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The tax bill passed by the Senate Finance Committee last year
' raised the capital gains exclusion from its present level of 60 to 70
percent for noncorporate taxpayers.

On January 6 of this year, Senators Malcolm Wallop and Daniel
Patrick Moynihan introduced a bill which is descriptively num-
bered S. 75. This provides a T5-percent capital gains exclusion for
individuals. This reduces the maximum effective capital gains rate
for individuals from 28 to 17.5 percent.

I strongly endorse the approach taken by the Senate Finance
Committee and embodied in the Wallop/Moynihan bill. While obvi-
ously there are a number of alternative ways to lower capital gains
tax rates for individuals, I believe that in increasing the exclusion
we provide a simple straightfoward way to reduce not only the
maximum rate but also the rate to the middle-income small inves-
tor.

I also want to take this opportunity to express support for sever-
al other tax proposals to encourage capital formation for small
business which were selected as top priorities by the delegates to
the White House Conference on Small Business, and which you and
your committee have submitted for the Senate’s consideration in
S. 360.

Those I would like to single out—all of which I have previously
supported in testimony before this committee—include a 10-percent
tax credit for investment in new issues of smaller corporations, a
concept which the American Stock Exchange proposed 3 years ago
and which you, Mr. Chairman, have developed and given broad
visibility to; and the creation of a small business participating
debenture as originally proposed by Arthur Andersen & Co.

The third area in which I believe congressional action is impor-
tant is the encouragement of research and development.

Mr. Chairman, a national economic strategy for the 1980’s must
focus on the central problem of productivity. There is a vigorous
and healthy debate going on within the economic profession re-
garding the problem of quantifying with some precision the causes
of our weak productivity performance.

There is an obvious logical link between a society’s productivity
and its capacity to create and rapidly adapt. It is also clear that a
disproportionately large amount of creation and development of a
new technology is done by the smaller and midrange companies.

Our major international competitors actively promote industrial
R. & D, and it is paying off for them. For example, Japan targets
high potential industries with developmental subsidies, accelerated
depreciation, and soft loans for R. & D. All businesses are allowed a
20-percent tax credit for R. & D., tax-free cash grants for investment
in R. & D. facilities, and special depreciation for R. & D. plant
equipment. Our country has nc such incentives.

Mr. Chairman, I urge this committee to give careful considera-
tion to the provision of last year’s Finance Committee bill which
provided for a tax credit equal to 25 percent of the increased R. &
D. expenditures made by a firm over their average R. & D. outlay for
the previous 3 years.

The authors of that provision, Senators Danforth and Bradley,
deserve support once again for this excellent idea.
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Fourth, we must encourage a more efficient, effective, and pro-
ductive use of private savings by reducing the tax on so-called
unearned income. The aggregate savings level in this country is too
meager to waste any on unproductive investment.

That is precisely what happens when the Federal Government
imposes a tax rate which is virtually confiscatory. It is essential
that investment decisions be made on the basis of the economic
viability of a particular project rather than to avoid paying a 70-
percent marginal rate.

For this reason, I support an immediate reduction in the maxi-
mum rate to 50 percent. This, of course, would automatically lower
the maximum capital gains tax rate as well.

Mr. Chalsty, Mr. Klein, and I, and I'm sure all of the other
witnesses who will be here today, are appearing before you because
we believe that small and growing businesses can provide the
rejuvenation that our economy needs.

This committee of all committees has taken an open-minded and
creative approach by holding these hearings at the very start of the
legislative session, to create an agenda and build support for legis-
lative action for small business.

I think that all of us recognize that we can no longer afford to
hang on to the heavy baggage of old economic theories as we try to
tackle the complex problems facing our economy today. We need
new ideas. We need new approaches that deal with today’s reality.
We need to challenge the so-called conventional wisdom.

I really hope that both the administration and the Congress
continue to focus on the long-term requirements of the American
economy in this increasingly interdependent and competitive world
even as shortrun brushfires are extinguished.

I might say that the business community has an opportunity
today that it has not had in many years. If we squander that
opportunity through arrogance or stupidity or overconfidence, I
think we may not see this once more for the next 50 years.

You can count on the enduring support of the American Stock
Exchange as well as the newly-formed American Business Confer-
ence in your efforts over the years to reverse our problems and to
rebuild the Nation’s economic strength.

Thank you.

Senator WEICKER. Thank you very much, Arthur.

I vlzill save the questions until everyone has had a chance to
speak.

All statements will be included in their entirety in the record.

Any subsequent witnesses can submit their entire statement and
then synopsize so we can allow the maximum amount of time for
questions.

In other words, I think we are here with questions that we want
to throw at you in the sense of finding out the opinions of the
small business community. I would hope that others would keep
that in mind.

[The prepared statement of Mr. Levitt follows:]




