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Chapter 2

The Beginnings

In the spring of 1982, a young senator from the industrial Northeast met
~with a ragtag group of reporters to discuss an unusual idea. The meeting
took place in the Black Horse Tavern, a dimly lighted restaurant on the
‘edge of downtown Washington. The lawmaker was former basketball great
Bill Bradley of New Jersey. His idea was to overhaul the federal income
tax by shearing away the most coveted tax breaks enjoyed by the nation’s
Industrial giants and its influential well-to-do.

Politicians had suggested reforming the tax system before, to be sure,
but Bradley had a new twist. He proposed a marriage of two ideologies,
one traditionally Democratic, the other Republican. His plan would not
only close loopholes, it would also provide a dramatic drop in the top tax
rate. It melded his party’s concern for fairness with the new drive among
Republicans to promote economic opportunity. It offered a rare chance
for the goals of social equity and economic efficiency, which usually were
In conflict, to work hand in hand.

“We should have a tax code in which all citizens with equal incomes are
freated essentially the same way,” he said in his plodding monotone.

" We should have a tax code that is simple enough for all citizens to have at least a
: Baslc understanding of how the system works and how their own tax obligations
& M determined. We should have a tax code which allows taxpayers to make their
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economic decisions on the basis of real value in the marketplace—with little, if
any, regard for tax implications.

The lighting was so r in the back-street eatery that the towering
Democragth hac% to strainptgoread his speech. He vague!y remgmbers that a
dog wandered aimlessly through the crowd as he dehv'ered it, and that a
man and woman sat quietly near the front without taking notes. ’

“The couple over to the left of me were there for lunch; thc;y weren't
there to hear my speech,” Bradley remembers. “They kept looking up and

ing, ‘What is this e .

WOX?;I: Bgradley ﬁnished,gtltll); lone television reporter 1n‘the‘ ‘group walked
up to the senator, stuck a microphone in his face and said: Now senator,
we’re both grown men. We know politicians are always talkmg. about t’ax
reform and never doing anything about it. Why shqu_lc_l we think you're
any different?” The public and Bradley’s fellow politicians were equally
unimpressed. The story was ignored by ’.ll;}sle New York Times, The Wash-
i Post, and the three major networks.

mglttO:as an unaccustomed situation for the neoghyte spnator. Though he
was not yet forty years old, he had been a na.tlona.l idol for nearly‘ two
decades. As an undergraduate at Princeton University, t%e was acclaimed
as one of the greatest college basketball players of {111 time. But he was
more than that. He was an athlete-scholar, the cla551.c profile of a leader
of men. He graduated from the Ivy League school Yvnth honors and went
on to study at Worcester College at Oxford University, as 2 winner of the

igi odes scholarship.

prisl::lg::;gf ilzl;hon, a model )Il)outh. He was religiou§, c!aiming that much
of his strength of heart and mind came from his belief in God; he taught
Sunday school at the First Presbyterian Church even after the sleepless
nights that followed big Saturday night gam'es.The time between the game
and Sunday classes was often spent in the library, \\"here ‘he w_ould c101st.er
himself for study. He was the picture of determined 1ntelhgepce, with
juminescent green eyes and wing-tipped eyebrows, the left of which arched
upward on his forehead like that of Star Trek’s Mr. Spock.

Even his modesty was legendary. He liked to say he lacked natural
athletic ability, that he was too short, not very fast, anq nqt much of a
leaper; yet, he was the most-storied amateur ?thlqte of his time. He alsg
was fond of saying he was not as bright as his Princeton classmates an
had to work twice as hard to keep pace, b;llt thos; who know him well are

. nced that he remembers everything he reads.
Corgrl;l:f things were always expected of Bradley, and he almost falways
delivered. In 1964 he was a member of the United States Qlymplc bas-
ketball team that won the gold medal in Tokyo. As a senior 1n college the

next year, he led his team to the ““final four” by winning the eastern regional -

i ip i i i i iation tournament,
championship in the National Collegiate Athletic Associa
a featpthat Princeton had not accomplished previously and has not repeated
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since. Although the team lost its bid to become national champion, Bradley
was elected the tournament’s most valuable player.

After his stint at Oxford, he became one of the most touted players in
the National Basketball Association. He helped to bring the New York
Knickerbockers to two national championships over a decade-long career.
Once again, he proved himself to be more than just an athlete. In the
midst of his pro-ball years, he wrote the highly regarded Life on the Run,
a thoughtful autobiography about the itinerant life of a professional bas-
ketball star. A year after he retired from the Knicks, he was elected to
the Senate as its youngest member.

Everyone who had contact with the talented and driven Bradley believed
there was no limit to his attainments. For his memorable book about the
college-aged Bradley, A Sense of Where You Are, published in 1965, John
McPhee asked several people where they thought Bradley would be when
he turned forty. “With the help of his friends, Bill could very well be
president of the United States,” answered his high school principal, Edward
Rapp. “And without the help of his friends, he might make it anyway.”

In 1982, however, at the age of thirty-nine, it looked as though Bradley
would need a lot of help just to stay where he was. Political sentiment had
turned away from him and away from his Democratic party. Bradley was
elected to the Basketball Hall of Fame that year—but at the same time,
he found himself locked in a losing battle against the rising tide of the
Reagan revolution. It seemed possible that the New Jersey senator might
be remembered best for his former life as a basketball star, not for his

~ new life as a politician.

The year before, Bradley had been the sole member of the Finance
Committee to vote against the deep business and individual tax cuts that
were the centerpiece of Reaganomics. He took the view that the president’s
program of tax cuts, combined with increases in military spending, would
lead to burgeoning budget deficits. He was also convinced that cutting rates
without closing loopholes compounded the unfairness already in the code.
Bradley took to the Senate floor in 1981 to offer a long series of amendments
to limit the tax cuts and to reshape them to help middle- and lower-income
families more than high-income individuals, but the amendments all went
down in flames.

When the smoke from the 1981 battle cleared, Bradley was undaunted.

He did not want to remain on the defensive; he wanted to play offense,

make a positive statement. He needed a new approach, a new idea that
he could stand behind, both politically and substantively, an idea that did
not deal with the symptoms of the problem, but with its root causes. He
decided to pursue a subject that he had been examining since his days as
one of the highest-paid players in the NBA: a top-to-bottom revision of
the federal income tax.

As a professional basketball player, Bradley had developed a healthy,
disdain for the U.S. tax code. He made big money, and that forced him
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to wrestle with the complexities of taxation. During his first contract ne-
gotiations at the age of twenty-three, Bradley was asked by his attorney a
question that startled him: “How much do you want to pay in taxes?” The
attorney went on to explain that Bradley could take his pay as property,
as a long-term consulting contract, as employer-paid life insurance and
pension plans, or even as payment to his own corporation.

“I just want to play basketball and be paid well,” the young Bradley
said.

«“I¢’s not so simple,” the attorney replied.

Bradley never lost his distaste for the complicated tax system and was
appalled by the economic contortions it forced his teammates to endure.
In Life on the Run, Bradley records the inordinate amount of time and
energy he and his teammates spent trying to avoid the tax man and their
unalloyed contempt for the Internal Revenue Service. “‘I don’t pay taxes,
period,” crowed Jerry Lucas, a teammate with a penchant for mental games
and high-stakes business dealings. “But I do it legally. I'm not stupid.”

(Years later, Bradley found kinship on such matters with another for-
merly highly paid professional——ex—Hollywood actor Ronald Reagan. Dur-
ing a meeting in the cabinet room between the president and the Finance
Committee, Bradley said, “Mr. President, you came to this [tax reform]
because you were an actor who paid at the go-percent rate; that’s why you
want a lower rate. I came t0 this because I was a depreciable asset.”)

On the long road trips during his pro-basketball career, Bradley had
plenty of time to think things over, and he spent many off-court hours
visiting local politicians and reading widely. He read Milton Friedman, the
University of Chicago economist, and was fascinated to learn that a flat-
tax system with a rate of just over 20 percent would raise as much money
as the existing high-rate system. He also read about the largely fruitless
efforts of Stanley Surrey, the Harvard Law School academic who worked
to reform the income tax during the 1960s.

Bradley brought these ideas with him when he ran for the Senate. During
his 1978 campaign, he wanted to advocate a broad-based, low-rate tax as
one of his campaign stands, but he lacked the sophisticated tools to put
the idea into practice and abandoned the effort. Instead, he suggested a

targeted, one-year tax cut to counter the three-year cuts recommended by
his Republican opponent, Jeff Bell. When the campaign was over, and
Bradley was safely in the Senate, he looked back and marveled at how
well his conservative opponent had exploited the voters’ intense dislike of
the federal income tax. He saw that he was not alone in thinking the tax
code was unfair. “This is an issue the voters care about,” he thought.

In 1979, Bradley met with his senatorial staff and said he wanted to draft
a major tax-reform bill that eliminated loopholes and imposed a lower,
flatter tax-rate system. They poured cold water on the plan. It was too
ambitious, they chided him. But after the debacle in 1981, when his efforts
to trim back the oversized tax cuts were thwarted, Bradley renewed his

pursuit of tax reform. He was searching for a politicall

native to the Republican t : palqtable e
native 10 the ne gystem. ax cuts. So he plowed ahead to devise a wholly

True to his nature, Bradley did not take the enterprise li i

to his legislative endeavors the same dedication tgpdetailggrtllc)l’ 'dI;:IScfltIi)cI))rl: euc)l
Endamentals tpat were the hallmarks of his success in basketball. Durin
hs teen years in Crystal City, Missouri, not far from St. Louis Bradle:yg
the iny child of a banker, maintained a maniacal practice schc;dule A :
cording to McPhee, Bradley would work out on the court for i

three and a half hours every da i )
' y after school, nine to five on Saturda -thi
(t)(; fli::do:ﬁiundgy R hz;nd, in alt(he summer, about three hours a day. He pui,,t:: ;Tnz
ers in his sneakers, set up chairs as opponents and dribbled i
. ed in sl
fashion around them, and wore eyeglass frames that had a piece of cau'dboal:ll'dstf:xlp(:e%l

to them so that i
o at he could not see the floor, for a good dribbler never looks at the

In college, he could analyze every shot and every mov i
:}r:\allest components. A hook shot, he would explain,rl?as ﬁveedi(:?ix:]t ;t)grgs
the fcrouch, the turn gf the head toward the basket, the step, the kick ami

he ollow-through with the arms. He also would not quit until he got tt’xings
:gal:lté :tlele:sc:utld never corpplete his daily practice routine until he had
mags at Joas en out of thlrtein of each of his shots from every location
’In 1981 and 1982, his drive for tax reform reflecte i
hlsDba§ketb§u days: discipline, painstaking analysis, a?ldal;a(:ifeglci s of
hal unfn(g:ghls period, Brac_lley could be seen loping wide-eyed through the
! s of Congress, laden with books and briefing papers. He would breez
through yolumes of tax tractsand reach out to a brain trust of tax ex rte
both 1931de and outside of government. While other senators left dgteailS
g their staffs, Bradley remained intimately involved in the minutiae of hi:
hecome—tax proposal. He demanded explanations and would not relent until
“he understood. He wanted to know which tax breaks he was eliminatin
:r; stl;relyS g?r;;h;;e tg begilll)ow;th, and why they should go. He took careflgli
: -bound notebooks. He sometim i -
at his task, studying and refining the proposalefsosrp;?ez;ggrt:ieg g:ll;r doys
The Br:adle_y brain trust was led by Gina Despres, Bradley’s own- hard
nost legislative counsel, who would continue for years as a guiding f .
behmq tht‘T scenes. She was assisted by a lanky, bearded economist %131(: Cg
Joe Minarik, who worked for one of Congress’s information-resource a ee;l
cies, the congressional Budget Office. James Wetzler and Rand ngss-
m top-flight economists from the Joint Committee on Taxation znd Ton;
yer and Bob Klayman, two tax lawyers from Despres’s olé law firm

Caplin and Drysdale were also part of the team. Despres called these and

' other tax experts together for long lunches in Bradley’s office. They adhered
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to an agenda devised by Wetzler. During these gatherings, Bradley, in
effect, was treated to a comprehensive course in federal taxation, in which
he learned the most basic and arcane facets of the existing code, as well

as the most widely discussed alternatives.

Bradley used these ideas to compose his plan, but he did not rely on

them exclusively. He drew his own judgments and rejected some of the

common academic wisdom that declared the income tax obsolete. He also
talked about his plan to anyone who would listen: farm groups, Wall Street

moguls, town-hall meetings back home in New Jersey. He tested people’s
reactions to the idea of trading oft deductions that help the few in order
to provide lower tax rates for the many. Slowly, and from these grass-roots

k attacks, and he came to

encounters, he learned arguments tO beat bac

believe that his plan would sell.

Bradley’s colleagues in the Senate saw little of his touch for the common
idered him aloof and dogmatic. To them, he came off
more like a professor of political history than a politician. They would say
they liked him, thought him quite able, and admired his hard work; but
some also resented his wunderkind reputation, his rapid rise to their ex-
clusive debating society. His dry, cerebral wit was not funny to them, and
at times he seemed condescending and arrogant. He was often moody, and
not quite a member of the club.

At home and on the road, Bradley conveyed a very different persona.
Though he was a dull, even pedantic, speaker, he was warm and engaging
one-on-one. When giving a greeting, he would wrap his long fingers around
the hand of the greeted, bring down his face from its six-foot five-inch
height, and look the person in the eye. This sudden attention was both a
treat and a shock. Here was Bill Bradley, the legend—and a nice guy, t00.

Bradley was searching for something elemental in the American psyche,

He thought his tax bill would help achieve

a message that struck a chord.
the American dream. When a taxpayer got a raise in salary, moved up the
ladder of success, Bradley’s bill would allow him to keep more of the extra

cash in his pocket. The top tax rate would be lower than it had been in
half a century and far lower than proposed in any previous Democratic
sed. In addition, when

tax-reform effort—that was the opportunity it promi
a taxpayer looked around at friends and neighbors, he could feel certain
that they too were paying their share of taxes, unable to hide behind

loopholes or shelters—that was the Bradley plan’s essential fairness.
Like a growing number of young Democrats, Bradley was skeptical of
the traditional big-governm
rhetoric with “Republican” talk about “free markets’ as the “most efficient
» Lower rates and fewer distorting tax incentives would

allocator of capital.”
allow those markets to work, he reasoned, and lead to unfettered economic
growth. He hoped to call the bluff of Republicans who spouted similar

free-market rhetoric, while jealously guarding tax breaks that tilted the
playing field toward their friends and constituents.

ent doctrine of his party. Instead, he laced his

————————_—_—___——___—_—_———————————————————-————————--_——

At i
The ﬁtgl;let :v?;fdm‘nei; Bradley saw the populist attraction of tax reform
e d pit the special interests, who would struggle to kee the'.
goaIl) of f:; 3gzln5t the general interest—lower rates for everyone. A femr;
reform must be to gi : .
n“:::ber of Americans, he said%lve IR L O
t
. Cl::;:::té?;;dkgnn;age rtlhree‘ key political decisions that determined
efforts: p nd that distinguished it from previous tax reform
grf‘:vrisr;’ g:ﬁd?Cided that his plan should not be used as a solution to the
oo lessg . cit problem. It must be “‘revenue neutral,” raising neither more
e vcc:lnue than the current tax system. Previous tax bills had alwa
S _alasleb revenue or cut it, but Bradley wanted to avoid the harz}i
ideological att.les that would undoubtedly follow if he pushed hi
in either direction. SR B
amscf:;“i‘:éfnfladley decided not to change the distribution of the tax burden
He believed t; a%:‘:;lr)lsi, eXCt;pt to provide some relief to the working poor
¢ er reform plans had been dismissed out '
fl(;flizgcinsb aqd moderate Democrats because they were Rogifnh?-?:ogz
top of tlllseltl ome SCl;emes’ taking more money away from those at the
income scale and giving more t . .
bOF}tIC:.md I-ée meant to avoid that Ig)itfalle o those in the middle and at the
ird, Bradley decided not to raise tex i
et ; es on corporations to
f,uts~ for individuals. Such a shift, he feared, would label the b -
uin;ss and help ensure its defeat. - plan as anti-
bas hgzvcthoaliﬁngelfor Bradley’s plan—and for all the plans that followed—
B e wealth ar% y reduce the top tax rate without providing a windfall
ety percentgerad‘le{ sought a top tax rate as low as 30 percent—a
) -point drop in the tax rate for hi i .
He had to find some wa y or high-income taxpayers
. y to guarant . .
u;'c;swe omrnyuiay (4 l%angefl ee that those at the top did not reap
lionaf E‘:}:j’m’tnot%Bradley’S problem came from Joe Minarik, the Congres-
) t Mckinney, Republican of Connecti i
Bradley was interested in an alternative to the supply-side taxl :::lll:t’s thgl;ﬁi

 dn |
j fted a plan with a bottom rate of 14 percent and a top rate of 28 percent

but the originality of the plan was the way it treated deductions and

4%
k) S

:; 1 al-gt:(r:)en; zrac].lcet, for instance, saves only eleven dollars in taxes;
Bh i, dolTaUCt'lon for a person in the so-percent bracket saves’
rs in taxes. Minarik’s idea was that deductions should

_ Mave equal value to all taxpayers, regardless of the person’s bracket. He

his -
two-rate scheme so that a $100 deduction could only be taken

§% against the bottom rate, thus savi i
B ot o ocrons incor;le s }:]l'ng only fourteen dollars in taxes, regard-
. High-income taxpayers, who would enjoy big
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tax rate cuts under the plan, would also lose much of the value of their

deductions.
Minarik was excited by his research. I was surprised how low you could
get the rate” by using this device, he recalls. But McKinney lost interest.

Over lunch sometime later, Gina Despres enlisted Minarik and the McKinney

plan as part of the senator’s quest for tax reform.

Doubts ran high about the prospects for the effort, even among those
working on the plan. «] remember it as an interesting exercise, and wishing
d and all that,” said the Joint Tax Committee’s Randy

them all godspee
Weiss, who made important refinements in the Minarik scheme. “But 1

thought it was mostly pie in the sky.”

At the conclusion of the plan’s laborious preparation, Bradley chose

Democratic Representative Richard Gephardt of Missouri to cosponsor
the bill in the House. Gephardt was a fair-haired, serious, and inscrutable
young legislator who had ambitions of rising rapidly in the House hierarchy
and of perhaps running for president. He served on the House Ways and
Means Committee, the sister panel to Bradley’s Finance Committee in the
Senate. If Bradley’s Fair Tax Plan had any chance of becoming law, it
would first have to win the approval of these two tax-writing committees.
Indeed, since under the Constitution, revenue measures must originate in
the House, a foothold in Ways and Means was especially important.
Bradley had known Gephardt casually since the early 1970s, when the
then professional basketball player was flirting with the idea of running
for treasurer of Missouri, his native state. Gephardt was a young alderman
- in St. Louis at the time, and Bradley sought his advice. Gephardt remem-
bers that Bradley wanted to talk to a local politician near his own age.
Bradley remembers Gephardt as clean-cut and hard working—not unlike

himself.
ed again in Congress at the end of the decade. Gephardt

Their paths cross
was elected in 1976 from a district that, ironically, would later include
wn of Crystal City, along the Mississippi River. Bradley

Bradley’s hometo
came to the Senate from New Jersey, his new home, in 1978. Both became

part of a group of up-and-coming Democrats, who were being flagged as
the vanguard of the party. They occasionally would go out together to
make speeches intended to display the Democrats’ new face. They also
both had an interest in new styles of taxation. Gephardt says he was study-
ing income-tax revision independently of Bradley, but when told of the
senator’s plan, he was glad to join the enterprise and lend it his name.
Bradley was trying to do a favor for his House colleague, but events would
later show that Gephardt was, in the end, only a fair-weather friend of tax

reform.
The final version of the proposal had a simple, progressive rate structure
with three rates: 14 percent, 26 percent, and 30 percent. About 80 percent
1d increase the

of all taxpayers would pay at the lowest rate. The plan wou
personal ex

emption and the standard deduction in order to remove many

is(v)vl;;gc;x;:afarﬂlri;s cfrc:im tt.he income-tax rolls. To pay for this, the plan

eductions, exclusions, and credits. I ’

few preferences that Bradley j ’ S

y judged to be too politicall iti
move: deductions for home-mort i e
ove: gage-interest payments, charitabl
tributions, payments to individual i e
) : retirement accounts and payments

;t;tic:cgn;ls l&cﬁa:lgo;;il trllld'p.rop«zlrty htaxes. These, howeveIr), yv?;uld l;)ef
. visioned: they would be deductible b

against the 14-percent rate, making thei el
i N lue the same f i

all income brackets. For corpor Sons. the Uroppad 10 30

. at

ey rporations, the top rate was dropped to 30

be'(I:':; ?rtz;l(ile%;fc;ggfaorg; bil ct:onftaingg ttl;e basic principles that would later

. x R ct of 1986, but when Bradley and Gephardt

:ﬂﬁggﬁzzg tt}l::l[rlel’)“my;):r )Arl;g;s;t _;, “1198; (a second and final versiopn v:as

1 the , most of Washington paid little heed. I

of 2,151 bills introduced in the Hou i P e
15 se during that sessi d i

duced in the Senate. At best, onl S s

. " a few hundred of those bill
become law. The Fair Tax Act ; S A
. of 1982 seemed
proposals, a noble but unrealistic idea. e to be one of the forgoien

While Bradley studied tax reform, many of his colleagues in Washington

focused on the deficit. Within a few months after the 1981 tax cuts were

passed, the prospect of skyrocketin i
ed, ' g budget deficits was readil
‘ :gzle?;cgz :Slcl)v;c;d thtz:itl g left untouched, the nation’s fiscal shof‘t?;ﬁ) fvftrllltci
50 billion a year—four times the 1 it i
Carter years. President Rea: i fi A
. gan had promised to eradi i
e . icate deficits, but now
quadruple them. The situation w i
profound embarrassment. It led to a seri i N
. f tax-increase bill
the precursors of tax reform, b rove e
; cur X , but also proved how tough it was t
u;x; 31 grl:lglge?hléulx}]t;er of loopholes in the face of interest-%g]:oup oppgsi::glslc
, .S. economy was mired in a recession i :
ldent was compelled to acce e
pt and eventually work for th
AN _ - y or the passage of the
: peacetime history. The measure, known in
; , th
or:h\llgssh;rslg;‘c;n as 'the Tax Equity and Fiscal Responsibility Act (TEeF RarAggt
B yon in revenue over three years, half of it from corporations’
d}he Fie[%;; 21%1; was_ia:rgelg the handiwork of Senator Dole, the chairmar;
. > Committee. ole was a respected legislator wit’h a i
for a quick wit. A traditional Republican, Dole had little patienrf:g lflct)":utlolz

" supply-siders who dominated the agenda in 1981 with their Kemp-Roth

tax cut. Joking in early 1982, Dole told a group that he had good news

L and bad news: “The good news is that a bus full of supply-siders went off

4 c[l;gl The bad news is that two seats were empty.”
e wanted to be president, and he was eager to demonstrate his lead-

] anship abilities in the Senate to help his cause. The deficit problem offered
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him th.t opportunity. The White House was reluctant to push for tax
increases, and the Democrats were rewuctant to cross the White House on
such a controversial issue. So Dole stepped in and took the lead. Although
the Constitution said that tax bills must originate in the House, Dole put
together a package of miscellaneous revenue-raisers and “loophole clos-
ings” in his Finance Committee. He then tacked them onto a minor House-
passed tax bill that had been stripped of all its original provisions, passed
it through the Senate, and sent it to the House.

The 1982 tax bill kept the hallway outside the Finance Committee room
filled with lobbyists, who feared they would lose some of the generous tax
breaks that they had been given in 1981. It was then that the hallways first
took the name of the expensive Italian shoes that were worn by lobbyists.
Toward the end of the committee’s drafting sessions, someone commented
to Dole, ““There’s wall-to-wall Guccis out there,” to which the chairman
retorted, “Well, a lot of them are going to be barefoot after this is done.”

In the House, special interests rose up to stifle action. Ways and Means
Chairman Rostenkowski was unable to get his committee members to agree
on a formula for a tax increase, because of resistance by the formidable
oil-and-gas interests on his panel. It was a source of resistance he would
never forget. In the end, he was compelled to go to conference committee—
the forum where differences between House and Senate measures are
resolved—without a bill of his own. It was a rare and humiliating position
for the reputedly powerful chairman.

Dole claimed that the bill finally signed by the president in 1982 was tax
reform of a sort, but it was only a small step toward reform. It eliminated
or curtailed a number of major tax breaks, but it did not offer lower tax
rates in return. Supply-side Republicans like Representative Newt Gingrich
of Georgia complained that Dole was merely serving as “‘tax collector for
the welfare state.”” Nevertheless, Dole clung to his abhorrence of the deficit.
He was also convinced that small or “incremental”’ efforts to close loopholes
were the only way to go about reform. Broad, sweeping measures like that
advocated by Bradley, he believed, would never work.

Dole’s bill was a defeat for many powerful interests, but it was not long
before they rallied again. Infuriated by the bill’s plan to require banks to

 withhold taxes from the dividends and interest they paid to customers,
banks and other financial institutions launched a massive grass-roots lob-
bying campaign in 1983 that flooded the Capitol with postcards demanding
repeal of the offending provision. Republican Senator Robert Kasten of
Wisconsin led the successful campaign for the banks, and Dole was forced
to accept repeal.

As the budget deficit continued to rise, Dole and Senate Budget Com-
mittee Chairman Pete Domenici persuaded President Reagan in 1984 to
ask for yet another tax increase, which they soft-pedaled as a “down pay-
ment”’ on the budget deficit. The three-year, $50 billion tax hike, much
like the 1982 bill, was a collection of odds and ends. But again, the debate
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over the bill demonstrated the impressive power of the interests who b
cgrtaln tax brea'ks. Dole ori_ginally hoped to cut back the tax bene?i(t::( i)(;
Wt 1e real estate industry, which had benefited enormously from the 1981
bill aqd was responsible for most of the growth in tax shelters. The rcaltgrs’
lqbb)flsts filled the hallways outside the hearing room as Dole completed
his bill, and when the chairman stepped outside, he faced a halzfnx f
tpe{n clustered around their leader, Al Abrahams of the Natignal Assg-
ciation of Realtors. “We weren’t treated fairly,” Abrahams complained
Sv_mchmg nervously but speaking with conviction. Dole shook his head ix;
isagreement. On the Senate floor, the Kansan continued to battle the
;ealtors, but he was eventually overwhelmed by their lobbying power and
‘gll:ged to accept a coxx}promise. Angry and vengeful, Dole complained:
Th ey have been camping on our doorstep. They have been in the galle '
ey have beep in the lobbies. They have been in the elevators I'Yi
know the precise office this storm has been created by. There w1ll i)e
aﬁi)t;x:_rt l:1ayi’)’ (Indeed, there was to be another day, just two years later
butionlw g‘rﬂd (gi:)nor the realtors imagined in 1984 how severe the retri-
thf;':lrll af.ter the 1984 bill, large deficits remained. The deficit in each of
De o owing Fhree years was expected to hover in the $170 billion range
eficit reduction was still the top issue; tax reform was widely considereci
:1(; 33 adllﬁ(lur)l'3 that the r}ation could not afford. Senator Long, for example
piec:” ¢ Bradley bill as little more than “an attractive conversation
"‘Most of us realize that Bradley-Gephardt conceptually is i
will never bgcome law,” said Representa?tive RobertpMats?li ofg cé?i(lji,fc?rl;ti:
a quocratlc member of the Ways and Means Committee. ““You will neve ,
eliminate all those deductions you have to eliminate. It would be like pulli .
teeth out of a lion. Bradley-Gephardt isn’t doable.” putine

As the 1984 election campaign approached, several advise

ocratic front-runner, former Vice President Walter Mondalrz tgrtgr:;cll) f;al;
the Bradley-Gephardt plan provided a much-needed solution ,to his party’

probl_ems. Whatever its practical failings, the Bradley-Gephardt billp hac{ X
certain political appeal. Polls showed that the Democrats were still viewes
favqrably by the American people as the party of fairness and compassion

attributes that held together the party’s foundation among poorp opl )
city dw?llers, and the labor movement. But they had allowed Il)(eorfaled,
Reagan’s Republicans to become the standard-bearers for opportunity and
growth—terms that appealed to the postwar baby-boom generation just

¢oming of age. The trick for the Democrats in 1984 was to try to claim the

mantle of growth and opportunity wi i i
; . y without abandoning the hi
the party of fairness and the friend of the disenfranct%ised. gh ground as
ouEradle)c'i-Gephardt oﬁf:red arare chance to do that: It promised that no
; would escape carrying his or her share of the tax burden, but it also
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offered sharply lower tax rates. What better promise, what better incentive
to give a young middle-class American, with eyes looking eagerly up the
economic ladder, than to say that no matter how far up that ladder you
climb, the federal government will take no more than thirty cents out of
any dollar you earn?

In a speech in May of 1983, Mondale told a group of businessmen meeting
in Washington that he liked the general outlines of the Bradley-Gephardt
plan. The speech was reported in The Wall Street Journal the next day. It
was the candidate’s first public flirtation with reform during the campaign,
and the results were scarcely encouraging. The phones in the candidate’s
headquarters rang ceaselessly, as Mondale supporters with tax breaks to
defend called and registered their complaints. “The next forty-eight hours
were hectic ones in the Mondale camp,” recalls Bill Galston, the candi-
date’s issues adviser. “The list of people we heard from was a long one.”
Campaign workers insisted the Journal story had exaggerated Mondale’s
comments, and tax reform quickly disappeared from the candidate’s rhet-
oric.

Bradley, eager to sell his plan to Mondale, tried for months to arrange

a meeting with campaign chairman James Johnson to reignite interest in
ily managed to schedule

his plan, but his entreaties were ignored. He fina
a breakfast with Johnson in his Senate office in early 1984 and spent an
hour there, waiting over coffee and doughnuts for Johnson to arrive. Ina
gesture that seemed to illustrate the campaign’s regard for the Bradley-
Gephardt plan, Johnson never showed. He never even called to say he

could not make it.
“The meeting was shortly after our defeat in the New Hampshire primary

by Gary Hart,” explains Johnson.
badly about it, but I wasn’t thinking of seminars on tax policy at the time.

I was in Georgia or Alabama or somewhere trying to keep us alive.”
Bradley never really got a chance to make his case t0 Mondale until
August of 1984, when much to his surprise, he and Gephardt were asked
to meet with the candidate in the living room of the Mondale home in
North Oaks, Minnesota. They talked about taxes with Mondale and a few
for nearly two hours. (One of these aides, iron-

of his campaign advisers
ically, was Dick Leone, the man Bradley had beaten in a Democratic

primary in 1978.) Bradley made an impassioned plea for his proposal,

saying that he
and that the idea appealed to many of them, but his arguments never sank
in. Mondale offered a few throwaway lines about the virtues of Bradley-

Gephardt to reporters waiting at the base of his wooded driveway, and
that was the end of it.

By the time of that meeting in North Oaks, the tone of the Mondale

campaign was set in concrete. The candidate had already delivered his

infamous speech at the Democratic convention that
final three months of the campaign and sealed his fate:

«T've known Bradley for years, 1 felt

had traveled around the country talking to groups of voters

resonated through the

W

Let’s tell the truth. It must be done, i
. . , it must be done. . i i
and so will I. He won’t tell you. I just did. one. Mr. Reagan willrate taxes.

Dan Rostenkqwski, standing next to the candidate in front of the cameras
and the cheering crowd at the convention after the fateful speech, whis-
gzrvssd kitohll\ldor:idz;le, “You’ve got a lot of balls, pal.” According to F:osten-
Ko off_:’ ondale whispered back, “Look at 'em, we’re going to tax their
Mondale’s bo}d step to back tax increases rather than tax reform turn d
out to be tt.xe biggest blunder of his campaign. The statement for all t':t
ggtr;ejzt{; reinforced r:he voters’ worst fears about Democrats :I’he cancllii
me retort ¢ at Reagan had a “secret plan” to rai .
made a den? in the president’s support. Moncfale los(t) trl?;si::l:eﬁfcfnngve;
landslide, winning only 13 electoral votes to Reagan’s 538 Whethery
endorsement of tax reform would have helped Mondale’s Cal:lSC is uncle .
But the truth is that other than the brief flirtation in May of 198 ::x
reform never came.close to being adopted by Mondale. At the hi3’hest
levels gf his campaign, where the political advisers and fundraisersgheld
sway, it never even got serious consideration. It just did not fit into th
M;x}dztilc ig:;llme plan, for a number of reasons. o
_ First, alt ough Mondale had fought to close loopholes as a memb
tg:;;régt(i:z ?lopnmttee in the 1970s, he had met with little success.e’;‘l?:
S (;v[ 2;?;;2 cl)lfa :ihtl:egz;;:(lj, ﬁluisgtlldljgng, was uninterested in such
> al : at it did not pay to cross Chai
!:.i)tng. I'd go up Fhat hill 'and get knocked back dc?wzll,” Mondaleh?;f:zllzllsn
was a dlsplrlt_mg environment.” As Jimmy Carter’s vice president.
Mondale once again watched reform fail utterly and was not ea :
the performance. z Berforepedt
- Second, as a politician with roots in Minnesota’s pro i i
Fln‘per-Labor Party, Mondale was clearly uncoéor%;iizlv;ignegxxgc;l?:c-
gut in the top tax rate proposed by Bradley-Gephardt. “I thought th o
ought to be an additional bracket for high-income taxpayers,” he said late .
Lowering the top rate so drastically, he and other liberals l;elieved elrc'l
jv;h th;. \ﬁaltglest Americans an undue break. o
ird, Mon ale was convinced that the budget deficit was the “c
3 :t)t:lem in the %qnencan economy.”’ Bradley-Gephardt was not a soﬁ?ttiroag
;. at problem; mfieed, Bradley, unlike Gephardt, believed any effort to
wﬂ (Ihe proposal into a revenue-raiser would spell its doom. -Thus for
3 ale, tax re_form was a sideshow, an attempt to distract voters from
: ?.Ar(;al ec;lonomlc problem that faced them. .
3 ourth reason that Mondale avoided tax reform i
. I his camp, was campaign contributions. Although Dé;‘;‘;?;?;t%;gijggg
; Ives the party of the little man, they had been far less successful in
ding a base of small contributors than their Republican counterparts
d. They depended on a relatively small group of large contributorsr?and
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d large. Real estate magnates
ng those, real estate developers loome .
?irllcleo Ngathan Landow of Bethesda and Thomas Rgnberg. (c))lfl (;?Eig?e:)erﬁ
ingpins i isi tus. Any versl
kingpins in the Mondale fundraising appara t
i tax breaks for real estate,
1d undoubtedly take a swipe at the generous eal -
:r?c;l a move to em{)race reform could have thwarted the campaign's fund
ising efforts. ' . ‘
rzursviogndzﬂe vigorously denies that campaign contnButors Exadbanfﬂtl;?g 1:2
do with his decision to steer clear of tax refor;:l. L’l;h;lc(:jrc Wsz gncs: ?oldyhim
’ t 0
is to that at all,”” he says. He even recalls ‘t al \ 1 him
E:Sllzked the Bradley-Gephardt bill because it would drive the get Sngl;-
quick charlatans out of real estate and leave more room for seriou
lopers like himself. .
ve’I(?hpc:ultimate reason that Mondale avoided tax reform,ha aeasog ;tlxla; tvtvl:i
i ign itself and that overshadowe
rooted in the nature of the campaign 1tseli ai dov et
i y f the special interests.
ns, was this: Mondale’s was a campaign O -
rg‘:::\slowas to build a coalition by attracting organized ;gjroufs pzrga?znat ;;I:S:;
ithesi - It tossed out s
Tax reform was the antithesis of that strategy: .
i fiended groups that range
in favor of the general interest. The legislation © _
lfrrlo::l real estatge to labor to heavy industry. It woulq have hurt his efforts
to build a coalition of special interests in a dozen dlﬁe‘rent waycsl.h cnow
“Mondale had served on the Senate Finance Cohmﬂmlttl:ee, '?:rllerseare o
i i d aware, while the wi
that losers in tax changes are intense an , . r e o
i » says campaign chairman Jam
the most part not intense and unaware, " sy’ R e
hnson. “That meant . . . you potentially pay a igh price W
i?hc? are hurt.” It was a price Walter Mondale wasdnot \;'ﬂhn% ltlo vf}i?éh -
ts. “I made a decisy
In retrospect, Mondale has few regre | mad L e
indsi but I still think I would have
hindsight may not have been correct, but 1 have COne
i i hich was to emphasize the budg
the same thing at the same time again, W T
i “ -Gephardt was a good idea. 1t m
t,” he says. “I thought Bradley qu . .
(::gs?a to me. I};ut I didn’t emphasize it in the campaign because it was a
-neutral objective. .
reYS\;l/‘}lleatnmight havle been done, what should have been T]ml:]glasnidalclll;l;],
benefiters during the Reaga -
was the record of outrageous loophole 3 : e
i idn’ least that? “I don’t know,
istration,” he adds. Why didn’t he do at ’ .
lssa:;z V\c:irtlh a touch of wistfulness. “"You get 1nto these things, and you get

awfully tired, and your mind doesn’t work.”

While Bradley’s tax-reform ideas were ignored by the Democrgtts ir; c;t;
Mondale campaign, they found growing acceptance at‘the opposite e
the ideological spectrum, among %e%l;blicat\: sugplsylll-glpc};f:i.de ournalist;
August of 1983, a group of about twen : :
Il?ticiangs and intellectuals gathered on the §late patio next to tt]:e Izwtlnm-
pn?ing pool,'m the rear of the suburban Washington home of Jack Kemp.

It was a sparkling evening, and the group conversed in animated fashion
as Kemp’s wife Joanne served them food and beer. They were a small
band of fellow travelers, conspiratorial in nature, and often split by fac-
tional disputes. Their differences were at times so severe that they refused
to speak with each other, and this evening was no exception. But they had
gained inordinate influence in the Republican Party and within the Reagan
administration. They were the moving force behind the Kemp-Roth tax
cuts of 1981, and they were looking for new policies to push during the
second Reagan term.

The purpose of the poolside meeting, in the words of one of the group,
was ‘“‘to plot how to dominate the Republican platform” in 1984. Among
those attending, in addition to Kemp, were the leading lights of the supply-
side movement: Irving Kristol, the neoconservative New York University
professor who was publisher of a journal called The Public Interest; Lewis
E. Lehrman, who had launched and lost a supply-side bid for the New
York governorship in 1982; Paul Craig Roberts, who had served as Rea-
gan’s assistant Treasury secretary for economic policy during the first year
of the administration; Richard Rahn, chief economist for the Chamber of
Commerce of the U.S.A.; Jeff Bell, who had run against Bradley in the

- 1978 New Jersey senatorial race on a supply-side platform; Jude Wanniski,
an economic consultant who was forced to leave his job as an editorial

- writer at The Wall Street Journal because of his active campaigning for
Bell; and Alan Reynolds, Wanniski’s partner in his consulting business.

For the supply-siders, tax cuts always ranked at the top of the list of
preferred policies. The problem with' the American economy, they be-
lieved, was that tax rates were too high and were suffocating incentives to
work, save, and invest. But since their surprising success in 1981, the
supply-siders had been forced togay low. The tax cuts enacted that year
had not led to an ecopomic boom, as they had predicted, but to a bust.

Budget deficits had not disappeared, but had skyrocketed. For the supply-
siders to simply endorse further tax cuts in the face of such problems would
have been viewed by the public as highly irresponsible (although many in
the camp would have favored just that course).

- During the poolside meeting, Kristol made an unusual proposal: Why
not endorse Bradley-Gephardt as stage two of supply-side efforts to get
tax rates down? Sure, the plan would hit some important big-business
gonstituents of conventional Republicans, but it offered the only chance,
In the face of prolonged budget deficits, of getting tax rates down further. .

The idea was appealing to many in the group. Endorsing a Democratic
i Iax bill would certainly attract attention, which the supply-siders always
i graved, and it would undermine efforts by the Democrats to make tax
= mform an election issue. Wanniski was intrigued by the proposal, as was
& Bell, who had become an admirer of the former basketball player who had
& Wrounced him in his Senate bid. “We came to the conclusion,” Kemp said
& Wer, “that Kristol was right, that Reagan and Kemp should endorse Brad-
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ley-Gephardt. That would have thrown the Democratic party into a state
of real confusion.”

Others in the group expressed their opposition to the Bradley bill. In
particular, Rahn and Roberts, who both had close ties to the corporate
community, were disturbed by Bradley’s proposal to trim back investment
incentives for business. Lehrman argued that for political reasons, it would
be wiser for the group to have its own bill, rather than simply embrace
the Bradley measure. The discussion continued for some time, and twilight
fell over the patio. In the end, Lehrman won out: The group agreed that
Kemp should draft a new version of tax reform that Republicans could
rally behind.

Thus began one of the most unusual, and most important, alliances
fostered by tax reform. Bradley had argued fiercely against the supply-side
agenda in his 1978 campaign against Bell, and his interest in tax reform
had been born out of his strong opposition to the 1981 supply-side cut.
But now, as his own party was deserting him, Bradley found supply-siders
turning to adopt his concept, and he welcomed them.

Shortly after that meeting in Kemp’s backyard, Bell telephoned Bradley,
to whom he had not spoken since their heated debates during the campaign
of 1978. Bell requested an audience, and Bradley consented. The two met
in September at Bradley’s Union, New Jersey, office. It was a busy time
for Bell, who was to be married within the week, but he was glad for the
opportunity to talk to Bradley. “Bradley was very friendly and very gra-
tified,” says Bell, and out of the meeting grew a new partnership. Bradley
says he was happy for the vote of confidence and was equally glad to have
Bell as a resource for him in the supply-side camp. Bell kept Bradley
apprised of what Kemp and company were up to; and Bradley used Bell
to send messages to the supply-siders and their friends in the Reagan
administration.

Kemp, in the meantime, went to work developing a Republican version
of Bradley-Gephardt. Unlike Bradley’s plan, the Kemp proposal sought
to enhance business investment incentives by allowing rapid write-offs for
equipment purchases. The Kemp plan also contained a $2,000 personal
exemption to help families; it retained the full deduction for mortgage
interest, maintained the full deduction for charitable contributions, and
kept low capital-gains tax rates. As his Senate cosponsor, Kemp chose
Robert Kasten of Wisconsin, whose successful effort in 1983 to defeat Dole
and repeal the interest-withholding provision attracted Kemp’s attention.
Kemp and Kasten introduced their version of tax reform in April 1984.

Because of the Kemp plan’s generosity in retaining tax breaks that were

curbed by Bradley, Kemp-Kasten faced a serious shortcoming from the

start. The original version was not revenue neutral by the calculations of
either the Treasury Department Or the congressional Joint Committee on
Taxation. Had it been enacted into law, it would have added tens of billions

to the nation’s budget deficits. Nevertheless, the Kemp-Kasten tax bill -

helped make the quest for tax reform bipartisan and iparti
effort did reform stand a chance. Tax rgform w’as too0 I:)llé aiotbég;mlse?
an'd too controvgrsial to be pushed through Congress by or’le party al%ne’
thth the power in Washington clearly split between the Democrats wh<;
ad coqsohdated their control of the House in the 1982 elections an’d the
Repubhcang, who still controlled the Senate and the White House’ support
from both sides was needed to provide even a small chance for s’ucc?s):

The Reagan administration focused its si i
ights on tax reform in late 1
%; ?vork got under way to prepare for the president’s 1984 State of9t8t?é
nion gddress. White House aides were coming under pressure from the
:Epflv{;saders Ivtlo advocate reform, and they were also convinced—wrongly—
at Walter Mondale was about to make B - i
L loction maion. e Bradley-Gephardt the centerpiece
Still, Chief of Staff James Baker was rel
s 2 uctant to support reform.
hafd heided the advice of polister Richard Wirthlin, whop»l:'(;rned ttf:tl “gi
redorm would mean “tax increase” to many voters. He felt it would be
a Tz‘inger;)us pr?hé:y to push during an election year.
ax reform had been discussed in the White House befor,

' ; ¢. In September
of '1982’}; Treasuw .oﬂic1a1§ met with the president on three occalzions to
g:(\;lew their upcoming testimony on reform at a hearing before the Finance
Ch{mmttee. Tha? same year, Secretary of State George Shultz, a former

icago economist who was intrigued by the “flat-tax” proposals of econ-
?hmlgts Robert Hall and Alvin Rabushka, tried to interest the president in
e idea. In a golf match described by former Budget Director David

~ Stockman in his book The Triumph of Politics, Shultz told the president

that a low-rate tax system would end the i i
e inefficiency caused by tax loop-
hole§dand cause thg economy to grow faster. By the eighteenth hole ttr:e
g:esnwﬁ?t was convmced,‘ Stockman writes, and soon, ‘“‘everyone arc;und
e te House was talking flat tax.” After the golf match, then-Treasury

; ?;cretary Rega.n received a short note from the president extolling the
idea, scrawled in the margin of an article on the issue.

But the pragmatists in the White House—including Baker, then—presi-

dential assistant Darman, Stockman, and Economic Adviser Martin Feld-

nem—thought talk about the benefits of tax reform sounded like more of
the supply-siders “voodoo economics,” to use a phrase coined by George
Bush before he became Reagan’s running mate. The real problem, in thegir
yiew, was the deficit, and tax reform offered no solution to that ’
Before the 1983 State of the Union address, Stockman and' Darman
:torked on ,2,1 scheme that would combine long-term tax reform with a
temporary” short-term tax increase. The tax increase, they thought, could
then be solq to the public and to Congress as merely a “bridge” t’o raise
revenue until the new tax plan took effect. In Stockman’s words, it was




“a perfectly disingenuous plan’ to convince the president to back a tax
increase.

But the Stockman-Darman compromise never got off the ground. White
House officials disagreed about what tax reform should look like and feared
that the idea might not sell well to the public. Out of this confusion came
the vague, two-pronged plan that the president pushed in his 1983 State
of the Union address. He called for a “standby’ tax that would be triggered
only if Congress first approved the administration’s budget—an unlikely
condition. After that, he said, the administration would “continue to study
ways to simplify the tax code and make it more fair for all Americans.”
The standby tax was quickly forgotten, and discussions of tax reform did
not surface again in the White House until the end of that year.

As the 1984 State of the Union address approached, Baker finally decided
that the best strategy was to defuse the tax issue by having the president
call for a “study” of reform, without delineating any specifics. This would
take the wind out of any Democratic plans to endorse the Bradley-Gep-
hardt bill and avoid the risks of angering specific voters by putting out
details of a plan. The promise of a “study” also would help the president
duck the question of raising revenue to reduce deficits. The move was
political, as most election-year White House decisions are, and it was based
largely on a mistaken judgment about the Mondale campaign.

Treasury Secretary Regan, spurred by the handwritten note from the
president, had by that time grown fond of reform, seeing it as a way to
regain center stage in the Reagan administration. But his entreaties were
rebuffed by White House aides. “I insisted that we had to have tax reform,
that the system was crazy,” he recalls. “They agreed to let me study it.
Like a pat on the head for a little child, they sent me off to go and play.”

On January 25, 1984, the president appeared before a joint session of
Congress to deliver his annual State of the Union address. He stood on
the speaker’s podium, with Vice President George Bush and House Speaker
Thomas P. “Tip” O’Neill seated behind him, the House members and
senators spread out in the audience before him. The House chamber was
a majestic room, with a stained-glass eagle on the skylight soaring overhead
and symbols of each state emblazoned on the ceiling. As he spoke from
the high, altarlike podium, the president was flanked by giant portraits of
George Washington and the Marquis de Lafayette, a French general and
early friend of the Republic. The legislators sat quietly as he spoke the
following words:

Let us go forward with an historic reform for fairness, simplicity and incentives for
growth. T am asking Secretary Don Regan for a plan for action to simplify the
entire tax code, so all taxpayers, big and small, are treated more fairly. And I
believe such a plan could result in that “underground economy” being brought

into the sunlight of honest tax compliance; and it could make the tax base broader
s0 personal tax rates could come down, not £0 up. ’

'It was an impressive performance, and those watching the president
might have been convinced by the president’s sincerity, had it not been
fgr the very next line: “I have asked that specific recommendations, con-
sistent with those objectives, be presented to me by December 1984;.”

December 1984: To the members of Congress seated in the House cham-
per, the date conveyed tremendous irony. The presidential election was
in November, and the president’s promise seemed no more than a cynical
ploy to deflect the issue until the election had passed. Given the date, few
of those who heard the speech believed the president was serious" few
thought that the same president who had filled the tax code with huge’ new
loopholes in 1981 was now ready to turn around and rid the code of those
same preferences.

In a rare display of disrespect, the Democrats in the solemn chamber

erupted into derisive laughter. “Did | say something funny?”” Reagan asked
with a smile.

Tax reform seemed no more than a joke.




