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SAVINGS AND INVESTMENT PROVISIONS IN
THE ADMINISTRATION’S FISCAL YEAR 1998
BUDGET PROPOSAL

WEDNESDAY, MARCH 19, 1997

HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
Washington, DC.

The Committee met, pursuant to notice, at 10:04 a.m. in room
1100, Longworth House Office Building, Hon. Bill Archer (Chair-
man of the Committee) presiding.

[The advisory announcing the hearing follows:]
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ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

FOR IMMEDIATE RELEASE CONTACT: (202) 225-1721
March 4, 1997
No. FC-5

Archer Announces Hearing on
Savings and Investment Provisions
in the Administration’s Fiscal Year

1998 Budget Proposal

Congressman Bill Archer (R-TX), Chairman of the Committee on Ways and
Means, today announced that the Committee will hold a hearing on the savings and
investment provisions in the Administration’s fiscal year 1998 budget proposal. The
hearing will take place on Wednesday, March 19, 1997, in the main Committee
hearing room, 1100 Longworth House Office Building, beginning at 10:00 a.m.

Oral testimony at this hearing will be heard from both invited and public wit-
nesses. Also, any individual or organization not scheduled for an oral appearance
may submit a written statement for consideration by the Committee or for inclusion
in the printed record of the hearing.

BACKGROUND:

The Administration’s fiscal year 1998 budget proposal includes three savings and
investment provisions: an exclusion (up to $500,000) of capital gains on the sale of
a principal residence, an expansion of Individual Retirement Accounts (IRAs), and
a modification to the estate tax.

In announcing the hearing, Chairman Archer stated: “In his budget proposal, the
President has recognized the need for tax incentives for savings and investment. I
heartily concur in this need. I believe our country has an unacceptably low savings
rate, and increased savings and investment will ultimately mean better employment
prospects for Americans and a higher standard of living for our children and grand-
children. I also believe that reining in Federal spending and balancing the Federal
budget will help to increase our national savings rate. Replacing our current tax
system with a broad-based consumption tax remains my ultimate goal. I am con-
vinced that this would be a more lasting way to encourage savings and investment
and produce a stronger economy. But until that goal can be reached, we should
enact changes to our tax system that reduce disincentives to save and invest. Ac-
cordingly, we should discuss not only the implications of the President’s proposals
but also more broad-based alternatives to the President’s proposals.”

FOCUS OF THE HEARING:

The focus of the hearing will be the savings and investment provisions (e.g., cap-
ital gains exclusion, IRA expansion, and estate tax relief) of the Administration’s
budget proposal for fiscal year 1998 and broad-based alternatives to those proposals.

DETAILS FOR SUBMISSIONS OF REQUESTS TO BE HEARD:

Requests to be heard at the hearing must be made by telephone to Traci Altman
or Bradley Schreiber at (202) 225-1721 no later than the close of business, Tuesday,
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March 11, 1997. The telephone request should be followed by a formal written re-
quest to A.L. Singleton, Chief of Staff, Committee on Ways and Means, U.S. House
of Representatives, 1102 Longworth House Office Building, Washington, D.C. 20515.
The staff of the Committee will notify by telephone those scheduled to appear as
soon as possible after the filing deadline. Any questions concerning a scheduled ap-
pearance should be directed to the Committee on staff at (202) 225-1721.

In view of the limited time available to hear witnesses, the Committee may not
be able to accommodate all requests to be heard. Those persons and organizations
not scheduled for an oral appearance are encouraged to submit written statements
for the record of the hearing. All persons requesting to be heard, whether they are
scheduled for oral testimony or not, will be notified as soon as possible after the fil-
ing deadline.

Witnesses scheduled to present oral testimony are required to summarize briefl
their written statements in no more than five minutes. THE FIVE-MINUTE RULE
WILL BE STRICTLY ENFORCED. The full written statement of each witness will
be included in the printed record, in accordance with House Rules.

In order to assure the most productive use of the limited amount of time available
to question witnesses, all witnesses scheduled to appear before the Committee are
required to submit 300 copies of their prepared statement and a 3.5-inch diskette
in WordPerfect or ASCII format, for review by Members prior to the hearing. Testi-
mony should arrive at the Committee office, room 1102 Longworth House Office
Building, no later than Monday, March 17, 1997. Failure to do so may result in the
witness being denied the opportunity to testify in person.

WRITTEN STATEMENTS IN LIEU OF PERSONAL APPEARANCE:

Any person or organization wishing to submit a written statement for the printed
record of the hearing should submit at least six (6) copies of their statement and
a 3.5-inch diskette in WordPerfect or ASCII format, with their address and date of
hearing noted, by the close of business, Wednesday, April 2, 1997, to A.L. Singleton,
Chief of Staff, Committee on Ways and Means, U.S. House of Representatives, 1102
Longworth House Office Building, Washington, D.C. 20515. If those filing written
statements wish to have their statements distributed to the press and interested
public at the hearing, they may deliver 200 additional copies for this purpose to the
Committee office, room 1102 Longworth House Office Building, at least one hour be-
fore the hearing begins.

FORMATTING REQUIREMENTS:

Each statement presented for printing to the Committee by a witness, any written statement
or exhibit submitted for the printed record or any written comments in response to a request
for written comments must conform to the guidelines listed below. Any statement or exhibit not
in compliance with these guidelines will not be printed, but will be maintained in the Committee
files for review and use by the Committee.

1. All statements and any accompanying exhibits for printing must be typed in single space
on legal-size paper and may not exceed a total of 10 pages including attachments. At the same
time written statements are submitted to the Committee, witnesses are now requested to submit
their statements on a 3.5-inch diskette in WordPerfect or ASCII format.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. A witness appearing at a public hearing, or submitting a statement for the record of a pub-
lic hearing, or submitting written comments in response to a published request for comments
by the Committee, must include on his statement or submission a list of all clients, persons,
or organizations on whose behalf the witness appears.

4. A supplemental sheet must accompany each statement listing the name, full address, a
telephone number where the witness or the designated representative may be reached and a
topical outline or summary of the comments and recommendations in the full statement. This
supplemental sheet will not be included in the printed record.

The above restrictions and limitations apply only to material being submitted for printing.
Statements and exhibits or supplementary material submitted solely for distribution to the
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Members, the press and the public during the course of a public hearing may be submitted in
other forms.

Note: All Committee advisories and news releases are available on the World

Wide Web at ‘HTTP:/WWW.HOUSE.GOV/WAYS MEANS/.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202-225—
1904 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Chairman ARCHER. The Committee will come to order. The Chair
would invite guests, staff, and Members to take seats. We have a
very, very important witness to lead off the hearing today, and we
want to be able to be sure and hear him. Actually, we have three
very important witnesses at the witness table. Today, the Commit-
tee continues our series of hearings on the tax provisions in the
President’s budget. Today’s hearing will focus on incentives for sav-
ings and investment.

In the President’s budget proposal, he includes a capital gains
exclusion for principal residences and an expansion of IRAs and
changes to the rules for deferred payments of estate taxes on farms
and small businesses. In this hearing, we will examine not only
these incentives but more broad-based alternatives as well. In par-
ticular, I welcome the support we will hear today from Democrats
for a broad-based capital gains and estate tax relief.

The reduction in the capital gains tax and the death tax is not
and should not be a partisan issue. All Americans will benefit from
greater savings and investment. I look forward to a bipartisan ef-
fort to change our tax system to one that encourages, rather than
deters, savings and investment.

[The opening statement of Mr. Thomas follows:]



Statement of the Hon. Bill Thomas
21st District, California
Committee on Ways and Means
March 19, 1997

1 appreciate the opportunity this hearing will provide for Committee members and the
public to examine the need for a full expansion of the Individual Retirement Account as
proposed in my "Super IRA" bill, H.R. 446. The bill's 115 cosponsors, including 19 members of
this Committee, already recognize that H.R. 446 gives the taxpayers the best options for saving
more for their retirement.

The present IRA fails to address potential savers' concern about paper work, family needs
and retirement. Most taxpayers get tax deferral with an IRA. That is attractive only if the
taxpayer is willing to bear the burden of saving through this device. Deferral does not overcome
their resistance to putting money away.

There are penalties for those using today's IRA. Taxpayers lose deductions for
contributions as incomes rise. They have to keep track of their contributions to other kinds of
plans. Spouses staying in the home only get a small deduction if their partner is participating in a
pension plan.

Funds are illiquid too. Families facing educational, home ownership or unemployment
needs often can use their own money only if they pay a 10% early withdrawal penalty to Uncle
Sam.

Finally, taxpayers are not going to get better educated about the product because no one
will reach out to them. Advertising for IRAs dropped after restrictions were enacted in 1986. It
hardly seems a coincidence that contributions dropped by 40% in 1987 and that even one half of
those still eligible to deduct contributions thought they were unable to do so. No one has the
incentive to correct that misunderstanding though consumer education today, especially when
you have to explain the interaction of IRA and pension law to people who just want a simple
vehicle for savings.

What the Super IRA does is redesign the product from the consumers' point of view.
H.R. 466 will phase out income limits on deductible contributions while creating a new
"Backloaded" IRA that will produce tax free income. The bill completely eliminates the unfair
spousal IRA rules and the coordination contribution rules. To give taxpayers the assurance that
they can meet family needs, the bill eliminates the 10% early withdrawal penalty on Funds used
for education, buying a home or durations of unemployment.

Taxpayers used to find IRAs very attractive before 1986. Nearly three-quarters of the
contributions used to come from families with under $50,000 in income. Congress took a good
thing and made it too complicated for those same people. This hearing will give everyone an
opportunity to debate the issues and see why H.R. 446 is the preferred soluti?n..,

Chairman ARCHER. Our first witness this morning is a gen-
tleman well known to the Committee, a Member of the Committee,
the gentleman from Louisiana, Jim McCrery.

You may proceed, Mr. McCrery.
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STATEMENT OF HON. JIM MCCRERY, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF LOUISIANA

Mr. McCRERY. Thank you, Mr. Chairman.

Mr. Chairman, in the last Congress, I, along with a few others
on the House side and Senator Dole on the Senate side, introduced
the Family Business Protection Act. In the House, it was H.R.
2190. We had about 175 or so cosponsors and had bipartisan sup-
port for the bill. A version of H.R. 2190, in fact, a pretty close ver-
sion, was included in the reconciliation bill that was sent to the
President and vetoed by the President.

Since the beginning of this Congress, I have been working with
several Members of this Committee and others on a new version
of the Family Business Protection Act, and we will be introducing
this soon. Essentially, the components of the new bill will include
a $1.5 million exclusion from the estate tax for closely held family
businesses, family farms, and the like. We will index that exclusion
for inflation, and any excess value over that exclusion will be taxed
at a rate 50 percent less than the current rate.

Second, the legislation will make the unified credit a real exemp-
tion from the estate tax. What does that mean? That means that
we will, in effect, move the tax rates applicable to estates up to
begin at the level of the exemption. In other words, in the current
law, you exempt $600,000 of the estate from taxation, but the ini-
tial rate of tax is not 18 percent, which is the lowest estate tax
rate; it is 37 percent. What we do in this bill is we move the rates
up to correspond with the first tax dollar of the estate so that the
initial rate applied to the estate is 18 percent above the exemption.

And we also include an increase in the unified credit from the
current law level of $600,000 up to $1 million over a 5-year period,
and then, we index that exemption or that unified credit for infla-
tion. And finally, working with Mr. Herger and Mr. Houghton and
others, our legislation will offer some additional changes dealing
with the election of the special use valuation for family farms and
ranches, conservation easements, and historic property.

Mr. Chairman, the estate tax has become a burden on average
families in this country, particularly families that have saved and
invested and built small businesses, family farms. I do not think
the estate tax was ever meant to be a burden on those families. It
needs to be addressed. I am hopeful this Congress will do it.

Thank you.

[The prepared statement follows:]

Statement of Hon. Jim McCrery, a Representative in Congress from the
State of Louisiana

Thank you Mr. Chairman for giving me the opportunity to testify before the Com-
mittee today. I appreciate the time you have allotted my colleagues and me to talk
about one of the greatest disincentives to lifetime savings that exists in the tax code
today—the estate and gift tax.

There has been a direct connection between death and taxes for about 200 years.
In fact, the year 1797 was the first time the United States government imposed a
death duty in the form of a stamp tax. Between 1797 and 1916, the year Congress
first enacted a federal estate tax, inheritance duties were imposed twice to raise rev-
enue during times of war. Both instances collected very little money, even by that
day’s standards.

As members of this committee, we have listened to hours of testimony describing
the dismal savings rate of the U.S. population. We have proposed and even passed
legislation that created incentives in the tax code for savings. Yet by some perverse
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logic, our tax code punishes those people in death who have done exactly what we
hope the rest of the country will do during their lifetime—save and invest.

Mr. Chairman, conventional wisdom suggests that most people believe they are
never going to be subject to estate taxes. In their minds, only the very wealthy have
estates large enough. I believe, however, more often than not, conventional wisdom
is being proven wrong and that we are at the beginning of a period in our history
where average Americans who have built family businesses, operated ranches and
farms, and saved frugally and invested wisely for most of their lives, will be unfairly
subjected to estate taxes.

In fact, in a letter to you dated January 21, 1997, the Joint Committee on Tax-
ation said that since 1993, estate and gift receipts have been averaging double digit
rates of growth. They laid out four possible reasons: first, the amount of wealth ex-
empt from the estate and gift tax was not indexed to inflation; second, we have wit-
nessed an unusually large increase in the value of the stock market. This means
that the value of estates that would already be subject to tax has increased tremen-
dously and more estates have been bumped into taxable status; third, the number
of people who are 85 years old or older is growing at a rate of 3.5% annually, there-
by increasing the mortality rates for this decade. And fourth, the 100% marital de-
duction included in the 1981 Economic Recovery Tax Act delayed the payment of
estate tax until the surviving spouse died. On average, spouses tend to live 10 years
longer than their mates, and therefore this decade will see more estates that used
the marital deduction, subject to tax.

Since the 103rd Congress, I have introduced legislation that would address the
estate tax burden imposed upon closely held family businesses and farms. According
to the Small Business Administration’s Office of Advocacy, more than 70% of all
family businesses do not survive through the second generation and fully 87% do
not make it to the third generation. Further, according to the Tax Foundation, high
estate taxes looming on the horizon provide a disincentive for owners of family
owned businesses to expand their operation and create new jobs. In fact, current es-
tate tax rates produce the same disincentives to growth as a doubling of current in-
come tax rates.

In the 104th Congress, H.R. 2190, the Family Business Protection Act, had 175
cosponsors and enjoyed wide bipartisan support from both urban and rural members
as well as conservative Republicans and liberal Democrats. A modified version of
1(:Jliis legislation was included in the reconciliation bill which was vetoed by President

inton.

Since the beginning of this Congress I have been working with a group of mem-
bers on this committee to expand the provisions of the Family Business Protection
Act to incorporate sections that address many of the underlying reasons that, if
nothing is done, many more average families will be subject to the estate tax.

Essentially, the components of the “Family Business Protection Act” will include
a $1.5 million exclusion, indexed for inflation, from estate tax for the value of a
closely held family owned business. The excess value over the $1.5 million would
be taxed at 50% of the current rate.

Second, our legislation will make the unified credit a real exemption. You may
be asking what is the difference? The difference is that we talk about the fact that
there is a unified credit of $600,000, but that really is not true.

The tax code provides for a bottom rate of 18%. In reality, no one ever pays that.
The unified credit only gets rid of the tax liability on $600,000, so currently the low-
est rate that anyone would ever pay is 37%. Essentially, if today a person had an
estate of $600,001, of that $1.00, 37 cents would go to the Treasury. What we are
proposing is that the credit be made an exemption so that the lowest rate of 18%
applies to the first dollar of value in a person’s estate upon which they actually pay
the tax. The rates would then be graduated, as under current law.

In conjunction with this, our legislation will also include an increase the unified
credit from the current law level of $600,000 to $1,000,000 over five year, indexed
for inflation.

Finally, our legislation will offer some additional changes to current law dealing
with the election of the special use valuation for family farms and ranches, con-
servation easements, and historic property.

Mr. Chairman, the estate tax was never intended to be a burden on average fami-
lies who have wisely saved and invested over their lifetime. What we are finding,
however, is that for families all over this country this tax is indeed becoming a bur-
den. They are having to sell their homes, businesses, and farms to meet a tax bill
that is imposed because someone passed away. Our bill is targeted to give relief to
those families.

Again, thank you for this opportunity to testify. I will be happy to take any ques-
tions at the appropriate time.



Chairman ARCHER. Thank you, Mr. McCrery.

Mr. Rangel, would you like to make any sort of a preliminary
statement and extend your own welcome to the panel of witnesses?

Mr. RANGEL. That is very kind of you, Mr. Chairman. I would
like to join with you in hoping that both the Republicans and the
Democrats, taking suggestions and recommendations made by our
Members, will come up with a bill that will present to the Amer-
ican people a balanced budget that we all can agree to. This is es-
pecially so since your leadership has suggested removing tax cuts
from the budget discussion, temporarily, at least, and all my col-
leagues share that feeling.

Thank you.

[The opening statement follows:]

Statement of Hon. Charles B. Rangel, a Representative in Congress from
the State of New York

I am delighted to be here with my colleagues today to talk about the choices we
will have to make if we are to balance the budget in the next several years.

I am pleased to listen to today’s witnesses about cuts in capital gains taxes, ex-
gafl_lded IRA accounts, and estate and gift tax relief in the contect of reducing our

eficit.

A good case will be made for each of these tax cut ideas from the viewpoint of
its proponents.

We will hear about the potential that each of these proposals has for increasing
savings and investment in this country. We may hear some skepticism.

Tax cuts are popular. Somebody always benefits from a tax cut. And, this will be
rgﬂected in the enthusiasm that some of our witnesses may have for various cut
ideas.

I am, like any politician, in favor of cut cuts. In fact, I have said that I could even
be in favor of a capital gains tax cut if it were in the context of a fair and balanced
plan. So, I am here today to listen to the reasons why we should include them in
whatever budget bill we may end up with this year.But, tax cuts should not come
at the wrong time and they should be focused on those who need them most.

And, tax cuts must be paid for . . . that is, they must be paid for if we are serious
about reducing the deficit at the same time.

Who will pay for these tax cuts? Will it be the large corporations who eloquent
and sophisticated representatives sat in this room last week and opposed the Presi-
dent’s revenue raisers? Or will it be the poor and the disadvantaged who have only
begun to feel the effects of the policies enacted in the last 2 years to pay for other
initiatives?

In the end, it is all about choices.

We will have to make difficult choices about how to spend our scarce resources.
We will have to decide what is best for our economy and for our citizens. Not just
what will make them feel good next April 15 when they fill out their tax returns,
but instead what will add to their changes for prosperity year after year.

I have made my choice. I have come to the conclusion that the best thing for our
country right now is deficit reduction.

This will help to keep interest rates down and to control the pressure on the fu-
ture generations who will have to pay for the debts of our generation. And it will
prevent any unfairness in the way any possible tax cuts are paid for.

The “Blue Dog” Democrats have made their choice. They have put forth a plan
for a balanced budget without any tax cuts. They have said that deficit reduction
is more important right now. I am glad we agree on this issue.

Apparently, Speaker Gingrich has made his choice, too. Yesterday’s Washington
Post reported that the Speaker has given up on his “crown jewel.” He has dropped
the idea of including a tax cut in the budget bill.

I am glad that the Speaker has come around to that conclusion because the task
of dlgﬁcit reduction ids made undeniably easier if there are no tax cuts in the final
package.

If we can first get our fiscal affairs in order, then we can begin to consider how
best to enhance the opportunities for prosperity of each of our citizens.
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I prefer the idea of investing in human capital. Some of the proposals we will con-
sider today will support tax relief for investing in physical and/or financial capital.
That is not enough. Nor is it the correct focus, in my opinion.

A Wall Street Journal survey of 1,500 economists indicated that the vast majority
of them do not believe that proposals like the ones before us today will do much,
if anything, for the economy. However, they gave much higher marks to the notion
of investing in education in order to improve the abilities of our own workforce.

I believe in that. I believe in making people capable themselves of improving their
circumstances in life.

If government is going to maintain the ability to help our citizens do that, then
we rilust be cautious. We must craft our proposals carefully and spend our money
wisely.

We must be prepared to make the tough choices.

Mr. McCRERY. Mr. Chairman, I beg your forgiveness. I did not
request that my written testimony be included in the record. I will
do so at this time.

Chairman ARCHER. Without objection, as usual, the written testi-
monydof every witness in the hearing today will be included in the
record.

Mr. McCRrERY. Thank you.

Chairman ARCHER. And all witnesses are encouraged to keep
their verbal testimony to within a 5-minute limit.

Our next witness is the gentleman from Massachusetts, also a
well-known Member of the Committee, Richard Neal.

Mr. Neal, welcome to your own Committee.

Mr. NEAL. Thank you.

Chairman ARCHER. And you may proceed.

STATEMENT OF HON. RICHARD NEAL, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF MASSACHUSETTS

Mr. NEAL. Thank you, Mr. Chairman.

I want to talk to you this morning about an issue that has been
important to me since I arrived in the Congress, and that is the
issue of savings for retirement. Alan Greenspan has said time and
again—and I know it sounds trite on the surface, but nonetheless,
it is critical, that the number one economic problem that faces
America today is our low national savings rate. As the baby
boomers grow older, they are faced with many difficult financial de-
cisions, such as the cost of long-term care for elderly parents, the
expense of higher education, and saving for retirement.

The May issue of the Atlantic Monthly coined the phrase social
insecurity. We are beginning to face what has commonly been re-
ferred to as the graying of America. Within 30 years, one out of
every five Americans will be over 65, and in 15 years, the baby
boomers will begin turning 65. The baby boomer generation con-
sists of 76 million members, and this will result in Social Security
beneficiaries doubling by the year 2040. Less than half of all Amer-
icans are currently covered by private sector pensions, and 51 mil-
lion Americans have no pension plan at all.

We have an opportunity to encourage these individuals to begin
to save. Congressman Thomas and I have introduced bipartisan,
comprehensive individual retirement account legislation, commonly
referred to as the Super IRA. We have 110 cosponsors in the
House, including 18 Members of this Committee, and Senators
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Roth and Breaux have companion legislation in the Senate, and
they now have 49 sponsors. Those who watch tax policy have
dubbed this the year of the great tax cut compromise. And while
it is still doubtful that we are going to reach a total agreement this
year, I do believe there is real consensus on the expansion of IRAs.
Both the Senate Democratic and Republican leadership have intro-
duced legislation which expands IRAs. The House Democratic bill
is being introduced today. President Clinton has included expanded
IRAs in the new type of IRAs in his budget.

Most of us agree that IRAs will help to increase savings and
make individuals more personally responsible for their retirement.
Deputy Secretary Summers testified before the Senate Committee
on Finance and said during his testimony that there are two gen-
eral ways to address the effect of the low national savings rate on
economic growth and retirement income security. The first way is
to reduce the deficit, and the second is to improve current incen-
tives to promote savings, especially retirement savings. President
Clinton’s proposal expands income limits, creates new backloaded
IRAs, and eliminates the 10-percent penalty for early withdrawal
under certain circumstances. These purposes are to pay postsecond-
ary education; to purchase a first-time home, to cover the cost of
unemployment, and also to cover medical expenses of certain close
relatives who are not dependents.

Under our Super IRA legislation, all Americans would be eligible
for fully deductible IRAs by the year 2001. Taxpayers would be of-
fered a new choice called the IRA-Plus Account. Under the IRA-
Plus Account, contributions would not be tax deductible; however,
earnings on the IRA-Plus Accounts can be withdrawn tax free if
the account is open for at least 5 years and the IRA holder is 591%
years old. A 10-percent penalty would apply to early withdrawals
unless the withdrawal meets one of three special purpose distribu-
tions. These special distributions are to buy a first-time home; to
pay educational expenses; or to cover any expenses during the pe-
riod of unemployment compensation for at least 12 weeks.

These are all legitimate purposes. Otherwise, the contributions
would be locked up for retirement. IRA and 401(k) contributions
would not have to be coordinated. It seems to me this legislation
is one of the best options that is available to all of us, and I believe
it is important to enact some sort of incentive this year to help in-
dividuals save for retirement. As Professor Stephen Venti of Dart-
mouth testified recently before the Senate Finance Committee, the
long-term benefits of the provision far outweigh the revenue costs.

Mr. Chairman, this legislation in previous sessions was known,
I believe, as the Bentsen proposal some years back, and a former
Member and colleague on this Committee, Jake Pickle, also offered
this proposal many times before. It seems to me that we have a
unique opportunity, given the discussion that is occurring today
about entitlement reform, and just as importantly, it is consistent
with all discussions we have had about personal responsibility.
This is a critical issue as we proceed to the new century, and I
hope Members of this Committee, 18 of whom have already signed
onto this legislation, will, I think, have the opportunity to promote
this legislation as it comes before the full Congress.

[The prepared statement follows:]
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Statement of Hon. Richard Neal, a Representative in Congress from the
State of Massachusetts

Mr. Chairman, first of all I would like to thank you for allowing me to testify
about an issue which is of vital importance to our economic security. This issue is
savings for retirement. Chairman Alan Greenspan of the Federal Reserve has stated
our number one economic problem is our low national savings rate.

As baby boomers grow older they are faced with many difficult financial decisions
such as the cost of long-term care for elderly parents, the expense of higher edu-
cation, and saving for retirement. The May issue of Atlantic Monthly coined the
phrase “social insecurity.”

We are beginning to face what has been commonly referred to as the graying of
America. Within thirty years one out of every five Americans will be over sixty-five.
In fifteen years, the baby boomers will begin turning sixty-five. The baby boomer
generation consists of 76 million members and this will result in Social Security
beneficiaries doubling by the year 2040. Less than half of all Americans are covered
b{ private sector pensions. Fifty-one million American workers have no pension
plan.

We need to encourage individuals to save. Congressman Thomas and I have intro-
duced bipartisan comprehensive Individual Retirement Account (IRA) legislation,
commonly referred to as the “Super IRA.” We have over 110 cosponsors in the
House, including eighteen Members of this Committee. Senators Roth and Breaux
have introduced companion legislation in the Senate and they now have forty-nine
COSpONSors.

Those who watch tax policy have dubbed this year as “The Year of the Great Tax
Cut Compromise.” It still is doubtful if we will reach agreement this year, but I be-
lieve there is real consensus on the expansion of IRAs. Both the Senate Democratic
and Republican leadership have introduced legislation which expands IRAs. The
House Democratic leadership is introducing legislation today. President Clinton has
included expanded IRAs and a new type of IRAs in his budget. Most of us agree
IRAs will help increase savings and make individuals more personally responsible
for their retirement. Recently, Deputy Secretary of the Treasury Lawrence Summers
testified before the Senate Committee on Finance. During his testimony, he stated
there are two general ways to address the effect of the low savings rate on economic
growth and retirement income security. The first way is to reduce the deficit and
the second is to improve current incentives to promote savings, especially retirement
savings. We can accomplish both of these goals by enacting a budget which balances
by 2002 and includes an expansion of IRAs.

President Clinton’s IRA proposal expand income limits, creates new backloaded
IRAs, and eliminates the 10 percent early withdrawal for certain purposes. These
purposes are to pay post-secondary education costs, to purchase a first home, to
cover costs of unemployment, and to cover medical expenses of certain close rel-
atives who are not dependents. Under the backloaded IRA, contributions would not
be tax deductible, but if contributions remain in the account for at least five years,
distributions of the earnings on the contribution would also be tax-free.

Under the Super IRA legislation, all Americans would be eligible for fully deduct-
ible IRAs by the year 2001. Taxpayers would be offered a new IRA choice called the
“IRA Plus Account.” Under the IRA Plus Account, contributions would not be tax
deductible. However earnings on IRA Plus Assets can be withdrawn tax-free if the
account is open for at least 5 years and the IRA holder is at least age 59 and . A
10 percent penalty would apply to early withdrawals unless the withdrawal meets
one of the three special purpose distributions. The special purpose distributions are:
to buy a first time home, to pay educational expenses, or to cover any expenses dur-
ing period of unemployment compensation for at least 12 weeks. These are legiti-
mate purposes. Otherwise, the contribution should be locked up for retirement. IRA
and 401(k) contributions would not have to be coordinated.

I believe the super IRA legislation is the best option before us. However, I believe
it is important to enact some type of incentive to help individuals save for retire-
ment. Individuals need to become more personally responsible for their retirement.
Professor Stephen Venti of Dartmouth testified before the Committee on Finance
that IRAs work. He stated: “The long-term benefits of the provision far outweigh
the revenue costs.”

There is skepticism among economists about IRAs generating new savings. Profes-
sor Venti testified that many of those who contribute to IRAs are saving funds they
would not otherwise be saving. One of our panelists will testify today that IRAs do
not create new savings and just cause a shifting of funds. I believe there is enough
evidence that IRAs promote savings. I cannot think of a better alternative. IRAs do
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create new savings and the shifting of savings usually locks up existing savings for
retirement.

Another import aspect of increasing savings is marketability. Individuals have to
want to save. We need to offer products that they want and will make savings easy
for them. Deputy Secretary Summers testified that IRA proposals must be designed
to reinforce and encourage psychological factors that could increase the efficiency of
IRAs in promoting savings. A 1990 Gallup survey done for Fidelity Investments
showed 71 percent of the respondents preferred expanding the tax incentives for
IRAs to close the gap between their retirement needs and their retirement checks
from institutional sources. This same answer was given by 69 percent of the re-
spondents in a 1996 Luntz-Lake survey conducted for the Savings Coalition.

IRAs provide the right type of vehicle for long term savings for retirement. Those
who invest in IRAs usually invest for the long term. For example, 86 percent of IRA
assets at Fidelity are invested in equity funds, as compared to an average of 56 per-
cent in non-retirement accounts. This shows individuals can make intelligent invest-
ments for their retirement. Most IRA account holders are truly thinking about re-
tirement when they make their investment decisions.

Millions of Americans do not have adequate retirement savings and are worried
about their retirement. Even with Social Security, a couple earning $50,000 a year
needs to have saved about $225,000 by retirement to maintain their standard of liv-
ing over a 35 year retirement. A USA Today/CNN Gallup Poll showed four out of
ten Americans sets aside less than $1000 a year for retirement.

The Super IRA legislation is based on legislation crafted by Congressman Pickle
and Senator Bentsen. This legislation is not a panacea for social insecurity that we
will inevitable face, but it is a reasonable, concrete solution to make retirement sav-
ings easier. I encourage you to work with me on the passage of expanded tax incen-
tives for IRAs. This type of proposal will have a drastic impact on millions of Ameri-
cans. The bottom line is more Americans will be able to be personally responsible
for their retirement.

As the graying of America continues Congress will have to face many difficult de-
cisions about the future of Social Security, but in the meanwhile, we can and must
all agree on making retirement savings easier.

Chairman ARCHER. Thank you, Mr. Neal.

Our next witness is also a Member of the Committee, the
gentlelady from the State of Washington, Jennifer Dunn.

You may proceed.

STATEMENT OF HON. JENNIFER DUNN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF WASHINGTON

Ms. DUNN. Thank you, Mr. Chairman.

And my colleagues, I appreciate the opportunity to testify before
you today on two matters that I believe are critical to the economic
security of every American: The estate tax and capital gains relief.
My message is quite clear: The President’s budget simply does not
add up in a way that is fair to taxpayers. First, it adds up to a tax
increase over 10 years. Second, it doesn’t add up to a balanced
budget. Both a balanced budget and meaningful tax relief are des-
perately needed.

I have introduced legislation, the Return Capital to the American
People Act, the ReCAP Act, which provides a capital gains reduc-
tion for both individuals and for corporations. This is legislation
that is sponsored in the Senate by Senator Mack, and Mr. Herger
has joined me in proposing this legislation. I won’t go into the spe-
cifics of the bill since you have a detailed description, but I do want
to briefly point out that the measure is broad based, and the cap-
ital gains measure includes a 50-percent capital gains deduction,
indexation of assets to eliminate inflationary gains, and venture
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capital incentives to help cash-starved small and startup busi-
nesses.

I will tell you that I believe an across-the-board cut in the capital
gains rate for both individuals and corporations will do more to
boost our Nation’s economy, more to create jobs, more to enhance
U.S. competitiveness worldwide, and more to increase savings and
investment than any other single piece of legislation we can enact.
While there are many reasons to support a reduction in the capital
gains rate, I would like to highlight what I believe to be the most
compelling parts of the ReCAP Act.

One: A low capital gains rate benefits all Americans. My proposal
is fair to all income groups and sectors of our economy. Two: Low
capital gains is important for our future and our Nation’s ability
to save and to invest. Three: Lowering the capital gains rate
unlocks investment and America’s true economic potential. Four:
Lower capital gains will increase Federal revenues, just as was
done in the twenties, the sixties, and the eighties, and help us
reach the goal of a balanced budget. Finally, with respect to capital
gains, I would suggest that sound tax policy and economic consider-
ations argue for the inclusion of a corporate capital gains rate re-
duction comparable to the percentage of the individual rates cut.

Second, on the estate tax; this is also called the death tax, or,
some of the people I represent call it the agony tax. One of the
most compelling aspects of the American dream is to make life bet-
ter for your children and your loved ones. Yet, the current tax
treatment of estates is so onerous that when one dies, their chil-
dren are many times forced to sell and turn over more than half
their inheritance simply to pay the taxes. This is wrong, and I hope
we can all agree that something should be done.

More than 70 percent of family businesses and farms do not sur-
vive through the second generation. Eighty-seven percent do not
make it through the third generation. By confiscating between 37
and 55 percent of a family’s aftertax savings, the estate tax pun-
ishes lifelong habits of savings. It discourages entrepreneurship
and capital formation. It penalizes families, and it has an enor-
mous negative effect on other tax revenues. By today’s tax system,
it is easier and cheaper to sell the business before death rather
than to try to pass it on after.

I would like to talk briefly about solutions. I am a strong advo-
cate of the elimination of all estate tax, and I have cosponsored two
separate pieces of legislation in the 105th Congress to provide for
that repeal. One is the Crane-Hulshof bill; the other is the Cox bill.
Unfortunately, a complete repeal of the estate tax is not a viable
option, considering the President’s opposition. I am working with
a number of our colleagues on the Committee to draft a bipartisan
proposal. I believe such a proposal should be based on a three-
pronged approach: One, increase in the unified credit; two, targeted
relief for family businesses and farms; and three, to make it broad-
er, some level of rate reduction.

I had hoped we would have introduced our bipartisan proposal
at the time of this hearing, but it could not occur. However, I am
confident that through our continued vigilance, we can draft a bi-
partisan proposal that will be a vehicle for relief as the Congress
moves forward.
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Thank you, Mr. Chairman, for your leadership in both of these
areas, and thanks to the Committee for your attentiveness this
morning.

[The prepared statement follows:]

Statement of Hon. Jennifer Dunn, a Representative in Congress from the
State of Washington

Thank you, Mr. Chairman.

My colleagues, I appreciate the opportunity to testify before you here today on two
matters that I believe are critical to the economic security of every American—es-
tate tax and capital gains relief.

My message is quite clear—the President’s budget simply does not add up in a
way that’s fair to taxpayers. First, it adds up to a tax increase over 10 years. Sec-
ond, it doesn’t add up to a balanced budget. Both a balanced budget and meaningful
tax relief are desperately needed.

CAPITAL GAINS

On March 12th, I introduced the Return Capital to the American People Act
(ReCAP Act). This legislation provides a capital gains reduction for both individuals
and corporations and will do more to boost our nation’s economy, more to create
jobs, more to enhance U.S. competitiveness worldwide, and more to increase savings
and investment than any other single legislative change we can enact.

For established, successful businesses, for struggling entrepreneurs, and for mid-
dle-class families across the country, this measure represents the most serious effort
to unlock billions of dollars in investment providing for expanded growth and job
creation. I will not go into many specifics of my bill, as a detailed description is pro-
vided for in the materials before you. I will, however, briefly point out that the
measure is broad-based and includes: a 50 percent capital gains deduction, index-
ation of assets to eliminate inflationary gains and venture capital incentives to help
cash-starved start-up and small businesses.

While there are many reasons to support a reduction in the capital gains rate,
I would like to highlight what I believe to be the most compelling case for enactment
of the ReCAP Act.

A low capital gains rate benefits all Americans. This bill is fair to all income
groups and sectors of our economy. Many of the so-called “rich” who would benefit
from a cut in capital gains taxes are only rich for one year. A family in Eatonville
that sells its house, an owner in Issaquah who sells a small business, a worker in
Bellevue selling stock received through an employee stock option, and a retiree in
Auburn selling an asset and planning to live off the proceeds would all be consid-
ered wealthy on current “tax distribution” tables. For example, a review by the Joint
Committee on Taxation on capital gains realizations for the period 1979-1983 shows
that nearly 44% of tax returns claiming a capital gain during that 5 year period
claimed only one capital gain. Most of these people aren’t rich, regardless of what
statistics say. They merely have one year of inflated income because they realized
a big capital gain.

Furthermore, an analysis of 1993 tax returns found that nearly 50% of the tax
returns reportmg capital gains were filed by taxpayers with less than $40,000 in
adjusted gross income. Of tax returns claiming a capital gain, nearly 60% of those
returns are filed by taxpayers with less than $50,000 in adjusted gross income.

Low capital gains rate 1s important for our future and our nation’s ability to save
and invest. Americans do not save enough. If you look at our tax laws, you will see
why. Instead of encouraging people to save, the tax code often punishes people who
save and invest. This is primarily due to the fact that the income tax hits savings
more than once—first when income is earned and again when interest and divi-
dends on the investment supported by the original savings are received. This system
is inherently unfair because the individual or company that saves and invests pays
more taxes over time than if all income were consumed and no savings took place.
We need to change this. Without savings, a person cannot buy a house, a business
cannot purchase new equipment, and our economy cannot create jobs. Unless we can
raise our national savings rate, our standard of living, and our children’s and grand-
children’s standards of living will not grow.

Lowering the capital gains rate un-locks investment and America’s true economic
potential. High capital gains taxes can prevent someone from selling an asset and
paying the tax. This is the “lock-in effect”: when a person will not sell an investment
and reinvest the proceeds in a higher paying alternative if the capital gains taxes
he or she would owe exceed the expected higher return on the original investment.
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This lock-in effect limits economic growth and job creation. Capital stays locked
in an investment instead of being free to go to a person who wants to hire new em-
ployees in her consulting business. Lower capital gains taxes will reduce the lock-
1n effect and free up capital for small businesses, first-time home buyers, and entre-
preneurs.

Lower capital gains will increase federal revenues and thus help reach the goal
of a balanced budget. History indicates that lower capital gains taxes have a posi-
tive impact on federal revenues. During the period of 1978 to 1985 the marginal fed-
eral tax rate on capital gains was cut from almost 50 percent to 20 percent—but
total individual capital gains tax receipts increased from $9.1 billion to $26.5 billion.
After surging to $326 billion in 1986 (the year before the 1986 rate increase took
effect), capital gains realizations have trended down and remained at less than $130
billion per year in the 1990s.

Given the increases in the stock market, inflation and growth of the economy
since the late 1980s, realizations and taxes paid are certainly being depressed by
the current high capital gains rates.

Rather than discouraging American workers and businesses, the Federal govern-
ment ought to simply get out of the way. Lower capital gains taxes—as embodied
in this bill—leave more vital capital in the hands of businesses, investors and entre-
preneurs. They know a lot more than the Federal government ever can or will about
creating jobs and products in a competitive marketplace.

I would also point out that sound tax policy and economic considerations argue
for inclusion of a corporate capital gains rate reduction comparable to the percent-
age as individual rates are cut.

History proves that capital gains tax reduction is the right course to take. In the
past, reductions always have boosted the nation’s economy and increased tax reve-
nues to the federal government. If a goal of this Congress is to pass legislation pro-
moting economic opportunity and growth in America, then common sense suggests
that we enact the ReCAP Act.

Estate Tax Relief

One of the most compelling aspects of the American dream is to make life better
for your children and loved ones. Yet, the current tax treatment of estates is so on-
erous that when one dies, their children are many times forced to sell and turn over
more than half of their inheritance to just pay the taxes. This is wrong and I would
hope that we all can agree upon that and that something must be done.

More than 70% of family business and farms do not survive through the second
generation. 87% do not make it through the third generation. By confiscating be-
tween 37% and 55% of a family’s after tax savings, the estate tax punishes life-long
habits of savings, discourages entrepreneurship and capital formation, penalizes
families, and has an enormous negative effect on other tax revenues. By today’s tax
system, it is easier and cheaper to sell the business before death rather than try
to pass it on after.

I would like to talk briefly about solutions. I am a strong advocate of elimination
of all estate taxes and have cosponsored two separate pieces of legislation in the
105th to provide for that repeal. Unfortunately, a complete repeal of estate taxes
is not a viable option considering the President’s position.

I am working with a number of our colleagues on the Committee to draft a bi-
partisan proposal. I believe that such a proposal should be based upon a three-
pronged approach: 1) increase in the unified credit, 2) targeted relief for family busi-
nesses and farms, and 3) some level of rate reduction.

I had hoped that we would have introduced our bi-partisan proposal by the time
of this hearing. Unfortunately, this could not occur. However, I am confident that
through our continued vigilance we can draft a bi-partisan proposal that will be a
vehicle for relief as the Congress moves forward.

Thank you, Mr. Chairman for your leadership in both these areas. And thank you
to the Committee colleagues for your attentiveness this morning.
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Chairman ARCHER. Thank you, Ms. Dunn.

Our final witness in this panel is another well-known Member of
our Committee, Congressman Jon Christensen from Nebraska.

Mr. CHRISTENSEN. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Christensen, you may proceed.

STATEMENT OF HON. JON CHRISTENSEN, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF NEBRASKA

Mr. CHRISTENSEN. Thank you.

This past week, I had the opportunity to convene a death tax
roundtable in my district, in Omaha, Nebraska, and we had people
from all sectors: From the accounting field; from the small business
area; from the estate tax area; and financial planning. We listened
to a lot of the stories they had experienced personally, and we had
one individual who shared a good comment. Doug Kulak from
Omaha said: “Jon, I can prove two things to you. I can prove that
Uncle Sam is not a blood relative; and second, I can prove that
Uncle Sam squanders his inheritance.” And I thought that that
comment rang true in terms of what we are looking at today, a
truly bipartisan group of people. You have never seen as many wit-
nesses from both sides want to testify about an issue that is oner-
ous; that is taking capital formation away; taking away the thriv-
ing opportunity to start and to continue a business.

So, Mr. Chairman, I really believe we have an issue here that
cuts across young, old, rich, poor, black, white, and that we can
work together in a bipartisan fashion. More than 70 percent of
family farms do not make it to the second generation because of
the death tax. As a matter of fact, 87 percent do not make it to
the third generation. By confiscating between 37 and 55 percent of
a family’s aftertax savings, the estate tax, which I like to call the
death tax, punishes life-long habits of thrift, discourages entrepre-
neurship and capital formation, penalizes hard-working families,
and has an enormous negative effect on other tax revenues.

This past year, 1 year ago last week, I lost my father, who died
unexpectedly of cancer. I have seen what my mother has gone
through in terms of preparing the estate, going through all of the
various tax and accounting and legal situations, and she spent up-
ward in the neighborhood of $40,000 to $50,000 in just preparation
and getting ready to go through the whole process. I have seen a
lady who was not used to this whole process, who spent her life
being a housewife, a farm wife, and all of this has gone on for the
Federal Government to bring in 1 percent. One percent of the Fed-
eral Treasury comes in from death taxes. Out of a $1.5 trillion
budget, we are talking about $12 to $15 billion. And I have seen
some studies where it showed that if you took the amount of money
that was spent in second-to-die life insurance policies, which I
made a living in, and attorney’s fees, accountants fees, if you took
all of the fees and added them up and allowed the individual to
save that money and to invest it, to put it back into their business,
to create jobs and opportunities, you would see more money gen-
erated from the income taxes and from Social Security taxes and
the other areas for the Federal Government that would far out-
wleigh the amount of money that was collected from the death tax
alone.
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So, we have an issue here that I believe we can work together
in a bipartisan fashion and achieve some kind of incremental re-
form. Now, I support the Hulshof-Crane bill; I support the Cox bill.
But I also realize that the President isn’t willing to go as far as
we would all like to go. Now, we have had an opportunity to work
with Erskine Bowles on the issue, and I applaud his leadership in
starting to make some incremental reform in this area. But we
need to go a lot further than the President has started. I believe
an incremental form of raising the unified credit, from $600,000
upward in the neighborhood of $1 million; indexing it to inflation.
As a matter of fact, if it had been indexed to inflation, currently,
it would be at $830,000 today.

Second, I would agree with Ms. Dunn that we need to create an
exemption for the family owned business. We also need to give
some meaningful relief to family farms, ranches, and family owned
businesses. Last, I believe we need to begin a reduction, a slight
reduction, over the 55 percent, bring it down gradually over time:
55 to 54 to 53. Make some small steps in this area if we cannot
go with a full repeal this year.

I have a family friend out in western Nebraska, in Max, Ne-
braska, in Congressman Barrett’s district. They were telling me
about an issue where they had three siblings, four siblings in the
family. Only one of them farmed. And so, therefore, they did not
buy a large enough life insurance policy to be able to keep the one
individual farming. They are struggling. They do not want to sell
the farm. Yet, that happens every day in America, whether it is a
small business or whether it is a family farm.

Mr. Chairman, this is an issue we can agree on; we can work to-
gether on, and I applaud your leadership, and hopefully, we can get
something passed in the 105th Congress.

[The prepared statement follows:]

Statement of Hon. Jon Christensen, a Representative in Congress from the
State of Nebraska

Mr. Chairman, I want to thank you and my other colleagues of the Ways and
Means Committee for this opportunity to testify on the savings and investment pro-
visions in the Administration’s budget. I want to focus in particular on the estate
tax.

The estate or death tax is killing family farms and small businesses. Today, more
than 70 percent of all family farms and businesses do not survive through the sec-
ond generation and 87 percent don’t make it to a third generation. How sad. Accord-
ing to the National Federation of Independent Business (NFIB), 90 percent of small
businesses which fail after the death of their founder are literally torn apart be-
cause the inheritance tax burden falls at a difficult time of transition. By confis-
cating between 37 percent and 55 percent of a family’s after-tax savings, the estate
tax punishes lifelong habits of thrift, discourages entrepreneurship and capital for-
mation, penalizes hard-working families, and has an enormous negative effect on
other tax revenues. Since the $600,000 unified credit, enacted in 1981, is not in-
dexed for inflation, it is worth only about $377,000 in 1981 dollars. Every year the
death tax brings more and more family farms and small businesses under its death
sentence.

I have witnessed how the estate tax can kill a family farm. In Max, Nebraska,
a strong community in Congressman Bill Barrett’s district, the Gardner family lives
on a modest plot of land. They raise some cattle and grow wheat, corn and alfalfa.
The land that the Gardners live on once belonged to Mr. Gardner’s father who
passed away two years ago. Before the elder Gardner passed away, he planned for
his death. The Gardner family employed an attorney, an accountant, and a financial
planner to assist them in their estate tax planning. They did everything that the
lawyers and accountants told them to do and yet they still might lose their farm.
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Since the elder Gardner deeded his farm to his four children, and only one child
and his family work on the farm, it has placed the other three siblings in an awk-
ward situation. The Gardners did not purchase enough life insurance on their fa-
ther, and when he died, there was not enough money to pay off the three siblings.
If the siblings sell their land to the brother and his family, who work on the farm,
they will pay exorbitant amounts in capital gains taxes. The son and his family who
work on the farm are forced to lease the land from the other three siblings who do
not work on the farm, making it nearly impossible to even keep up with the bills.

The Gardners would be better off if they sold their whole farm to the highest bid-
der. They have land, cattle, and machinery worth about $1.8 million. But, the Gard-
ner family is having a tough time making ends meet. I have asked Phyllis Gardner
why they don’t sell the farm. She, like almost every farmer and rancher I have ever
known, is committed to keeping her family farm going—even if that means barely
staying afloat. The federal government is destroying American family farms,
ranches and small businesses. What the Gardner family has spent a lifetime work-
ing for, the federal government wants to take away.

Many people assume that the estate tax, unlike the income tax, will affect them
only if they have large estates. In a way, they are right. The estate tax won’t di-
rectly hit you unless you have an estate with a taxable value of $600,000 or more
(including any taxable gifts you've made during your lifetime). But, these days own-
ing a home, a modest investment portfolio, life insurance, retirement benefits, a
family farm or business can easily knock you into the estate tax realm. In 1993,
estates from $10 million to $20 million paid 18 percent in that year; those over $20
million paid just 12.6 percent. However, more than half the government’s total es-
tate tax revenue came from estates of $5 million or less.

Others believe that the estate tax law won’t affect them because they are leaving
all of their property to their spouses. The tax law provides an unlimited marital de-
duction that allows you to leave all of your property to your surviving spouse free
of federal estate tax. However, many people die without a surviving spouse. What
happens if your surviving spouse dies, or if your spouse dies before you? The use
of the marital deduction does not eliminate estate tax, it simply defers it until the
surviving spouse dies.

The estate tax accounts for roughly 1 percent of the federal government’s tax re-
ceipts a year, but eats up 8 percent of Americans’ savings each year. That’s $15 bil-
lion that could be invested in expanding the economy. It the estate tax had been
abolished in 1971, our national stock of savings would have been $399 billion larger
in 1991, the gross domestic product would have be $46 billion higher and we would
have 262,000 more jobs.

I support a full repeal of the federal estate tax and am a cosponsor of bills intro-
duced by my good friends Rep. Crane, Hulshof, and Cox. However, I understand
that not everyone agrees with me. To get meaningful tax relief passed by Congress
and signed by President Clinton, we need to make incremental reforms. I believe
that we need to do three fundamental things in reforming the estate tax. First, I
believe we need to increase the unified credit and tie it to inflation. Currently, the
estate tax credit is at $600,000. Had it been indexed in 1981, it would be worth
around $830,000 today. Second, I believe we need to create a family-owned business
exclusion to the federal estate tax. Last, I think we need to look at an across-the-
board reduction in the statutory estate and gift tax rate—a rate that reaches as
high as 55 percent.

Although the Administration’s budget proposal provides estate tax relief, we need
to take an ax to the estate tax and the Administration has handed us a butter knife.
Under current law, estate tax attributable to certain interests in closely held busi-
nesses may be paid in installments over a 14-year period. A special four-percent in-
terest rate is provided for the tax deferred on the first $1 million. The regular IRS
rate on tax underpayments applies to values over $1 million. A special estate tax
lien applies to property on which the tax is deferred during the installment payment
period. Interest paid on the deferred estate tax is allowed as a deduction against
either the estate tax or the estate’s income tax deduction. The administration’s pro-
posal would increase the cap on interest rates so that it applies to the tax deferred
on the first $2.5 million of value of the closely held business. The current 4 percent
rate would be reduced to 2 percent, and the rate on values over $2.5 million would
be reduced to 45 percent of the usual IRS rate on tax underpayments. The interest
paid on deferred estate tax would not be deductible for estate or income tax pur-
poses. While I applaud the Administration’s first step, I believe that we can go
much, much further in providing meaningful estate tax relief.

In closing, I want to again thank you, Chairman Archer, and my colleagues on
the Ways and Means Committee for the opportunity to testify before you today. The
death tax is a disincentive for owners of family businesses and farms to expand
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their operation and create jobs. Repealing it would eliminate 82 pages of the tax
code and 300 pages of regulations that American taxpayers are forced to follow. I
believe as a society we are already taxed too much. We pay property taxes, sales
taxes, gasoline taxes, and income taxes, just to name a few. The federal death tax
is a tax on money that has been taxed at least once, if not more. Repealing or modi-
fying the death tax will help ensure economic fairness for all American families and
bl}llsilnesses, as well as provide economic growth and prosperity for the nation as
whole.
Thank you.

Chairman ARCHER. Thank you, Mr. Christensen.

My compliments to each of you for, I think, excellent presen-
tations.

Does any Member of the Committee wish to inquire?

Mr. RANGEL. I guess my question to Ms. Dunn will be a very gen-
eral question that everyone does not have to answer: What esti-
mate do you have of the capital gains tax cuts that would please
you—over a long period of time.

Ms. DUNN. We do not have an estimate yet on our bill, but our
bill includes some facets of other bills, and it could be as high as
$60 billion over 10 years.

Mr. RANGEL. In estimates of many capital gains proposals, there
is an increase in revenues in the early years and then, a large de-
crease in revenue in the later years. Proponents of cutting capital
gains taxes complain about the method of calculating revenue
losses. They claim you do not actually lose revenue. Notwithstand-
ing that point of view, we must use the methods of CBO and the
White House. So, how do you explain when people say that is a
great idea, how you are going to pay for it? How do you respond
to that? Since I have been here, the biggest argument against cap-
ital gains tax cuts that have been demanded has been the shortfall
in revenue.

Ms. DuNN. Mr. Rangel, I do believe that static scoring is not an
interpretation of behavior, and I think that is a shortfall in our
scoring system. I would like to see our bill scored under dynamic
scoring, but that is not an opportunity for us right now, and that
is why I gave you the number I did, because that is under static
scoring, as close as we can come together with the facets of our bill,
which, as I said, has not been scored since we introduced it just
a week or so ago.

My belief is based on history. In the twenties and the sixties and
the eighties, consistently, we saw that when people were allowed
to have some kind of rate reduction in capital gains, this unlocked
assets. It caused and will cause a larger degree of trading of these
assets. Somebody sells a home; that commission is given to a real-
tor. The realtor takes it to a local hardware store; the hardware
buyer buys groceries and so forth, and that creates an increase in
revenue.

Mr. RANGEL. I do not want to debate the merits. If you and I
agree that dynamic scoring is not available to you and it is not
available to me, then we put that issue aside. I would not want to
discuss the merits regarding what positive impact it would have on
the economy because you can line up the economists and get no
concensus on that subject.
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But when it reaches the point that we have got to make certain
that we come up with a revenue-neutral bill, that is when we look
around and wonder, Who “behind the tree” are we going to tax in
order to pay for a capital gains tax cut? Every time we talk this
way, some program designed to give assistance to the poor not only
comes up on the radar screen but stays there. Other ways of paying
for it come and go. The President has a whole lot of revenue raisers
that will not stand the light of day in this Committee. But he has
proposed them as revenue raisers.

So, I guess we do not have an answer today. Although I want so
badly to work with both sides, it just seems to me that we cannot
even consider the merits seriously until we find a way to raise the
money so we end up with a revenue-neutral bill.

Ms. DUNN. Mr. Rangel, I appreciate your point of view, and I
agree with you. We do need to come up with the revenues. And in
a broad context, I would say that that is where spending cuts come
from. But in addition to that, as I say, there is revenue that is ac-
tually produced from the particular tax relief package that is con-
tained entitled “capital gains.”

Chairman ARCHER. Does any other Member of the Committee
wish to inquire?

Mr. Becerra.

Mr. BECERRA. Mr. Chairman, thank you; I will be brief. I just
have one question, and I offer it up to anyone on the panel. If we
get into the discussion of dynamic scoring and what we consider in-
vestments that pay off more than they will cost us, I was wonder-
ing if any of you would be willing to comment on the whole issue
of programs such as Head Start and prenatal care. We have been
told in the past that if we invest $1 in Head Start, we can prevent
a child from becoming an at-risk youth and ultimately an adult of-
fender; that individual who may go on to college and be more pro-
ductive than just a high school graduate.

We know that a $1 spent on prenatal care probably saves you $3
in after-birth costs of infants who are born with some abnormality
or problem that could be prevented. I know we just had a debate
last week on the whole issue of drugs and Mexico certification, and
I saw some studies that showed that for every $1 we invest in pre-
venting drug use and providing for drug rehab, we save $11 nec-
essary to do drug interdiction and $23 to do drug eradication in for-
eign countries.

Your thoughts on if we were to ever go toward some form of dy-
namic scoring, how we should score programs like Head Start or
prenatal care.

Mr. CHRISTENSEN. Mr. Becerra, I think what you have touched
on is a much deeper issue, and the issue goes to the fundamental
question of what is the proper role of the Federal Government rath-
er than the dynamic scoring issue.

Mr. BECERRA. But, then, no comment in terms of the dollars or
the investments?

Mr. NEAL. I agree with you, Mr. Becerra, and believe that having
children who can read and write is real national defense as well
as what we do around here every day in providing for what we
commonly refer to as the national defense.



21

Mr. McCRrERY. I do not disagree with Mr. Neal entirely. There
are all kinds of investments that we make as individuals and that
we make as a government. I think, though, to be able to predict
a return on the investment gets more difficult as you get into the
programs such as those you mentioned. But certainly, some of
those could be considered investments. But when you have to score
it, it gets very difficult.

Ms. DUNN. Mr. Becerra, I would just say that I know there are
groups right now who are putting together plans for dynamic scor-
ing. I think it would be very interesting for all of us to hear from
them. I do not know the answer to your question. I would like to
know the answer. When I think about what could pay for programs
like what we have advocated today, though, there are certainly
areas that do not have to do with Head Start or other areas that
many of us do support that could be cut, and I would offer up one,
the Government Printing Office, as an example of something that
we have barely touched, and privatization, securing for the Govern-
ment and the GPO the ability to contract out, that there is a cut
just minimally at $1.5 billion over the next 5 years is how that has
been scored.

But certainly, when you come to dynamic scoring, you have to
look at the change in behavior, and so, what you asked about Head
Start as an example is going to depend on the welfare system and
how well our changes are enacted and accepted there. But I simply
say that behavioral scoring is very important. I realize we have to
have a mix of the two, because you do not want to get out there
too far, but people are putting together a plan, and it would be in-
teresting at least for me to hear from those folks.

Mr. BECERRA. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Portman.

Mr. PORTMAN. A brief question for the panel on the estate tax
issue. I appreciate the testimony from all my colleagues and sym-
pathize with your position on the estate tax. I think, as Mr.
Christensen said, it is more likely that we can reform it this year
than repeal it, and I think some of these proposals make a lot of
sense.

My concern is simply on the issue of complexity and how you go
about defining in particular family businesses and family farms. I
have always believed that that would not only cause the IRS a lot
of problems, and we are all finding out about the IRS’ inability to
administer our current code, but also our taxpayers. And it would,
perhaps, Mr. Christensen, put a lot more money in the pockets of
those tax planners you talked about and the lawyers and account-
ants and so on trying to figure out how to define your business in
that way and to meet those criteria.

Mr. McCrery, you had a thoughtful statement this morning, and
I know you have thought a lot about this issue, so I will ask you:
Why not—and perhaps this is simply a revenue issue—why not
simply raise the exemption, as you have suggested, to $1 million
or even $1.5 million, change the provisions of the exemption to a
real exemption so that the tax rate that applies is the lowest rate
after that amount, and index it to inflation to be able to catch up
to what would now be about an $830,000 exemption had it been in-
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dexed for all Americans and not to try to define and to carve out
these special categories within the tax law?

Mr. McCRERY. Well, I think the families that are being hurt the
most by this are the ones that have invested in businesses, that
have built their family businesses over generations, and some of
the data we have seen recently talked about by Ms. Dunn and Mr.
Christensen indicate that it is very, very difficult these days for
those small businesses to survive generational transfer because of
the estate tax. In a recent survey, the number one reason for small
businesses and family farms ceasing to exist was the estate tax.
That is why I have chosen to target those family businesses, family
farms for relief. I think as Ms. Dunn and Mr. Christensen said, I,
too, am for the abolition of the estate tax, but that is just not a
realistic goal, I think, in the short term.

So, when we start talking about limited revenue that we have for
tax cuts, I wanted to target a proposal that would have minimal
loss of revenue and do the most good: Get the most bang for the
buck. And I think we do that when we target family businesses,
family farms, family ranches for relief.

Mr. PORTMAN. And how do you respond to the concern that we
may have difficulty defining those entities and that there may be
the ability for taxpayers to shift assets around or even change
forms of business to be able to qualify? And how can we avoid those
problems?

Mr. McCRERY. You cannot avoid them.

Mr. PORTMAN. Is there a simple way to define what is a closely
held or family business?

Mr. McCRERY. We have chosen the simplest way, which is not
simple, and it is subject to interpretation. However, in the legisla-
tion that we are writing for introduction soon, we do expand the
definition to bring in the greatest number of entities that one
would normally think of as a family business. So, you are never
going to be able to have a definition that is not subject to interpre-
tation by the IRS or by us. But that is no reason not to endeavor
to give relief to those folks.

Mr. PORTMAN. Thank you, Mr. Chairman.

Chairman ARCHER. Mr. Jefferson.

Mr. JEFFERSON. I have an ever-so-brief question. I am trying to
see—dJim, is it fair to say, if you have read Jennifer’s proposal on
estate tax relief, that yours is less broad than her proposal? Or are
they more similar than I read them? She talks about unified credit,
targeted relief for family farms. It is a level of rate reduction. You
are talking about raising the exclusion to $1.5 million; you talk
about a real unified rate. The first dollar over $600,000 you would
tax at 18 percent. And I think another provision—I have kind of
forgotten what it was.

Mr. McCRERY. Perhaps you would be interested in the historic
property provision, Mr. Jefferson.

Mr. JEFFERSON. I'm sorry?

Mr. McCRERY. Perhaps you would be interested in the historic
property provision.

Mr. JEFFERSON. Yes, sir; that would be appealing to me, sir.

But what is the difference, sir, between what you are proposing
and what Jennifer is proposing on estate tax relief?
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Mr. McCRERY. Actually, Ms. Dunn and I worked together for a
long time developing a new bill, and we ended up deciding to intro-
duce two different bills. The primary difference is the approach on
estate tax relief. She chooses to reduce rates from the top down, ba-
sically; I choose to reduce rates from the bottom up. So, I target
more relief to the smaller businesses, the smaller estates than she
has chosen to in her bill. I do not disagree with her approach. I
would love to do that. I just think the people in this country who
are getting hurt most by the estate tax are your smaller busi-
nesses, smaller farms, and I want to target relief as much as I can
to those folks with the limited revenue that we are going to have
available to use in any tax cut portion of reconciliation.

Mr. JEFFERSON. Consequently, yours is less expensive in that
area than hers is. It is more targeted and less expensive.

Mr. McCRERY. Yes.

Ms. DUNN. Mr. Jefferson, let me just add that mine is similar to
Mr. McCrery’s, but we have a broader approach in that we also do
the rate reduction. And my thought, even though we haven’t filed
the bill yet, is that we would, at some point in the near future,
begin a rate reduction of 1, 2, or 3 percent a year on the top rate.
But responding to Mr. Portman, too, I would just say there are lots
of ways to go about this, and one would make estate taxes com-
parable to regular income taxes. I think that could simplify the sys-
tem, if you took away the entire rate that is currently in place on
estates and make estates, inheritance, subject to regular income
tax rates.

Chairman ARCHER. Mr. Jefferson, have you concluded your in-
quiry?

Are there any other Members who wish to inquire?

If not, the Chair would just conclude by making a couple of small
requests: Mr. McCrery, do you have a revenue estimate on your
proposal?

Mr. McCRrgRY. Not yet, Mr. Chairman. We are having legislation
written as we speak.

Chairman ARCHER. OK.

Mr. McCrERY. We will get that to the Joint Committee on Print-
ing as soon as possible.

Chairman ARCHER. Mr. Neal, do you have——

Mr. NEAL. We do not have a final one.

Chairman ARCHER. You do not either.

Ms. Dunn mentioned her revenue——

Mr. CHRISTENSEN. No, Mr. Chairman, we are waiting.

Mr. McCRERY. Mr. Chairman.

Chairman ARCHER. Yes.

Mr. McCRERY. The bill we had introduced last year was $6 bil-
lion over the 5-year budget window. We expect this year’s bill to
be very close to that.

Chairman ARCHER. OK; thank you very much and thank you
again for your testimony.

Our next panel is a number of our own colleagues from other
Committees, and if you will take your seat at the witness table:
Hon. David Dreier, Christopher Cox, Collin Peterson, Peter
Deutsch, Earl Pomeroy, and Karen McCarthy.
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Gentlemen and Ms. McCarthy, a warm welcome to each of you.
Mr. Dreier, if you would be our leadoff witness for this panel, we
would welcome you, and you may proceed.

STATEMENT OF HON. DAVID DREIER, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF CALIFORNIA

Mr. DREIER. Thank you very much, Mr. Chairman, and let me
say I am somewhat embarrassed to be here before you advocating
any tax on capital whatsoever. The fact of the matter is that you
and I share a view that there should not be a tax on capital, and
I think it is very important to recognize that what we are propos-
ing is, I believe, a very good compromise position.

I have talked at length with you, with Charlie Rangel, with Mr.
Crane, other Members of this Committee, Mr. Jefferson just yester-
day, on this issue, and I think it is a very, very important one. On
the opening day of the 105th Congress, your Committee Member
Phil English and I joined with my colleague, the former Chairman
of the Ways and Means Committee of the Missouri State Legisla-
ture, Congresswoman Karen McCarthy, Jim Moran of Virginia, and
Ralph Hall of Texas—more Democrats than Republicans on the
opening day—and we are joined today by Peter Deutsch from Flor-
ida, another Democrat, who has joined along with 90 Democrats
and Republicans in cosponsoring the bill we introduced on the
opening day, which takes the top rate on capital gains from 28 per-
cent to 14 percent and indexes.

Now, I have been listening to the testimony of the other panel,
and I think that some important things have been said which I be-
lieve need to be underscored, and I would like to try and maybe
answer some of the questions that were posed by Members of the
Committee as we proceed.

I agree with Jennifer Dunn that the reduction of that rate on
capital gains would do more than almost anything to boost the
economy. There are three things we have been focusing on in a bi-
partisan way in this Congress. They include trying to balance the
budget, increasing the take-home pay of working Americans, and
spurring economic growth. And as we look at halving the capital
gains tax rate, it seems to me we can successfully address every
single one of them.

This argument that has been made by so many, and I think
Charlie Rangel very appropriately asked about the cost factor, is
one that needs to come forward, but we also have to look at the
benefit that is going to be accrued to the economy. We are at a
point where I think we should recognize that the economic growth
we are enjoying today is not going to continue ad infinitum, and
I think a capital gains tax rate reduction is going to be pivotal to
our attempt to ensure that we do not move into recession.

We all know the chairman of the Federal Reserve has made a
very strong statement on the issue of capital gains, and so, I think
a capital gains tax rate reduction would be a federally friendly re-
duction, which I think is something that also needs to be ad-
dressed.

And also, I am gratified by the fact that we very rarely hear the
argument that was so prevalent during the last several years, that
being that reducing the top rate on capital gains would be nothing
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but a tax cut for the rich. The arguments that were made by the
last panel, I think, very appropriately put forward the fact that 40
percent of capital gains taxes are realized by people who earn less
than $50,000 a year. Peter Deutsch, I suspect, might mention
something that he said to me the other day: 63 million American
families have mutual funds today. So, this is something that I be-
lieve is very important for us.

To specifically get into Charlie’s question on the cost factor, we
have scored with CBO and Joint Tax a $44 billion cost over that
5-year period, although, as I just said, I think it is important to
recognize that we should look at the benefits. This “cost” would be
less than half of the proposal in the President’s cost, and I think
if you look at more realistic scoring, we several years ago formed
what I call the Zero Capital Gains Tax Caucus, bipartisan, bi-
cameral, and I think that over a 7-year period, if we look at this,
we could have a gain of $211 billion in revenues to the Treasury.

Mr. Rangel, you and I have often talked with our mutual friend
Jude Wanninski on this—yes, well—[Laughter.]

Mr. DREIER. The fact is that we do both talk to him, and I think
that it is no secret that we do, and there is going to be a real bene-
fit. Frankly, Bill Jefferson, I know, has raised this. Xavier Becerra
has raised this; you have raised this, the need to address the chal-
lenges that exist in the inner city and other areas. I believe that
what we are proposing would go a long way toward getting the
needed capital into the areas where you and I are very, very con-
cerned, and I hope very much that the Committee will proceed with
this and, again, recognizing that we have broad, bipartisan sup-
port.

The President is great in focusing on the issue of capital gains
reduction in the area of human capital, his education area. But we
also have to look at the other half of the equation, and that is phys-
ical capital that goes along with it, and that is why an across-the-
board proposal, I think, would be very beneficial.

Thank you very much for inviting me to be here, Mr. Chairman.
I am used to looking at you in the Rules Committee, and so, it is
nice to have a chance to come before you and all of the other distin-
guished members of this panel.

[The prepared statement follows:]

Statement of Hon. David Dreier, A Representative in Congress from the
State of California

Mr. Chairman, Members of the Committee, thank you for holding this important
hearing on the tax proposals in President Clinton’s fiscal year 1998 budget submis-
sion. I am grateful for the opportunity to take a few minutes to discuss the Presi-
dent’s proposal for a very limited modification in the capital gains tax, and my sup-
port for a major reduction in this anti-investment, anti-growth and anti-savings tax.

I believe that we must judge any tax proposal on its ability to address two of our
most pressing economic needs—increasing real economic growth and raising the
wages of working Americans. Cutting the capital gains tax rate in half offers one
of tlhe most reliable, fair and fiscally responsible methods of achieving those two
goals.

On the first day of the 105th Congress I joined with a bipartisan group of our
colleagues to introduce H.R. 14, legislation to cut the maximum tax rate on capital
gains to 14 percent, reduce the lower tax rate from 15 percent to 7.5 percent, and
end the taxation of capital gains due solely to inflation. Today, over 90 of our col-
leagues have sponsored this bipartisan bill.

A capital gains tax cut should not be a partisan issue. Reducing the tax on invest-
ment puts good public policy ahead of politics. Promoting investment in new fac-
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tories, equipment, machine tools and technologies will benefit working people of
every income level. Cutting the capital gains tax rewards homeowners, farmers,
small business people, entrepreneurs and mutual fund holders, not Democrats or
Republicans.

Mr. Chairman, balancing the federal budget by 2002 is a goal I share, and I know
you share, with President Clinton and the majority in Congress. This is clearly a
top fiscal priority. At the same time, the balanced budget passed by Congress the
past two years, as well as the President’s FY 1998 budget proposal, illustrates the
clear fact that tax cuts and a balanced budget are not incompatible. The President’s
budget includes nearly $100 billion in tax cuts. Although I prefer a more aggressive
tax cutting agenda, I believe that we can do much to improve our economy, raise
living standards, and help balance the budget with tax reductions totaling $100 bil-
lion over five years.

A broad-based capital gains tax cut such as that embodied in H.R. 14 would ac-
count for less than half of the President’s $100 billion tax cut target. Most impor-
tant, it is a tax cut that is likely to help us attain a balanced budget by 2002. Even
if Congress and the President agree on a bipartisan balanced budget this year, a
recession between now and 2002 will derail the process. A capital gains tax cut is
the best antidote to a balanced budget-killing recession.

Mr. Chairman, fiscal policy, budget policy, and tax cuts do not occur in a vacuum.
There is no question that the Federal Reserve Board’s interest rate policy can make
or break the success of any balanced budget plan that cuts taxes. If the Fed believes
that a given tax policy raises the prospect of inflation or fails to increase real eco-
nomic productivity, it is possible that monetary policy will not be supportive. There-
fore, I was very encouraged by the comments of Federal Reserve Board Chairman
Alan Greenspan before the Senate Banking Committee last month. He said:

I think while all taxes impede economic growth to one extent or another, the cap-
ital gains tax, in my judgment, is at the far end of the scale. And so, I argued that
the appropriate capital gains tax rate was zero. And short of that, any cuts and es-
pecially indexing would, in my judgment, be an act that would be appropriate policy
for this Congress.

Mr. Chairman, I know you share the view of Chairman Greenspan that the best
capital gains tax rate for the overall health of the economy would be zero. I share
that view, and I organized the bipartisan, bicameral Zero Capital Gains Tax Caucus
in the 103rd Congress to raise that issue. However, given that the President has
not proposed reducing the current tax rate, I believe that totally eliminating this
anti-entrepreneur tax is not politically feasible. However, we can split the difference.
Cut the 28 percent rate in half, to 14 percent.

The capital gains tax has become a political football because of charges that it is
a tax cut for the rich. While I don’t think punitive, politically motivated, class-war-
fare goals ought to determine our tax policy, I would argue that the charge is simply
incorrect. As The New York Times detailed in a major report in December, the cap-
ital gains tax “is becoming largely academic to the nation’s wealthiest taxpayers.”
That report quoted David Bradford, an economist at Princeton University, express-
ing a view too many families on Main Street USA share. “The Government can
adopt rule after rule after rule—but the people who will get stuck paying capital
gains taxes will be the ordinary investors,” said Bradford.

Mr. Chairman, forty percent of annual capital gains are realized by people with
incomes of less than $50,000. Regular people—farmers, small businessmen, families
with some savings in mutual funds, small investors with rental property—are the
ones who face the bite of the capital gains tax. They are left out in the cold by the
President’s very narrow capital gains tax proposal that places good politics over
sound economic policy by selectively targeting one type of investment.

Even though many middle income Americans will directly benefit from a broad-
based reduction in the capital gains tax, we must move beyond looking at who gets
the tax cut and focus of the economic benefits of any tax change. At the very top
of our priority list must be ensuring that we, as a nation, make the investments
needed to help working families raise their living standards.

While I am not convinced that President Clinton’s education tax credits will work,
I cannot argue with his goal of using the tax code to promote investments to raise
the skill-level of new workers and help current workers learn new skills. Economists
would call that investment in human capital. His proposals deserve a serious look.

At the same time, investment in the skills of working people only addresses half
the equation. It is also critical that we encourage the private sector to invest in the
machines, technology and tools that will raise the productivity of American workers,
and thus their wages. Cutting the capital gains tax rate in half will do just that.
Economists call this pro-worker tax reform investment in physical capital.
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Cutting the tax rate on capital gains will lower the cost of investing in the kind
of tools and technology that makes American workers the most productive in the
world—and that means higher pay. A 1993 study by the Institute for Policy Innova-
tion predicted that cutting the capital gains tax rate to 15 percent and indexing the
rate to inflation would boost the wages of the average American worker by $1,500
over seven years. Those are gains that don’t expire at some future date like some
self-advertised pro-family tax cuts. Of course, the tax cut will also bring immediate
relief to small investors, small business owners, family farmers, homeowners, and
the elderly.

Mr. Chairman, there is much to be done to get our economic house in order. We
must balance the budget because mounting debt saps life from the productive sec-
tors of our economy and strangles resources needed for important government pro-
grams. We must also help the working families that have seen their incomes stag-
nate as they try to prepare their children to get good 21st century jobs. While the
President is proposing tax credits to help with college costs—a commendable goal—
we also owe those working families a broad-based capital gains tax cut to ensure
that plentiful technology, tools and high-wage jobs are available in coming years.

Thank you again for giving me the opportunity to testify this morning.

Chairman ARCHER. Thank you, Mr. Dreier.

Mr. Deutsch, since your name has been mentioned in Mr. Drier’s
testimony, we would be pleased to recognize you. Welcome to the
Ways and Means Committee. You may proceed.

STATEMENT OF PETER DEUTSCH, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF FLORIDA

Mr. DEuTscH. Thank you, Mr. Chairman. I appreciate it. I'm
glad you remembered what we talked about, which is a good sign.

We are clearly living through an incredible age in American his-
tory and in world history, in a sense, a blessed age to be living
through, a renaissance of the American economy. The American
economy has leapfrogged other economies in the world, and we lit-
erally, whether we acknowledge it or not, are in a new age in terms
of economics. We are an economic powerhouse. We have tran-
scended the age, and we are in an information age, and where it
is going to end, we do not know.

And access to capital is critical in this age. We have the ability,
as the U.S. Congress, to grow the economy more, and we have the
ability on the capital gains issue to do that specifically.

I am going to focus a little bit, though, on the fact, and I think
it is appropriate to talk a little bit about how this issue has come
to us today in the present form that it is, that capital gains cuts
too often have been viewed, I think, in a demagog way really by
my own party, that a capital gains cut is a cut that just benefits
the wealthy, and that’s why some people, on occasion, have spoken
against it.

I think that that attitude is changing and is also just flat wrong.
Obviously, growth in the economy affects everyone directly, but
there are just some fascinating things that have happened in the
economy. First, just the statistics themselves, I think, are impor-
tant. Another number, even below the $50,000 threshold, in 1993,
37 percent of U.S. taxpayers reporting capital gains and income of
$30,000 or less. But the phenomenon of mutual funds and the fact
of the investments of middle-class Americans in mutual funds is a
phenomenon that really did not exist 10 years ago. Sixty-three mil-
lion American households have investments in mutual funds. It is
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an incredible statistic, an absolutely incredible statistic. A majority
of these households have incomes ranging from $35,000 to $75,000.

The growth has been unbelievable: 20 percent growth since 1994,
800 percent growth since 1990. It is a phenomenon that if we do
not acknowledge as policymakers, I think we are missing some-
thing very important. Again, I am going to speak to my own party
and really to the President: I think not to support across-the-board
capital gains cuts misses this entire group of people; essentially
misses the middle class of America. If we are looking for a middle-
class tax break in the United States of America in 1997, what we
really ought to be talking about is capital gains cuts. If you tie it
into the phenomenon of mutual funds, there are literally hundreds
of billions of dollars, in a sense, of phantom income that people are
paying tax on, and the phantom income I am describing, because
the typical situation, where it is a mutual fund that is a retirement
fund, but mostly middle-class people, and you can look to yourself
and your friends whom you know and your constituents. What are
they doing with their capital? For most Americans, where are they
putting their capital that they are earning on a daily basis, a
monthly basis? An incredible percentage, 90 percent of capital, in
the last several years has been going into this phenomenon.

And the phantom income, in a sense, is people are getting taxed
on the appreciated gains, but generally, they are not selling the
mutual fund in terms of paying that tax. That is coming out of
their disposable income. And it is a phenomenon that people are
seeing. And I think as an institution, this Congress is missing the
boat. It is missing a phenomenon in the American economy not to
be changing the capital gains tax for the broad-based economic rea-
sons that we are talking about, to grow the economy.

But also, if we are talking about middle-class tax cuts, for 63 mil-
lion American households, the numbers speak for themselves. If we
want to give people more money back in their pockets; if we want
to help the hard-working people who are the core of our economy
and the core of our society, then, that is what we need to do, and
I urge this Committee to take that action, and I urge my colleagues
in the Congress in general to support an across-the-board capital
gains cut.

Thank you, Mr. Chairman.

[The prepared statement follows:]

Statement of Representative Peter Deutsch, a Representative in Congress
from the State of Florida

Mr. Chairman, Members of the Committee, thank you for this opportunity to dis-
cuss with you what I see as perhaps the most important issue in U.S. tax policy—
the capital gains tax. President Clinton’s budget calls for a targeted modification to
the capital gains tax. I would argue that our economy would be served better by
a comprehensive capital gains reduction. This reform would be good for the Amer-
ican people, good for the national economy, and can be accomplished in the context
of a balanced budget.

I have worked in Congress to eliminate the federal deficit, balance the budget,
and promote an equitable economic package for my constituents in South Florida
and the American people. While we have made great strides in reducing the deficit
and committing in principle to balance the budget by 2002, we have failed to ad-
dress capital gains reform. Reducing the tax can only benefit the economy and the
public. Such a move will encourage savings and investment and is necessary if we
as a nation are going to compete globally and have a healthy economy.

What many fail to see is that a capital gains tax reduction would benefit all
Americans. In fact, 40 percent of capital gains are realized by individuals with in-
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comes less than $50,000. Now more than ever, capital gains is an issue that crosses
socioeconomic borders. Consider the massive movement toward mutual funds which
has become the preferred savings and investment vehicle for more and more Ameri-
cans. Today, an estimated 63 million Americans and 37 million households are in-
vested in mutual funds. That figure represents a 20 percent growth since 1994 and
an 800 percent jump since 1980. The majority of these households have incomes
ranging from $35,000-$75,000—a true example of how middle income America is
now affected by the capital gains tax. Eighty-four percent of mutual fund investors
are primarily investing for retirement. Middle aged Americans comprise the largest
bloc of mutual fund investors as 35-64 year olds own 77 percent of the mutuals.
With the explosion of mutual funds among middle class families, Congress should
encourage more savings and investment by reforming the capital gains tax.

The appropriate way to meet the needs of a growing market and the public’s
changing attitude towards investment is to incorporate real capital gains relief into
any economic package that we support. I am a cosponsor of H.R. 14—The Capital
Gains Tax Reduction Act of 1997—a bipartisan bill which is cosponsored by over 90
of my colleagues. H.R. 14 would cut the maximum tax rate on capital gains to 14
percent, reduce the lower rate to 7.5 percent, and index for inflation. This legislation
represents a strong, comprehensive effort to attack an issue that threatens to hinder
the potential growth of the U.S. economy.

It is time that members of Congress get serious about capital gains tax reform—
Republicans and Democrats alike. Reducing the tax on capital gains should not be
a partisan issue or used as a political tool. As a Democrat who supports a reduction
in the capital gains tax, I am working with my Democrat colleagues to forge a con-
sensus on this issue. Some of my colleagues believe that a capital gains tax reduc-
tion would solely benefit the rich. It is apparent that is simply not the case. I am
currently spearheading an effort to form a consensus within the Democratic Caucus
by openly calling for my Democrat colleagues and President Clinton to address cap-
ital gains relief within the context of a balanced budget.

Mr. Chairman, thank you again for this opportunity. I look forward to continuing
our efforts to encourage more savings and investment for more Americans.

Chairman ARCHER. Thank you, Mr. Deutsch.

The Chair next recognizes Congresswoman Karen McCarthy,
who is also a cosponsor of H.R. 14.

Ms. McCarthy, welcome to the Ways and Means Committee.

STATEMENT OF HON. KAREN MCCARTHY, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MISSOURI

Ms. McCARTHY. Mr. Chairman, I thank you. I am very honored
to be here on behalf of H.R. 14 to express my support in this bipar-
tisan effort. It is critical, as you have heard from the numerous
Members who have already testified, that we in the 105th Congress
address tax relief. This particular legislation will help homeowners,
working families, and will also help the private sector promote job
growth.

I wanted to speak very briefly about what that will mean for the
small businesses in my district and around the Nation, because
they are very concerned about their businesses as it relates to cap-
ital gains. A survey of the 3,000-plus members of the Greater Kan-
sas City Chamber of Commerce reflects that a primary concern of
businessowners is the reduction of the capital gains tax rate. Under
the status quo, financial resources are trapped and precluded from
benefiting our economy as a whole.

In the metropolitan Kansas City area, which I represent, we
know that a majority of the job growth will come from existing
firms. So, with the relief that is provided in H.R. 14, job growth
will be enhanced, not prohibited. Mr. Chairman, whether the legis-
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lative vehicle is H.R. 14 or one designed by your Committee in its
wisdom, I believe we must address this issue, build on the biparti-
san agreement we have in place through our President and our leg-
islative leaders on both sides of the rotunda, and pass a capital
gains tax reduction in the 105th Congress. Working men and
women in my district and around the country would benefit from
a meaningful capital gains tax reduction, because the investments,
savings, and the economy would all gain from unleashing these
captured resources.

You have my written testimony, Mr. Chairman. I very much ap-
preciate the responsibility you have in moving this issue along, and
I, therefore, would refer you to that and would be happy to answer
any questions when time permits.

[The prepared statement follows:]

Statement of Hon. Karen McCarthy, a Representative in Congress from the
State of Missouri

Mr. Chairman, Members of the Committee, thank you for holding this hearing on
the President’s tax proposals, and for allowing me to address the committee on this
important subject. As many of my colleagues have testified, I also believe we should
pass middle-class tax relief during the 105th Congress, especially for homeowners
and working Americans. As an original cosponsor of HR 14, the Capital Gains Tax
Reduction Act of 1997, I would like to note the bipartisan support that is building
for this legislation. Our proposal will bring immediate relief to working families,
small business owners, individual investors and seniors.

As we work to develop a balanced budget that is reasonable and fair to all Ameri-
cans, we must ensure that we, as a nation, make the investments needed in human
capital to help working families raise their standards of living. President Clinton
proposed a capital gains exclusion on the sale of a principal residence, which will
help homeowners, in addition to proposing much needed investments in education
to grow the skill level of new workers while helping enhance the abilities of the cur-
rent workforce.

These investments are an important step, but only address part of the equation.
It is also critical that we encourage the private sector to invest in the physical cap-
ital of machines, technology and tools that will increase the productivity of Amer-
ican workers and our economy. H.R. 14, the Capital Gains Tax Reduction Act of
1997, cuts the top tax rate on capital gains from 28% to 14%, the lower tax rate
from 15% to 7.5% and indexes assets to inflation. This will help homeowners and
working families, but also help the private sector promote job growth. Many of the
small business owners in my district and around the Nation are very concerned
about their businesses as it relates to the capital gains tax rate. A survey of the
3,000 plus members of the Greater Kansas City Chamber of Commerce reflects that
a primary concern of business owners is the reduction of the capital gains rate.
Under the status quo, financial resources are trapped and precluded from benefit-
ting our economy as a whole. In the metropolitan Kansas City area, we know that
a majority of the job growth will come from existing firms. With the relief provided
in H.R. 14, job growth will be enhanced and not inhibited.

The overall benefit of a capital gains rate reduction will be felt in each and every
household which we are privileged to represent. An increasing number of Americans
have become investors in mutual funds, stocks, bonds, and other securities. These
individuals are trying to provide for a better future for themselves and their fami-
lies. Even without extraordinary gain in the capital markets, they are trapped in
their investments with the current tax structure. Looking a step further, one finds
that our citizens are participating in pension plans which could benefit from the
passage of H.R. 14.

It is time to move beyond politics and make the investments needed to raise the
incomes of working families and ensure a growing economy. This year’s important
bipartisan agreement on priorities for the 105th Congress between President Clin-
ton and congressional leaders included both education initiatives and tax relief.
Whether the legislative vehicle is HR 14, or Mr. Matsui’s HR 420, the Enterprise
Capital Formation Act of 1997, of which I am also a cosponsor, we should build on
that bipartisan agreement and pass a capital gains tax reduction in the 105th Con-
gress. Working men and women in my district and around the country would benefit
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from meaningful capital gains rate reduction because the investments, savings, and
the economy would all gain from the unleashing of these captured resources.

Chairman ARCHER. Thank you very much, and I understand that
you were Chairman of the Ways and Means Committee in the Mis-
souri Legislature, so you can understand the responsibilities that
go along with this.

Ms. McCARTHY. I am very respectful and mindful of those re-
sponsibilities, Mr. Chairman, and I appreciate the task that you
are about.

Chairman ARCHER. Thank you for your testimony.

Our next witness is Hon. Chris Cox of California. Welcome to the
Committee. We are delighted to have you, and we will be pleased
to receive your testimony.

STATEMENT OF HON. CHRISTOPHER COX, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF CALIFORNIA

Mr. Cox. Thank you, Mr. Chairman, and I, too, am a sponsor of
H.R. 14 and any other legislation to the same effect. Often, and
this morning is no exception, when we talk about reducing tax
rates, we confuse the discussion with reducing tax revenues, and
the question arises: How are you going to pay for it?

There are two problems with this. One is that the presumption
that an adjustment in tax rates is going to cost revenue to the
Treasury is often false, and second, the use of the personal pronoun
“you” is ambiguous. When we ask the question, How are you going
to pay for it, it is not clear who you is. I would suggest that we
would be just as well advised to have the antecedent of you be the
American people as the Government of the United States, because
the Government will never be fiscally sound over the long term if
the economy which supports it is not.

And so, if we have not figured out how the American people are
going to pay for this, we have an even bigger problem than if we
have not figured out how the government is going to pay for it. On
the first point, on the false premise that reducing tax rates is going
to lead inexorably to lower revenues to the Treasury, I would cite
only our own experience with the Joint Committee on Taxation and
with the estimates of past revenue legislation. We are talking this
morning about capital gains, and it is a perfect example, probably
the best example. You all know—and some of you served on this
Committee in 1978 when this happened—that when STIGR was
proposed, Joint Tax told us it was going to cost a bundle. It was
going to cost a lot of money to reduce the capital gains tax rate by
almost half, as we did in 1978.

But Joint Tax was wrong. It did not cost a bundle. In 1979 and
1980, revenues went up. Then, we heard testimony before this
Committee that this was a one-time phenomenon; there was sort
of a fire sale effect. Well, of course, with all of this pent-up, locked-
up capital, you would get an immediate effect from reducing the
rate of tax on capital gains, but it could not last. And yet, in 1981,
when this Committee passed the Economic Recovery Tax Act, and
Joint Tax told us that surely, reducing the rate further, from 28
percent down to 20 percent, phased in between 1981 and January
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1, 1983, surely, that would really cost a bundle. And they were
wrong again; it did not cost a bundle. It, in fact, raised a bundle.
From the base year of 1978, when we started reducing the rate of
tax on capital gains to 1986, the last year of sound tax policy on
capital gains in this country, revenues to the Treasury did not go
down as Joint Tax told us and as it was scored for budget purposes
in this Congress. They went up over 500 percent. And just in case
you wanted empirical data the other way, Congress tried the exper-
iment in the opposite direction, and we jacked up the rate of tax
on capital gains to its present level in 1986, and in the following
year, revenues fell from $50 to $33 billion.

So, we ought not listen to a debate about static or dynamic mod-
eling; we ought to stop the fraud. We ought to get accurate num-
bers. We are not using them. We live in a fantasy world here. And
I raise the same point with respect to the estate tax, the death tax.
It raises less than 1 percent of Federal revenues. And I make an
impassioned plea: Please do not raise the exemption if you are in-
terested in simplifying taxes because it does nothing to simplify
taxes. In one fell swoop, with something that accounts presently for
less than 1 percent of Federal revenues, you can eliminate over 80
pages of the Internal Revenue Code and over 200 pages of regula-
tions.

You know that rich people do not pay this tax, or rarely do they
pay it, because, like Jacqueline Kennedy Onassis, they can form a
state-of-the-art trust to avoid it or avoid most of it. It is not even
the small businesses and the family farms and the family ranches
that we should be concerned most about. It is the low-wage work-
ers at these businesses who pay a 100-percent tax rate when their
jobs are destroyed, when the property, because this is essentially
a property tax, must be liquidated in order to pay the death taxes.

It has been estimated that our capital stock in this country will
increase by two-thirds of $1 trillion over 8 years if we repeal this
tax. Let’s grow the economy and help the Government in that way
rather than destroying the economy in order to help the govern-
ment.

I thank you, Mr. Chairman.

[The prepared statement follows:]

Statement of Rep. Christopher Cox, a Representative in Congress from the
State of California

ON BALANCING THE BUDGET IN A LOW-TAX ENVIRONMENT

Chairman Archer, I want to commend you for your leadership in holding these
hearings today, and I welcome the opportunity to talk about the urgent need for tax
cuts. I know most of my colleagues on this Committee agree with me that it is abso-
lutely essential that the budget be balanced in a low-tax environment.

We are all working in this Congress to achieve a balanced budget, but to do this
without tax cuts would be a grave mistake. A balanced budget in and of itself will
do little to encourage economic growth in this country if it is based upon high rates
of taxation and government spending.

Taxes which directly tax savings and investment are even more detrimental to
our economy—by increasing the cost of capital they slow the rate at which the econ-
omy can expand and they make it more difficult for all Americans to save.

The key to an effective balanced budget is the level of taxation we can tolerate,
not the amount of spending we want. It is imperative that we determine the appro-
priate amount of spending from the amount of tax disruption that spending causes,
not by how many programs we like here in Washington D.C.
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T’d like to focus my testimony today on the capital gains tax and the estate tax—
the source of much of our tax code’s bias against savings and investment. The cur-
rent capital gains tax and estate tax dramatically increase the cost of capital, penal-
ize savings, disproportionately damage small businesses—slowing economic growth
and hurting federal payroll and income tax collections that would otherwise take in
more under a healthier economy.

Specifically, 'm here to call for a 50% cut in the capital gains rate and complete
repeal of the federal estate tax. These two elements should be a crucial part of our
goal of balancing the budget in a low-tax environment. I hope that this Committee
will make it a priority to approve cuts in both of these anti-growth, unfair taxes,
so that we can send legislation to President Clinton this year.

These two tax cuts complement each other in a number of ways, aside from their
inherent damage to our nation’s growth. The effect on revenue from cutting these
taxes will, far from hurting federal tax collections, in fact lead to increased reve-
nues, especially in the short term from increased capital gains realizations, and in
the long term through increased payroll, income taxes, and corporate tax collections
that will arise from more vigorous economic growth.

The historical evidence is irrefutable—carefully-crafted capital gains rate cuts can
increase tax revenues:

e In 1982, the capital gains tax rate was cut to 20%. The Joint Committee on
Taxation predicted a massive loss in government revenue. Yet, over the next five
years, capital gains realizations increased by 362%; federal revenue from the capital
gains tax grew 385%, from $12.9 billion in 1982 to $49.7 in 1986.

Precisely the opposite phenomenon occurred in 1986, when Congress decided to
increase the capital gains tax rate.

* In 1986, the capital gains tax rate was hiked from 20% to 28%—an increase
of almost 40%. The Joint Committee on Taxation told us that this would be a great
way to raise more funds for the U.S. Treasury. Yet, in the first year alone, both real-
izations and revenues plummeted, falling 56% and 34% respectively. This was hard-
ly a one-time phenomenon: even in 1996, the 28% tax rate was still producing reve-
nues significantly less than the 20% rate that had been in effect in 1986.

Cutting the current capital gains tax rate in half, as Republicans proposed last
year, could generate $20 billion in additional revenues over the next six years, ac-
cording to testimony presented to the House Small Business Committee.

Repeal of the federal estate tax, by contrast, would have its greatest effect on the
economy and on federal tax collections just as the initial effects of reducing the cap-
ital gains tax rate are beginning to stabilize. Repeal of the estate tax will allow vast
reserves of capital to be put to their most productive use—not hidden away, diverted
from business operations for estate planning, or not driven into less efficient uses
as estates are liquidated to pay the tax man. These burdens—compliance and en-
forcement costs, and litigation—consume 65 cents for every dollar collected by the
estate tax.

Repeal of the estate tax will lead to dramatically increased federal tax collections
from income and payroll taxes after a few years:

* Repealing the estate tax this year would boost annual economic growth by $11
billion, create 145,000 new jobs, and raise annual personal income by $8 billion, ac-
cording to the Heritage Foundation.

¢ As a result of this additional economic growth, federal payroll and income taxes
willl be more than enough to offset any short-term revenue loss from estate tax re-
peal.

¢ A retrospective study of the economy over the last 20 years showed that net an-
nual federal revenues would have been $21 billion higher if the estate tax had been
repealed 20 years ago.

Mr. Chairman, too many people inside the beltway seem to think that they know
what is best for the American people better than the American people do. This kind
of thinking results in dangerous concepts such as paying for tax cuts, as though the
money belongs to the government rather than to the people.

Our tax code today punishes savings, rewards spending, and double (and some-
times triple) taxes income, making it virtually impossible for parents to provide for
their children and save for the future. It is basic human nature that after we have
taken care of our immediate needs—food, clothing, shelter and the like—we want
to make life better for our children and loved ones. I work, you work, and every
American in this country works not just for himself or herself, but for his or her
family, for those we care about.

Rather than seek to reverse human nature, which the death tax and the capital
gains tax do, our tax code should tap this force as a powerful engine for wealth cre-
ation.
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Again, Mr. Chairman, thank you for giving me the opportunity to testify before
you today.

Chairman ARCHER. Thank you, Mr. Cox.

Our next witness is Hon. Collin Peterson from Minnesota, one of
our colleagues familiar to us.

Welcome to the Committee, and you may proceed.

STATEMENT OF HON. COLLIN C. PETERSON, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF MINNESOTA

Mr. PETERSON. Thank you very much, Mr. Chairman, and I ap-
preciate the opportunity to appear here today and testify, and we
appreciated your coming over and visiting with our Blue Dog group
the other day. A lot of us are interested in your idea of reforming
tge overall tax system and look forward to working with you on
that.

As you are aware, we have spent a lot of time within our group
trying to put together a budget that we think gets us to balance,
and we have put off, as you know, tax cuts until after we get the
budget balanced for a number of different reasons, most of which
it is very hard to get this accomplished and make all of the num-
bers work, given the way we have to score things. We are not
against tax cuts, however. We just think we ought to put them off
until after we get the budget balanced.

And so, we have been advocating for a long time that we should
split this process up, and 