowed by the treasury
to make up for the income-tax cuts in the
upper brackets.

But digging our way out from underthe
budget deficit also requires a dose of pa-
triotic fervor on the part of the American
public. Deficit reduction is a war we have
10 win in the present to avoid the stagna-
tion of inertia— or even decline — in the

future.
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Jim Sasser, Reluctant Budget Chief
Who Cornered President on Taxes

By RICHARD L. BERKE

Special to The New York Times

WASHINGTON, July 5 — Senator
Jim Sasser has detested math since
grade school. He says he has no taste
for intricate things, unless that
means tinkering with the engine of a
rust-coated 1967 Jaguar, now side-
lined in the Senate garage, that he has
been trying to fix up for years.

Yet there he sits, chairman by de-
fault of the Senate Budget Commit-
tee.

“For some people, the Federal
budget is just a fascinating docu-
ment, like the fellow who wants to sit
around and work on a Rubik’s Cube
— it appeals to the same mental-
ities,”” the Tennessee Democrat said,
hunching over a coffee table in his of-
fice, miming intense scrutiny of a
budget. ““I didn’t become a United
States Senator to sit around and
worry about the fine details of some
kind of a dairy milk cow processing
program or something like that.”

Putting Pressure on Bush

Whether by fortuitous timing or
political acumen or both, Mr. Sasser
has turned his disdain for decimal
points into an asset. He has emerged
as his party’s point man — some less
delicately say mouthpiece — in the
war with the White House over the
budget. He is also the one who stiff-
ened Democrats’ spines on the issue
of making President Bush go first. As
the keeper of the party line before the
cameras, his partisan swipes helped
build the pressure that led the Mr.
Bush to renounce his ‘‘no new taxes”’
campaign pledge.

‘“You never know what’s under a
rock until you turn it over,” said
Senator Dale Bumpers, an Arkansas
Democrat who is a close friend of Mr.
Sasser’s. ““When they turned that one
over, and Jim Sasser emerged, they
found a rare and unique guy who had
been overlooked.”

Lost, not overlooked, is the word a
number of Mr. Sasser’s colleagues
would have used. Since he came to
Washington on the coattails of Jimmy
Carter in 1976, Mr. Sasser has pre-
ferred the sidelines, rarely seeming
comfortable attaching himself to
great issues of the day. He stood by as
younger, newer members — the jun—
ior Senator from Tennessee, Al Gore~
for one — became better known "™
side and outside the Senate.

In an interview in his capital office
during the Fourth of July recess, the

53-year-old Mr. Sasser relaxed in an
armchair and spoke in a rambling
Tennessee drawl, like a man in no
hurry, and for all the world like a man
unriled by a reputation that he has lit-
tle patience for substance and that he
has taken too long to make his mark.

“If I had come in here the first two
or three years and tried to be a pretty
flashy and superficial type of Sena-
tor,” he said, ““I think it would have
diminished my effectiveness in the
long run.”

A Creature of Senate

“Perhaps I am more a creature of
the Senate than Al,”" he said of Sena-
tor Gore, who was just 40 years old
when he made a Presidential run in
1988. ““Let’s face it, Al’s seen a lot of it
before. He grew up as the son of a
Senator. That perhaps might make

im more interested in moving to the
ig job. I tried to help him all I could. I
hink people make a great mistake if
hey sit around and become con-
umed by envy.”

Mr. Sasser was reluctantly thrust

into the budget panel’s top job after
the chairman, Senator Lawton Chiles
of Florida, decided to retire in 1988
and the two most senior Democrats in
line for the post were unwilling to
give up other chairmanships.
“Ididn’t really want it,”” Mr. Sasser
said, adding that he would much
rather head the Foreign Relations or

Armed Services committees. ‘‘The
budget is almost an insoluble dilem-
ma. But I got the job and I can see
myself now, in some ways, actually
enjoying it.”’

Party leaders have turned to Sena-
tor Wyche Fowler Jr., a freshman
from Georgia, to be the inside tacti-
cian at the budget negotiations. Mr.
Sasser has become the outside man
emerging from the closed sessions,
tossing out red meat to reporters,
often in colorful, though sometimes
mangled, metaphors.

‘‘Simply putting a new suit on that
old corpse isn’t going to revive it,”” he
recently said after the Bush Adminis-
tration presented a budget plan.

The White House is eager for
budget talks because ‘‘they saw that
this horse was about to get out of the
barn before they got it bridled,” he
said after winning $118 at the Ken-
tucky Derby on a colt named Unbri-
dled. Another time, he characterized
the Administration’s offer as warmed
over, saying, ‘“The odor hasn’t im-
proved overnight.”

Challenging the White House

Suddenly, the man who says he is
not a showboat, who says his biggest
failing in politics is that he does not
have an oversize ego, is challenging
the White House on the evening news.

Mr. Sasser’s style served the
Democrats so well in the early days
of the budget talks that often at the
chairman’s impromptu briefings out-
side the negotiating room, the panel’s
ranking Republican, Pete V. Do-
menici of New Mexico, would show up
to keep tabs on what Mr. Sasser was
saying and then turn to the micro-
phones to dish out his version.

Richard G. Darman, the head of the
Office of Management and Budget, a
numbers-cruncher extraordinaire, is
Mr. Sasser’s antithesis, and there is
no love lost between the two.

After describing the White House
budget plan at a private session, Mr.
Darman is said to have mounted a
not-so-subtle attack on Mr. Sasser,
declaring, “I know there’s one person
who thinks it stinks.”

Mr. Darman declines to discuss his
relations with*Mr. Sasser. Mr. Sasser
insists that there is nothing personal
in their differences. ‘I don’t know
what I've done that offended him
particularly,” he said.

“We may represent two different
segments of American society,” he
said. ‘‘He’s highly educated, wealthy.
My grandfather was a dirt farmer
and my father was a civil servant.
Maybe I look at the budget and Fed-
eral priorities more from the point of
view of how they impact people.”

Lessons From Kefauver

Mr. Sasser, who has a moderate-to-
liberal voting record, encourages the
comparison to a former Democratic
Senator from Tennessee, Estes
Kefauver, a crusading populist who
died in 1963. While he was attending
law school at Vanderbilt University,
Mr. Sasser would carry the Senator’s
bags and drive him around the state
when he returned to Tennessee.

“From Kefauver, I learned the im-
portance of retail, personal campaign
politicking,” he said. ‘‘He was a great
big bumbling sort of fellow and every-
body instantly took a liking to him
and wanted to help him. I'm not any
more polished that Estes was. He was
a graduate of Yale Law School and
many people accused him of being an
intellectual, masquerading as a
bumpkin. People perceive me as mild
mannered, accommodating, non-
threatening.”

Mr. Sasser knows how to spin a
good tale, and he still manages to por-
tray himself back home more as the
Southern gentleman and less as the
Washington insider. He takes great
pride in the fact that Bill Monroe,
often called the father of bluegrass,
turned to him in a moment of need.

It was 1983, and President Ronald
Reagan had invited several country
music stars to the White House. ““Old
Bill was wearing his big 10-gallon hat
and all the trappings,” Mr. Sasser

says. ‘“Bill had forgotten that he had
this big horse pistol in his briefcase."

Luckily, Mr. Monroe did not bring
his briefcase into the White House.
But Mr. Sasser says that on his way
home, the metal detector picked it up
at National Airport here, and that Mr.
Monroe was immediately grabbed by
the police and hauled off to a nearby
jail and booked.

Only One Phone Call

But he knew he could get his Sena-
tor on the phone. ‘“He had one tele-
phone call,” Mr. Sasser says, shaking
his head, ‘‘so he called over here. We
got a lawyer and went over there and
got old Bill out.” i

So convincing is Mr. Sasser in his
efforts to play down his own impor
tance, that he even seems to question
his place in the Senate, conceding
something that few of his colleagues
would dare whisper: “It’s not that I
am so unique that others couldn’t do
as good a job as I would do.”

Mr. Sasser readily admits that
there are many who know more about
fiscal matters. Lance Simmens, the
Senator’s former economic counsel,
remembers gently prodding his boss
to attend committee meetings.

‘“He’d just kind of roll his eyes and
say, ‘Oh, do we have to listen to more
of this?’ Mr. Simmens recalls.
‘“‘Sometimes I had to pull him over
there. But he always came.”

For all the professionally disarm-
ing style, Mr. Sasser is a former trial
lawyer with pure partisan instincts.
He used his three-year chairmanship
of the Tennessee Democratic Party
to establish a base of political support
for his first campaign for political of-
fice in 1976, when he shocked the
political establishment by running a
successful campaign against the
well-to-do incumbent, Senator Wil-
liam E. Brock 3d, by portraying him-
self as a man of the people.

Some would say it is only by hap-
penstance that now, nearly 15 years
later, the political instincts of the re-
luctant chairman of the Senate
Budget Committee are re-emerging.

“With experience and seniority, he
has gained courage and self-confi-
dence,” said Albert Gore Sr., the for-
mer Senator, who was something of a
mentor to Mr. Sasser. ‘“He’s coming
along in a regular way.”
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A Carbon Tax Could Blacken Economy

By RoGeEr W. GALE

Now that President Bush has opened
the door for '‘tax revenue increases,’ a cu-
rious alliance is emerging between envi-
ronmentalists and gasoline users that
could speed passage of a broad-based tax
on the production of carbon dioxide. Early
estimates are that such a tax could raise
at least $30 billion during its first five
years. But while a carbon tax sounds good

in theory, practice might be another

story. .
Recent converts to free-market princi-

ples, such as the National Wildlife Feder-
ation, support a carbon tax as a fix to the
global warming problem that would work
far more smoothly than complex com-
mand-and-control regulations on carbon di-
oxide and other greenhouse gases. Auto
makers. truckers and other industries

- heavily dependent on cheap transportation
fuels see the tax as a way to short-circuit
a gasoline tax increase, shifting the burden
to other industries that also are major pro-
ducers of carbon dioxide.

The White House has not taken a posi-
tion on carbon taxes, but the *‘troika' —
Chief of Staff John Sununu; Richard Dar-
man, director of the Office of Management
and Budget; and Michael Boskin, chair-
man of the Council of Economic Advisers—

" is intrigued by such taxes. This year's
Council of Economic Advisers annual re-
port, for example, devotes considerable at-
tention to the merits of market-tuned emis-
sion taxes.

Understandably, opponents of carbon
taxes include the coal and electric indus-
tries and the big energy producing and
consuming states. They fear that legisla-
tion introduced last month by Rep. Fortney
Stark (D., Calif. ) could become an easy ve-
hicle by which the House Ways and Means
Committee could speed the tax through.
They note that it wasn't until this time last
vear that the notion of a chlorofiuorocar-
bon tax was introduced; six months later it
had passed and gone into effect.

The Stark bill would tax coal at $15 a
ton, petroleum at $3.25 a barrel and natu-
ral gas at 40 cents per thousand cubic feet.
Unlike the very simple chlorofluorocarbon
tax levied on Du Pont and the small num-
ber of CFC producers, a carbon tax would
by its nature be broad-based and require a
complex allocation of responsibilities. If
applied equitably, it could be levied at the
source—the coal mine, for example—and
on the end-user.

Among the drawbacks of a carbon
tax:

e It would fall more heavily on some
parts of the country than others. Western
coal- and oil-producing regions and Mid-
western coal-burning regions would both
be hit hard.

® Domestic coal, which supplies 605 of
America’s electricity and will be even
more crucial in the future unless nuclear
power is revived, would be hit dispropor-
tionately hard if a tax is levied that does
not consider environmental-control tech-
nologies that alter actual emissions. Coal
exports could be mortally wounded.

e A carbon tax could inadvertently en-
courage more imports of 6il, -Swapping
part of the budget deficit for a larger trade
deficit may not be prudent policy.

® A U.S.-only tax could further reduce
Anierican competitiveness.

e Many utilities are scampering to fi-
nance billions of dollars in upgrades to
meet the acid-rain provisions of the Clean
Air Act legislation that Congress is ex-
pected to finally pass this fall. These same
utilities would be the most likely candi-
dates to pay a hefty carbon tax.

® A carbon tax—if not set at the right
level, tied to changing energy prices and to
capital costs—might not lead to significant
carbon dioxide cuts if industry decided it
was cheaper to pay a tax than to clean up
older plants. Instead of encouraging en-
ergy efficiency, it could bias the energy in-
dustry against new capital investments.

e While a carbon tax might reduce
overall carbon dioxide emissions, it would
not provide crucial incentives for the U.S.
and other nations to engage in reforesta-
tion and other environmental goals,

o Carbon dioxide is not the only green-
house gas. A meaningful first response to
global climate change is to develop a
greenhouse-gas index that compares the
impacts of various gases on the environ-
ment and allows countries to establish
their own priorities among the various
greenhouse gases—including CFCs, carbon
dioxide, methane and nitrous oxide.

® Finally, before Congress and the ad-
ministration move any farther down the
carbon-tax path, they must earmark the
revenue for environmental and energy
projects. More likely, the revenue would go
for increased government spending in
other areas.

A carefully constructed strategy makes
sense once we Know more abqut global

warming and the pacing of necessary ac-
tions. And a carefully constructed increase
in taxes also makes sense. It could be dev-
astating to the U.S., however, to get car-
ried away by a naive belief that fixing the
deficit and the environment is only a mat-
ter of working out a few mechanical de-
tails at some late-night congressional con-
ference.
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Jason Returns:
TEFRA Is Ready
To Kill Again

“‘There were some economic plans pro-
posed back in 1982 that caused a furor
something like we’re héaring now. And the
president, in my view, did what was
right.” ’

—George Bush, June 29, 1990

Haven't 1 seen this picture before?
Wasn't it “‘Friday the 13th"? Of all of
George Bush's answers at the worst press
conference of his presidency last Friday,
the most depressing was his reference to
1982. He meant the notorious “TEFRA"
tax act of that summer, the lowest moment
of the Reagan presidency until Iran-Con-
tra. Does Mr. Bush really want to do a
summeér sequel? c

The question matters, because for all
the uproar over the demise of the no-new-
tax pledge, the budget summit isn't over
yet. What matters is the deal George Bysh
signs. But if TEFRA is his historical guide,
we should all start calculating our lower
take-home pay. That history is worth re-
hearsing lest it be repeated.

The $100 billion TEFRA tax hike was
the Washington community's first attempt
to repeal Reaganomics. Mr. Reagan signed
onto it in the middle of recession (and
amid much Beltway gloating ), but he over-
came it later for two reasons. First, TE-
FRA repealed only part of the much large;.

Potomac Watch
By Paul A. Gigot

1981 Reagan tax cut; when the tax cut's
fiscal stimulus finally hit in 1983, the econ-
omy boomed. Second, voters could accept
a modest U-turn from Ronald Reagan be-
cause his public identity as a tax-cuttqr
was already so strong. Mr. Bush has nei-
ther Reagan card in reserve.

Just how bad was TEFRA in 19827 Let
us count the ways. Though it was peddled
as a deficit-reducer, the budget deficit still
soared—-to 6% of the economy in 1983. (}on-
gress spent as ever. The $3 in promised
spending cuts for every $1 of tax increases
never materialized.

TEFRA also proved irrelevant to its
other avowed purpose, that of inducing the
Federal Reserve to reduce interest rates.
In his exhaustive 1987 book on the Fed,
journalist (and no friend of Reaganomics)
William Greider wrote that *‘there was no
real connection'' between the tax deal and
the Fed's decision to ease. ‘‘The Fed had
decided to ease interest rates a full month
before final passage of the tax bill was a
certainty.”" he wrote. Fed Chairman Paul
Volcker had other reasons to act: Trouble
in Mexico and at Penn Square Bank threat-
ened the banking system, and the economy
was already in deep recession.

As for politics, Republicans lost 26
House seats that November. TEFRA didn’t
help. Larry Kudlow, the Bear Stearns
economist who worked at the White House
at the time, recalls simply that, “TEFRA
was a disaster."

Mr. Bush's aijdes now insist they've
learned since then. But there are signs that
maybe they haven't learned enough—Mr.
Bush's Friday comments for one. Nicholas
Brady, the Treasury secretary, supported
TEFRA while in the Senate in 1982 and has
said privately that-a budget deal is critical
to get the Federal Reserve to éase interest’
rates again. Yet this Fed, as much as Paul
Volcker's, has to its great credit followed
its own economic logic.

“‘What worries me,” says.one GOP offi-
cial with long experience in.Washington,
“is that this has become a monetary fish-
ing expedition.” TEFRA aside, the )ast ad-
ministration to try to trade fiscal austerity
for monetary ease in this way left office in
1981 .~ - : Lpmreie e .

Then there’s Richard Darman,. the
crafty budget director who was also prés-
ent at TEFRA’s creation. Mr. Darman is
smart enough to know the history. but he
also badly wants a budget deal so he can
claim a successful tenure at OMB. Senior
officials worry that in the end Mr. Darman
will give up any serious reforms of the
budget process if he can get major cuts in’
entitlements .(Medicare).: Already, White -
House aides say the line-item veto is off
the table. At jeast the capital-gains tax cut
is still living, but other new taxes will.be
offered. to Democrats fn eéxchange. -

George Bush has run a tactical presi-
dency, tacking as’" - "__:".
the political pres-
sures shift. Buteven 4
tacticians have their [
moments of defini-
tion, and this is one. (4
If he gets the con-
cessions he wants
from Democrats, his -
tax reversal may be
forgiven. But Demo-
crats, having won
repeal of the tax
pledge at no cost to
them, will not now i T
cooperate easily. Their demands will esca-
late to include the symbolic repeal of Rea-
ganomics, through an increase in the top
marginal tax rate.

Painted into his tactical corner, Mr.
Bush will have only two options if Demo-
crats don't budge. He can accept a phony
TEFRA-like deal that will be heralded by
his enemies as *“‘statesmanship’" but will in
fact signal a great defeat. He will gain
Beltway applause without getting control
over the budget.

Or he could reject a bad deal, and ex-
plain to voters that he put everything on
the table and still got no help from a do-
nothing Congress. He could blame Demo-
crats for causing the trauma of Gramm-
Rudman’'s automatic budget cuts. Blood
would flow, but the betting here is that
with his bully pulpit and residual popular-
ity, Mr. Bush would prevail. Of course, this
would require a political courage and pub-
lic candor rarely seen so far in the Bush
White House.

In changing his mind about lip-reading,
Mr. Bush asks us to remember Abraham
Lincoln. But if Mr. Bush merely repeats
the debacle of 1982, a different presidential
analogy will be on voters' lips. That presi-
dent grew up in Georgia, not Illinois.
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Lubbock prefers
‘Bush without lip

By Frank J. Murray

THE WASHINGTON TIMES

LUBBOCK, Texas — The city

President Bush called his political
barometer has a message for him:
We love you, but tell the truth.
“When he said, ‘No new taxes, I
thought he was finally going to cut
spending. I honestly thought it could
be done” said Dr. Paul Meyer, a
neurosurgeon who backs the pres-
ident. “But I'm sure 9 out of 10 peo-

ple here are still saying Bush is their

man.
Dozens of interviews indicate he’s

right, although most said the pres-

ident should understand voters don’t
need wild promises.
“If you’ll be up front with folks,

they're not going to think any less of -
you because you're realistic,’ said -

pharmacist Norman Anderton, a
scoutmaster who says he'’s still a
Bush man despite disillusionment
among 35 idealistic Boy Scouts. “I
didn’t believe it when he said, ‘Read
my lips! What any candidate tells
you is what he hopes will be.”

The folks here in Buddy Holly’s
birthplace erected a statue of the
dead rock singer at Civic Center, and
they've put Mr: Bush on a pedestal.

G.B. Morris, who coached football
for 20 years, said, “I think we re-
alized when he said it that he’d have
to back down on it” But he echoed
the call for less spending.

Even the Avalanche-Journal
newspaper has come around, said
Publisher Frank Anderson. “We feel
he really didn’t have much choice,”

said Mr. Anderson, a former Wash-

ingtonian who was circulation direc-
tor at The Evening Star when it
folded.

He called Lubbock “a sort of
crossroads of America, sort of like
Peoria was to earlier administra-
tions.”

“The Bush supporters in this part
of the country are more solid and
less fickle than elsewhere,” said
civic leader Jim Sims, co-chairman
of the Great Lubbock Duck Race, a

charity event that raised $10,400 on

the Fourth in a race of 2,080 plastic -
ducks driven by the wind across -

Buddy Holly Lake.

Mr. Bush understood which way ’
the wind was blowing when he chal- '

Ilenged reporters last year to look be-
yond the Beltway. “Never get too up-

tight about the stuff that hasn’t -

reached Lubbock yet,” he said.

This staunchly conservative High °

Plains city enjoys a p;‘osperity that

eludes nearby Amarillo and Mid- :

land-Odessa. Median family income :

almost doubled in the 1980s, Meth-

odist Hospital launched a $67 million
expansion and Reese Air Force Base -

won't close despite rumors to the
contrary.

Lubbock has its own Loop road,
and its Inside-the-Loop mentality is
unabashedly pro-Bush. The conver-
sation does not turn easily to taxes,
NATO or the economic summit in
Houston, where Mr. Bush arrives to-
night.

Topic A is the drought that has
crisped the grasslands. Fields that
produce one-third of the nation’s cot-
ton are growing less. And oil is a

paltry $16 a barrel while producers .

clamor for a curb on oil imports.

But people in Lubbock know na-
tional issues.

“You mean the latest thing he’s
done — the flip-flop on taxes? I'm
with him all the way on that,” said
Pearl Morris, a retired Spanish
teacher.

“He hasn’t done a dang thing that
I oppose” said the Rev. Thomas

~Diebel, a Roman Catholic priest

wearing running shorts and a T-shirt
with a picture of the U.S. flag and the

message “Try to Burn This Flag.”

Father Diebel suggested that con-
gressmen who voted against the
Bush-backed flag amendment
should be shot or hanged, but he was
forgiving on taxes. “Any sensible
person kriows there comes a time
you have to do it,” he said.

“We probably need a tax increase,
but why make those promises to be-
gin with?” said Molly Wilcox, who
voted for Mr. Dukakis. Her daughter,
Kathy, a professional housepainter
and paper-hanger, added, “We didn’t
believe him when he said it.”

“Every president’s got to eat his
words one time or another” said
Reuben Gonzales, who delivers bot-
tled water on a country route and
says business is great. “I'm upset,
but what can you do? I voted against
him in 1988 and I'll vote against him
next time.”

Mr. Gonzales is one of the few peo-
ple here who admit being among
22,202 Dukakis-Bentsen voters in
1988. The Bush-Quayle ticket got
50,760 votes and almost everyone a
reporter talks to in this city of
194,148 claims to have been among
the supporters.

“The president’s doing great,”
said Ken Bastian, a Bush loyalist
who once worked in the vice pres-
ident’s press office and now is head-
master of an Episcopal day school.
“By the time the news reaches out
here, people have time to sift
through. Taxes are not lost on any-
body, but they also see the Berlin
Wall has come down and all the other
remarkable events in the world dur-
ing the Bush presidency. It's almost
as if he was padding his fall”
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By C. Fred Bergsten

N WASHINGTON

‘emocrats and many Re-

publicans believe that

President Bush’s en-

dorsement of higher

taxes will hurt him

politically. But they ig-

nore the four major benefits that a

successful resolution of the U.S.
budget problem would provide.

First, interest rates would fall. The

Fed chairman, Alan Greenspan,.pre-,

dicts that long-term rates, which
drive investment and thus growth,
could decline by two full percentage

points. Key areas of the economy, ;

such as housing, auto purchases and
corporate spending on new equip-
ment, should pick up quickly. The Fed
must of course assure the needed
monetary easing as soon as.the
budget package is sealed and de-
livered. .

Second, the trade balance would
improve. The dollar would weaken
with lower interest rates and, along
with the lower cost of capital itself,
boost American competitiveness.
This, in turn, would help American
companies to capitalize on the contin-
uing economic booms in Europe and
Asia. Lower dollar rinterest rates
would also ease the debt burden in
Latin America and expand the re-

gion’s capacity to buy abroad.

Lower interest rates and stronger
trade should offset, or more than off-
set, the adverse effects of a tighter
budget on the economy. The U.S. can
enjoy export-led growth for the next
several years, benefiting from strong
foreign markets in the 1990's just as
we benefited from heavy infusions of
foreign capital in the 1980’s.

To be sure, correcting the budget
imbalance would have been safer
several years ago, when the economy
was stronger. But the risks will al-
most certainly grow if action is de-
layed further. Moreover, any reces-
sion now would probably be quite
mild and short-lived, with growth
resuming by 1992. For the longer run,
strong private investment and trade
improvement provide a much
sounder basis for sustained growth
than the consumption-led, Govern-
ment-financed expansion of the
1980’s. =

Third, fiscal policy can again be-
come an active tool of economic poli-
cy. Today, with the deficit at current
and prospective levels, the Govern-

ment has virtually no way to respond
if the economy falls into recession.
Nor can we count on the Fed for
monetary stimulation; not with a fis-
cal imbalance that would rise.sharply
in a recession and remain an infla-
tionary threat. Budget action now
would promote growth later as well
as sooner. , .

Fourth, American foreign policy
would strengthen -substantially. Our
credibility has been damaged by our

unwillingngss:to provide even modest.

resources to.support democratization

in Eastern/Europe and Latin Amer-

ica, international attacks on environ-
mental degradation and.initiatives in
other areas. Budget correction would
enable the 'U.S. to become a serious
global player and leader again.
Notice that Japan responded im-
mediately to the President’s shift on
taxes with new concessions last week,
permitting a successful conclusion of
the Structural Impediments Initia-
tive. Mr. Bush's hand will be far
stronger at the - Houston summit
meeting next week, ;; .
The magnitude of all these benefits
will depend on the degree to which the
President’s willingness t¢ raise taxes
catalyzes both real spending cuts and
a definitive resolution of the budget
problem. The wisest course, economi-
cally and politically, is ‘to agree
promptly on specific measures to
eliminate-the defi¢it fully over -the
next four or five years. . .

* The world of the 1890’s and beyond

will turn heavily on economic devel-

opments. The U.S. faces extremely-

tough competition from a uniting Eu-
rope, from Japan and from emerging
powers in East Asia and elsewhere.
Both our domestic prosperity and our
global position depend on meeting
that competition successfully. Budget
correction is a central element in
doing so.

Thus, President Bush’s new stance
on taxes marks his greatest contribu-
tion to the national interest to date. It
may turn out to be his best political
step as well.

 @he Washington Times

-

Raising Taxes Will Strengthen Bush
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PAUL CRAIG ROBERTS

he budget deal with Con-

gress that President Bush

has risked his political cred-

ibility to achieve will actu-

ally result in higher spending and,

perhaps, a higher deficit. Therefore,

it is counterproductive, and Mr.

Bush has forked his tongue for a dif-
ferent goal than deficit reduction.

Under the Gramm-Rudman bud-

get rules, higher tax revenues mean

higher spending. The formula per-

mits the government to spend an

amount equal to the sum of the pre-

dicted tax collections for the year,
the amount of the deficit target, plus
a fudge factor of $10 billion. Under
these budget rules, higher revenues
translate directly into higher spend-
ing. A tax increase can actually bal-
loon the deficit. This is because the
government’s revenue estimators ig-
nore the disincentive effects of
higher taxes and assume that just as
much economic activity takes place
with higher taxes as with lower
taxes. This results in the govern-
ment overpredicting the revenues
that a tax increase will collect.

Since the spending formula is
based on revenue predictions and
not revenues in the bank, actual
spending rises by more than rev-
enues, and the deficit increases.
This is one of the reasons that pre-
vious budget deals with tax in-
creases did not lower the defI:CII.
President Reagan got sucked into
many budget deals involving higher
taxes by the same characters who
are advising Mr. Bush.

For example, in 1982 Mr. Reagan

signed on to a massive tax increase
called the Tax Equity and Fisg:al Re-
sponsibility Act (TEFRA). His qu-
get director told him that the tax in-
crease would raise $229 billion in
new revenues and reduce the cumu-
lative deficit for the five-year penqd
(1983-1987) from $636 to $407 bil-
lion. In actual fact, the deficits‘for
those five years totalled $976 billion.
Just like Mr. Bush today, Mr. Reagan
was told that the tax increase would
help investment by lowering the
deficit and interest rates. Instead,
the tax increase reduced the cash
flow of businesses by the amount of
the tax hike, thereby making busi-
nesses more dependent on borx:ow-
ing to finance investment. S;nce
companies have lower credit ratings
than the U.S. Treasury, the substitu-
tion of business borrowing for Trea-
sury borrowing had the effect' of
raising interest rates and worsening
the economy.

Mr. Reagan went along with a gas-

oline tax increase, too, and it didn’t
help the deficit. Indeed, studies

show that for every dollar of higher
taxes spending rises by $1.58. In

1984 spending restraints cut the
deficit $23 billion, and in 1987 a near
freeze on spending reduced the defi-
cit by $72 billion. Why don’t govern-
ment officials learn from experi-
ence? After all, Mr. Bush and his
budget director, Richard Darman,
have been in government all their
lives. The answer is that the politi-
cians do learn but the public doesn’t.
When politicians want to hit us for a
tax increase, they first create con-
cern about the deficit in order to
convince taxpayers to do their patri-
otic duty and sacrifice.

- The tax increase that has escaped
from Mr. Bush’s lips actually is de-
signed to prevent spending from be-
ing cut. The slowdown in the econ-
omy has reduced the revenue
predictions for the 1991 budget. Ac-
cording to the Gramm-Rudman bud-
get rules, this would force Congress
to cut spending. If Congress refuses,
the cuts are made automatically by
a budget sequester.

The real problem is that neither
Congress nor the White House
wants these budget cuts. Next year
is the year before the 1992 elections,
and the politicians don’t want to an-
ger the organized special interests
when they are dependent on them
for votes and campaign funds. The
politicians would much rather
spread a tax increase around unor-
ganized taxpayers. That Mr. Bush
was willing to give up his credibility
in order to avoid budget cuts shows
that in the final analysis he is a crea-
ture of Washington and not a man of
the people. Mr. Reagan was differ-
ent, and that’s why Washington hates
Mr. Reagan and loves Mr. Bush.
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Who Takes It Seriously?

Boston.

HE YOUNGER generation

I wants to know what the big

deal is. Why is everybody

fiaking such a major production out
of this tax thing? Hey.

‘The older generation is taken

aback and answers sharply: The

" By Ellen Goodman

president of the United States has
broken his pledge! George Bush
went back on his promise! He told
1$. to read his lips: no new taxes.
Now he says taxes!

‘The younger generation, of
Reagan vintage with a bit of Bush
mellowing, says to its elder: chiil
out. Nobody thought he meant it.
Like, it was just a campaign speech.
I mean, it was ghost-written. You

can’t take that stuff seriously.
.. The older generation, of Water-
gate vintage with a hint of Vietnam,
says to its younger: We take it seri-
ously when the president of the

United States talks. When he
pledges allegiance to an idea, it's
supposed to mean something,

The younger generation rolls its
eyes. Well, that's your problem. 1
mean, do you believe that Grape-
Nuts is going to make you feel bet-
ter, that Oil of Olay is going to make
you look younger? That Doublemint
chewing gun Is gonna double your
* fun?
: The older generation summons
up its dignity. The presidency is not
an ad agency. Making public policy
is not the same as selling detergent.

The younger generation says,
succinctly: Get Real.

There is a momentary lull over
the generation gap, while Middle
Age thinks, *“They're so cynical,”
and College Age thinks, “They're so
naive."” Then it starts up again.

Twentysomething asks sympa-
thetically: Do you, like, take this
stuff literally? I mean, don’t you get
it? It's sort of like **2 Live Crew."” It's
all words. It's just rap. They don't
mean what they're saying,

Fortysomethmg doesn’t answer
for a mi nute, because to tell you the

truth it took “'2 Live Crew" literally.
Besides, it is feeling patronized, and
middle-aged, the way it feels when
the Rolling Stones is playing and
someone says, ‘‘Hey, wow, Oldies."”

More to the point, it's beginning
to sound like a scene from one of the
surveys about “'The Younger Gener--
atlon,” that keep appearing in the
newspapers that the elder genera-
tion reads and the younger genera-
tion doesn't.

In the latest of these polls,
Times-Mirror described 18- to 29-
year-olds as a generation that
*knows less, cares less, votes less
and is less critical of its leaders and
institutions than young people in
the past.” The elders, opposed on
principle to youth-bashing, would
prefer to throw in another phrase:
*They expect less.”

The older generation, raised in
the wake of World War II, grew up
with enough expectations to be dis-
appointed, enough faith to be disil-
lusioned. Faced with the Vietnam
draft, they couldn't avoid the con-
nection between private life and
goveiiiment. They were angry when

Richard Nixon lied. They listened
when Jimmy Carter said he
wouldn’t. Without laughing.

The younger generation, raised
on the crest of Reaganism, has one-
upped their parents’ disfllusionment
with disinterest. Heirs to the Eight-

jes, they learned from Ronald
Reagan not to look to government.
So instead of voting, they recycle:
instead of looking to politics, they
focus on a point of light or two. After
all, herogs are to be toppled, and
politics is for entertainment. They

won't get caught taking it senously

The older generation thinks
there is an fronic twist to this dis-
cussion. In fact, fortysomething be-
lieves that the president has to raise
taxes, but also thinks that leaders
should be held accountable. A presi-
dent who breaks a pledge should
have a reason, should explain him-
self or admit it was all a le.

Twentysomething doesn't know
much about the tax debate, but
takes it for granted that politiclans
lie. Or to put it another way, politi-
clans change their act. Madonna
gets a new image every year, so why
not George?

The older generation takes a last
verbal stab at this impasse. Sound-
ing dangerously ponderous, it says:
“If you accept this, if you don’t hold
leaders accountable, if you don't be-
lieve that what is said matters, then
you aren’t active citizens but a pas-
slve audience.”

The younger generation listens
for a minute and then says kindly to
its elders, ““Hey guys, lighten up.”
And then it changes the chanril.
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What |
A Majority
Is For

Wash!ngtorlz.

RITZ MONDALE'S essential
Fclass has never been better

. demonstrated than by the gra-
cious way he chooses to say *'I told
you so.”

Somebody else might rub George
Bush's nose in his embarrassing
turnaround on taxes, a treatment
the president has fully earned. Mr.
Mondale, who has a better right fo
do that than anybody, chooses first

By Ernest B. Furgurson'

to congratulate Mr. Bush for having
“the courage to change his mind."”
In 1984, then-Vice President
Mondale made what he admits was
the biggest political mistake of the
decade by saying, as he began his
campaign against Ronald Reagah,
that he would raise taxes. For that
as much as any other single reason,
Mr. Reagan beat him by a landslide.
From the sidelines of politics, Mr.
Mondale has been watching Mr.
Reagan, then Mr. Bush struggle
with the consequences of their “no
new taxes' campaign pledge. :
Now that Mr. Bush has belatedly,
begrudgingly admitted that ‘“‘tax-
revenue increases’’ must be part of
any package to reduce the deficit,
Mr. Mondale is glad to spell out
what the Republicans’ prolonged
anti-tax stand has done to the econ-
omy and our children’s future. Un-
der the circumstances, he is amaz-
ingly generous to the president.
But the country will be better off
if other Democrats ignore his sports-
manlike example in their current
budget negotiations with the White
House. If Mr. Bush's concession is to
mean more than a quick fix affect-
ing this year's budget only, they
must take full advantage of the situ-
ation that forced his reversal. )
For weeks, Mr. Bush’s "‘no new
taxes’ position gave him the politi-
cal advantage in the budget ‘'sum-
mit" sessions. But he was bluffing.
Now that he has backed down, the
political advantage has shifted-to
the Democrats. Instead of arguing
whether there will be taxes, the
question now is what kind of tax
changes will be agreed on. .
Will there be added excise taxes
on gasoline, tobacco and alcohol, all
regressive measures that hurt the
poor most? Or will some progresstvi-
ty be restored to the income-tax
structure, which currently hits up-

per-middle-income families harder
than it does millionaires and billion- -
aires? Will the Democrats be sucker
enough to accept Mr. Bush’s capi-
tal-gains tax cut, which helps most-
ly the wealthy, as the price of restor-
ing fairness to the income tax?

If, at the end of these negotia-
tions, Mr. Bush can decry tax revi-
sions that hit the poor and middle
classes, and say he was forced into
it by the Democrats, the congres-
sional majority party that lets him
get away with it will deserve to be-
come a minority. But the Democrats
can take credit if they come out and
disclose that everyone, especially
the rich, must share the tax burden.

Writing in the New York Times,
Mr. Mondale says that now Presi-
dent Bush *“has begun to learn the
difference between campaigning
and governing.” But we have yet to
see whether Mr. Bush's carefully
worded acknowledgment of the
need for change is just an effort to
mousetrap the Democrats before
this fall’s congressional elections, or
merely opens the way to a tempo-
rary fix good only through the 1992
presidential campaign.

As Mr. Mondale says, modern
U.S. politics is dominated by mar-
keting, rather than substance. Up to
now, Mr. Bush has shown that
campaigning does not stop with the
election; his *‘no new taxes’ dema-
goguery continued after he was
sworn in, looking immediately at
the next election rather than the
abysmal state of the nation’s fi-
nances. He has to demonstrate that
his apparent change of heart is
more than fast political footwork.

For the Democrats to assume
that budget negotiations have now
left the political arena and become a
serious effort at responsible govern-
ment is most naive, based on this
president’s track record. Their duty
is to use the leverage they now have
to force that change.

Aside from restoring some fair-
ness to tax policy, they should insist
on a major peace dividend from re-
duced arms spending, much of it to
go into needed domestic programs
rather than wholly into deficit re-
duction. They should make the bud-
get package big enough to stretch
forward, rather than so small that it
assures such drawn-out ‘“‘summit”
folderol year after year.

Mr. Mondale writes that *‘Mr.
Bush may now show the presiden-
‘tial leadership needed to launch a
bipartisan attack on the deficit.”
The italics are mine. Mr. Bush may,
indeed. But he also may not, if the
Democrats don't use their majority
leverage, now boosted by fiscal
emergency.
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A Tax Bubble of Envy

The Bible calls envy one of the seven deadly
sins. Yet envy is riding high in Washington. It’s
fashionable these days to claim that the 1980s were
a party for the wealthy at the expense of everybody
else. President Bush’s talk of “higher tax revenues”
has also touched off an orgy of soak-the-rich
demagoguery, including a move to raise the top
marginal income tax rate to 33 percent from 28
percent.

It’s a good time to take a deep breath and review
a few facts. Internal Revenue Service data show
that in 1981, when the top income tax rate was 70
percent, the top 1 percent of all taxpayers paid 17.6
percent of all income taxes. In 1987, when the top
rate had declined to 28 percent, the same top 1
percent paid 24.6 percent of the income taxes.
That’s a 39-percent rise in the effective income tax
burden on the rich. :

Yes, the share of total income earned by the top
1 percent rose by more than 18 percent from 1981
to 1987. But that’s far less rapid than their share of
income taxes. It’s a similar story if you look at
income and tax figures for individuals in the top 5
percent of income. Conversely, in 1987 the bottom
50 percent of income earners paid 18 percent less of
the total income tax burden than in 1981 — even
as their income was rising faster than inflation for
the first time since before 1972.

" Even on the allegedly “regressive” Social Securi-
ty payroll taxes most of the burden was absorbed
by higher income groups. That’s because Washing-
ton increased the income levels at which Social
Security taxes are levied. The share paid by the top
5 percent of earners rose by 18 percent between
1980 and 1987, nearly double their 10.5-percent
rise in income share,

As Harvard economist Lawrence Lindsey points

out in his 1990 book The Growth Experiment
(Basic Books): “Only a few vestigial redistribution-
ists cling rhetorically to the notion we should soak
the rich.”

Sadly, Capitol Hill is still full of “vestigial
redistributionists,” suckers for soak-the-rich tax-
raisers. They currently are using the so-called “tax
bubble” to support their argument. They point out
that for joint tax filers with incomes between
$80,000 and $160,000, the top marginal income tax
rate rises to 33 percent. It then falls back to 28
percent for those in the highest income brackets,
leading some to conclude that the tax code is
unfair.

It certainly would be if that were all there was to
it. Yet there is no 33-percent marginal rate as such.
The so-called bubble is the result of cutting tax
benefits for the wealthy. They no longer benefit
from the 15-percent initial rate on the first $20,000
of their income, and they have been stripped of
their basic personal exemptions.

The result is that today the top income brackets
pay an average effective rate of 28 percent on all
taxable income, while those in the bubble group
pay an average rate of less than 26 percent. The
bubble was actually devised by Democrats and
Republicans to keep tax reform “progressive”
without being punitive.

Raising the top average tax rate to 33 percent
would mean a massive 18-percent rise in marginal
rates on the rich. That would be bad not only for
the economy, but for tax fairness. Their actual
share of taxes would almost certainly go down as
they sought shelters here and abroad.

Envy, like all mortal sins, gives momentary
pleasure but nearly always produces lasting pain.
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Is Darman’s ‘Grand Design’ a Trap?

By Warreﬁ T. Brookes

IN THE SNOWS of New Hampshire, George

Bush rescued his dying dream for the
presidency by accusing Sen. Bob Dole, R-
Kan., of having a “secret tax plan” called the
National Economic Commission.
" That bipartisan “deficit reduction” com-
mission, the brainchild of New York Gov.
Mario Cuomo, a Democrat, had found its way
into the fiscal year 1988 budget summit
dgreement courtesy of Sens. Dole and Daniel
Patrick Moynihan, D-N.Y. That followed the
stock market crash of 1987 which was. falsely
blamed on the budget deficit.

Incidentally, during that summit, Presi-

dent Reagan also agreed to $29 billion in new
tax revenues over the next two fiscal years
(fiscal year 1988 and fiscal year 1989), in
return supposedly for some $76 billion in
lower deficits. Instead,; the 1988 deficit was
$11 billion higher than agreed, and the 1989
deficit was $16 billion higher.

But, as the Tax Foundation wisely points
out, that has always been the pattern of budg-
et summits. We have had six such summits
out of the last eight budget years (fiscal year
1983 through fiscal year 1990), and in five of
those six summit-produced budgets (all of
which included higher taxes) the deficit rose.
(See Table)

Conversely, in the only two budget years
where there was no summit and no new taxes
(fiscal year 1984 and fiscal year 1987), the
deficit plunged by $22.5 billion and $71.5 bil-
lion respectively.

So candidate George Bush had it exactly
right. Yet last week President Bush capitulat-
ed to almost exactly the same Dole-ful NEC
scenario, so much so, ABC invited its two
architects, Moynihan and Dole, to trade
smirks on the David Brinkley show.

Coupled with the tortured ineptitude of
President Bush’s press conference last Fri-
day, this suggests a man caught by surprise in
a trap not of his own making rather than a
leader wisely and courageously changing his
mind.

It implied a politician either caving in to
his enemies or being skillfully mugged by his
own budget director. What lends credence to
the latter view — now widely held among
conservatives — is that the president’s fateful
statement was drafted during the meeting by
Office of Management and Budget Director
Richard Darman.

There is no secret to the fact that Darman
cherished the idea of the ultimate deficit
reduction deal — the “grand design” that

would wipe the really big stain off the Reagan
fiscal legacy.

The more conspiracy-minded on the right
have it going as follows: Darman knew there
was no way such a “mega-deal” could ever be
arranged with the Democrats without break-
ing Bush's campaign pledge. Conversely, he
knew that pledge would not be given up easily
by the president.

He therefore had to get the president into a
situation in which he had no choice but to
make the deal that Darman wanted — a deal
which would trade enough new taxes to get
the Democrats to give up enough on the do-
mestic spending and “budget reform” issues,
plus a capital gains cut to make it worth-
while.

It is widely believed that Darman’s cam-
paign for this began with the proposal floated
by House Ways and Means Chairman Dan
Rostenkowski, D-Ill., last March 11 in The
Washington Post. That proposal called for an
average of slightly over $39 billion a year in
new taxes or $196 billion over five years, in
return for some $316 billion in spending re-
ductions or restraints.

The Rostenkowski proposal traded the
elimination of the “tax bubble” and the freez-
ing of all tax indexation plus $20 billion a year
in gasoline and energy taxes in return for
freezing all cost of living adjustments on
entitlement programs, cutting defense 3 per-
cent per year, and freezing discretionary do-
mestic spending.

Not only does that package closely resem-
ble the one considered by the NEC in early
1989 but it contains all of the elements to
which Bush agreed in last Tuesday’s state-
ment, except “budget reform” and “growth
incentives.”

When Rosty's plan was launched it was
given cautious support both by Bush and Dar-
man even as it was cold-shouldered by the
Democratic leadership. This suggests the be-
ginning of a Darman strategy to set the
“grand design” in motion.

Then on May 1 in a speech at Harvard,
Darman argued that the deficit should be
confronted head-on by real political risk tak-
ers. A week later, on May 8, Bush announced
he would open a “no preconditions” budget
summit on May 15, orchestrated by Dar-
man’s warning that the fiscal year 1990 and
fiscal year 1991 budget deficits were soaring
into dangerous territory.

From that moment Bush was trapped. All
the Democrats had to do was threaten a
summit impasse with its implications of ris-
ing interest rates and a falling economy (in an
election year), and Bush had no choice but to
abandon his no-tax pledge.

Now his only hope (and ours) lies in Dar-
man’s self-confident ability to negotiate
something never achieved — a deficit reduc-
tion package that works and does not become
another Dole-ful trap of higher taxes, higher
deficits and slower growth.

1990, Creators Syndicate Inc.
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Where to Go -

“They have no place else to go,” an anony-
mous “close Bush adviser” said of angry voters
in the wake of President Bush’s tax flip-flop. Oh
really? The White House’s renowned grinders
ought to take a break and travel somewhere,
anywhere well outside the Beltway, where they
will find a nation betrayed. In New Jersey, for
example, White House staffers last week would
have found a 40-mile-long caravan of mostly
average folk, all protesting Democratic Gov.
James Florio’s huge state tax increase. Pro-
claimed one banner: “Read Our Lips!”

In Louisiana, Michigan, North Dakota, Penn-
sylvania and Washington, Mr. Bush’s arrogant
advisers would meet voters who rejected tax
increases at the polls last November. In Califor-
nia, Colorado, Illinois, Massachusetts, Nevada
and Oregon they would find voters contemplat-
ing tax limitation measures that will appear on
the ballot this November. On an even shorter
trip — 30 minutes, tops, at midday — they would
find Fairfax County voters seeking to oust their
entire county government over high taxes.

The overall tax burden is at an all-time high,
36.4 percent of the gross national product, and
we think most people sense that their taxes are
nearing the point where they can no longer
afford to subsidize the irresponsible fiscal poli-
cies of their governments.

The idea that anti-tax voters will pull the
lever for Republicans no matter what, on the
reasoning that Democrats are even worse tax-
increasers, is seriously flawed. Stuart Butler,
director of domestic policy studies at The Heri-
tage Foundation, put it well. Such an arrogant
notion “is overlooking the fact that they are a
constituency that is mad as hell.”

There would not be such cause for anger if
there were some believable signs from the White
House that the president at least would continue
to resist taxes. His campaign rhetoric — “Read
my lips. No new taxes!” and “The surest way to
kill economic growth in this country is to raise
taxes” — seemed unequivocal. It seemed to

indicate that he, like his predecessor, would fight
efforts to increase taxes. So powerful were those
words that Democrats mostly were afraid even

to mention the T-word. And 17 months into his

presidency it appeared that holding fast would
work. But when the crucial moment came, when
Democrats threatened to hold their breath at the
budget negotiation table, Mr. Bush revealed that
he really didn’t believe his own words.

He opted instead for the conventional Wash-
ington wisdom, which is to say he abandoned .
efforts toward fiscal discipline and agreed to
stab his supporters in the back. Then aides were
sent out to twist the knife. First President Bush
himself declined to push spending cuts and budg-
et reform at a news conference the day after his
capitulation to Democrats. Then came the arro-
gant adviser telling voters that they have no-
where else to go. To cap things off in a moment
rich with irony and conceit, a White House
spokesman was trotted out to disavow Kansas
Republican Sen. Robert Dole’s claim that in-
come tax increases would not be on the budget
bargaining table. Mr. Dole was perhaps the first
vietim of the “no new taxes” pledge, taking a
pasting in the New Hampshire primary when
candidate Bush portrayed him as a hopeless tax
increaser.

The Inside-the-Beltway establishment likes to
think that voters can be neutralized when both

- parties take the blame for some horrendous

policy decision. Or in this case, the decision not
to decide to exercise the tiniest bit of spending
discipline. Those who think voters have no place
else to go but a systemically corrupt, spendthrift
establishment — and by that we don’t mean
criminally corrupt, but that the nation’s system
of government itself is being corrupted by inside
politics — are wrong. Stunning policy reversals
conducted with the sort of contempt for voters
displayed in Mr. Bush’s tax reversal are the sort
of thing that dispirits potential supporters and
breeds primary challengers. Voters always have

~ options, including the option not to vote.
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Bush gets
mixed reaction
on tax reverse

When President Bush hosts
the Economic Summit next week
in Houston, he’ll undoubtedly
please his seven guests when he
outlines the progress on deficit
reduction that now seems possi-
ble because of his reversal on in-

B creased taxes.
CARL P. That’s because the "visiting
leaders are likely to view his de-
LEUBSDORF cision as at least partially de-
signed to answer their persistent theme that U.S. fail-
ure to reduce its budget deficit was having a negative
impact on the world economy.

The domestic reaction has been considerably less
enthusiastic. But it will take some time to determine
the extent of potential damage sustained by the presi-
dent and his Republican Party.

For example, polls show that a majority of Ameri-
cans never expected Mr. Bush to keep his 1988 vow of
“no new taxes.” Other presidents have made pledges
they abandoned, from Woodrow Wilson’s vow not to
send Americans to fight in World War I to Franklin
Roosevelt’s 1932 pledge to balance the budget.

But Mr. Bush faces something that neither Mr. Wil-
son nor Mr. Roosevelt had to confront, the prospect of
a steady drumbeat of television commercials showing
him making the broken promise.

- Reactions to the president’s embrace of “increased
tax revenues” appear to vary substantially. The
strongest negative reaction is clearly within the Re-
publican Party.

Vows to oppose any new taxes were quickly issued
by a number of Republican office-seekers.

White House chief of staff John Sununu, reflecting -

what some critics said was a failure to anticipate nega-
tive reaction, unsuccessfully sought to peddie the ar-
gument that nothing had really changed. But it’s hard
to believe that Mr. Bush and his budget director, Rich-
ard Darman, didn't understand the import of what
they had done.

Meanwhile, the GOP’s top congressional leaders
have taken a low-key approach. One reason is that
they know they will have the responsibility for round-
ing up Republican votes for whatever budget package
eventually emerges.

Democrats, though, are talking more optimistically
than they have in some time, hoping the situation will
help them shed the “tax and spend” albatross that has
plagued them in recent campaigns.

Many rank-and-file members are denouncing Mr.
Bush for what they regard as duplicity, declaring in
effect that “we told you so.” ,

But party leaders, who had long urged Mr. Bush to
take the first step, are commending him for finally
doing so.

“What has happened is that an obstacle to reaching
an agreement has been removed,” Senate Majority
Leader George Mitchell said Sunday on CBS-TV’s Face
the Nation. “The obstacle was placed there by the pres-
ident, and so it was up to the president to remove it.”

But Mr. Mitchell underscored the difficulties that
lie ahead by noting that the Democrats have made
clear that no budget agreement can be passed unless a
majority of Republicans in both houses join a majority
of Democrats in voting for it.

That requirement seems likely to put an additional
burden on Mr. Bush, who will have to persuade col-
leagues who have to face the electorate this fall to join
him in abandoning a course that has proved popular
with voters. '

He will, of course, be helped by the fact that his
popularity remains extraordinarily high. He showed
last week that he was willing to use his political capi-
tal, noting that, despite the flak, “that’s what I get paid
for.”

But his task could be rendered especially
difficult by a deficit reduction package con-
taining provisions likely to antagonize many
parts of the electorate, such as so-called sin
taxes on cigarettes and beer, cutbacks in So-
cial Security and other entitlements, or
higher energy taxes.

In the end, as the president told reporters,
everything depends on results. If the result
of his reversal is to produce an agreement
that reduces the deficit and maintains the
economic expansion, Mr. Bush and his party
will benefit.

Unfortunately for many Republicans, the
ultimate economic verdict won't come until
after they have to cast their votes and face
the voters this fall.
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Tax Increases We Can Live With

Let’s keep this tax thing in perspective.-
Suppose Congress and the White House decide

to raise taxes $25 billion. That’s less than a 2.5

percent increase in overall federal taxes. Sup-
pose that ultimately another $25 billion is need-
ed to close the budget deficits. The total still
represents less than a 5 percent increase. No
one likes to pay higher taxes, but these amounts
won’t impoverish most Americans or cripple the
economy. .

How will we get hit? Higher “sin” taxes on
cigarettes, beer and liquor seem likely. So are
steeper “user fees” for, say, airline passengers.
The impulse of Democrats and Republicans
alike is to construct a package of many small—
and highly technical—increases so that no one
sees much impact. The budget summit should
do better than that. _

It should not just raise taxes but should do so
in a way that makes the overall federal tax
system fairer and more efficient. How about a
“carbon tax”: a tax on oil, natural gas and coal?
This would depress energy use, air pollution and
emissions that contribute to the “greenhouse
effect.” How about taxing capital gains (the
profits on the sales of stock or other assets)
when people die? Closing this loophole, which
benefits mainly the wealthy, could raise at least
$2 billion to $3 billion a year. .

As they go about this political drudgery, the
White House and Congress should adhere to
three guidelines:

First, keep income-tax rates low. A tax system
with high rates and many special tax breaks
(credits, deductions, income exclusions) invites
abuse and waste. Hordes of tax lawyers and
accountants are deployed to help people and

companies minimize their taxes, Investment

decisions are skewed by tax-breaks. The 1986

tax-reform act was an attenipt to get away from

this sort of system by lowering tax rates and

eliminating some tax breaks. We shouldn’t back-
“track on it. -

One bargain that’s being talked about is a bad
one, It would have congressional Democrats
accept the Bush administration’s cut in the
capital-gains rate, while the White House would
allow the top income-tax rate to be pushed up
to, say, 33 percent for the richest Americans.
This would give the rich a break with one hand
and take it away with the other. There’s no
evidence that a lower capital-gains rate would
increase jobs or investment. But it would spur
frantic efforts by the rich to convert ordinary
income into capital gains. The higher tax rates
g0, the more reason people have to seek tax
shelters or, more insidiously, lobby for new
ones,

Second, spare the poor and lower-middle class.
Indeed, they should get some tax relief, because
their incomes have stagnated. Between 1980
and 1988, the average income of the poorest
fifth of families dropped slightly from $5,490 to
$5,424 (in inflation-adjusted “1988 dollars”),
reports a study by the House Ways and Means
Committee. Incomes for families in the second
fifth rose from $14,012 to $14,311. Meanwhile,
the average incomes of the wealthiest fifth rose

from $62,864 to $72,759. Protecting these
people from new taxes is not just a matter of
fairness or decency. Squeezing their incomes
lessens their chances of making it on their
own—and increases the chances they'll end up
on welfare, homeless or in jail.

Third, remember that some taxes do good
things. It’s in everyone’s interest to reduce air
pollution, greenhouse gases, oil imports and
traffic congestion. The case for a “carbon tax,”
or something like it, is that the broader social
costs of energy use aren't fully reflected in
today’s fuel prices. Likewise, the case for rais-
ing taxes on beer, wine and liquor is that too
much drinking—which presumably would be
discouraged by higher prices—causes more car
accidents.

Anyone can concoct a tax package with the
help of a fat volume of suggestions from the
Congressional Budgét Office (the official title,
“Reducing the Deficit: Spending and Revenue
Options”). Doubling the cigarette tax from 16 to
32 cents a pack would raise about $2.8 billion
annually. Increasing the airline-ticket tax from 8
to 12 percent would raise about $3 biltion. The
trick will be creating a package that's both
sensible and fair.

For example, higher excise taxes would hurt
lower-income people most because the taxed
items (fuel, cigarettes or alcoholic beverages)
typically represent a larger proportion of their
expenses than for higher-income people. So any
excise-tax increases ought to be accompanied by
income-tax cuts for people in the lowest brack-
ets. That would require a bigger tax increase on
someone else.

No tax increase is painless. A “carbon tax” has
predictably offended the coal companies that
would be hit hardest. A proposal by Rep. Fort-
ney (Pete) Stark, Democrat of California, would
impose over five years a tax of $15 per ton of
coal (equal to about 50 to 70 percent of today’s
price), $3.25 per barrel of oil (or about 8 cents a
gallon) and 40 cents per thousand feet of natural
gas (equal to about a 7 percent retail-price
increase). Coal is most affected because its
carbon emissions are highest; the industry fore-
sees big job losses.

As these matters are debated, there are two
misconceptions to avoid. The first comes from
liberals, who—having condemned budget defi-
cits for a decade—now envision huge benefits
from| eliminating them. In fact, the possible
gains. (primarily more investment) are quite
long-term and could easily be squandered if bad
tax increases support wasteful spending. The
conservatives’ misconception is that burden-
some new taxes will permanently destroy the
economy’s capacity to grow. Conservatives
shiould have more faith. The economy’s underly-
ing vitality is strong enough to withstand mod-
est new taxes.

Balancing the budget is the best way of
disciplining government. It ensures that spend-
ing is important enough to justify taxes. If the
budget summit does its work well, it should be
able to produce a tax package that not only is

- fair but ultimately makes the nation better off.

©1990, Newsweek, Inc.
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Income tax still on Bush table

White House denies
rate hike ruled out

By John W. Mashek
GLOBE STAFF

KENNEBUNKPORT, Maine -
President Bush refused yesterday to
rule out an inecome tax increase on .-
the wealthy as part of a deficit re-
duction agreement.

a

Deputy press secretary Alixe
Glen, responding indirectly to a com-
ment by Senate Minority Leader
Bob Dole (R-Kansas) that Bush
wants no change in income tax rates,
said, “I think that’s Senator Dole’s
personal position.”

“The president has said a thou-
sand times, no preconditions, every-
thing’s on the table,” Glen said. “And
we have weeks and months ahead of
us to iron out exactly what the final
budget is going to include and en-
tail.” .

She said there had been no presi-
dential assurance to Dole or any oth-
er Republican in Congress that an
income tax increase is out of th
question. :

Some conservative Republicans
are saying privately that they could
go along with a tax boost on the
wealthy if the Democrats would ap-
prove a cut in-the capital gains tax.

The change being talked about -
most is to raise the highest marginal
rate on individual taxes from 28
percent to 33 percent. Bush has
placed a high importance on lower-
ing the capital gains tax and might
accept the increase in income rates if
the Democrats are willing to go
along on the capital gains tax.

Other taxes being mentioned are
increasing gasoline taxes at the
pump along with an import fee on
oil, plus an extension of the tele-
phone excise tax and higher taxes on
aleohol and.tobaeco.

Last week Bush -acknowledged
for the first time that “tax revenue
inereases” would be necessary to cut
the spiraling deficit. Republicans
who tied themselves to his “no-new-
taxes” campaign promise were up-
set. .

At yesterday’s briefing here,
Glen reaffirmed Bush’s position that
“there are no preconditions, every-
thing is on the table — with the ex-
ception of politics, perhaps, as dem-
onstrated last week.”
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Pierce’s campaign philosophy

ROBERT L. TURNER

President Bush’s some-new-taxes state-
ment last week added to the current list of
difficulties facing Steven D. Pierce, the Repub-
lican candidate for governor - a list that in-

cludes a lackluster primary campaign and -

modest fund-raising.
- That, at least, is a common view — among
Republicans as well as Democrats.

But Pierce has gone a long way this year
by focusing calmly and carefully on a few tar-
gets, and by ignoring problems he couldn’t do
anything about.

“My philosophy is you play the hand that’s
dealt to you,” Pierce said yesterday in an in-
terview. “Don’t worry about what you can’t
change.”

~ Pierce says he is in a very strong position
to beat William F. Weld for the Republican
nomination in September. And while he would
be an underdog against any of the three
Democrats at that point, he said confidently,
“We're on a track to win.”

That is Pierce’s target now. He believes all
three Democrats can be tied to a Beacon Hill
establishment that has paralyzed state govern-
ment and damaged the overall state economy.

The Democrats, of course, have another
view: that the Republicans’ role in the mess,
while minor, was almost totally negative. Some
Democrats feel this view will sell.

But Pierce, who says he believes he is do-
ing more personal appearances than any can-
didate, asserted vesterday there is still a very
strong feeling of “anger and anguish” among
voters, especially against the Democratic lead-
ership.

Franeis X. Bellotti and Evelyn Murphy will
be relatively easy to tie to the problem, accord-
ing to Pierce. As for John R. Silber, “his ties

are less visible but no less real.” Pierce re-
ferred to Silber’s backing from such insiders
as Senate President William Bulger and for-
mer Boston Mayor Kevin White, and he added
that Silber “isn’t qualified, either by exper-
ience or by temperament.”

Silber, said Pierce, “has a propensity not to
listen and to have all the answers. We already
have a governor like that.” Voters, he said,
know there is “a need for someone who knows
how government works.”

Pierce acknowledged that Silber is attract-
ing voters frustrated by the existing situation
- voters who might also look to a Republican.
“He’s new and he's hot,” Pierce said of Silber,
but refused to say he would be a tougher oppo-
nent than Bellotti or Murphy. “I don’t know,”
said Pierce. “He would be different.”

Of course Pierce might have been exercis-
ing what he calls “my legendary caution” - la-
beling Silber his strongest potential opponent
might help make it happen.

Caution does net mean insensitivity to at-
tack, however. Pierce has downplayed his pri-
mary campaign because he believes he is
ahead and is not threatened with upset at the
moment, and because he believes the Demo-
crats cannot be adequately targeted in the sev-
en-week general election campaign.

But he said he expects the primary to heat
up and indicated he would likely debate Weld
again,

To Weld’s charge that Pierce’s failure to
declare himself a Republican in his broadeast
advertising represented a “betrayal” of the
party, Pierce reacted sharply, saying, “that is
as offensive as it is ridiculous.”

Pierce acknowledged that his fund-raising
is short of its goal - “Are we where we want to
be? No we're not” - but added that the flow, of
over $100,000 a month consistently, has been
adequate. - ]

As for Bush's flip-flop on taxes, Pierce said
he did not feel let down at all, since the state
and federal situations are so different, though
he acknowledged some voters may be confused
by it.

Pierce then seemed to illustrate the prob-
lem when talking about the state budget — the
key credential he brings to the campaign.

Pierce said his is “a strong position that we
not raise taxes in the next four years” both to
control state spending and to stimulate the
overall economy.

But at nearly the same time he said, “Peo-
ple don't necessarily take literally what candi-
dates say. What they’re looking for is an ex-
pression of intent.”

Pierce’s expressions are calm and carefully
targeted. He has been underestimated consis-
tently. But his credibility with the electorate is
still to be shown.

Robert L. Twrner is a Globe columnist.
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Want More Money, Mr. Bush? Cut Taxes

By ALAN REYNOLDS

Those who spent the past week trying to
divine the meaning of President Bush's
words on taxes focused on one phrase.
Early on—the first time the issue came up
publicly—the president acknowledged a
need for greater ““tax revenues.' Later, at
the week's end, the president said that in
his negotiations to solve the budget prob-
lem a number of things would be consid-
ered “including tax increases.’” The differ-
ence here between “higher tax revenues"
and “'tax increases' is crucial. The impor-
tant fact is that, the government's new
posture notwithstanding, the two do not
usually coincide.

One way to raise tax revenues, Mr.
Jush'’s first stated goal, would be to cut the
capital-gains tax. Ever since maximum
tax rates on capital gains were increased
by 657 after the 1986 reform, many more
investors have preferred immediate inter-
est income to possible future gains. Com-
panies in recent years have catered to this
preference by increasing their debt/equity
ratios through stock buybacks and lever-
aged buyouts. The result has been larger
corporate interest deductions, and there-
fore smaller taxable profits.

A lower capital-gains tax would there-
fore raise corporate tax receipts by tilting
the debt-equity decision back toward eq-
uity, while making it possible for credit-
constrained small entrepreneurs to raise
capital by selling stock. Interest rates
would be held down by the reduced busi-
ness demand for credit, as well as by the
increased incentive for individuals to hold
taxable bonds for capital gains, thus reduc-
ing the government's interest expense.
Capital-Gains Advantage

A lower capital-gains tax would also in-
crease the pace at which capital gains
were realized, raising revenues directly as
well as through the increased economic
growth arising from more efficient mobil-
ity of capital. It would bid up the value of
assets subject to the capital-gains tax and
thus raise the amount of taxable gain,
move more venture capital out of tax-ex-
empt funds into the hands of taxable indi-
viduals, raise personal incentives to save
and to take longer-term risks and greatly
reduce the cost of the S&L bailout by rais-
ing the value of the thrifts’ real estate and
bonds. A lower capital-gains tax could
shave tens of billions off the deficit.

As the chart shows, inflation-adjusted
federal revenues have expanded at an un-
precedented rate since fiscal 1983. Mea-
sured in constant 1982 dollars, tax reve-
nues were nearly stagnant during the
1970s, hovering between $500 and $600 bil-
lion. Since 1980, real federal revenues have
increased by more than one-third! Tax col-
lections are about the same percentage of
GNP as they were 10 years ago, but,
thanks largely to the Reagan tax cuts, the
U.S. economy is nearly one-third larger—
largely because the 1980s were the years of
important tax cuts.

If the government in 1980 had instead
set out to increase taxes by one-third, aver-
age federal tax rates would have had to
have been increased by one-third. It is
hard to believe the economy could have
grown at all in the 1980s under such an on-
erous tax increase, much less experienced,
as it did, a huge increase in growth.

Even a seemingly modest increase in
tax rates on incomes or sales can be self-
defeating. In the short run, it can cause a
recession. In the long run, it can slow eco-
nomic growth. Yet the

U.S. government's own
budgetary accountants’
revenue estimates from
various increases in tax
rates always assume
that taxes do no dam-
age whatsoever to the
economy.

The Congressional
Budget Office predicts,
for example, that a one
percentage point in-
crease in the corporate
tax rate would yield an
extra $1.3 billion next
year, on the untenable
assumption  that it
would have no effect on
corporate investment
or employment. But if
it really had no effect,
then an extra $65 billion
could be collected by simply raising the
corporate tax rate to 84%. A $5 oil import
fee is likewise supposed to raise $7.7 billion
on the assumption that higher energy
prices do no damage. If that made sense,
we could raise $65 billion by imposing an
oil import fee to raise prices to $60 a bar-
rel.

Consider a less-extreme example, the
$3.8 billion that is said to be available if
the president and Democratic leaders opt
for what is currently a popular ‘‘budget
fix'': Raising marginal tax rates on high-
income families to 337 from 28%. This is
proposed as a ‘“‘trade" for a lower capital-
gains tax, even though young professional
couples with high salaries often have negli-
gible capital gains, while people nearing
retirement have large capital gains and
small taxable incomes. Since tax reform
made the average tax rate virtually the
same as the marginal rate among the top-
bracket taxpayers, an increase of 5 per-
centage points in marginal rates amounts
to a brutal increase of nearly 18 percent-
age points in average tax rates. That in-
crease would amount to a $10,000 added
burden on a taxable income of $200,000.

To avoid that, though, affected tax-
payers would hold more tax-exempt bonds

" and make greater use of the lower alterna-

tive minimum tax; many more salaried
people would become self-employed; pro-
fessionals would play more golf and retire
earlier. The alleged $3.8 billion revenue in-
crease, which assumes that people don't
react to their taxes, would soon turn out to
be an ‘‘unexpected’ loss.

Raising the top tax rate to 337 could
hurt the economy, and therefore the
budget, in many different ways. The
higher tax rate on interest income and div-
idends would raise interest rates and sink
the stock market by reducing the demand
for taxable securities. Those losses in the
stock and bond markets would in turn
damage the budget (through higher inter-
est expense, lower capital-gains tax re-
ceipts, weak taxable sales and profits due
to reduced wealth, etc. ). The result of such
a higher tax rate could easily widen the
budget deficit by tens of billions of dollars
for many years to come.

The alleged beneficial effect of higher
tax rates on savings is another myth aris-
ing from static accounting. The whole idea
assumes that higher tax rates would in
fact yield higher revenues over time, that
higher revenues would actually be devoted
to reduced deficits and that increasing the
government's revenue at the expense of
the private sector would not reduce the pri-
vate sector’s ability or willingness to save.
Not one of these assumptions is consistent
with experience. Instead, the ability of pri-
vate households and firms to save would
be seriously undermined by higher tax
rates on what people earn or buy, and the
value of U.S. stocks, bonds and real estate
would also be depressed by the reduction
in prospective after-tax returns.

Actually, the U.S. has had some instruc-
tive experience with trying to raise federal
revenues by increasing the tax share of
GNP, rather than by increasing GNP it-
self. The first major effort was in mid-1932,
when individual income tax rates were
roughly tripled. Revenues subsequently fell
by 167¢. The next experiment was the sur-
tax of 1969-70. Interest rates rose sharply
for many months after the higher rates
were imposed, falling only as the economy
was shoved into a recession that did not
end until the surtax was removed.

Measuring by the GNP

Then there were the unlegislated tax in-
creases resulting from inflation and
“bracket creep' in 1974-75 and 1981-82,
when revenues once again declined with
the contracting economy. In fact, federal
tax receipts have never exceeded the cur-
rent 19.67¢ of GNP since World War II
without tipping the economy into recession.
The option of attaining significant and sus-
tained ‘“‘tax revenue increases’ through
higher tax rates is a politicians' illusion: it
has never worked.

Couldn't the contractionary effect of
higher tax rates be offset by an easier mo-
netary policy? Not really. Even if higher
tax rates generated more real revenue,
which they do not, it makes no sense to ar-
gue that smaller deficits justify any easier
monetary policy than would otherwise be
appropriate. This amounts to saying that if
the government sold fewer bonds, then it
could safely print more money. But bonds
and money are not at all the same. Higher
tax rates would weaken the supply side of
the economy, while an easy money policy
merely stimulates spending or “‘demand.”
The result of that “‘policy mix" is always
stagflation—witness Britain.

There is actually only one way in which
real tax revenues can be significantly in-
creased over the next decade, and that is
the same way that real revenues were in-
creased over the past decade—namely, by
increases in employment, profits, capital
gains and sales. That is why President
Bush's proposed ‘“‘growth incentives” —
lower tax rates on capital gains—are not
at all inconsistent with real and sustaina-
ble “‘tax revenue increases.”” Higher tax
rates, on the other hand, are inconsistent
with growth incentives, and therefore with
the preservation of the past decade’s re-
markable increase in real revenues.
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Proposal to T'ax Sale of Securities
Consideredby Bush Administration

Levy on Vending of Stocks,
Bonds Weighed as Tool
To Cut Budget Deficit

By JEFFREY H. BIRNBAUM
And ALAN MURRAY
Staff Reporters of THE WALL STREET JOURNAL

WASHINGTON—Top Bush administra-
tion officials are considering a proposal to
impose a tax on the sale of securities as a
way of reducing the budget deficit.

The so-called securities transfer excise
tax. which could impose a levy of as much
as 0.5% on sales of stocks. bonds, futures
contracts and other instruments, is getting
serious consideration in the White House
primarily as a way to satisfy Democrats
that the coming tax package won't be a
giveaway to the affiuent. Treasury Secre-
tary Nicholas Brady and Budget Director
Richard Darman are said to be intrigued
by the idea, but not committed to it. Ad-
ministration aides term the tax a “‘live op-
tion.”

.Revenue-raising proposals are popping
up all over the capital now that President
Bush has declared that tax increases are
needed to tame the federal defieit. The
proposals that carry the most weight, how-
ever, are those being discussed within the
generally anti-tax Bush administration.

The fact that the securities tax is being
floated by Bush aides is causing alarm
from Wall Street to LaSalle Street. The Se-

curities Industry Association has writtento

Secretary Brady detailing objections to
such a tax and asking him to oppose it.
And Rep. Dan Rostenkowski of Illinois,
who chairs the House Ways and Means
Committee and is an advocate for the com-
modity exchanges, has drawn applause
from audiences back home when he makes
a-point of saying he intends to fight a
transaction tax.

The securities tax could offer a way out
of a dilemma that faces the budget negoti-
ators. The Bush administration wants any
tax package to include a cut in the capital-
gains rate. But Democrats in Congress say
a capital-gains cut is a giveaway to the
rich. They are demanding that the presi-
dent also agree to raise taxes on the
wealthy by boosting the top income-tax
rate for high-income Americans to 337
from 28.

In an effort to avoid boosting the top tax
rate, administration officials are looking
for other ways to tax the wealthy. The
securities transfer excise tax is one pro-
posal that has caught their attention. Ad-
ministration officials note the tax was pro-
posed in 1987 hy former House Speaker

A -

James Wright (D., Texas!.
The most often discussed securities tax
would impose a 0.5% levy on the value of

. security sales. To bring in the most reve-
nue, the tax would be assessed on individ-

uals, corporations and tax-exempt institu-
tions such as pension funds. In its broadest
form, it would apply to the sale of stocks,
options and debt, with' the exception of
Treasury securities. It would also apply to
Americans trading on foreign exchanges.

The nonpartisan Congressional Budget
Office estimates that such a tax would
raise $7.8 billion in its first year and $57.7
billion over five years.

The budget summit talks between White
House aides and congressional leaders are
moving toward a deficit-reduction pact
that would cut about $50 billion from the
projected fiscal 1991 deficit, with about

. half coming from tax increases. The secu-

rities tax could provide a substantial chunk
of that revenue. ’

But whether the tax is actually a tax on’

the wealthy is likely to become the source
of considerable debate. Pension funds are
among the most active traders of securi-
ties, and they will probably try to portray
the tax as a levy on the retirement funds of
working people.

Officially, the White House is staying
mum about its tax-increase preferences.
White House Chief of Staff john Sununu
told reporters Tuesday that the president’s
tax statement last week has ‘“‘gotten the
summit started again."” But, he added, ad-

. ministration officials *‘do not want to nego-
- tiate in public, nor do we want to tip our

hands in public."

Still, he said, neither he nor other top
administration aides ‘‘underestimate the
understanding of the American people that
something significant has to be done about
the deficit.”

Securities industry lobbyists aren't un-
derestimating the possibility of a transfer
tax. On June 22, two top officials of the
Securities Industry Association wrote to

| Treasury Secretary Brady noting with
: some distress that “‘a securities transac-
. tion excise tax has resurfaced as a possible

revenue raising measure."
The letter, signed by the association’s
chairman, Robert Downey, and president,

"Edward O’Brien, went on to state: “We

ask you to oppose this type of tax as a new
source of government revenue. Few other
taxes would be as strongly opposed by our
industry. which has witnessed the deterio-
ration of market liquidity and declining
volume since the 1987 market crash.”

In the past week, Wall Street represen-
tatives have combed Congress to talk
about their securities-tax anxiety. To bol-

Please Turn to Page AI2, Column 5

Continued From Page A3

ster their case, they are circulating a 1987
study by the Congressional Research Serv-
ice that indicated a 0.5% levy would de-
crease trading volume and cause a 9.3%
decline in stock prices. **A tax on all stock
transfers obviously would have an adverse
effect on the stock market, and the effect
could be larger than might be expected
initially based on the relatively small size
of the tax," the report stated. They also ar-
gued that the tax could force trading to
go offshore.

One securities company iobbyist said
the industry is so distressed by the notion
of the tax that it might even oppose a cut
in the capital-gains tax if it were linked to
a broad-based securities transfer tax.

For its part, the commodities industry
is focusing its lobbying energies'not on the
transfer tax but on trying to prevent the
Securities and Exchange Commission from
taking over the regulation of certain finan-
cial contracts from the Commodity Fu-
tures Trading Commission. But still, an in-

- dustry lobbyist says, people in commodi-

ties “‘are holding their breath” about the

¢ transaction tax.

_ Chairman Lloyd Bentsen of the Senate
Finance Committee has expressed interest

i in the tax. The Texas Democrat has pub-
+ licly said he would consider increasing
( taxes on short-term trades as a way to
! discourage churning of stocks. Rosten-

kowski partisans are concerned that Mr.,
Bentsen's interest may go beyond such a
narrow tax, however. They foresee the pos-
sibility of a battle between the two tax-
writing chairmen over the issue.

" But both Sen. Bentsen and Rep. Rosten-
kowski have indicated they would favor an

_ increase in the top income-tax rate if the

capital-gain tax were cut.
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n the snows of New Hamp-
shire, President Bush res-
cued his dying dream for the
presidency by accusing Sen.
Robert Dole, Kansas Repub-
lican, of having a “secret tax

plan” called the National Economic
Commission (NEC).

That bipartisan “deficit reduc-
tion” commission, the brainchild of
New York’s Democratic Gov. Mario
Cuomo, had found its way into the
fiscal 1988 budget-summit agree-
ment courtesy of Sens. Dole and
Daniel Patrick Moynihan, New York
Democrat. That followed the stock-
market crash of 1987, which was
falsely blamed on the budget deficit.

Incidentally, during that summit
President Reagan also agreed to $29
billion in new revenues over the next
two fiscal years (fiscal years 1988
and 1989) in return supposedly for
some $76 billion in lower deficits.
Instead, the 1988 deficit was $11 bil-
lion higher than agreed, and the 1989
deficit was $15 billion higher.

" But as the Tax Foundation wisely

points out, that has always been the

pattern of budget summits. Since.
1983, we have had six such summits

out of the last eight budget years

(fiscal 1983 through 1990), and in

five of those six summit-produced

budgets (all of which included

higher taxes) the deficit rose. (See

Table.)

Conversely, in the only two budget
years where there was no summit
and no new taxes (fiscal years 1984
and 1987), the deficit plunged, by
$22.5 billion and $71.5
billion respectively.

So candidate George

Bush had it exactly
right. Yet last week Mr.
Bush capitulated to al-
most exactly the same
Dole-ful NEC scenario,
so much so, ABC invited
Messrs. Moynihan and
Dole to trade smirks on
the David Brinkley
show.

Coupled with the tor-
tured ineptitude of
President Bush’s press
conference last Friday,
this suggests a man
caught by surprise in a
trap not of his own mak-
ing, rather than a leader
wisely and courageously changing
his mind.

It implied a politician either cav-
ing in to his enemies or being skill-
fully mugged by his own budget di-

rector. What lends credence to the
latter view — now widely held
among conservatives — is that the
president’s fateful statement was
drafted during the meeting by Of-
fice of Management and Budget
Richard Darman. There is no secret
fo the fact that Mr. Darman cher-
ished the idea of the ultimate deficit
teduction deal — the “grand design”
that would wipe the really big stain
off the Reagan fiscal legacy.

The way the more conspiracy-

Egg-watchers
eye Darman

minded on the right have it goes as
follows: Mr. Darman knew there was
no way such a “mega-deal” could
ever be arranged with the Demo-
crats without breaking Mr. Bush'’s
campaign pledge. Conversely, he
knew that pledge would not be given
up easily by the president.

He therefore had to get the presi-
dent into a situation in
which he had no choice
but to make the deal Mr.

Darman wanted — a

deal which would trade

enough new taxes to get

the Democrats to give up enough on
the domestic spending and “budget
reform” issues, plus a capital-gains
cut to make it worthwhile.

It is widely believed that Mr. Dar-
man’s campaign for this began with
the proposal floated by House Ways
and Means Chairman Dan Rosten-
kowski last March 11 in The Wash-
ington Post. That proposal called for
an average of slightly more than $39
billion a year in new taxes or $196
billion over five years, in return for
some $316 billion in spending reduc-
tions or restraints.

The Rostenkowski proposal
traded the elimination of the “tax
bubble” and the freezing of all tax
indexation plus $20 billion a year in
gasoline and energy taxes in return
for freezing all cost-of-living adjust-
ments on entitlement programes, cut-
ting defense 3 percent per year, and
freezing discretionary domestic
spending.

Not only does that package
closely resemble the one considered
by the NEC in early 1989, but it con-
tains all of the elements to which Mr.
Bush agreed in last Tuesday’s state-
ment, except “budget reform” and
“growth incentives.”

When Rosty’s plan was launched,
it was given cautious support both
by Mr. Bush and Mr. Darman even as
it was cold-shouldered by the Demo-
cratic leadership. This suggests the
beginning of a Darman strategy to
set the “grand design” in motion.

Then on May 1 in a speech at Har-

vard, Mr. Darman argued that the
deficit should be confronted head-on
by real political risk-takers. A week
later, on May 8 Mr. Bush announced
he would open a “no preconditions”
budget summit on the 15th, orches-
trated by Mr. Darman’s warning that
the fiscal 1990 and 1991 budget defi-
cits were soaring into dangerous ter-
ritory.

From that moment Mr. Bush was
trapped. All the Democrats had to to
was to threaten a summit impasse
with its implications of rising inter-
est rates and a falling economy (in
an election year) and Mr. Bush had
no choice but to abandon his no-tax
pledge.

One proof that Mr. Darman was
orchestrating a Rosty-style tax pro-
gram came in the quick White House
denial on Monday of Mr. Dole’s Sun-
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day TV statement that the admin-
istration was not considering an
Income-tax rate increase. It is now
cleara higher rate will be traded for
a capital-gains rate cut, a terrible
bargain.

The final proof could come this
weekend at the G-7 summit if Mr.
Bush confirms energy industry wor-
ries that he is planning to make vir-
tue of necessity by proposing a 10 to
20 percent “Btu tax” on carbon fuels
(coal, oil, gas) supposedly to reduce
global warming but really to raise
$20 billion to $30 billion for deficit
reduction.

Such a sellout both on global envi-
ronmentalism and taxes would en-
sure that Mr. Darman’s “grand de-
sign” would become a grand
delusion.
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CAL THOMAS

s a World War II veteran,

President Bush
ought to remember
the phrase “loose lips
sink ships” It was
coined to remind

Americans not to divulge any knowl- .

edge of US. troop movements for
fear that the information might fail
into enemy hands.

Now, Mr. Bush’s loose lips about
taxes may well have placed Republi-

can ships in jeopardy for the fall.
election and torpedoed the con-

servative-center coalition that has
governed successfully for the last
decade,.

Whatever the tax mix — even if -

limited to an increase in the “sin” tax *
on alcohol and tobacco, or a boost in

gasoline taxes — the psychological

damage has been done.
Secretary of Housing and Urban

Development Jack Kemp tells me he

is convinced there will be no in-
crease in personal income taxes and
that additional revenue will be
raised by increases in other areas,

by spending cuts and by revising the -

capital-gains tax structure, but the

president gave no such assurance at
his news conference last Friday.

A preview of the call for “tax-

revenue increases” may have come

inan encounter between

Office of Management

and Budget Director

Richard Darman and

conservative activist

Paul Weyrich, who

heads the Free Con-

gress Foundation. The

meeting took place at

the end of May in the

White House mess. As

Mr. Weyrich, who was

having lunch with some-

one else, prepared to

leave, he stopped by Mr.

Darman’s table. .

Mr. Weyrich recalls
the conversation went
like this:

Mr. Weyrich: “I hope
you people understand
the politics of what
you're doing”

Mr. Darman: “What am I doing
that could possibly interest you?”

- Mr. Weyrich: “Raising my taxes.”

Mr. Darman: “1 don't get involved
in politics. I'm into governing”

Mr. Weyrich: “With all due re-
spect to the notion of governing, if
the politics don't work out right, you
won’t bearound to govern. This is not
apolicy difference; this is a question
of the integrity of your boss.”

As he left, Mr. Weyrich says he
heard “uproarious laughter” from
Mr. Darman’s table.

Heis right, though. The voters be-
lieyed that Mr. Bush was a man of
principle because of his consistency
on the tax issue. Many have gone
along with his stand on issues involv-
Ing most-favored nation treatment
of China, trade negotiations with the
Soviets and Lithuanian indepen-
dence. -

But now that he appears — and
appearances count in politics — to
have conceded his strongest politi-
cal bargaining chip, what’s left to
distinguish between Democrats and
Republicans? Only abortion, and if
he can fudge on taxes, what is to
prevent him from doing the same on
abortion?

House Minority Whip Newt Ging-
rich, Georgia Republican, strongly
disagrees that the president has 'i
given anything away. :

“We threw an interception and the
other side, helped by the press,
scored atouchdown, but thisisalong
game,’ Mr. Gingrich tells me.

“If the Democrats did not control
the House and Senate, one of the
first two Bush budgets, which met
the Gramm-Rudman deficit reduc-
tion targets, would have passed,” he
says.

Mr. Gingrich is furious with the

Democratic leadership, “a party
whose last two presidential candi-
dates asked for new taxes and in-
sisted that President Bush utter the °
word ‘taxes’ before they would begin
negotiations.”

Mr. Gingrich calls Democrats
“hypocritical” and “corrupt” and
says they “haven’t had the guts to
bring spending under control”

He believes the Democrats
“peaked on June 26, the day of the

A . president’s announcement that tax-

revenue increases would be part of
the budget summit negotiations. He |
says the Republican leadership_
wants real budget cuts that will be .
locked in for five years and that if
they don’t get them, “thereis nodeal,
period.” !

“The Democrats have raised the |
ante on their failure to help George ’
Bush govern,” says Mr. Gingrich. ;
“He’s done everything he could to ;-
placate the party of tax addicts.”

But that is the problem, isn’t it? |
Placating and leadership are two dif- *
ferent routes that lead to different
destinations.

Stuart Butler, domestic policy di-
rector at the Heritage Foundation,
correctly notes that tax increases

will choke off the economic expan-

_sion faster than the deficit.

“The key difference between '
growing and stagnating economies,”
wrote Mr. Butler in the New York
Times, “is not whether governments
run a surplus or a deficit, but the '
total cost of government. Whether °
government finances its activities
by borrowing from its citizens (a
deficit) or simply confiscating their
money (taxes) is secondary to how
much money government con-
sumes.”

Mr. Bush notes that Ronald Rea-

gan caved in to the tax-and-spend
liberals in 1982. That proves the
point for Mr. Bush’s critics, not for
him. The tax boost was not used to
reduce the deficit but for new spend-
ing programs. Without something
more than promises from the Demo-
crats, any new taxes will throw more
good money after bad.

Politically, the president’s new
posture on taxes is going to hurt Re-
publican congressional candidates
in the fall election. Republicans, who
ought to be confident with a pres-
ident of their party in the White
House, are nervous. You can tell by
their quivering lips.
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resident Bush and Congress

have begun assembling a

$500 billion package of tax

increases and spending cuts

to take effect over the next five

years. The most important obstacle

to this package, the president’s

“read my lips” opposition to higher
taxes, has now been passed.

“There will be no more speeches,”
House Budget Committee Chairman
Leon Panetta, California Democrat,
said as Congress broke for the July
Fourth recess. “The serious nego-
tiations have begun.”

Based on interviews with top
Capitol Hill sources and documents
floated by Mr. Bush’s budget direc-
tor, Richard Darman, here are the
most likely ingredients in the $500
billion package:

(1.) A jump in the top marginal
income tax rate to 33 percent. Cou-
ples now pay a marginal rate of 28
percent on joint income above
$150,000. Couples who make $75,000
to $150,000, however, pay a marginal
rate of 33 percent. _

This higher rate for those in the
$75,000 to $150,000 range is called
the “bubble” Democrats, including
Ways and Means chairman Dan Ros-
tenkowski, Illinois Democrat, want it
popped. They want the top bracket
raised to 33 percent.

Mr. Bush has no choice but to
meet this demand. “If he (Mr. Bush]
can’t take any increases in rates,’ a
top Capitol Hill Democrat said this
week, “it’s a deal-breaker”

Rank-and-file Democrats have
made clear in a letter to House
Speaker Thomas S. Foley, Washing-
ton Democrat, signed by 134 mem-
bers, that they will reject out of hand
any budget package that fails to tar-
get those making “more than
$200,000 a year” ‘

Asked what failure to eliminate

the “bubble” would do to the deficit-
reduction package, a House leader-
ship aide was emphatic. “It would
blow it up!” he said. Raising the top
marginal rate to 33 percentand elim-
inating the “bubble” would raise $44
billion in federal revenues over the
next five years. Most of the new
taxes would be paid by those Amer-
icans making incomes of more than
$200,000.
(2.) Higher taxes on Social Secu-
‘rity benefits. Today, retired couples
pay federal income taxes on S0 per-
cent of their Social Security bene-
fits, but only to the extent such bene-
fits increase their total income
beyond $32,000.

To meet President Bush’s call for
“entitlement and mandatory pro-
gram reforms,” congressional
Democrats are looking seriously at
a plan to increase the percentage of
taxable Social Security benefits
from 50 percent, the current level, to
85 percent. This would produce $20
billion in federal revenues over the
next five years.

(3.) Defense cuts. Mr. Panetta is
now pushing a $276 billion cut over
the next five years. House Demo-
crats take the position that this 27
percent cut in Pentagon spending is
consistent with Defense Secretary
Richard Cheney’s commitment to a
25 percent cut in military forces
over the same five-year period.

(4.) Capital Gains. Mr. Bush won
House approval last year of a mea-
sure cutting the capital-gains tax to
just under 20 percent. He also had a
majority of U.S. senators behind the
proposal before being stymied by a
procedural roadblock.

‘Mr. Panetta sees capital-gains re-
duction as a possible bargaining
chip in budget negotiations; in ex-
change for popping the “bubble,”
Democrats might agree to some ac-
tion on capital gains. “That’s the kind
of symmetry you're looking for;” Mr.
Panetta said as the negotiators broke
for this week’s recess.

Americans should expect one last
ingredient in the deficit-cutting
package: Medicare. Mr. Darman has
been urging big cuts in the money
paid to hospitals for senior-citizen
medical care.

None of these ingredients is par-
ticularly popular. All will cause pain
and complaints. For Mr. Bush and
congressional Democrats, the goal
is not victory but damage control. To
save $500 billion over five years, both
sides know they must hit hard at the
big areas of government funding:

~ the Pentagon, Social Security, Medi-

care. To make those cuts sellable to
the American people, the negoti-
ators must hit hard at those
wealthier taxpayers who benefited
most from the tax cuts of the early
1980s.

To meet the country’s fiscal crisis,
the deficit-cutting package needs to
be big. To win approval, it needs to
be fair. As both president and Con-
gress are learning, it also needs to
hurt.
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Risky tax gamble . . .

doned Willie Horton, or

burned Old Glory on the

lawn of the White House, it
would hardly have rivaled the flip-
flop he has committed on taxes.”

That was the way the conserva-
tive Heritage Foundation angrily re-
sponded this week to the president’s
recent maneuver to get a deficit-
cutting deal with the Democratic
Congress. It reflected the sharp crit-
icism he has received from both
wings of his party — criticism that
drove him into the White House
press room last Friday to quiet the
storm of outrage that has rained
down on the executive since last
week’s attempt to jump start the
stalled budget talks.

Among other things, Mr. Bush
says he has changed his mind and
that some “tax revenue increases”
may be needed in a bipartisan bud-
get agreement because the deficit is
worse than it was in 1988 when he
made his no-new-taxes pledge.

In fact, the deficit in flat-dollar
terms is not that much worse when
the savings-and-loan bailout costs
are excluded from its calculations.
The deficit was $150 billion in 1988.
This year it is around $160 billion.

What is different is this: While the
government needed to cut $12 billion
to hit the Gramm-Rudman-Hollings
deficit targets in 1988, it needs to
reduce the deficit by $100 billion to
reach the $64 billion target in the
coming fiscal year. The economic
picture is different as well. The econ-
omy was growing at nearly 3 percent
in 1988, bringing in substantially
higher tax-revenue increases. This
year it is rising by barely 2 percent,
reducing expected tax-revenue
growth.

On the other hand, when this
year’s deficit is measured as a share
of America’s gross national product,
the total of all the goods and services
we produce, the deficit is equal to
about 2.7 percent of GNP, the lowest
level since 1981.

“If the deficit truly is about to
cause the economy to collapse, as
some in the administration and Con-
gress would like Americans to be-
lieve, it seems curious that the econ-
omy did not fall apart in 1985, when
the deficit was 5.4 percent of GNP”
says budget analyst Daniel Mitchell
in a stinging Heritage Foundation
memorandum titled “Bush’s Deplor-
able Flip-Flop On Taxes.”

“If a deficit of 2.7 percent of GNP
is a crisis, why did the economy
grow In 1987, when the deficit
equaled 3.4 percent of GNP?” Mr.
Mitchell asks.

His point is a good one, reminding
us that the deficit, as a percentage
of GNP, has been declining and con-
tinues to do so. Deficits aren’t the
problem. The central issue is exces-
sive government spending.

“If George Bush had par-

I think Mr. Bush understands this
as he embarks on his risky gamble
to extract a budget agreement out of
the Democrats on Capitol Hill.
Moreover, he believes that he can
come out of these negotiations with
the better deal — for the taxpayers
in the long run and for the economy
in both the short and long run with
lower interest rates, more invest-
ment and new job creation.

The rules under which Mr. Bush
is operating with Democratic lead-
ers forbid him from saying publicly
what he is for and what he is against.
But a careful reading of the pres-
ident’s Friday news conference pro-
vides clues that there are tax lines
he will not cross. Consider these
statements:

® “I've got [anti-tax] preferences,
strongly held preferences that peo-
ple are familiar with, but I'm not
going to reiterate them, because
more important than my posturing
... 1s getting a deal that is fair and
good for the American people.”

e “I think taxes wrongly applied
can kill economic growth. ... So I
think we’ve got to be very careful as
to how we get this formula to see that
we don'’t kill off economic growth.”

e In response to rumors that he
will agree to increasing the top tax
rate in exchange for a capital-gains
tax cut: “I wouldn’t put too much
trust in that one.” Senate Republican
leader Robert Dole adds, “He’s not
going to raise personal income
taxes.” [The White House later dis-
avowed Mr. Dole’s statement.]

® Asked directly if there are lines
“to be drawn in the sand” on taxes
that he will not cross, the president
replied, “Yeah, and they will be
drawn in the negotiations.”

What Mr. Bush believes but can-
not say at this point in the delicate
negotiations is that there is a grab
bag of what he considers economi-

- cally benign user fees, excise taxes

and other non-income tax revenue-
raisers he is willing to accept in ex-
change for significant spending
cuts, budgetary reforms and eco-
nomic growth incentives. He thinks
that the right mix, with some major
spending concessions, budget re-
form and economic growth incen-
tives (i.e. capital-gains tax cuts) tied
in, is politically marketable. And in
the end he may be right.

But such an agreement must
“cover all three aspects,” he warns.
“If it doesn’t, there won’'t be an
agreement. ... "

The ensuing weeks will determine
whether his gamble pays off. In the
meantime, as he begins his daring,
high-wire budget act, the future of
his presidency hangs in the balance.
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Bush and

friends

finally wake up
to budget crisis

ne of life’s humorous iro-
o nies is the way conserva-

tives, those apostles of fis-
cal responsibility, have pooh-
poohed the deficit for the past
decade that their guys have been
in the White House. Ain’t no big
deal, they'd say, at least not big
enough to raise taxes—even
though interest payments on the
national debt have become the
government’s third-

In the meantime, the burgeoning
interest payments could have gone
to useful things—instead of forcing
up interest rates people have to
pay on things such as homes and
cars, thereby slowing the economy.

Sure, everyone is on an outra-
geous borrowing binge. But no
one's borrowing appetite is as
gluttonous as the federal govern-
ment’s. From 1975 to 1987, the
federal debt increased

largest expenditure and
are enough to buy their
Pentagon friends more
than 500 B-2 bombers

Now, the latest joke is
provided by President
Bush’s “discovery” that
the deficit is a problem.

What bunk. Consider
facts available to every-

333 percent, compared
with 235 percent for
consumer debt and 242
percent for corporate
borrowing. Even state
and local governments,
supposedly faced with
their own cash
crunches, have in-
creased their debt only
147 percent. Consumer

one even before Bush credit was just 15 per-
pledged “no new taxes™: Byrne cent of GNP in 1987,
@ For the three decades y only two points higher
after World War II, this == than 20 years earlier.

country actually had

reduced its national debt as a
percentage of the Gross National
Product. After funding World
War II, the national debt in 1945
stood at 123 percent of GNP. But
it gradually and steadily declined.

: through two more wars, to 33

percent in 1981, which just hap-
pened to be when master conser-
vative Ronald Reagan took office.
In just a few years, two decades of
prudence were wiped out so that
when George Bush hit the cam-
paign trail, the national debt
again exceeds half the GNP,

e Blame the problem on the huge
annual budget deficits that began .
piling up in 1975, the largest defi-
cits in terms of - percentage of
GNP recorded at any time since
World War II. For the three dec-
ades after the war, the budget was.
almost as likely to contain a sur-
plus as a deficit, and then the
deficit usually ranged only from
0.2 to 1.5 percent.of GNP. After
1975, though, the deficits skyrock-
eted, running some years as much
as 6 percent of GNP. In 1975
alone, the deficit nearly equalled
the combined deficits of the pre-
vious 15 years.

And corporate debt,
fueled by huge borrowings to fi-
nance the takeover craze, still was
only six points higher in 1987 than
it was 20 years earlier.

Clearly the problem isn’t simply
excessive spending levels. Our na-
tional debt as a percent of GNP in
1987 was larger than in-the New
Deal and the Great Society, larger
than during the big defense build-
up of the Vietnam War. Even
during the early Cold War and the
Korean War, we were able to re-
duce the national debt as a per-
centage of GNP. What compara-
ble national emergency have we
experienced in the past decade to
require that we now borrow our
kids into the poor house?

More than spending, the bigger
problem is our refusal to pay for
what we want, whether it’s guas or
social services. And that problem
is made all the worse by hypo-
crites like George Bush who, to
get elected, cultivated the fiction
that we could solve the deficit
problem without self-sacrifice.

Dennis Byrne is a member of
the Chicago Sun-Times editorial
board.
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End of an Era
Also Brings
Endofan Error

raise our taxes after all. ]

What are we supposed to say? ‘“Oh

goody, we're all going to get to pay higher tax-
es?”’ See, that's what we tend to forget. All sen-
sible people have known for years that this ﬁs-
cal madness couldn’t go on. But until now we’ve
had the luxury of sitting around wringing our
hands and acting smug on the theory that after

S O PRESIDENT BUSH says he’s going to

Ronald Reagan and George Bush had finally’

wrecked the U.S. economy, we liberals would
return tnumphantly to power.

If we're no longer able to pin the stigma of
fiscal irresponsibility on the president, what are
we going to do? We can say he lied till the cows
come home, but that is not a program.

Besides, Mary Matalin, chief of staff of the
Republican National Commlttee says Bush's
about-face won’t hurt the Republxcans one bit.
*This falls under the category of good govern-
ment is good politics. Bad
politics is ignoring the
deficit and wrecking the
economy.”

So that’s what Reagan
and Bush have been doing
for the last 10 years. I
knew they were up to
something bad. As for you,
Mary Matalin, bad govern-
ment may not be a good § -
;h,mg. but don't knock it. Robert

t’s won you three succes-

sive presidential elections. RE€NO
Besides, there is nothing
more loathsome than a bunch of reformed sin-
ners who run around reekmg of piety and lec-
turing us on the need for “good government.”

Good government, indeed. Ged oudda heer,
Matalin.

Anyway, now that Bush has caved in so ab-
jectly, he’s naturally going to expect in return
to have the larger voice in what kind of higher
taxes we're going to have. Just watch, he’ll de-
mand any tax that falls most lightly on the
wealthy and insist it be packaged with his pet
proposal to help his rich friends, a reduction in
the tax on capital gains.

.In any event, we are witnessing the end of an
era. Reagan took office in 1981 swearing to over-
throw the liberal Kevnesian revolution and to
bhlance the budget. And of course, he proceeded
to wildly unbalance the budget and to practice a
form of fanatical Keynesianism of which even
Lord Keynes would have disapproved. After 50
years of portraying the Democrats as big spend-
ers and big borrowers. the Republicans switched
places and got away with it. Now, President
Bush has switched back. We are, make no mis-
take. witnessing the death of Reaganomtics.

And it's not that big a deal. When Bush and
Congress get finished raising taxes, total tax rev-
enues in the United States will be about 31 per-
cent of the gross national product, up from 30
percent. Canadian taxes come to about 35 per-
cent of the GNP. In France it's 44 percent. Even
in West Germany, which has the most vigorous
private sector in all of Europe, they pay 37.6
percent.

You ask, so what was all the fuss about
then? The fuss was about the fact that we
could have had a balanced budget years ago at
very little real cost. But the cost of not having
one has been enormous. First an overvalued
doliar resuiting from the budget deficits de-
stroyed America’s competitive position in the
world and led to the trade deficits that persist
to this day. Average interest rates under Rea-
gan and Bush have been higher than in any
other decade in history.” And we have frivo-
lously passed on to our grandchiidren and
theirs a hideous legacy of debt.
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WASHINGTON
ulius Caesar was warned to be-
ware the ides of March. For
President Bush, it was the ides

of July.

July 15 is the day the Office of
Management and Budget shows the
nation a “snapshot” of the federal
budget for the first six months of
the current fiscal year.

Actual figures on government
revenue and spending between Oct.
1, 1989, and March 31, 1990, will
show that the rosy economic esti-
mates by the Bush administration
cannot withstand the cold light of
reality.

Bush already knows that. His
budget director, the witty and wily
Richard Darman, has given him a
preview something like this:
“Things look bad, boss. Worse than

* we thought.”

-‘The administration and Congress.
presented a budget for this fiscal
year that claimed to reduce the
annual deficit to $100 billion. But
the July 15 snapshot will show a
deficit of at least $150 billion and
some say as much as $200 billion —
and that’s not even counting the bil-
lions to pay for the savings and loan
bailout.

That magnitude of error is like a
pilot flying from Cleveland to New
York who winds up in Miami
instead. It happened because of a
conspiracy by the president and the
Congress to accept overly optimistic
assumptions about the economy
rather than face the truth — that
the federal government can’t keep
spending tens of billions more than

it takes in without cutting expenses .

or increasing income.

We, the voters and taxpayers,
were part of that conspiracy, too.
We wanted to believe Bush’s lips
even though common sense told us
they lied.

Only after Darman told Bush that
things were worse than imagined
did the president agree reluctantly
to do something about it. If he had
waited until after July 15, Bush
would have looked as if he were re-
acting to a crisis. )

Another motivating factor is next
week's economic summit in
Houston, where Bush will play host
to six other leaders .of the wealth-
jest Western nations. He didn't
want to have to explain to his col-
leagues why he hadn’t taken any ac-

tion to.deal with the deficit. The-

foreign leaders worry that an
uncontrolled U.S. deficit could
drive up interest rates worldwide.
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One Republican congressman I
saw quoted on television said, “The
president is showing leadership.
He’s taking the bull by the horns.”

Nonsense. What Bush did was
put out a statement that said, “It is
clear to me that both the size of the
deficit problem and the need for a
package that can be enacted re-
quire all of the following: entitle-
ment and mandatory program
reform, tax revenue increases,
growth incentives. . ..”

- That's leadership? It looks more
gke waving the white flag of surren-
er.

Bush practically went into hiding

. for three days after issuing the
statement, saying only, “The
" statement speaks for itself.”

On the fourth day, the president
emerged to compare himself with
Lincoln (“I'll. think anew”) and to
say he would restrain himself from
putting the blame on Congress. -

The president’s restraint did not
have any more staying power than
his promises. Before the news con-
ference was over, Bush once again
was telling the American people it
was Congress’s fault: “. ... If I had
control of - this Congress, both
houses, we might not even be talk-
ing about this today.”

Bush’s news conference was
billed as a display of presidential
leadership, but the president did
not tell the American people what
he would do to aveid $100 billion in
automatic cuts in services requjred

* under- the Gramm-Rudman - law.

Instead, he said, he would wait for
a bipartisan solution to be ham-
mered -out by Congress and the
White House. - :
When- he summoned congres-
sional leaders-to the White House
two months ago to ask for a budget
sumntit, Bush said he would put no
conditions on the  deliberations.

- That was the first hint that he was

abandoning his campaign mantra:
“Read my lips: No new taxes.”
Variations on that theme, by the
way, included, “I will not raise your
taxes, period”; “I've taken a pledge

to the American people, and I'm'.

going to keep it: No new taxes”;
“You know my position, and I have
{1.0 intention of changing that posi-
ion.”

Most disappointed by Bush'’s flip-

* flop are Republican congressional

candidates, who, like their leader,
had taken the pledge of no new
taxes. Bush’s advice for them
sounded a lot like something Wal-

We wanted to believe lie

ter Mondale or Michael Dukakis
might have said.

“Now, look, you've got to look at
the big picture here,” he said. “Stay
with your position. Advocate what
you believe. Tell your constituents
what you'll try to do, and then just
stay a little bit open-minded so
when we get an agreement, and 1
hope we will, that is good for the
country, then you can say, well, we
can accept this....”

After eight years of former Presi-
dent Ronald Reagan and a year and
a half of Bush hanging the issue of
takes like a noose around the Dem-
ocrats’ necks, the Democrats finally
had Bush where they wanted him.
Like the emperor with no clothes,
Bush’s hypocrisy was exposed.

Instead of exploiting the naked
truth, the Democrats rallied around
Bush. “The president has con-
cluded that °‘tax ircreases are
necessary, and. we share the. presi-
dent’s view,” said Senate Leader
George Mitchell. Privately, some
Democrats -could hardly contdin
their glee. They had' gotten the
president-to cave in on-the most.
important pledge of his presi-
dential campaign. Some- victory. Af-
ter all the rhetorical abuse the so-
called “tax-and-spend Democrats”

. took from Reagan and Bush, they

might have let Bush sleep in the
bed he made. But Republican can-
didates-are already claiming that
the Democrats are making the pres-
ident raise taxes.

The'irony for Bush is that .he has
probably guaranteed a "primary
challenge from the right just as the
late John Ashbrook of Ohio chal-
lenged Richard Nixon for re-elec-
tion in 1972. Republicans have won

. three straight presidential elec-

tions with the anti-tax pledge. They
aren't going to surrender as quietly
as Bush did.

Brazaitis is chief of The Plain
Dealer Washington Bureau.
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Bush stubs his toe, and race
i1s on for Democrats

By TOM DIEMER
PD BUREAU

WASHINGTON — Remember
that loose talk about faint-of-heart
Democrats taking a pass on the
1992 presidential election because
they were so intimidated by Presi-
dent Bush’s popularity? Forget it.
The race is on.

A sudden series of presidential
missteps, from a reversal on taxes
to the bungled White House hand-
ling of the flag issue, has given the
opposition renewed hope.

“The most valuable commodity
any of us has in public life is credi-
bility and George Bush’s credibility
is taking a hit on taxes, on family
leave, on offshore oil drilling,” said
Rep. Dennis E. Eckart, D-11, of
Mentor. “The next thing we are
going to discover is that he really
does like broecoli.”

Bush’s turnaround on taxes
stunned conservatives who thought
they would be reading his lips —:
“no new taxes” — at least through
the 1990 elections. His acknowl-
edgement that.some sort of tax in-
crease would have to be part of any
meaningful deficit-reduction pack-
age delighted Democrats.

“The economic advice he is get- -

ting is not good, and facing a weak-
ened economy in 1992, his choice is
between his own re-election or
throwing over a handful of Repub-
lican challengers in the 1990
elections,” said Eckart, a regional
co-chairman of the Democratic
Congressional Campaign commit-
tee. "It was no choice — he chose to
save himself.”

A Republican strategist, asking
not to be identified, gave the Bush
decision a similar spin. “The green
eyeshade types have won the inter-
nal battle,” he said of the presi-
dent’s economic counselers. .

Another GOP source with close
ties to the White House said Bush’s
hand may have been forced by ma-
jority Democratic leaders who de-
manded a strong statement on taxes
in exchange for progress in the
budget summit talks. Oddly, when
Bush bit the bullet he simply issued
a prepared statement, rather than
making an impassioned public pro-
nouncement to the effect he was
acting to save the country from
financial ruin.

Bush rebounded at a news con-
ference on Friday saying, “I've got
to do what I think is right, ” and
quoting Abraham Lincoln: “I'm
thinking anew.”

“In one week, he’s gone from
Chauncey Gardner (a fictional
couch potato) to Lincoln,” scoffed
George Stephanopoulos, an aide to
House Majority Leader Richard A.
Gephardt, D-Mo.

Taxes and Bush’s well-known
stand against abortion are only part
of the issues-mosaic that seems
likely to endure beyond November
and into the 1992 campaign.

On Friday, the president vetoed a

family leave bill that would have -

given workers up to 12 weeks of
unpaid leave annually for births,
adoptions or family illnesses.

“Once again the president has

gone back on a campaign promise,”
said Sen. Howard M. Metzenbaum,
D-0. “It is now clear that the com-
mitment he made to parental leave
was only election-year lip service.
With this veto the president tossed
his professed concerns about the
family on the rubble heap.”

Later this summer his veto pen

. will be challenged by a costly clean-

air bill and civil-rights legislation
designed to strengthen affirmative
action programs.

Bush is betwixt and between on
several sticky issues: He is for civil
rights but not quotas; he is for clean
air but not if it costs a fortune; he
wants to protect the spotted owl,
but not at the expense of thousands
of logging jobs, and he will restrict
offshore drilling for oil — at least
until the next decade.

*It is catching up with him,” said
a hopeful Democratic aide.

Demaocratic pit bulls are trying to
pin the blame for the horrendous
savings and loan scandal on Bush
too, but that won't be easy.

“It is a little tough when four out
of five 'Keatings’ are Democrats
and St Germain wrote the bill that
messed everything up,” said Rep.
Ralph S. Regula, R-16, of Navarre,
a Bush loyalist in the House. “Jim
Wright and Tony Coelho resigned in
part because of involvements in
S&Ls.”

All of these are prominent Demo-
cratic names, of course.

Amid calls for tougher, swifter
prosecution of the S&L bandits, the
Senate Ethics Committee will try to
decide this summer whether Sen.
John H. Glenn, D-0., and four col-
leagues violated Senate rules when

o they intervened with regulators on

behalf of Charles H. Keating Jr.

Former Rep. F. J. St Germain, D-
R.I., cozy with the S&L industry,
helped enact the deregulation early
last decade opening the door to
abuses that may cost taxpayers hun-
dreds of billions of dollars. He lost
his seat in the 1988 election.

In addition, regional differences
over sharing the astronomical cost
of the S&L bail-out could over-
shadow partisan conflicts.

“Our citizens are being asked to
take millions of their tax dollars to
pay for collapsing institutions in
other parts of the country,” Rep.
Marey Kaptur, D-9, of Toledo, com-
plained in a recent floor speech.
“In fact, last year Ohio was one of
17 states with a positive net income
for its thrift industry.”

Former White House political di-
rector James Wray said the conver-

- gence of a number of key issues

i would test the White House, but
i they could yet end up as plusses. “It
¢ is too early to tell just how they will

play out.” -
“It would appear most of the can-
didates are going to hold the line in
terms of their own campaigns and
say they do not favor any kind of a

tax increase,” said Wray. “This
might be one of those issues on
which they have to break ranks
with the president.”

Ohio Republican Chairman Bob
Bennett said Bush can survive the
tax scare as long as whatever is
enacted does not directly affect the
pocketbooks of middle-class Ameri-
cans.

“I don’t think it is going to have
an impact because I don’t think he’s
going to touch income taxes on the
corporate or personal side,” Ben-
nett said.

For the summit talks to reach any
sort of consensus on trimming



annual deficits, the Democratic ne-
gotiators will be obliged to accept
slowdowns or freezes of popular
entitlement programs — perhaps
even cost-of-living increases for re-
tirees.

“You are not going to accomplish
a summit agreement with just de-
fense (cuts) and ‘taxes,” sdid Sen.
Pete V. Domenici, R-N.M.

But for the time being, the Demo-
crats have regained their footing.
They seem ready to test whether
wide public affection for Bush has
enough depth to withstand the un-
popular decisions that every presi-
dent is eventually forced to make.

~ The measure of their own confi-
dence will be reflected by the pub-
lic utterances of men like
Gephardt, New York Gov. Mario
Cuomo and Sen. Bill Bradley, ‘D-
N.J. — the reluctant ones who had
all but taken themselves out of the
running for 1992. -

“I think it is safe to say the hon-
eymoon is over,” said Roger.J.
Stone, a Republican media consul-
tant. “I think you will see a-lot of
candidates who have written this
race off begin to reasess it. oy

“I do think Bush will be tough to
beat,” he added.
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GOP Dismayed,
Demos Gloating
~ Over Tax Issue

By ALAN FRAM

Associated Press Writer

WASHINGTON (AP) — Congressional Democrats say President
Bush’s concession that taxes must be raised to cut the federal

Rep. Leon Panetta, D-Calif., chair-
man of the House Budget Commit-

deficit blunts an issue that has skewered their party’s candidates tee.

over a decade of campaigns.

Many conservative Republicans were angered after the presi-
dent announced Tuesday that he believes “tax revenue increases”
are a necessary part of any deficit-cutting package for next year.

By Tuesday evening, 90 of the 176 House Republicans had signed
a letter to Bush saying they were “stunned by your announcement”
and calling such an increase unacceptable. -

Bush’s statement contrasted sharply with his “no new taxes”
campaign vow of 1988. Some GOP lawmakers said they still will
oppose tax increases as part of a plan to shrink the government’s
mounting shortfall, while others pledged not to abandon the issue in

upcoming fall campaigns.

House Republican Leader Bob Michel of Illinois today gave a
cautious reading of Bush's statement. Appearing on NBC’s “Today”
show, Michel said “the president didn’t tell us yesterday, ‘The first
thing I want you to do is go down there and raise taxes.”

But House Speaker Thomas S. Foley, appearing on the same
program, said that Bush, by his statement, “has said publicly and

(Continued From Page 1)

. clear-
ly that he believes new taxes are
necessary.” . '

“There are going to be some

hard hits,” Michel said. “The presi--
dent is taking a hit for the-

moment, I think temporarily.”

The search by White House and
congressional negotiators for a
way to cut the mounting deficit
was resuming today. The 1991
shortfall could exceed $200 billion
— well above the $74 billion limit
set by the Gramm-Rudman law.

Bush did not specify which taxes
he would consider boosting, and
White House officials insisted that
would be. up to negotiators. None-
theless, lawmakers agreed that the
president’s comments will help the
talks, which have dragged on fruit-
lessly since mid-May.

“It opens the door to serious ne-
gotiations at the summit,” said

Many Democrats said Bush had
done them a political favor as
well. They said he blurred an issue
the GOP has used successfully
against Democrats across the
country since President Reagan’s
campaigns.

Sen. James Sasser, D-Tenn.,
chairman of the Senate Budget
Committee and a former head of

i his state’s Democratic Party, said

it would be “implausible” for Re-
' publicans to use the issue in cam-
paigns.

“What are they going to say
when the president comes to their
district to campaign for them?”
Sasser said. “Or will he come?”

"“He’s not only neutralized the is-

* sue for 1990, but perhaps stewed up

in the Republican Party a question

-about a lack of identity,” said Rep.
‘Richard Durbin, D-111.

Bush’s statement also called for
cuts in defense, domestic pro-
grams, budget process changes
and “growth incentives,” often
used to describe the capital gains
tax reduction that Bush wants.

“Tax increases at the present
time would undermine the econo-
my and substantially weaken it,”
said Rep. Robert Walker, R-Pa.,
who circulated the message.

Other Republicans insisted that
in an effort to boost the stalled
budget talks, the president had
merely restated his longstanding
promise to consider all options for
saving money.
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His Lips? They Lied

Is President Geéorge Bush about to
pardon Willie Horton? .

Is Mr. Bush about to strike a match
to the flag?

Mr. Bush, who has called upon us -

hundreds of times to “Read my lips,” is
about to approve a rise in taxes. What
gall! If his “No new taxes” pledge is
not going to be worth anything, how
can we count on his other positions to
mean what he led all Americans to be-
lieve he meant during his 1988 presi-
dential campaign and since?

Well, say his embarrassed defend-
ers, Mr. Bush has not yet said outright
that he is going to favor new taxes.
What he said in a written statement
yesterday was that “tax revenue in-
creases” will be a necessary part of a
deficit-reduction package. But when
asked for-a definition — “Say it ain’t
so, George™ — his spokesman, Marvin
Fitzwater, was very careful not to is-
sue a denial, not to say the president’s
statement means “No new taxes.” He
refused to define what “tax revenue
increases” means if it doesn’t mean
new taxes, contrary to what Mr. Bush's
lips have said so many times. .

Yes, the nation’s finances are in a
terrible state. Yes, drastic action is
needed. Deep spending cuts are called
for. But if Mr. Bush is going-to accept
new taxes now, he should not have
been saying “No new taxes” for the
past two years.

No wonder Massachusetts Gov. Mi-
chael Dukakis — Michael who? —
chortled as he said, “I told the truth
and I paid the price.” .

It is surely better to have a George
Bush even if he misled us than to have
a Michael Dukakis who would have ru-
ined us, as indicated by his gross

misleadership in Massachusetts. But

. What would be wrong with having a

George Bush who tells the truth and

sticks to it?

* What's really up? Something has to
be done about federal finance. Budget
cuts of perhaps $160 billion have to be

made. Democratic spenders control -

both houses of Congress. Mr. Bush
must do something to get their cooper-
ation. So apparently he has surren-
dered to them by stepping out first on
the tax question, hoping that will bring

the Democrats around on some spend-
ing reductions and a cut in the capital-
gains tax to spur the economy.

So “that’s politics.” It’s also break-
ing faith with the American people. _

It may also be playing with dyna-
my.e. After more than eight years of an
upward economy, things have leveled
off. The economy needs confidence and
incentives to spur investment and jobs,
to stimulate real estate and develop-
ment, to get people to feel safe buying
cars and appliances and everything
else. But slap a heavier tax burden on
the American people and the soft econ-
omy may sink into recession. Who
wants that? How ironic it would be to
raise taxes but to collect less because
the load is placed on a declining econo-

my.

y That’s bad enough, but it’s not all
Mr. Bush’s tax reversal, even if action
is delayed until after this fall’s elec-
tions, will surely have a depressing ef-
fect upon the election campaigns of his
conservative partisans, thus helping
liberal spenders keep control of Con-
gress and state governments. And
when the 1990 census results bring
reapportionment of congressional dis-
tricts by state legislatures, the pros-
pect is for more gerrymandering to fa-
vor liberal Democrats. Remember, in
the past about equal numbers of Amer-
icans have voted for Democratic and

‘Republican representatives — but the

Democrats have captured big congres-
sional majorities because of the way
district lines have been rigged by Dem-
ocrat-favoring legislatures.

There is also this melancholy fact:
We are told that taxes will go up to
reduce the deficit. But experience
shows that when taxes increase and
the pressure to cut spending is thus
reduced, spending tends to rise, and
deficits and debt with it.

Mr. Bush, riding an amazing crest
of popularity, may be able to “get

' away with it” even though many of his
* friends and admirers are deeply disap-

pointed, even feeling betrayed. But
what he’s doing is still wrong. :
. Americans are not taxed too little;
Congress simply spends too much.
‘Mr. Bush’s lips? Who'll believe
them next time? ' ,
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