Howthe
Capita GainTax

Fight Was Won

The lobbyists’ story of what happened
“out there in the hinterlands” that took
the Administration and “tax reformers”

by surprise. By Charls E. Walker

and

ark Bloomfield

N the final hours of the Congres-
sional session last October, a new
era in U.S. tax policy began when
legislation was passed to reduce
the maximum tax on capital gains
from 49 percent to only 28 per-
cent. Six months earfier hardly
anyone in Washington or in
American business thought that
such a tax cut had any chance of
passing, even though a growing
number of financial experts believed it
was necessary to encourage the capital
formation required for new economic
growth. President Carter, you may re-
call, referred to such proposals as ‘‘tax
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windfalls for millionaires.”

The authors had an inside seat in the
process that led to the surprising pas-
sage of this new tax legislation. As offi-
cers of the American Council for Capi-
tal Formation (see box, page 39), we
were part of the forces that successfully
lobbied on behalf of the legislation. This
is the story of how support for the leg-
islation developed and how it was fo-
cused at crucial points along the legisla-
tive path. It is also the story of why the
legislation became politically feasible,
even in the face of massive opposition
from the Administration, traditional tax
“reformers” and a vocal portion of the
press.

The “how™ and “why"” of the capital
gains tax cut is an intriguing story. But
of even greater interest is the fact that
time-consuming and contentious efforts
to plug *“tax loopholes™ are not likely to
occupy the attention of Congress in the
future as in the past. Instead, Senators
and Representatives can be expected to
concentrate primarily on how additional
taxable income can be generated in our
economy, rather than primarily on the
manner in which income should be re-
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... A HUGE TAX
WINDFALL FOR
MILLIONAIRES!
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ON MARCH 7, 1978, REP. ;
WILLIAM STEIGER MET |
WITH ED ZSCHAU AND
MARK BLOOMFIELD TO
DISCUSS CAPITAL GAINS
TAX CUTS.
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ON MARCH 22, REP. STEIGER
INTRODUCEP A BILL TO ROLL BACK
THE MAXIMUM TAX ON CAPITAL
GAINS TO THE PRE-I1970 LEVEL..

THEN, SENATOR
CLIFFORD HANSEN
INTRODUCED SIMILAR
LEGISLATION IN THE
FINANCE COMMITTEE,
BUILDING SUPPORT
FOR THE PLAN IN THE
SENATE.,

OFFICERS OF THE AMERICAN

COUNCIL FOR CAPITAL
FORMATION MOUNTED A

) COMPREHENSIVE LOBBYING
CAMPAIGN WITH SPECIAL

EMPHASIS ON CONGRESS

AND THE PRESS.

NS CHAIRMAN
N, REP. JIM JONES
D A COMPROMISE
LA DEADLOCK IN
1-9

ON SUNDAY, OCTOBER IS, THE
TWO HOUSES APPROVED THE
FINAL. VERSION OF THE
LEGISLATION: A MAXIMUM
TAX RATE OF 28 PERCENT.

PRESIDENT CARTER
SIGNED THE BILL
INTO LAW...
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Each year hundreds

of tax proposals disappear

without a trace.

distributed by means of the tax system.

On March 22, 1978, Rep. William
Steiger of Wisconsin introduced legis-
lation in the U.S. House of Representa-
tives to reduce the 49 percent maximum
tax rate on capital gains to 25 percent,
the level that had prevailed from 1942-
1970. The legislation was immediately
denounced by the Carter Administra-
tion, which in January 1978 had pro-
posed an increase rather than a cut in
capital gains taxes.

The proposal was called a massive
handout to the rich (“‘tax relief for mil-
lionaires™) by self-styled public interest
Jobbyists, influential newspapers (e.g.,
the New York Times and the Washington
Post) and those “tax reformers™ whose
basic goal is to intensify the progressive
nature of the Federal income tax. They
complained vociferously that the legis-
lation would repeal earlier, hard-won re-
forms. And they were joined in their op-
position by some business leaders who
expressed fear that any cut in capital
gains taxes, however desirable, would
“crowd out™ the long-sought reduction
in corporate taxes proposed by Jimmy
Carter. -

Despite this formidable opposition,
seven months later, in October, Presi-
dent Carter signed legislation which fell
only a few points short of the Steiger
proposal (28 percent maximum instead
of 25 percent) and actually went further
by extending the capital gains cuts to
taxpayers in lower brackets. Other cap-
ital formation measures were not
“crowded out™ but were included in the
legislation.

Shaping the Legislative Proposals

The story actually began on March 7,
1978, when Ed Zschau, chief executive
of Systems Industries, a California elec-
tronics firm, who was representing the
American Electronics Association, met
with Rep. Steiger in the Longworth
House Office Building. The meeting
with the Wisconsin Republican had been
arranged by officials of the American
Council for Capital Formation, a citi-
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zens lobby established in 1973 to pro-
mote growth and jobs by reducing the
tax burden on productive investment.
One of the authors, Mark Bloomfield,
the organization’s Deputy Executive
Director and a former aide to Steiger,
was present at the meeting. Later in the
day, Zschau was scheduled to be one of
the hundreds of public witnesses testi-
fying on President Carter's tax propos-
als before the House Ways and Means
Comnmiittee.

The meeting among Steiger, Zschau
and Bloomfield in effect provided the
“send-off™ for the capital gains legisla-
tion. Steiger was clearly impressed by
the early morning preview of Zschau's
testimony, especially the results of a
survey designed and conducted by
Zschau for the American Electronics
Association, a survey which demon-
strated that the near doubling of capital
gains tax rates between 1969 and 1976
had all but wiped out venture capital in
this important industry. At the meeting
Steiger tentatively decided to introduce
ameliatory legislation and asked Zschau

and Bloomfield for their recommenda- -

tions. From several prospective ap-
proaches Steiger chose the direct and
simple step of rolling rates back to the
pre-1970 maximum. His original bill, in-
troduced on March 22, was co-spon-
sored by Republican Bill Frenzel of
Minnesota and Democrats Ed Jenkins
of Georgia and Jim Jones of Oklahoma.

ACH year hundreds of tax
proposals are floated before
the Ways and Means Com-
mittee only to disappear with-
out a trace. But not this time.
Within Congress, the spon-
sors moved quickly to solicit
support for their bill. On the
outside, officers of the Amer-
ican Council for Capital For-
mation mounted a compre-
hensive lobbying campaign, with special
emphasis on Congress and the press.
For example, more than a thousand kits
setting forth the case for the legislation
were distributed in March and April.

When the smoke cleared a short time
later, a majority of the 37 members of
the Committee favored the amendment
and support on the House floor was
building rapidly.

The efforts of the Steiger forces then
received a tremendous boost from de-
velopments in the Senate (although each
House operates separately, develop-
ments in one often bear heavily on those
in the other). First, Clifford Hansen, a
senior Republican on the Senate Fj-
nance Committee, introduced legisla-
tion identical to the Steiger bill. A long-
time supporter of cuts in capital gains
taxes, the Wyoming Senator saw imme-
diately that the Steiger proposal was not
only preferable to a measure he had in-
troduced earlier, but also that early signs
of support in the Senate could ease the
task of the Steiger forces in the House.
The game plan worked; within a short
time, Hansen had gained an astonishing
59 co-sponsors for his bill including Cal-
ifornia Democrat Alan Cranston, the
Deputy Majority Leader.

Second, the Finance Committee’s re-
sourceful Chairman, Russell Long of
Louisiana, scheduled special hearings
on capital gains taxes for the end of June
and, more important, sought a legisla-
tive approach that would serve the
Steiger-Hansen goals but not bear a Re-
publican label. The answer came in the
form of a suggestion from Heary H.
Fowler, Under Secretary of the Treas-
ury for President John Kennedy (and
later Secretary of the Treasury under
Lyndon Johnson). Fowler suggested
that the Chairman review a proposal of-
fered by Kennedy in 1963. This ap-
proach, which Congress had not then
acted upon, would raise the portion of
capital gain excluded from taxable in-
come from the traditional 50 percent to
a level of 70 percent; the remaining 30
percent would be taxed at ordinary in-
come rates. Long was immediately at-
tracted to the proposal ~ it had been
advocated by a popular Democratic
President and was superior to the Steig-
er-Hansen approach in that the cuts
would be spread across the entire rate







