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___Return to me __ Mail

I had to check with KYODO press 
for OMBE translation.

They informed me that as far as 
they know it had not been used in 
the Japanese press since they have 
little occasion to write about that 
particular agency.

The Kyodo man offered his 
translation which is noted on 
the speech.



ON TAX INCENTIVES AND U.S.-JAPAN TRADE RELATIONSHIP 
SPEECH BY U.S. SENATOR SPARK M. MATSUNAGA

BEFORE ASIAN-AMERICAN BUSINESSMEN IN NEW YORK 
APRIL 8, 1977

I WOULD FIRST LIKE TO EXPRESS MY APPRECIATION FOR 

THIS OPPORTUNITY TO ADDRESS YOU, I HAVE ALWAYS FOUND THE 

COMPANY OF PEOPLE WHO DEAL IN INTERNATIONAL BUSINESS TO 

BE STIMULATING, YOUR EXPERIENCE ABROAD AND YOUR DIVERSE 

CULTURAL BACKGROUNDS ENABLE YOU TO PLACE ISSUES IM A 

WIDER SCOPE AND REACH A MORE BALANCED OPINION, I AM 

HONORED BY YOUR INVITATION TO SPEAK TO YOU TONIGHT,

With your kind indulgence I would like to talk about 

TWO MATTERS WHICH MAY BE OF INTEREST TO YOU AS BUSINESSMEN 

AND WHICH CONCERN ME AS A U. S. SENATOR: (1) THE USE OF THE 

TAX SYSTEM TO ACHIEVE ECONOMIC STABILITY AND GROWTH; (2) THE 

MAINTENANCE OF CLOSE COOPERATION BETWEEN THE UNITED STATES 

and Japan.

As A MEMBER OF THE SENATE COMMITTEE ON FINANCE, I



HAVE JUST HAD THE PRIVILEGE OF CONSIDERING AND REPORTING ON 

the Carter Administration's tax incentive bill. The 

Committee has written its recommendations and the bill will 

BE DEBATED BY THE FULL SENATE ON APRIL 18tH.

In THE ON-GOING PUBLIC DEBATE OVER TAX COMPLEXITY 

AND TAX REFORM, A GOOD NUMBER OF CRITICS HAVE ADVOCATED 

THE RESTRUCTURING OF OUR TAX SYSTEM. SOME WOULD EVEN 

RESTRICT THE PURPOSE OF FEDERAL TAXATION ONLY TO THE RAISING 

OF PUBLIC REVENUES, OTHERS, WITH WHOM I AGREE, HOLD THE 

VIEW THAT THE TAX LAWS SHOULD PROMOTE ECONOMIC GROWTH AND 

STABILITY. I BELIEVE THAT THE FEDERAL GOVERNMENT'S TAX 

POLICY AS WELL AS ITS FISCAL POLICY SHOULD BUTTRESS THE 

UNDERLYING STRENGTH OF THE AMERICAN ECONOMY. By INSURING 

THE BASIC WELL-BEING OF OUR ECONOMY, WE WILL BE ABLE TO 

HOLD OPEN OUR CAPITAL MARKETS TO FOREIGN ENTERPRISES AND 

ALSO ATTRACT FOREIGN INVESTMENTS NECESSARY FOR FURTHER 

STIMULATION OF ECONOMIC GROWTH.
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IN THIS REGARDy TAXES MATERIALLY AFFECT ECONOMIC 

GROWTH AND STABILITY. HIGHER TAXES COUPLED WITH LOWERED 

GOVERNMENT EXPENDITURES CAN HELP FIGHT INFLATION BY 

RESTRAINING PRIVATE DEMAND. On THE OTHER HANDy LOWER 

TAXES TOGETHER WITH INCREASED GOVERNMENT EXPENDITURES 

HELP TO FIGHT RECESSION BY LEAVING MORE MONEY IN THE HANDS 

OF CONSUMERS AND STIMULATING PRIVATE DEMAND.

Taxes also have a stabilizing effect. When incomes 

FALLy TAXPAYERS ARE DROPPED TO A LOWER TAX BRACKET. In 

THESE LOWER TAX BRACKETSy THEY ARE TAXED AT A 

PROPORTIONATELY SMALLER AMOUNT OF THEIR TAXABLE INCOME. ON 

THE OTHER HANDy WHEN INCOMES RISEy TAXPAYERS ARE THEN PUSHED 

INTO HIGHER BRACKETS AND HAVE A LARGER PROPORTION OF THEIR 

INCOME TAXED. ALSOy WHEN ECONOMIC ACTIVITY LAGS AND PROFITS 

FALLy CORPORATE TAXES DECREASE. On THE OTHER HANDy WHEN 

PROFITS RISE SO DO THE AMOUNT OF CORPORATE TAXES. THE 

OVERALL EFFECT IS THE STABILIZATION OF THIS BUSINESS CYCLE'S 

FLUCTUATIONS.
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President Carter's tax stimulus package is being

CHALLENGED AS BEING MUCH TOO SMALL TO HAVE ANY MATERIAL 

EFFECT ON THE ECONOMY, DURING THE HEARINGS ON THE $50 

TAX REBATE, FOR EXAMPLE, IT WAS CHARGED THAT THE AMOUNT 

WAS NOT ENOUGH TO STIMULATE ANY CONSUMER SPENDING, WHILE 

I MYSELF HAVE SOME DOUBTS ABOUT THE MERITS OF THE $50 

REBATE AT THIS POINT, IT SEEMS TO ME THAT THE CHARGE THAT 

THE REBATE WILL BE ECONOMICALLY INEFFECTIVE OVERLOOKS THE 

OVERALL SIZE OF THE REBATE. IT IS ESTIMATED THAT THE 

Carter program involves a revenue expenditure of $8.6 

BILLION IN FISCAL YEAR 1977. THIS MEANS THAT $8.6 

BILLION WILL BE PLACED IN THE HANDS OF CONSUMERS. AND 

THE REFUND WILL HAVE A MULTIPLIER EFFECT ON CONSUMER 

demand. Furthermore, the rebate is directed to those people 

IN LOW- AND MIDDLE- INCOME BRACKETS WHO ARE MOST LIKELY TO 

SPEND THE TAX REBATE. It CANNOT BE DENIED, THEREFORE, THAT 

President Carter's tax stimulus proposal has a great 

POTENTIAL EFFECT ON THE LAGGING ECONOMY.
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It should be pointed out in this connection that the 

TAX CUTS IN THE 1969 TAX Act RESULTED IN A LOSS IN REVENUES 

BUT THIS LOSS WAS MORE THAN COMPENSATED BY INCREASED 

REVENUES IN THE ENSUING YEARS. THE INITIAL TAX CUTS, IN 

FACT, STIMULATED ECONOMIC ACTIVITY TO SUCH AN EXTENT, THAT 

GREATER REVENUES WERE GENERATED IN SUBSEQUENT YEARS.

With regard to specific business incentives, a 

STUDY BY THE BROOKINGS INSTITUTE CONCLUDED THAT THE 

ACCELERATED DEPRECIATION DEDUCTION AND THE INVESTMENT TAX 

CREDIT PROVIDED BY THE FEDERAL TAX CODE HAVE VERY 

SUBSTANTIALLY STIMULATED THE LEVEL OF INVESTMENT, CAPITAL 

RECOVERY ALLOWANCES, PERMITTED THROUGH DEPRECIATION 

PROVISIONS, ARE AN IMPORTANT SOURCE OF SAVINGS FOR THE 

ECONOMY. A STUDY BY THE STAFF OF THE JOINT COMMITTEE ON 

Internal Revenue Taxation reports that coprorate capital 

RECOVERY ALLOWANCES NOW ACCOUNT FOR ABOUT TWO-THIRDS OF 

TOTAL GROSS BUSINESS SAVINGS ( WHICH ALSO INCLUDES
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UNDISTRIBUTED PROFITS) AND ABOUT 45% OF THE TOTAL GROSS 

PRIVATE SAVINGS OF BUSINESSES AND INDIVIDUALS. IN DOLLAR

TERMS, CAPITAL RECOVERY ALLOWANCES ARE ON THE INCREASE, 

AND NOW RUN AT AN ANNUAL RATE OF ABOUT $85 BILLION.

The INCREASE IN THE INVESTMENT TAX CREDIT AS PROPOSED 

by the President would favor capital intensive industry. 

Members of Congress, on the other hand, have seen a need 

TO PROVIDE A SIMILAR INCENTIVE FOR LABOR INTENSIVE 

BUSINESSES, In light of the present HIGH UNEMPLOYMENT RATE, 

I HAVE WORKED TO OBTAIN A JOB TAX CREDIT FOR SUCH LABOR 

INTENSIVE BUSINESSES, PARTICULARLY SMALL BUSINESS. THE 

Senate Finance Committee, in its report on the 1977 Tax Act, 

HAS RECOMMENDED BOTH AN INCREASE IN INVESTMENT TAX CREDIT 

AND A NEW JOB TAX CREDIT. THESE TWO INCENTIVES, I BELIEVE, 

WILL TEND TO INCREASE OUR PRODUCTIVE RESOURCES.

The investment tax credit and the job tax credit are

ONLY TWO OF THE MANY PROVISIONS CONGRESS CAN USE IN BOOSTING



THE ECONOMY. It IS MY FIRM BELIEF THAT JUDICIOUS USE OF THE 

TAX PROVISIONS WILL ALLOW US TO GUARANTEE THE UNDERLYING 

STRENGTH AND GROWTH OF THE ECONOMY. In THIS WAY, THE UNITED 

States leadership in free trade will be secured.

Turning to another area that I know is of intense 

CONCERN TO YOU, I THINK WE CAN ALL AGREE THAT WE ARE NOW 

WITNESSING A CRUCIAL MOMENT IN THE EVOLUTION OF JaPAN-U.S. 

trade. The past eight years have seen a radical change in 

FOREIGN TRADE — ECONOMIES THROUGHOUT THE FREE WORLD HAVE 

BEEN DEEPLY SHAKEN BY INFLATION AND RECESSION. ONLY 

RECENTLY HAVE NON-COMMUNI ST ECONOMIES BEGUN A SLUGGISH 

ASCENT FROM THE DOLDRUMS OF THE EARLY 70's.

Enjoying continued high productivity, innovative 

MARKETING TECHNIQUES AND MODERN CAPITAL EQUIPMENT, JAPAN 

IS EMERGING FROM THE RECESSION IN THE FOREFRONT OF INTERNATIONAL 

trade. Japan has for many years been America's second 

LARGEST TRADING PARTNER, BUT THERE HAVE BEEN YEARS OF 

DRAMATIC CHANGES IN THE NATURE OF THE TRADE; JAPAN HAS
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BECOME HIGHLY COMPETITIVE WITH U. S, MANUFACTURERS IN THE 

FIELDS OF HIGH-GRADE STEEL, CONSUMER ELECTRONIC PRODUCTS, 

VARIOUS TYPES OF BALL BEARINGS, AND OTHER SIMILAR HIGH- 

TECHNOLOGY PRODUCTS,

What will the new, Democratic administration do in

THE FACE OF MOUNTING PUBLIC CONCERN OVER JAPANESE IMPORTS?

Judging from President Carter's decision on relief 

FOR THE SHOE INDUSTRY, WE CAN EXPECT A MORE THOUGHTFUL, 

BALANCED APPROACH THAN MAY HAVE BEEN THE CASE IN THE PAST.

The President could have used the footwear problem to 

FIRE THE FIRST SHOTS IN A TARIFF WAR, BUT, INSTEAD, HE 

CHOSE ONLY TO IMPOSE LIMITED IMPORT QUOTAS. It IS 

REGRETTABLE THAT ANY SUCH ACTION WAS NECESSARY IN THE CASE 

OF OUR CLOSE TRADING PARTNERS TAIWAN AND SOUTH KOREA, BUT 

INJURY TO THE DOMESTIC SHOE INDUSTRY HAS BEEN WELL- 

DOCUMENTED. In my judgment, Mr. Carter's DECISION IS A 

CLEAR EFFORT TO ALLAY ANY FEARS THAT A DEMOCRATIC
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Administration would have a knee-jerk, trade protectionist

RESPONSE TO COMPETITIVE FOREIGN IMPORTS.

Only two days ago, Mr. Carter again proved that he 

INTENDS TO CONDUCT HIS FOREIGN ECONOMIC POLICY BY COOPERATION 

AND NEGOTIATION, RATHER THAN BY UNILATERAL TRADE RESTRICTIONS. 

Reports from Tokyo indicate that the two trading partners 

HAVE AGREED UPON A PLAN OF VOLUNTARY RESTRAINTS ON THE 

export of Japanese televisions to the United States.

As you know, the U.S. International Trade Commission 

LAST MONTH RECOMMENDED TO THE PRESIDENT THAT A SLIDING SCALE 

OF DUTY RATES BE IMPLEMENTED, RANGING FROM 25% IN THE FIRST 

TWO YEARS TO 15% IN THE FINAL YEAR OF THE FIVE-YEAR PERIOD,

In my judgment, Mr. Carter's INTENTIONS, AS WELL AS 

THE INTENTIONS OF THE JAPANESE GOVERNMENT, WERE FORESHADOWED 

BY THE VISIT OF PRIME MINISTER FUKUDA TO WASHINGTON, COMING 

SO SOON AFTER HIS INAUGURATION, THE VISIT CAN BE SEEN AS A 

CLEAR SIGNAL OF THE IMPORTANCE Mr. CARTER PLACES ON CLOSE 

JaPANESE-U.S. RELATIONS.
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. I HAD THE HONOR OF MEETING THE PRIME MINISTER BOTH 

at the White House dinner in his honor and at thereception 

GIVEN BY THE EMBASSY OF JAPAN, AND I WAS DEEPLY IMPRESSED 

BY THE DEDICATION OF BOTH LEADERS TO THE STRENGTHENING OF 

TIES BETWEEN THE TWO NATIONS THEY REPRESENT, I HAVE ALSO 

BEEN PLEASED TO NOTE THAT PRESIDENT CARTER CAME INTO OFFICE 

WITH A WELL-BALANCED, COMPREHENSIVE PLAN FOR AMERICA'S ROLE 

IN INTERNATIONAL TRADE AND ECONOMIC RELATIONS, THESE TWO 

FACTORS STRONGLY INDICATE THAT PRESIDENT CARTER'S POSITION 

ON TRADE ISSUES INVOLVING JAPAN WILL BE NEITHER PUNITIVE 

NOR INTRANSIGENT.

I AM CONFIDENT THAT IN MANY AREAS, AS SHOWN BY THE 

AGREEMENT ON TELEVISION EXPORTS, VOLUNTARY ACTION ON THE 

PART OF THE JAPANESE GOVERNMENT AS WELL AS ONGOING DISCUSSIONS 

BETWEEN THE TWO GOVERNMENTS WILL DO MUCH TO ALLEVIATE PROBLEMS 

EXPERIENCED IN RECENT YEARS. It IS MY HOPE, AND I AM SURE 

YOURS TOO, THAT BOTH GOVERNMENTS WILL CONTINUE TO STRIVE
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FOR CLOSE COOPERATION WITH EACH OTHER FOR AN EVEN

FRIENDLIER U.S.-JAPAN RELATIONSHIP.

Thank you very much.

*****%**********
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