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in 1986 the president signed, a comprehensive Tax Reform Act, The new
‘measure reduced the number of federal tax brackets from fourteen to two
and reduced rates from the maximum of 50 percent to 15 and 28 percent—
the lowest since Calvin Coolidge was president.

THE IRAN-CONTRA AFFAIR  During the fall of 1986, the Reagan ad-
ministration suffered a double blow. In the midterm elections, Democrats
regained control of the Senate by 55 to 45. The Demaocrats picked up only
6 seats in the House, but they increased their already comfortable margin to
259 t0 176. For his last two years as president, Reagan would face an opposi-
tion Congress.

‘What was worse, on clection day reports surfaced that the United States
had been sccretly selling arms to Iran in the hope of securing the release of
American hostages held in Lebanon by extremist groups sympathetic to Iran.
Such action contradicted Reagan’s repeated insistence that his admi

stra-
tion would never negotiate with terrorists. The disclosures angered America’s
allies as well as many Americans who vividly remembered the 1979 Iranian
takeover of their country’s embassy in Tehran.

There was even more to the sordid story. Over the next several months,
revelations reminiscent of the Watergate affair disclosed a complicated serics
of covert activities carried out by administration officials. At the center of
what came to be called the Iran-Contra affair was the much-decorated ma-
rine lieutenant colonel Oliver North. A swashbuckling aide to the National
Security Council who specialized in counterterrorism, North, from the base-
ment of the White House, had been running secret operations involving
many government, private, and foreign individuals. His most far-fetched
scheme sought to use the profits from the secret sale of military supplies to
Iran to subsidize the Contra rebels fighting in Nicaragua at a time when
Congress had voted to ban such aid.

Oliver North’s activities,it turned out, had been approved by national se-
curity adviser Robert McFarlane; McFarlane's successor, Admiral John
Poindexter; and CIA director William Casey. Both Secretary of State George
Shultz and Secretary of Defense Caspar Weinberger criticized the arms sale
to Iran, but their objections were ignored, and they were thereafter kept in
the dark about what was going on. Later, on three occasions, Shultz threat-
ened to resign over the continuing operation of the “pathetic” scheme. After
information about the secret (and illegal) dealings surfaced in the press,
McFatlane attempted suicide, Poindexter resigned, and North was fired.
Casey, who denied any connection, left the CIA for health reasons and died
shortly thereafter from a brain tumor.

‘The Iran-Contra affair
National security adviser Robert McFarlane (left) tells reporters about his resignation.
Vice Admiral John Poindexter (far right) succeeds him in the post.

Under increasing criticism, Reagan appointed both an independent coun-
sel and a three-man commission, led by former Republican senator John
Tower, to investigate the scandal. The Tower Commission issued a devastat-
ing report carly in 1987 that placed much of the responsibility for the bun-
gled Tran-Contra affair on Reagan’s loose management style. During the
spring and summer of 1987, a joint House-Senate investigating committee
began holding hearings into the Iran-Contra affair. The sessions, which
were televised, revealed a tangled web of inept financial and diplomatic
transactions, the shredding of incriminating government documents, crass

profiteering, and misguided patriotism.

The investigations of the independent counsel led to six indictmens in
1988, A Washington jury found Oliver North guilty of three relatively minor
charges but innocent of nine more serious counts, apparently reflecting the
jury's reasoning that he acted as an agent of higher-ups. His conviction was
later overturned on eppeal. Of those involved in the affair, only John
Poindexter got a jail sentence—six months for his conviction on five felony
counts of obstructing justice and lying to Congress.

TURMOIL IN CENTRAL AMERICA The Iran-Contra affair showed
the lengths to which members of the Reagan administration would go to
support the rebels fighting the ruling Sandinistas in Nicaragua. Fearing
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heightened Soviet and US. involvement in Central America, neighboring
countries during the mid-1980s pressed for a negotiated settlement to the
unrest in Nicaragua. In 1988, Daniel Ortega, the Nicaraguan president,
pledged to negoriate directly with the Contra rebels. In the spring of 198,
those negotiations produced a cease-fire agreement, ending nearly seven
years of fighting in Nicaragua. Secretary of State George Shultz called the
pact an “important step forward,” but the settlement surprised and disap-
pointed hard-liners within the Reagan administration, who saw in it a Con.
tra surrender. The Contra leaders themselves, aware of the eroding support
for their cause in the U.S. Congress, saw the truce as their only chance for
tangible concessions such as amnesty for political prisoners, the return of
the Contras from exile, and “unrestricted freedom of expression.”

In neighboring E Salvador, meanwhile, the Reagan administration’s at-
tempt to shore up the centrist government of José Napoledn Duarte through
economic and military aid suffered a setback when the far-right ARENA
party scored an upset victory at the polls during the spring of 1988,





