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1488 Union City Road
Coldwater, Mich. 49036

January 25, 1982

The Honorable Ronald 7. Reagan
President of the United S3tates
The "hite House

Jashington, D.C. 22500

Dear ¥Mr. President:

I wanted to write to you to tell you how much I am in favor of
Y Yy . )
I feel certain that you are nheaded in the

- vour economic policy.
right direction and time will prove that you are correct in your

decisions,
T am a native of Laurium, XNichigan; birthplace of George Gipp.
My Tather was a boyhood friend of George and George taught Dad how to
shoot pool. I can't Begin to tell gou how much I enjoyed your por-
trayal of the "Givver" in "Knute Rockne, A1l American" in 1941. I
Wwas a very lmpressionable 13 year old at that time and vividly re-

call that fine movie,
r ‘ . . .
: Also, we had a mutual friend, the late HMr. Dee Austin, whom I
‘understand was an elementary school teacher of yours in Dixon, I11.
¢ T became acquainted with, and very fond of Dee, here in Coldwater,
while engaged in American Legion and Elk activities. Dee was very
[ active in both organizations.
;
I had the good fortune to meet David 3Stockman when he was runn-

T

ing for Congress from our district in Michigan.
In closing, I would like to wish vou continued good health and
success in your trmendous undertaking.
Respectively yours.

‘ /6)/ ¢

J o
James R. Paull
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ASSISTANT SECRETARY

Denr #r. Oyler:

Thank you for your February 2 letter to President Rsagan
nos 2nacted undsr thc

;

expressing your interest in provisio 2

Economic Rocovery Taxm act of 1881 (ERTA) deald nyg with

"safe-harbor" leasing transactions. Rac this involves

imaltters of tax policy, President Nuuwgan forvarded your Jcbticr
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to us with his reguest that we shed some insic nto wihy tha

Adminlstration d»l” the provisions are nececsary. = alooe
anted to thank you [or your continued suzporc of the

ﬂcm&dlbtr’tlon'“ flog:ams. I apolioglze for vho delily in

responding.

Tho Administration svands firm in its beiief that tne
leasing rules sre an intagral Lort of the President's tax
program to stinulate inveo;ment. #ithout leasing, the
business tax incentives enacted by the Congress last summer
would be lost permanently with ras ¢ to chosa conpanioes
that have no taxable income. Firms In cthis catoegory include
corporations Jjust starting up; <O i
investment plans; and fiyms with temp
but profitable investment uvpportuniti

In the articic = i
suggestion was nmode thai through les @
associated wizh a t
company for which they were not intended, leading to &
and inefficient dra [
leasing transzction closed
information return with re
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January 21, 19382. Cur preliminarvy aﬂch51 of thoss returns
indicates that on the aversge, & very high percentage (over
53 wercent) of the tux benefits associated with a new
investinent are available to the user of the cguipment in e
leasing transection. w2 vould oxpect this percentaga o
increase as leasing bascomes more of 2 routine markoet

transaction.

Suggestions have also been nade that leasing antices
corporations into transactions that have no business purpose
except the sheltering of income taxes, It is our belief that
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Department of the Treasury o Wushmgton D.C. o Telephone 566 2041

For Release Upon Delivery
Expected at 10:00 A.M. EST

STATEMENT OF
THE HONORARBLE JOHN E. CHAPOTON
ASSISTANT SECRETARY OF THE TREASURY FOR TAX POLICY
BEFORE THE SUBCOMMITTEE ON OVERSIGHT
HOUSE COMMITTEE ON WAYS AND MEANS
December 15, 1981

Mr. Chairman and Members of this Committee:

I am pleased to be here today to discuss the liberalized
leasing rules of the Economic Recovery Tax Act of 1981 (ERTA).
The leasing rules have generated a great deal of confusion and
misunderstanding. I am happy for the opportunity to further
explain these rules and to reemphasize their role in the
President's program.

Background

The "safe harbor" leasing rules of the ERTA originated in
and were developed by the Office of Tax Policy in the Treasury
Department. They were included in the first bipartisan tax
pill (H.R. 3849) introduced on June 9, 19R1. The tax package
considered by the Senate Finance Committee in June, which
resulted in H.J. Res. 266, also contained the leasing provisions,
as did H.R. 4260, the July 24 bipartisan substitute bill in the
House. Thus, these provisions were clearly and conspicuously a
part of the bipartisan tax package for capital formation from its
inception to its passage in Auqust.

The leasing rules are an integral part of the President's
tax prooram to restore economic growth. All reports up to now
indicatc that they are working as intended to spur investment.
Every lease is associated with spending for new equipment. Much
of this spending would not occur otherwise.

"Safe harbor" leases allow all companies making new
investments full access to the incentives in the recent tax bill.
Without these rules, unequal competition for funds would have
arisen, additional financial barriers would have been presented
to new companies, and additional pressures for mergers and
takeovers would have been created. The new leasing rules do not
make otherwise bad investments into good investments, but they do
make good investments equally profltable for companies in
different tax situations.

R-528
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The Investment Incentives of ERTA

To see the need for the new leasing rules, the operation of
the investment incentives in the recent tax bill must first be
clearly understood. The principal investment incentive in the
new law is provided by the Accelerated Cost Recovery System
(ACRS). ACRS allows firms to deduct the cost of their investment
over a much shorter time period than before. This is a valuable
incentive, for when firms must postpone deducting the cost of new
assets, the value of those deductions is lowered. A dollar that
a corporation can deduct today is usually worth $0.46, because
the tax rate is 46 percent. If the company must delay taking the
$1.00 deduction for five years, however, its present value is
reduced to only $0.26 for a company earning 15 percent on
investments. Conversely, accelerating the deductions for
expenditures on new equipment increases the value of those
deductions to the firm. Accelerating deductions effectively
lowers the cost of buying the equipment and raises the after~tax
rate of return on that investment.

The increase in after-tax return on equipment that comes
from accelerating cost-recovery deductions is the major direct
investment incentive in the President's tax program. But these
early deductions may occur at a time when the new machine is
producing little income. Thus, the deductions will serve their
purpose only if they can offset other taxable income. If a
company does not have other taxable income or cannot transfer its
deductions to firms that can use them, then the accelerated
deductions under ACRS will be postponed and much of the
investment incentive will be permanently lost.

In any year, many active U.S. corporations are in the
position of having no current U.S. tax liability. These include
new and young corporations just starting up; companies with
particularly large investment plans and, thus, large deductions
for cost recovery; and firms with temporary domestic losses, but
profitable investment opportunities. More rapid deductions for
cost recovery will moderately increase the number of such
currently nontaxable companies, and will also increase the number
of companies that will reach the statutory limit on current use
of the investment tax credit.

An Example

To see how one type of company may be excluded from the new
investment incentives of ACRS, consider a new firm, Newco
Manufacturing Company (Newco), making a $100,000 investment in
equipment. In the first two years of that investment, Newco will
be allowed under ACRS to take deductions of $37,000 and an
investment credit of $10,000. To use all of these tax benefits
Newco will need to have net income in those two years (before
ACRS deductions) of approximately $59,000. Even highly
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profitable investments generally do not return income within two
vears equal to more than one-half of the cost of the investment.
Without income from older assets, Newco would have to postpone
using some or all of the "ACRS benefit, and the new tax bill
would have increased Newco's after-tax return on new investment
by less than that of other ctompanies. Newco's return from that
investment would be lower than that of corporations that can use
all the benefits currently.

The essence of the new leasing rules is that ACRS will
provide incentives for firms, such as Newco, to invest in new
equipment even though their investments have not yet produced
large profits. Newco may allow some other firm, Taxable
Corporation, which does have significant taxable income, to
purchase Newco's $100,000 of new equipment for tax purposes and
to lease that equipment back to Newco. This allows Newco to use
the equipment in its business, but at the same time permits
Taxable Corporation to take the resulting investment credit and
accelerated deductions against its other income.

In this typical example, the user of the equipment (Newco,
the lessee) provides financing for all but Taxable Corporation's
downpayment. The terms of the agreement can be arranged so that
rental payments owed by Newco to Taxable Corporation just match

the reverse payments for debt service. In addition, the
agreement may allow Newco to repurchase the asset at the end of
the lease term for a token amount. In such a case, only the

downpayment actually changes hands between the two companies.
This payment is the agreed value of the tax benefits transferred
by the lease.

All of the essential elements of a safe harbor lease

transaction are shown in the accompanying three charts. The
first chart shows the tax benefits of ACRS and the investment tax
credit due to a purchase of a new machine for $100,N00. These

are all the investment incentives that are available from any
purchase of 5-year ACRS property. No extra benefits are created
by the lease.

In the second chart, we show the tax implications of a
10-year lease for a typical lessee, such as Newco. The lessee
has given up the right to the investment credit and the ACRS
deductions, but now has tax deductions each year for rental
payments in excess of taxable interest income. Newco has, in
effect, retained a share of the tax benefits associated with
equipment purchases, but has stretched them out over the term of
the lease. 1If, for example, the lessor makes a downpayment of
$29,000 for the property, the lessee will have a total of $71,000
of deductions, providing tax reductions in the pattern shown in
Chart II. Thus, the lease arrangement postpones the lessee's
deductions until the later years when the investment will
generate enough income to use the deductions.



Turning to the lessor, Chart III shows that the lessor
obtains the investment tax credit and some net extra tax
deductions in the early years of the lease, but also has
extra net taxes due in the later yvears of the lease. The tax
savings in the early years result from cost recovery deductions
and the investment credit just as in Chart I, but these are
partially offset by a series of extra tax payments through the
remaining term of the lease. These extra payments occur, despite
the fact that no cash changes hands, because for tax purposes the
lessor is credited with taxable rental income and charged with
deductible interest payments. These net tax payments of the
lessor are exactly equal, every vear, to the tax benefits of the
lessee.

The Outcome of Leasing

There are three important aspects of such a lease which are
illustrated in the charts. First, no extra deductions or tax
credits are ever created. The total deductions taken by both
parties are just the same as would have been taken if Newco had
taxable income from other investments or if Taxable Corporation
made the investment directly. They are exactly equal to the
legally prescribed ACRS deductions and investment tax credit.
The Treasury loses no more revenues than those necessary to
provide equal investment incentives to all firms. It might also
be noted that an alternative, but much less desirable way to
accomplish the same result, would be by actual merger of the two
companies.

The second critical point is that virtually all of the tax
benefits of ACRS will be passed through to the company actually
making the new investment, i.e., Newco. This is because Taxable
"Corporation, and any other corporation interested in obtaining
the investment credit and ACRS deductions, will bid for these by
offering favorable lease terms. It is already apparent that the
market for such deductions is becoming very competitive. The
present value of the stream of tax .benefits and future
liabilities of the lessor, as depicted in Chart III, is about
529,000 when discounted at 15 percent. Put another way, Taxable
Corporation can afford to pay up to $29,000 for this stream if
the investment credit and all the deductions are expected to be
usable when available, and if the interest cost of funds is no
more than 15 percent.

The present value of the total of the available investment
credit and ACRS deductions (Chart I) is about $45,000, not the
$29,000 paid by the lessor. But this does not mean that Newco
loses the difference between the $45,000 of foregone benefits and
the $29,000 cash payment from Taxable Corporation. As noted
before, Newco still has available deductions over 1N vears equal
to the amount of its $71,000 net cost of acquiring the property.
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So long as the investment returns a sufficient profit to use
these Jater deductions, the tax savings from them are worth
§16,000 in present value terms. Thus, Newco will receive
virtually the full $45,000 value of ACRS--529,000 from Taxable
Corporation and $16,000 worth of tax savings of its own.

This is a crucial result, for it means that the investment
incentive inherent in ACRS has remained just where it should
be--in the hands of the firm that will undertake the new
investment and employ the new equipment. Although Taxable
Corporation takes the credits and ACRS deductions on its tax
returns, Taxable Corporation pays for those credits and
accelerated deductions and pays additional taxes. Newco
ultimately receives all the benefits of ACRS except transaction
fees.

The third essential point about the lease transaction is
that it does not encourage Newco to undertake an investment
unless that investment is expected to be economically profitable.
Leasing does not encourage uneconomical or tax-motivated
investment. Even with the lease agreement, Newco makes a
substantial investment in the asset, $71,000 in our example, and
the income that asset generates will be taxed. Unless the asset
produces enough income, Newco will not be able to make a profit
on its investment. . Leasing does not guarantee a profit for bad
investments; it merely provides the same ACRS investment
incentives to firms without current taxable income as provided to
firms with taxable income. With those incentives eqgually
available, firms can select investments on the basis of their
economic profitability, not on the basis of tax circumstance.

Misconceptions About Leasing

I have dwelt at some length on the details of the lease
transaction because misunderstanding of these transactions is
apparently the basis of much recent criticism of the safe harbor

provisions. It has been said, for example, that these leases are
a "bonanza" for those profitable companies able to purchase
deductions and credits as "tax shelters." The opposite is

proving to be the case. We have already begun to see the new
rules resulting in more of the benefits passing through to users
of the new egquipment.

Tax-oriented leasing has been a significant feature of the
economy for many years. Prior law, however, restricted and
unduly complicated lease arrangements. Consequently, lease
transactions required complicated agreements and legal
uncertainties resulting in high transaction costs, including
large legal and brokerage fees. These high costs reduced the net
tax benefit (investment incentive) available to companies making
an investment. The new simpler and more precise rules are
resulting in lower costs and thus substantially more of the tax
benefit will remain with those making the investment and less
will go to compensate brokers, lessors and lawyers for taking
leasing risks or attempting to avoid them.
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Others have said that the new leasing rules are just another
way to "bail out" loss companies. However, the fact that tax
leasing will aid companies with economic losses does not detract
from the desirability of "the new leasing rules. These companies
cannot use leases unless they undertake new investment in
machinery and equipment. They will not make new investments if
they do not expect them to be profitable, with or without
leasing. Further, with or without leasing, the marketplace will
not provide these firms with the capital to make these
investments unless the marketplace also believes the investments
will be profitable. There is no sound reason to penalize these
firms, once they have withstood the critical analysis of lenders
and investors in the free market, by forcing them to incur a
higher cost of capital than their competitors. Indeed, such a
penalty is singularly counterproductive. For most loss firms to
become profitable, they must be able to modernize their plant and
equipment. Penalizing them when they do invest only serves to
make it more difficult for them to become profitable.

If tax leasing were not allowed, inefficient investment
decisions would result. Otherwise-identical firms would face
different capital costs depending solely on whether they had
income from older assets. For example, Newco, which cannot take
advantage of ACRS, might not make a particular investment even
though, with the same tax incentives as other firms, that
investment would be profitable to Newco and valuable to society.
Alternatively, Taxable Corporation, the firm with income from
older assets, might undertake the same investment rather than
Newco, because of greater tax incentives. This could occur even
though Taxable Corporation might lack some of the expertise to
pursue the investment as efficiently as Newco. Finally, Taxable
Corporation might acquire Newco so as to take advantage of
Newco's unused ACRS deductions. Such tax-motivated mergers
would serve no economic purpose, but would lead to a greater
concentration of economic power.

Some critics have agreed with the importance of investment
incentives for distressed companies, but express dismay that
profitable companies are also cashing in their unusable tax
benefits through leasing. Leasing by profitable companies with
no current tax liability is neither surprising nor undesirable.
It isn't even new. Many companies with tax losses have routinely
used tax leases to make use of depreciation allowances and the
investment tax credit. However, such transactions were
effectively limited to equipment with a ready resale market, such
as airplanes, railroad cars, and oil rigs. The new rules will
end this discrimination, making leasing available for all kinds
of machinery and equipment, and in the process will provide a
larger share of the benefits to the equipment-using company.
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A company may be currently nontaxable and yet economically
profitable for a number of reasons. Our hypothetical startup
company, Newco, is one example. With ACRS, rapid investment
growth can result in continuing tax losses for such companies as
deductions outpace current incomes. In another case, a company
might have worldwide profifs subject to tax abroad, but also have
losses from U.S. operations resulting in excess foreign tax
credits. Leasing provides the incentives of ACRS to such
companies for investment in the United States. Leasing may also
be of benefit to companies with capital gains income, excess
depletion allowances, and perhaps other conditions that limit the
current use of deductions. In every case, the same two basic
principles continue to hold: (1) every lease is associated with
new investment expected to be profitable and (2) no more tax
benefits are available to these companies than would be provided
to their currently-taxable competitors.

In any vyear, a disproportionate number of companies with tax
losses are small businesses. While such companies may not yet
have made use of the leasing provisions because information
reaches them more slowly and legal fees are initially large,
there is every reason to believe that a ready market for small
leases will become available through local financial
institutions. Again, without leasing, the potential for
job-creating investment by such businesses would be reduced and
the market pressure for merger or takeover by mature taxable
companies would be increased.

Revenue Effects

One last point to address is the revenue cost of leasing.
Before I discuss some unfounded criticisms of our revenue
estimates, I want to clarify the interpretation that should be
placed on the revenue cost figures. New investment in equipment
must be made for leasing to take place. In calendar year 1983,
additional leasing attributable to the safe harbor rules is
associated with $17.3 billion of investment (see attached
Table 1). We can not say for certain how much of this investment
would have occurred without liberalizing the leasing rules, but
we know that the leases are necessary to provide the full
benefits of ACRS, the basic investment incentive in the new law.
Therefore, we are convinced that the leasing rules will
significantly increase the level of investment. The revenue
losses from leasing are one measure of its success--direct
costs to the Treasury are associated with the higher levels of
investment that our economy needs.

Turning to the accuracy of our estimates, there has been a
general misunderstanding which has led to press reports that
Treasury underestimated the revenue impact of this provision.

In fact, our original cost estimate is consistent with the high
volume of leasing we are observing. We expected that the
provision would be widely used and, so far, our forecast appears
to be on target. The first-year revenue loss estimate is based
on an estimated total of $17.8 billion of safe harbor leases in
1981. This is well within the range of press reports.
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As shown in the attached table, our estimate of foregone

receipts remains $29.1 billion over the six-year period,
1981-1986. This estimate is associated with $126 billion of

equipment that would not have been leased in absence of the safe

harbor rules. These induced leases are, however, less than half
of the total dollar volume ‘of safe harbor leases which we
estimate will occur. The remainder of the observed safe harbor

leasing activity consists of leasing that would have occurred
anyway, under prior law or under the general provisions of ACRS.
Some of those leases induced by the general provisions of ACRS
would have taken the form of actual mergers rather than leasing
arrangements in absence of the safe harbor rules.

To the extent that leasing activity is attributable to prior
law or to the general provisions of ACRS, there is no further
revenue loss to the Treasury. Revenue costs associated with this
activity have already been properly included in the general level
of corporate receipts. (See Table 2.)

Conclusion

Mr. Chairman, let me conclude by pointing out that this
is a particularly inopportune time to talk about reducing any
incentives to invest in new machinery and equipment. This
investment is important for job creation in the near-term, and
for productivity and economic growth in the years ahead. The
safe-harbor lease provision is a market-oriented means of
providing equal and effective investment incentives to all
businesses.

The Administration does not favor any legislative changes in
this provision. It is an efficient incentive, and according to
every report, it is working very well. The new leasing rules
deserve the continued support of the members of this Committee.

Attachments
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Table 1

-

rstimates of Safe Harbor Leasing and the Loss in Regeipts
Attributed to the Safe Harbor Leasing Rules

($ bpillions)

Years
1981 : 1982 : 1983 : 1984 : 1985 : 1986

Total value of equipment leased
under the safe harbor rule......... 17.8 29.0 39.2 46.8 59.6 70.9

Less the value of equipment leased
under the safe harbor rule which
would have been leased under
Prior lawWe.e.cescecosescccccscasoscocsess 5.0 11.0 12.1 13.3 14.6 16.1

Less the value of equipment leased
under the safe harbor rule which
would have been leased under the
general provisions of ACRS 1/...... 2.0 4.3 9.8 11.7 17.4 20.0

Equals the value of equipment leased
under the safe harbor rule which
would not have been leased under
prior law or under the general
provisions of ACRS::.cessecsccescess 10.8 13.7 17.3 21.8 27.6 34.8

Loss in fiscal year receipts
from incremental leasing
added by the safe harbor rule.... 0.5 2.7 3.8 5.4 7.3 9.4

Office of the Secretary of the Treasury December 8, 1981
Office of Tax Analysis

1/ Included in these figures are investments made by nontaxable corporations
which would have been merged into taxable corporations in absence of the
safe harbor rule.



Table 2

Corporate Income Tax Receipts under Midsession Review Budget Economic Assumptions
With and Without the Effects of the Accelerated Cost Recovery System
and Leasing Provisions of the Economic Recovery Tax Act of 1981

(S billions)

: Fiscal Years
: 1980 : 1981 : 1982 : 1983 : 1984 : 1985 : 1986

Corporate income tax receipts
under 1980 law s.ieceeoccoconns 64.6 64.9 72.6 846.4 97.2 109.1 122.9

Economic Recovery Tax Act

of 1981:
Accelerated cost recovery
SYSEOM .vvvveeacscoscas eee .- -1.3 <4.,6 -10,2 =-17,8 =27,2 52,2
Leasing ....... cirecsenacnns -- -0.5 -2,7 -3.8 -5.4 -7.3 -9.4
Other ....ceveveeane crsescos . -- * <0.3 0.5 =0.6 =2.3 =-2.6
Total .......ciieneennans . .- -1.8 -7.6 =-13.5 -23.9 -36.8 -54.2

Corporate income tax receipts ‘
under current law .....cc.0000 64.6 63.0 65.0 71L.0 73.3 72.3  68.7

Office of the Secretary of the Treasury ' December 9, 1931
Office of Tax Analysis :

*Legs than $50 million.

“ote: Details may not add to totals due to rounding.
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By PauL Crai¢ ROBERTS

Recent headlines suggest the economy
may be in for more austerity than it can
stand. The President’s advisers have suc-
ceeded in silencing his criticism of the
Federal Reserve’s monetary policy and
have him, instead, endorsing even tighter
monetary targets in this recession year
than last year when the recession began.
The Senate Finance Committee chairman,
Bob Dole, has announced that he is yank-
ing back a major part of the recently en-
acted business tax cut. And key business
leaders, economics professors and other
lohbyists are urging Congress to postpone
the individual tax cuts. All of this austerity
is supposed to balance the hudget; it is
more likely to unhalance the economy and
the budget and the President with it.

A central fact of tne economy is that it
R A X, 1 r T
is_Strung out on credit. This ISTHe T
“the tax system, which has damaged the
“ash TIew of THAN TayaTs and I‘S‘nTé‘ﬁi:?z“ss"é’s““
YR taX T tion - X Eambination ot high
marginal tax rates and inflation—taking
most of the gains in individual incomes,
people have been resorting to debt to fi-
nance their gains in consumption._Since
the interest on their debt is tax dedycl-
Tble, being in debt was the only way to
get_some of tneir_income back from the
governiient and experience a rise in [iving
standards.Tndeed, the only way most peo-
pIe~tould ™ save” at all was to go in debt
and rely on taxflation to push up the value
of their homes and depreciate the value of
their mortgages.

Debt Junkies

Businesses were equally encouraged by
the tax system into becoming debt junkies.
Their depreciation allowances were stolen
by taxflation, severely reducing their cash
flow and curtailing internal financing.
Since payments to equity must be made
from taxable income but debt service is
tax deductible, business became increas-
ingly debt-dependent.

Simultaneously, the Fed was trying to
keep interest rates down by making more

skl 30 & NF AR

TOREY AvAllable. AS IMoney ETOWIh rose.

S0 id_the inilation rate, chﬂ pulled up
“THé Tniérest rate, Eventually, people's ex-
pectations of ilation rose faster than in-
flation itself, leading to greater demands
for credit.
The only way out of this dilemma is to
improve ' ts=dtiitd
“BUSTHESSES Wittt a1y -ventatis e
“Fate o My Urowth - Tharwras - pranot

Depression Bre

Even firms with no profits have—or had
urtil Senator Dole's announcement—an al-
ternative to borrowing: they can sell their
unused depreciation allowances and tax
credits. :
~The individual income tax reduction
__raiSes people’s cash flow on their existing
income lévels and also allows {fierm to re-

wing?r

iy
taln a larger percentige of their income

gains, The combination nakes it possible

The Leagn-riniiSrration.
e BT T TS Produce a dollar
for dollar increase in business cash flow.

_Tor people to pay down their debt while SHIT
experiencing  a _ ris€ _in__consumption,
Whether you look at it from a Keynesian or
supply-side perspective, the approach ob-
viously makes more sense than one that
requires people to pay down their debts by
reducing their consumption.

The monetarist leg of the administra-
tion's pian was for the Fed to peg the
quantity of money rather than the interest

;&’( All of this austerty is
supposed to: balance  the
budget; 1t 1s more likely
to unbalance the economy
and the budget and  the
President with . B

rate. By gradually reducing the quantity of
money, the Fed could wean the econoiny
from excessive credit without precipitating
a recession. The Reagan plan was to re-
duce the rate of money growth by 0%
over a four- to six-year period.

The Fed delivered 80% of this reduction
_in_money gvowth in the first year—an ex-
traordinarily recessionary policy. In addi-

fion the Fed has failed To Keep fo a steady,

predictable course. Money growth has been
increasingly volatile, with Fed policy con-
sisting of return trips from beiung too lcose
or too tight.

Jt is beside the point for the Fed to
argue that U.S. monetary policy is less vol-
atile than in some other countries’ and that
when averaged over the year money
growth is reasonable. The relevant points

“are: (1) U.S. monetary policy is more vol-
atile than previously, so for U.S. financial
markets there is a rise in uncertainty; and
(2) people live and operate in discrete
units of time, not in an average year. A
monetary policy that alternates between
taking out too much méney and putting in
too much money is a policy of uncertainty.

In view of the failure of monetary policy
(regardless of whether the fault lies with
monetarism or the Fed), it is difficult to

understand why the administration has ™

closed ranks behind the Fed and thereby

focused attention on the President’s bud-

get policy as the source of our problems.
People are mistakenly blaming the tax

cuts for the deficit and the deficit for the -

failure of monetary policy to lower interest.

rates. The view is taking shape that we ' -

must raise taxes on husinesses and individ-

uals to reduce federal credit demands, so = -
that the Fed can lower interest rates. But -~

higher taxes reduce the cash flow and in-

come gains of the private sector, thereby --
raising credit demands and heightening il- . .

liquidity.

From Growth to Austerity :
In a year's time policy has moved from -

one of econornic growth to one of austerity.

Republicans are giving no thought to how a -

poiicy of tighter money targets combined

with repeal and postponement of business -

and individual tax cuts is geing to get them '-_
out of a recession. Democrats and Keynes- -

ians who Know better are egging on the
policy of simultaneously reducing both

credit and cash flow, because ihey see ln. .

the brewing depression the destruction of .

their Republican and supply-side rivals.

In thinking about where to go from -

" hete, we should Kéep In mind e Teal mis:

takes of last year. A yedr ago when the ad-
ministration announced 118 prograii, crit-

.t

ics responded thal the Tax culs™were going .
T0"Send tlie economy up in the smoke of in-

Ao THese critics succeeded in frighten-
ing the Fed, Congress and members of the
adminisiration. AS a resull, the kKed, fear-
ing an inflationary fiscal policy, overcom-
pensated on the monetary side, hoiding-
Tionetary growin tIat Tor ITAif Of (he year.
‘On_the fiscal side the administration
and the Congress, in an attempl [0 keep
_taxrevenues high and balance the budger.
Gelayed and scale
.cuts. Instead of the 20% tax reduction that”
was nftended by January 1982, there was
5%, and it was overtaken by brackef creep. -
~Consequently, there was a deflationary
monetary policy and no’ tax Ccut, which

guaranteed a recession and large budget

deficits. If the government now responds (0

ACK the personal tax -

The budget_deficits with more of the poli:~

cies that preduced them, it might push the
economy from recession to depression.

Mr. Roberts was until recently the as-

sistan( secretary of the Treasury for eco-

nomic policy and now holds the William E. . .
Strun chair for political economy at the.
Cenler for Siralegic and International Af-
fuirs, Georgetown Unijversity.
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THE WHITE HOUSE
WASHINGTON _
Aprid 21, 1982

Dear Sam:

In behalf of President Reagan, thank you for your letter of
March 17 regarding the nation's econcmy. Your letter appro-
priately captures the challenges facing our economy today and
the need for a nonpartisan, balanced package of spending and
revenue measures.

In his FY 1983 budget, the President proposed a comprehensive
set of measures and since then has repeatedly expressed his
desire to work with members of both parties in the Congress

in developing a package of measures that will both enjoy broad
support and adequately address our economic needs.

The President greatly appreciates the support he has received
from the National Cattlemen's Assocation and we in the Adminis-
tration look forward to working with you in the future as we
strive to meet the challenges before us.

Thank you again for writing.

Sincerely,

Burgess
etial Assistant to
the President

Mr. Sam Washburn

President

National Cattlemen's Association
P.O. Box 3469

Englewood, Colorade 80155












THE WHITE HOUSE OFFICE
REFERRAL
APRIL 15, 1982

TO: OFFICE OF MANAGEMENT AND BUDGET
ATTN: J. L. CULLEN

ACTION REQUESTED:
DRAFT REPLY FOR SIGNATURE OF KENNETH DUBERSTEIN

DESCRIPTION OF INCOMING:

ID: 066801

MEDIA: LETTER, DATED MARCH 17, 1982

TO: KENNETH DUBERSTEIN

FROM: THE HONORABLE LLOYD BENTSEN
UNITED STATES SENATE
WASHINGTON DC 20510

SUBJECT: ENCLOSES COPY LETTER FROM JOEL BAKER; WRITES
CONCERNING THE PRESIDENT'S ECONOMIC RECOVERY

PROGRAM AS OUTLINED IN HIS STATE OF THE
UNION MESSAGE

PROMPT ACTION IS ESSENTIAL —— IF REQUIRED ACTION HAS NOT BEEN
TAKEN WITHIN 9 WORKING DAYS OF RECEIPT, PLEASE TELEPHONE THE
UNDERSIGNED AT 456-7486.

RETURN CORRESPONDENCE, WORKSHEET AND COPY OF RESPONSE

(OR DRAFT) TO:
AGENCY LIAISON, ROOM 62, THE WHITE HOUSE

SALLY KELLEY
DIRECTOR OF AGENCY LIAISON
PRESIDENTIAL CORRESPONDENCE
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Mr. Kenneth Duberstein
Assistant to the President for
Legislative Affairs

The White House

1600 Pennsylvania Avenue, N.W.
Washington, D.C. 20500

Dear Mr. Duberstein:

Enclosed is a copy of the letter recently received from Joel
Baker of Tyler, Texas. Mr. Baker is asking guestions con-
cerning President Reagan's economic recovery program as out-
lined in his State of the Union message and I feel certain
that your office would appreciate the opportunity to respond
to him.,

Thank you for your prompt attention to Mr. Baker's ingquiry.

PLEADE REFLY LU3S

912 Federal Building
Austin, Texas 78701
ATTN: Ms. Leslie Pool



LB0O1 Newcastle
, Tyler,Tx. 75703

February 22,1982

-

The Honorable Lloyd Bentsen
Senate Office Building o
Weshington,D.C.20510 h MAR 15 1982

Dear Sen.Bentsen,
" T would like to ask you what you think about a
few issues and also give you my views on them.
President Reagan said in his State of the lnion
message that his economic recovery program "will
protect the needy while it triggers a recovery that
will benefit all Americans.” I would like to know
how he proposes to do this?
He also said he would have no tax increases
this year and that he had no intention of "retreating
from our basic program of tax renewal."
I really don!t see how he is going to get us out
of the vpresent recession. without doing so.
If you can would you explain? .
Last,I hope you will go along with Sen. Tower's t
issue on "nav1gablo waterways." People should be -
able to prevent any type of Ploodlng in or around {
. their house,legally. Therefore,I think this issue
YﬁﬁD should be properly defined.

Sincerely,
~eeNRa
Joel
Baker
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OFFICE OF THE PRESIDENT ' March 17, 1982 m——_

The President
The White House
Washington, D.C. 20500

Dear Mr. President:

Two major problems facing the cattle industry today are a weak economy and high
and volatile interest rates. It is imperative that the Congress and the Administration
take action which will result in lower and less volatile interest rates., The Board of
Directors of the National Cattlemen's Association addressed this issue at its meeting
March 17, 1982, in Washington, D.C. and adopted the following policy statement:

The National Cattlemen's Association reaffirms to the Congress and the Admin-
istration its support of economic programs begun less than one year ago. These
efforts to reduce taxes and control government spending were a recognition of
changing economic realities and willingness to address them. Passage of these
programs has signaled the end to more than a decade of rising inflation and has
established an environment for real, non-inflationary economic growth.

NCA congratulates the Congress and the Administration on their efforts to
date., However, the battle to restore economic stability and balance the budget
is still to be won, Severe current economic conditions and projected large
deticits will test. the resolve of government and its ability to adhere to its
programs. The time is now for Congress and the Administration to find agreement
on the budget. NCA recommends:

(1) Theré should -be a freeze on outlays for government employees and entitle-
ment programs at current levels. This would match what is already taking
place in the rest of the economy.

(2) There should be a reduction in the rate of increase and/or a delay in
outlays for defense expenditures. This would recognize the political
reality that no government program can be exempt in the effort to lower
government spending.

(3) There should be an increase in taxes, such as excise taxes. There should
also be a tightening of tax regulations involving those areas that do
not contribute to economic growth. This would recognize the need to
retain the recently enacted individual and business tax reductions, and
it would assure that balancing the budget included both revenue rajsing
and a reduction in government spending.

We respectfully urge your immediate attention to these recommendations.

Singerééii/) :

Sam Washburn
President

Serving The Nation's Beef Cattie industry










March 17, 1982

The Honorable Edwin Meese ITI O6RE 45
Counsellor to the President

The White House Office

1600 Pennsylvania Avenue, N.W.

Washington, D.C. 20500

Dear Ed:

Thank you for meeting with me. It
has been an honor to be a member of The
Reagan Administration. I feel very strongly,
as a businessman, that the President's
programs must be carried through, and that
once they are in effect, they will greatly
benefit our nation and its people.

I will look forward to hearing from
you on the matters we discussed.

Sincerely,

‘Guy Fis





