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GETTING TO “YES” ON TAX REFORM:
WHAT LESSONS CAN CONGRESS LEARN
FROM THE TAX REFORM ACT OF 1986?

TUESDAY, FEBRUARY 10, 2015

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:17 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Orrin G. Hatch
(chairman of the committee) presiding.

Present: Senators Grassley, Crapo, Thune, Isakson, Coats, Hel-
ler, Scott, Wyden, Stabenow, Cantwell, Nelson, Menendez, Carper,
Cardin, Bennet, and Warner.

Also present: Republican Staff: Chris Campbell, Staff Director;
Jim Lyons, Tax Counsel; Mark Prater, Deputy Staff Director and
Chief Tax Counsel; and Caleb Wiley, Professional Staff Member.
Democratic Staff: Adam Carasso, Senior Tax and Economic Advi-
sor; Michael Evans, General Counsel; Kara Getz, Senior Tax Coun-
sel; and Todd Metcalf, Chief Tax Counsel.

OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S.
SENATOR FROM UTAH, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The committee will come to order.

Today’s hearing is about the need for tax reform and what les-
sons we can learn from the Tax Reform Act of 1986, the last suc-
cessful overhaul of the United States tax code.

We have before us today two former Senators who were key to
that effort. I do not know why they call you former Senators. I
think you are always going to be Senators to me. I look forward
to hearing your thoughts and advice, and I think we all do, during
today’s hearing.

Before we engage meaningfully in tax reform, we need a clear vi-
sion of what we want success to look like. A vision is not a specific
system of rates, deductions, or credits. Instead, a vision is how we
want to change the opportunities for American families and the re-
wards that Americans receive from their labor, entrepreneurship,
and investment.

A successfully reformed tax system will help make America the
best place in the world to work, conduct business, invest, and pros-
per. A successfully reformed tax system will be one that provides
economic growth and is simple and fair. This more than anything
else should be our vision for tax reform.
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The landmark Tax Reform Act of 1986 was developed by then-
chairman Bob Packwood through a careful and methodical bipar-
tisan process that relied heavily on member input. Senator Bradley
was a key part of that process. I do not want to leave out Congress-
man Rostenkowski and a whole raft of others in the White House
at that time, but these two were the two great leaders in the Sen-
ate at the time.

Over the last few weeks, we have begun a similar process that
we hope will yield a similar result: tax reform legislation that both
parties can support.

The 1986 Act, signed into law by President Reagan, reformed a
costly and complicated tax system into a simpler one with lower
tax rates for American households and businesses, affording them
greater personal prosperity. Over time, our tax system has once
again become costly and complex. It is impeding growth, standing
in the way of shared prosperity, and placing American workers and
businesses at a distinct disadvantage.

Put simply, it is past time for Congress to stand up once again
to fix our broken tax system. If you have been around Washington
over the last few years, chances are you have already heard me
talk about tax reform. I have been making the case for tax reform
on the Senate floor, here in the Finance Committee, in public ap-
pearances, in written materials, and in private conversations.

In December, the Republican staff of this committee produced a
comprehensive report outlining the need for tax reform and pro-
viding some direction to our overall efforts. I am sure everyone
here has read that report cover to cover. [Laughter.] I have already
publicly laid out seven principles that I believe should guide our
tax reform efforts. I will not go into much detail on each principle
today. Instead, I will just talk about them briefly.

The first principle is economic growth. Tax reform, if it is done
correctly, should promote growth and significantly reduce economic
distortions that are present under the current income tax system.

The second principle is fairness. The income tax base, which has
become riddled with exclusions, exemptions, deductions, and cred-
its, should be as broad as possible. Tax reform should broaden the
tax base by eliminating or reducing a number of tax expenditures,
along with lowering tax rates and removing distortions.

The third principle is simplicity. Taxpayers and businesses spend
over 6 billion hours a year complying with tax filing requirements,
with annual compliance costs in excess of $171 billion, which is
more than the gross domestic product of New Zealand, for instance.
Simplifying the tax code will result in greater clarity and compli-
ance and will free up resources for families, job creation, and other
productive uses.

The fourth principle is revenue neutrality. Tax reform should be
revenue-neutral and not an occasion to raise taxes on American
households or businesses. Federal revenues already exceed their
historic average as a share of our economy, and greater revenue
should not be an objective of reform.

The fifth principle is permanence. The Joint Committee on Tax-
ation lists almost 100 provisions in the tax code that will expire
over the next decade. This is unacceptable. Families and businesses
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should be able to plan for the future without wondering if the tax
code is going to change from year to year.

The sixth principle is competitiveness. The combination of a high
corporate tax rate, worldwide taxation, and the temporary nature
of some tax incentives makes American companies less competitive
when compared to their foreign counterparts. Tax reform should re-
duce burdens on businesses large and small to allow them to more
effectively compete on the world stage.

The seventh principle is the promotion of savings and invest-
ment. Many aspects of our current tax system discourage savings
and investment, thereby hindering long-term growth. Savings and
investment help build the capital stock, providing fuel for economic
growth that generates prosperity for American workers and busi-
nesses.

These seven principles are the guideposts I will use when looking
at tax reform proposals.

I think we are going to have an interesting hearing today. We
have two really great former leaders, Chairman Packwood and
Senator Bradley, to see what advice they can give us as we under-
take our tax reform efforts in this Congress.

I did read “Showdown at Gucci Gulch,” and it gives some indica-
tion as to how difficult this really was. If anything, it may be even
more difficult today because of the messes that have occurred since,
none of which you deserve to be blamed for.*

[The prepared statement of Chairman Hatch appears in the ap-
pendix.]

The CHAIRMAN. Senator Wyden?

OPENING STATEMENT OF HON. RON WYDEN,
A U.S. SENATOR FROM OREGON

Senator WYDEN. Thank you very much, Chairman Hatch.

As Chairman Hatch noted, the Finance Committee is joined this
morning by two legislators who were at the heart of the last major
overhaul of the U.S. tax code in 1986. Chairman Packwood spent
more time than anyone figuring out how to make the numbers in
tax reform work. That is the tough work of legislating.

Senator Bill Bradley was the intellectual godfather of the reform
plan that broadened the base, closed loopholes, and kept progres-
sivity in the code. Senator Bradley lit the fire that got the Reagan
administration invested in reform, and I do not think anyone would
question my judgment that Senator Bradley had, by a wide margin,
the best jump shot in the Senate Tall Guy Caucus.

Now, if there is one obvious similarity between 1986 and today,
it is that people are quick to say that tax reform is absolutely im-
possible. Americans say Congress cannot organize a 2-car parade—
there is no way they can come together on major economic legisla-
tion.

So what happened 3 decades ago needs to happen again: turning
the impossible into the possible.

*For more information, see also, “Background Information on Tax Expenditure Analysis and
Historical Survey of Tax Expenditure Estimates,” Joint Committee on Taxation staff report,
February 6, 2015 (JCX-18-15), https://www.jct.gov/publications.html?func=startdown&id=
4705.
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The Congress and President Reagan came together to pass the
1986 Tax Reform Act based on what I call principled bipartisan-
ship. One side wanted to flatten the tax code. The other side want-
ed to close loopholes and guarantee that the tax code treated every-
one fairly. Both sides said, “We are going to set aside the partisan
attacks and look for common ground,” and each side came away
with the feeling that it had upheld its principles.

When President Reagan signed the bill into law, he called it a
historic overhaul of our tax code and a sweeping victory for fair-
ness. He continued, and I quote here, “It is also the best anti-
poverty program, the best pro-family measure, and the best job cre-
ation program ever to come out of the Congress of the United
States.”

Those same objectives ought to guide the Finance Committee and
the Congress as they work again to modernize our tax system. Re-
forming the tax code is always a herculean task, but the same
strategy of principled bipartisanship can work once again. The Con-
gress can turn the impossible into the possible.

However, policymakers need to recognize that the process is
going to look different. Not every part of a 30-year-old game plan
for tax reform can work today. China and India are now super-
powers in the global economy, which is a much bigger factor in the
tax reform debate. The gulf between wage earners and the top of
the income ladder has widened, and America is at its best when
a rising tide lifts all boats, and it should be obvious that making
that a reality once again is going to take some hard work.

The status of the middle class in Oregon and across America is
at the top of the list of compelling issues for tax reform to address.
It is fundamentally unfair that a middle-class wage earner could
pay a higher tax rate than an affluent person whose earnings come
entirely from investments.

The tax code should not be used to punish the wage earner in
America. And many tax incentives for college education and retire-
ment savings are simply out of whack. The support those incen-
tives provide does not always get to those who need it the most,
and that ought to change.

Another challenge is making America more competitive in the
global economy. Today you often come away saying that our coun-
try is trying to win a road race in a 30-year-old car. Our competi-
tion meanwhile trades up to more efficient models. America has not
done enough to drive innovation at home, and, worse, the tax provi-
sions for research and development expire year after year.

In 1986, there was not a lot of talk about the tax code, for exam-
ple, in a clean energy future for our country. That is something else
that has to change this time. And finally, modernizing our tax code
has to be done in a fiscally responsible fashion. Tax reform cannot
become an exercise at slashing rates at any cost.

The biggest lesson from 1986 is that tax reform is possible when
Democrats and Republicans set partisanship aside, come together,
and focus on shared principles. Over the years I have talked fre-
quently with Senator Bradley about how tax reform is always to-
tally, completely, and thoroughly impossible until that moment
when it happens.
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The Finance Committee today has two experienced, knowledge-
able witnesses who are going to help us get closer to that point
today.

Chairman Hatch, thank you. And I look forward to our wit-
nesses.

[The prepared statement of Senator Wyden appears in the ap-
pendix.]

Senator MENENDEZ. Mr. Chairman?

The CHAIRMAN. Yes?

Senator MENENDEZ. If I may have a point of privilege just for a
moment. And I thank the chair very much.

I have an intelligence briefing on Iran, but I wanted to come to
join the committee and its leadership in welcoming the most out-
standing U.S. Senator New Jersey has ever had to represent it. Not
only does he have a great ability to shoot a 3-point shot effortlessly,
but the intellect that Bill Bradley possesses and his willingness to
pass the ball to fellow teammates made him a consummate suc-
cessful U.S. Senator here and in New Jersey.

So I have read his testimony. I look forward to the Q&A so we
can engage in some of it, and I appreciate him and Senator Pack-
wood joining us.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator. I think that was a pretty
good outline of our Senator.

Our first witness is Bob Packwood. Senator Packwood was first
elected to the U.S. Senate in 1968 and served the people of Oregon
in this body for 26 years. He was chairman of the Finance Com-
mittee from 1985 to 1987 and presided over this committee’s efforts
to draft and pass the Tax Reform Act of 1986. He made a pivotal
difference in this, as did our other witness.

He also served as chairman of the Commerce Committee for 4
years. Prior to his time in the Senate, Senator Packwood practiced
law in Portland, OR for 10 years. He was elected to serve for 3
terms in the Oregon State Legislature.

He received a bachelor’s degree in political science from Willam-
ette University in Portland, OR and a law degree from New York
University Law School.

We feel honored to have you here today. We know you can help
us in many ways to understand some of the difficulties we are
going to have to get through, and hopefully give us some advice on
how to get through them.

Our second witness is another great human being whom I great-
ly admire and admired before he came to the Senate. That is Sen-
ator Bill Bradley. Senator Bradley represented the people of New
Jersey here in the Senate for 3 terms, beginning in 1979.

As a member of the Senate Finance Committee, he played a piv-
otal role in the drafting and passage of the Tax Reform Act of 1986.
Of course, prior to his time in the Senate, Senator Bradley was a
great professional basketball player. He is a two-time NBA cham-
pion and a member of the Basketball Hall of Fame.

Senator Bradley holds a bachelor’s degree in American history
from Princeton University and a master’s degree from Oxford Uni-
versity, where he was a Rhodes Scholar. He is the author of seven
books on American politics, culture, and economy, and currently
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hosts “American Voices,” a radio show highlighting the remarkable
accomplishments of both famous and unknown Americans.
We welcome you, Senator Bradley, as well. We thank both of you
for being here today, and we look forward to your testimony.
Senator Packwood, you go first.

STATEMENT OF HON. BOB PACKWOOD, FORMER CHAIRMAN,
COMMITTEE ON FINANCE, PORTLAND, OR

Mr. PACKWOOD. And Senator Bradley also holds the record for
the most points ever scored in the basketball playoff in Portland,
OR when he scored, what, 64 points?

Mr. BRADLEY. Fifty-eight. [Laughter.]

Mr. PACKWOOD. Mr. Chairman, when I was contacted, everyone
asked, how did you do it in 1986, and are there any parallels to
today? There are some, but the circumstances were different.

In our era, fairness was the issue, not income inequality. In the
next to last page of my statement, you will see a list of newspaper
stories about people who paid no taxes at all. There were indus-
tries, defense industries, at the time of the Reagan buildup that
not only paid no taxes, they got money back, and the public and
the members of Congress could not understand how wealthy cor-
porations and wealthy individuals could pay nothing. It was not
fair. So that was the premise we were operating under at the time.

You will find in my statement, on occasion, the word “diary.”
That means that it was taken specifically from my diary at the
time.

Now, what happened? Of course, tax reform is not a new idea.
Stanley Surrey, who was President Kennedy’s Assistant Treasury
Secretary for Tax, came up with the idea of tax expenditures. You
can lower taxes if you get rid of them.

Bill Bradley and Dick Gephardt, in their fair tax plan, said the
same thing. The studies known as Treasury I and Treasury II all
said the same thing. We all knew how it worked. We all knew that
you could lower the rates if you could get rid of deductions. It was
just pure mathematics.

The House had public hearings for a year in 1985, and they had
a lot of individual votes on things as they went along, and they
picked up enemies. They picked up barnacles because, with some
of those interest groups, they lost their votes. And there are lots
of single-issue groups, and I do not mean the NRA or Right to Life,
but if you touch mortgage interest, you have the realtors; if you
touch inside buildup, you have insurance companies; if you touch
501(c)(3) charitable contributions, you have every organization in
the country opposed.

And the problem with the House bill was that they had enough
of these barnacles attached to the bill when it finally came out of
committee that the votes were not there on the floor to pass it.

It would have failed but for the fact that Ronald Reagan literally
came up on the Hill, met with the Republicans and said, “Please
vote for this bill. I will veto it if it passes in this form, but send
it to the Senate and see what they can do.” With that, enough Re-
publicans changed their vote, and the bill passed, although you
would never know if they changed their vote because it passed on
a voice vote in the House.
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It came to the Senate. And in those days the Senate did not get
going as quickly as you have gotten going now. We did not get
going until mid-February or March. I finally started having some
hearings on this bill, but we did not need many hearings because,
in the summer of 1985, we had had about 30 hearings on the sub-
ject of tax reform just in case the House would pass something, be-
cause if they passed it, I knew we would have to act relatively
quickly, and I did not want to have a lot of hearings at the same
time.

So we pretty much cleared the deck of hearings. But there was
one thing that caught my mind at the time of the hearings. I would
ask witnesses how low the tax rate would have to be before they
did not care whether there were any deductions. Oh, 30 percent,
20 percent, 25 percent—it was always in that range. I did not think
much about it at the time, but I was intrigued that almost every
witness I would ask, that is what I would get.

Well, all right. We come to the spring of 1986. I am, frankly,
making no progress in committee. We are not making the bill any
better, we are not making it any worse. We just are not getting
anyplace.

So on Friday, April 18th, I simply adjourned the committee and
said, “We are done with the bill.” Somebody said, “You mean we
are done for the day?” I said, “No, we are done with the bill. It is
the end of this bill.” And at that stage, I called—and this is where
things moved so rapidly.

I called David Brockway, who was then the Chief of the Joint
Tax Committee, and said, “Give me three bills: 25 percent, 26 per-
cent, 27 percent high.” He said, “At 25 percent, you will have to
get rid of mortgage interest.”

And, Bill, I remember you saying how much trouble mortgage in-
terest gave you on your bill. So I asked him, “What about 26 per-
cent?” That was Friday.

The following Tuesday he comes and he gives me three—not
bills, they were not in bill form, but three plans as to how you
could get to 25 percent, 26 percent, 27 percent. And I looked at
them, and then I was delayed for 2%2 days because at this stage,
up came fast-track for the Canada Free Trade Agreement. It was
one of those things where the President cannot move unless you
give him fast-track authority. And there was a deadline. If Con-
gress had not acted by—this was Tuesday—the next Wednesday at
midnight, he got it.

The House had not acted. It fell on our side to take care of it.
I thought it was a slam dunk. I was sure we were there. It turned
out I did not have the votes. I was missing one, and it was Spark
Matsunaga from Hawaii, who was mad that the President had not
answered his letter on macadamia nuts. And I had to get over that
hurdle and bring him around.

We finally succeeded in doing it, but it was Thursday before I
was done.

Then on Thursday, I presented to the committees at the same
time, our committee, just the outlines—we have no bill—just the
outlines of what might be possible, and they seemed to like that.

So I thought to myself—the meeting was over and I was getting
toward the weekend, and I was thinking at this stage, “How are
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we going to do this?” And I thought the only way it could be done
was bipartisan, quickly, and behind closed doors. Bipartisan be-
cause I could see any bill that was utterly partisan on the Repub-
lican side would have no success with the House Conference. Any
bill that was not done quickly, but hung out like the House bill had
been, would pick up enemies all along the way. And it would have
to be done behind closed doors.

It was helpful to have the President on board at the start. It was
not critical, but it was helpful to have him basically tilting the
same way we were going to go in the Senate.

On that weekend, on Saturday and Sunday, I called six Sen-
ators—Bill Bradley, George Mitchell, Pat Moynihan, Jack Dan-
forth, John Chafee, Malcolm Wallop—and I said, “Would you be
willing to meet in my office starting next Tuesday at 8:30 to see
if we can work out a bill that will be satisfactory to us and the
President?” Every one of them said, “yes.”

And then passed, starting that Tuesday, the most extraordinary
experience in my life in politics. We met from Tuesday to Tuesday,
and Bill was at every meeting. In fact, they were all at every meet-
ing, every morning at 8:30. I would meet with staff at 7:30 and this
core group, a cabal as I called it, at 8:30, and we would work out
what we thought should be in the bill.

We had one or two open committee meetings, but basically the
committee was just marking time waiting for us to finish. And you
could tell, although the meetings were behind closed doors, there
are no secrets in this town and word was getting out we were hav-
hng the meetings, but no one exactly knew what it was we were

oing.

But on the Thursday between these two Tuesdays came a phone
call that became very important in this whole process, and I will
read it to you because it is from the diary.

“Back again to tax reform in closed session. Was interrupted by
a phone call from Danny Rostenkowski. Bless his soul, he said,
‘Pal, I've been thinking of coming over there and without fanfare,
without press, just to say I've been through it. I know every day
you go through troughs and on hills and I've been bleeding for you.
But I think what you've got in terms of tax reform is the best thing
Congress has seen in 10 years. You get this through the Senate
and between the two of us, we're going to put out a bill that for
a generation of Americans will look like a pinnacle.” God, I appre-
ciated it.”

What he was saying, what the Ways and Means Committee
chairman was saying was, write this bill in the Senate, which
Ways and Means does not say very often.

We continued our meetings through Friday and then we had a
public meeting Friday afternoon, and I said to everybody, “We are
done, and we are not going to meet this weekend.”

By this time, the hallway was packed with lobbyists. We had
speakers out there. “Committee, we are done, we are not meeting
at all this weekend”—cheers and huzzahs. And then I said to the
core group, “But we will meet tomorrow.”

Bill had already planned—you went to Kentucky that night for
a speech, canceled your trip to the Kentucky Derby, and came back
to be with us the next day. On that Saturday, the seven of us met
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all day, from about 8:30 to around 4:30 or 5 in the afternoon, and
that tied up all the last of the things we needed.

Joint Tax needed a couple of days to get it together, but they
would have it for us Monday or Tuesday, and we were ready to go
on Tuesday night, until I finally had to make an odious deal with
the oilies to get their support—not in committee, we could have
beaten them in committee, but to get their support for something
we needed desperately on the floor, and if we lost this particular
issue on the floor, the bill was dead.

And that was it. We voted that night. Most of the committee had
not ever seen the whole outline of the bill or the whole bill until
that night. And so from Tuesday to Tuesday, the seven of us
worked. That night the bill was adopted 20-0.

Now, can you do the same thing now in this committee? Here are
the things that would be critical. It is helpful to have the President
on board, to have him with you from the start. But at a minimum,
you have to make sure that he is not against you or gives the im-
pression that he is not sure if he is going to support it or he has
some questions, because you are not going to get your members to
take tough votes on things that the President might veto if you put
them in the bill. So at a minimum, he must say, “I am open; send
me a good bill.”

Two, I think you are going to have to do it in much the same
way we did, which is behind closed doors, but that is not uncom-
mon in the House and the Senate even today. Do it behind closed
doors and try to do it quickly and present it in one grand bill. We
did it combining both corporate and individual into one bill and
then used the money we raised from them to lower tax bills for ev-
erybody else.

If you look on the last page of the statement, you will see who
the major groups were we hit. It was almost all corporations and
rich individuals. And do it in one bill so that people do not have
to pick out a particular thing that they do not like and are forced
to vote against.

You give them this. You give them the whole bill, and I think
they will go for it. So that is what we succeeded in doing, and, be-
lieve it or not, by hitting business as hard as we did, raising their
taxes about $140 billion, we managed to lower the corporate rates
from 48 percent to 34 percent, lower the individual rates from 50
percent to 27 percent, and keep the bill revenue-neutral.

You can do it, but, Orrin and Ron, the two of you are going to
have to make an agreement as to what you are trying to get. And
the thing I like about the fact that it is the two of you doing it—
Ron, you may recall about 10 years ago we ran into each other in
the dry cleaners, and you were working on tax reform then.

I know, Orrin, you have crossed party lines many times. I re-
member you working with Ted Kennedy on things. You both
showed a willingness to work across party line on some occasions
when it did not please your parties too much.

So it can be done, but it can only be done if the majority and the
minority at the start are on the same page.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you. That was fascinating. We are very
fortunate to have that overview.
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[The prepared statement of Mr. Packwood appears in the appen-
dix.]
The CHAIRMAN. Senator Bradley, we would love to hear from you.

STATEMENT OF HON. BILL BRADLEY, FORMER MEMBER,
COMMITTEE ON FINANCE, NEW YORK, NY

Mr. BRADLEY. Thank you very much, Mr. Chairman. It is always
a pleasure to be on a panel with Senator Packwood. He is an ex-
traordinary leader, and he ran the committee with great effective-
ness not only on tax reform, but on a whole series of other issues.

This is also a first for me: the first time I have been in this room
since December 1996. I notice it has not changed.

But what I would like to do is, I would like to give you a few
thoughts about structure and provide amplification on two things
that Senator Packwood said.

First, what is the ideal income tax system? I believe the ideal in-
come tax system is a system that provides the greatest number of
people the lowest rate. And in terms of principles—and these were
the principles that I think we used in 1986 to determine what was
in, what was out—one was efficiency. It is a basic threshold ques-
tion for members of the Finance Committee. And the efficiency
point is, I believe, that the market is a more efficient allocator of
resources than is a member of the Ways and Means Committee or
the Finance Committee. So that is one principle.

The second principle is an equity question: horizontal equity.
Equal incomes should pay equal taxes, not somebody has the same
income, and next door somebody is using loopholes to reduce their
tax rate.

Third is fairness, which is essentially vertical equity, and that is,
those who have more should pay more; in other words, the progres-
sive nature of the system.

And fourth, do whatever you can to make the system less com-
plex. We live in a time where few people fill out their returns and
fvhere tax fraud is estimated to be yearly $80 billion to $100 bil-
ion.

So those are the principles—efficiency, equity, fairness, sim-
plicity—and you measure everything against those principles.

Now, what do you need to pass tax reform? Drawing on our expe-
rience, I think you need at least six things. The first thing you
need is the exact thing Senator Packwood said. You need a Presi-
dent who is going to put his prestige and clout on the line to drive
things through when the inevitable obstacles appear.

Second, you need a Treasury Secretary who is the President’s
designee to deal with it every day, and you need a Treasury Sec-
retary who has an incredible person who constantly monitors that.

Of course, in 1986 the President was Ronald Reagan, his Sec-
retary of Treasury was Jim Baker, and his assistant was Dick
Darman, all of whom played critical roles in this. And I cannot tell
you how important it was to have a Treasury Secretary who could
speak for the President so I did not have to run back to the White
House all the time to check this or check that.

In fact, as Bob remembers, we had gotten down to the critical
strokes at the end of this process. There was some difference of
opinion, and Jim Baker was in the room doing the negotiating be-
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cause he knew enough of the substance and had paid attention to
it. I remember him convening a meeting during the period when
there was Treasury I and Treasury II, which were things that Ron-
ald Reagan tasked the Treasury Department to do, and he con-
vened a meeting with Jack Kemp at his house with me and I think
Bob—a few other people.

I think it is important to know the longer-term journey of tax re-
form. One of the reasons I ran for the Senate was I wanted to re-
form the income tax system. I remember reading an article by Mil-
ton Friedman many years before when I was a basketball player
about how you could have a tax system with a 16-percent rate, and
I thought that was pretty interesting. And I have read all of Stan-
ley Surrey from Harvard, Joe Pechman at Brookings.

And I remember in 1984 I went to Walter Mondale, who was the
candidate for President for the Democrats, and tried to convince
him to do tax reform. I said it could take the issue away from the
Republicans: they were out there talking about tax cuts, here you
could talk tax cuts and equity.

He had been a member of the Finance Committee, and Charlie
Rangel was his advisor on this issue, and I think the combination
of those things made him unwilling to take what he thought was
the big risk for a hopeless cause. And so it passed.

However, as everyone in politics knows, nothing is secret, and it
leaked that maybe Mondale would be doing tax reform. And so that
is when Ronald Reagan, in the middle of the campaign, called for
a study by the Treasury Department, which was Treasury 1. And
it so happened that the people at the Treasury Department in the
tax area were really great people. And so they took the charge seri-
ously, and they produced a document that was an outstanding doc-
ument, laying out the boundaries and the parameters and the spe-
cifics of what tax reform is.

Naturally, when you throw it out there, as I had experienced
when I threw out the Bradley-Gephardt bill in 1982, you throw out
something specific and everybody chews on it. So everybody chewed
on Treasury I and how terrible this is and how terrible that is and
you ended up having Treasury II, and Treasury II accommodated
some of those interests, stiff-armed others, but it was an improve-
ment over Treasury 1.

And so that is how the Treasury Department got involved, and
you absolutely need a commitment from the Treasury Secretary. So
you need the President, and you need a Treasury Secretary who
likes it, knows it, and can cut the deal for the President.

The third thing you need is the chairmen of Ways and Means
and Finance to want to get this done, to see that some of their own
political interests are served by getting this done. And Bob men-
tioned Dan Rostenkowski. In 1981, we passed a bill which Presi-
dent Reagan put forward the first year cutting rates 30 percent,
and Dan Rostenkowski ended up being labeled as the king of spe-
cial interests.

And so I think that what he saw in this was an opportunity to
seize the good government mantle and push forward with a chal-
lenge that would make him a historic chairman of Ways and
Means. I think the Senate was very fortunate to have Bob Pack-
wood as the chairman, because I do not know specifically what
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your political interests were, but I sense that it was that you want-
ed to do something that no other chairman of the Finance Com-
mittee had ever done before, and you wanted to do something that
would affect 100 million Americans in a positive way and poten-
tially change the way we think about taxes.

Without Bob Packwood and Dan Rostenkowski and Jim Baker
and President Reagan, this would never have happened. You have
to have those parts in place, and then you have a chance.

Then the fifth thing you need is maybe a zealot. That is the role
I played in 1986. I did nothing but talk about tax reform for 4
years. Every speech would be about tax reform. It got so bad—I re-
member I was on a Sunday morning interview show that was re-
corded on a Thursday night and rebroadcast on Sunday.

At that time, my daughter was about 8 or 9 years old and she
had a girlfriend of hers staying with us, and I said, “Hey, Teresa,
dad is going to be on TV,” because the guy said, “Eyewitness News
conference with Senator Bill Bradley.” “Stick around, dad is going
to be on TV.” So she elbowed her friend and said, “Come on, let’s
go; all he is going to talk about are loopholes.” [Laughter.]

And, indeed, that was all I talked about for 4 years. And I also
tried—I recognized I did not have the power. The power was with
Bob Packwood and Dan Rostenkowski. So I had to be supportive
in any way I could, and I tried to play that role.

The sixth thing that you need if you are going to get it passed
is, you need a committed, knowledgeable staff. I remember Bob’s
staff—absolutely first rate. And the key thing in this is that they
can cut the deal on a lot of issues, and everybody knows they speak
for the chairman, and they say the same thing to everybody. They
do not say one thing to one person and another thing to another.
Butdthey keep their word, just like the Senator keeps his or her
word.

So I think that those are the six things that you need. You need
a President who is committed, you need a Treasury Secretary who
is committed and knowledgeable, you need the chairman of the
Ways and Means Committee and the chairman of the Finance
Committee, you maybe or maybe not need a zealot, and then you
need to have a staff that is competent and honorable and has abso-
lute integrity.

The last thing I think you need, and this is probably the most
important—it was epitomized by a visit that we made to the White
House to meet President Reagan. I was a Democrat, kind of a jun-
ior member, and I was not invited a lot to the White House to meet
with President Reagan, but there I was seated around the table in
the West Wing.

If you recall, each of us around the table could tell the President
what we thought about tax reform. He was listening mainly, not
talking. So when it came to me, even though he had made his com-
mitment and even though he had made his position clear, I said,
“Mr. President, I know you are interested in tax reform which
means lower rates, because, when you were an actor, the rates
were 90 percent.”

He kind of nodded. And I said, “Mr. President, I am interested
in tax reform because, when I was a basketball player, I was a de-
preciable asset.” [Laughter.]
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Which, in fact, I was. In other words, what that story says is,
there has to be something for each party in a deal. It cannot be
all one-sided. There has to be something for each party. Each party
has to know what they want, and then, if they do, there is a chance
to get something done.

I will only make two other quick comments. Bob talked about
writing the bill in a short period of time with seven people. Again,
the only reason that happened is because Bob Packwood wanted it
to happen. He was the chairman. If I had called seven people, they
would have said, “Yes, okay, meet you in the cafeteria tomorrow or
the next day or 2 years from now.” But when the chairman called,
you showed up.

So it was because of him that that committee, that small com-
mittee of committees, worked. But he also mentioned that when we
were headed down the path the House took for a long period of
time, we had 30 hearings about tax reform. Bob presided over
every one. I was at every one. And we asked questions of every wit-
ness, and the question that he mentioned was one of them, which
was, “How low would the rate have to go before you would give up
this, that, or the other thing?” And I asked, “How low would the
rate have to go before you give up capital gains exclusion?”

In the latter, the answers came back—if you were from Silicon
Valley, the witness would say, “I do not care if the rate is 10 per-
cent, we still need a differential for capital gains, because that will
affect capital appreciation and capital formation.”

But a lot of other people came in—I do not want to say just Sil-
icon Valley—but there was a certain kind of person who said, “No
matter what, you have to have a differential.”

Other people said, “Well, you know, if you got the rate down to
about 28 percent, 29 percent, we would give up that differential 