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EXTENSION OF THE EXPIRING TAX CUT
PROVISIONS

TUESDAY DECEMBER 9, 1975

'U.S. SENATE,
O0MMTT ON FINANCE,

'Waghingtmn, D.C.
The committee met, pursuant to notice, at 10 a.m., in room 2221,

Dirksen Senate Office Building, Senator Russell B. Long (chairman
of the committee) presiding.

Present: Senators Long, Hartke, Ribicoff, Byrd, Jr., of Virginia,
Nelson, Mondale, Gravel, Bentsen, Haskell, Curtis, Hansen, Pack-
wood, and Roth, Jr.

The CHAIRMAN. The committee will come to order.
The committee today is holding hearings on the extension of those

provisions of the Tax Reduction Act of 1975 due to expire at the end
of this year.

These provisions include increases in the standard deduction, a $30
tax credit for each taxpayer and dependent, an earned income credit
or "work bonus," and a reduction in corporate taxes on the first $50,000
of taxable income.

The House and Senate conferees on the second budget resolution
have agreed to allow $6.4 billion through June 1976 forlegislation to
extend the expiring provisions so as to keep withholding rates at about
their present levels.

For those who may not be aware of this, the Finance Committee has
pending before it a bill, H.R. 10612, which in hundreds of pages makes
extensive changes in our tax law. That bill is not the subject of this
morning's hearings, though it does contain provisions to extend the
expiring tax cuts. The Committee on Finance will be turning its atten-
tion to that bill next year.

[The press release announcing this hearing follows:]
(1)
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P R ESS RELEASE

FOR IMMEDIATE RELEASE COMMITTEE ON FINANCE
December 2, 1975 UNITED STATES SENATE

2227 Dirksen Senate Office Bldg.

Finance Committee Schedules Hearing on Extension of ExpiringTax Cut Provisions

The Honorable Russell B. Long (D., La.), Chairman of the
Senate Committee on Finance, announced today that the Committee
would hold a day of hearings on extension of provisions of the
Tax Reduction Act of 1975 due to expire at the end of this year.

The Honorable William E. Simon, Secretary of the Treasury,
will testify before the Committee on Tuesday, December 9, at 10:00
A.M. in Room 2221, Dirkson Senate Office Building.

Senator Long noted that the following provisions of the
Tax Reduction Act of 1975 were enacted for this year only and are
scheduled to expire at the end of December:

1. Standard deduction. -- For 1975, the percentage standard
deduction was increased from 15 percent to 16 percent; the minimum
standard deduction was increased from $1,300 to $1,600 for single
people and to $1,900 for married couples; and the maximum standard
deduction was increased from $2,000 to $2,300 for single people and
to $2,600 for married couples.

2. $30 tax credit. -- For 1975, a tax credit of $30 was
provided for each taxpayer and for each dependent for whom a tax-
payer claims a personal exemption.

3. Earned income credit. -- For 1975, a refundable tax
credit was provided equi to0 percent-of earned income up to a
maximum of $4,000 (for a maximum tax credit of $400). The amount
of the credit is reduced $1 for each $10 of earnings above $4 tOOO
so that the credit is phased out entirely when adjusted gross income
is greater than $8,000.

4. Corporate taxes.-- Under permanent law, the first
$25,000 of t-able corporate income is taxed at a 22 percent rate,
with income in excess of $25,000 taxed at a 48 percent rate. For
1975, the first $25,000 of income is taxed at a 20 percent rate,
the next $25,000 is taxed at a 22 percent rate, and income above
$50,000 is taxable at a 48 percent rate.

PR #49

The CAITURfAN. Our first witness will be the Honorable William E.
Simon, Secretary of the Treasury.

Mr. Secretary, we are very happy to have you. I would suggest you
proceed as you prefer.

STATEMENT OF HON. WILLIAM E. SIMON, SECRETARY OF THE
TREASURY, ACCOMPANIED BY CHARLES WALKER, ASSISTANT
SECRETARY FOR TAX POLICY; WILLIAM H. GOLDSTEIN, DEPUTY
ASSISTANT SECRETARY FOR TAX POLICY; AND DAVID BRAD.
FORD, DEPUTY ASSISTANT SECRETARY FOR TAX POLICY

Secretary SimoN. Thank you, Mr. Chairman. I have a detailed state-
nient which I would like to summarize to the best of my ability, sir.



Mr. Chairman, it is always a pleasure to appear before the Senate
Finance Committee, especially on this occasion when you begin yourarduous task of deliberating the tax legislation before you. Everyone
in the administration considers that the work you must accomplish is
-critically important to the integrity of our Federal tax system and
may significantly affect the future of our national economy.

There are some who hold the view that the most urgent matter
before you is timing. Because four of the major provisions of the Tax
Reduction Act of 1975 expire on December 31, Federal tax receipts
will begin to increase on January 1, 1976, at an annual rate of approxir
mately $10.3 billion in additional accruals of individual and corpora-
tion income taxes. And many of those concerned about the impending
rise in tax revenues believe that this should not occur because it might
retard the rate of economic recovery.

There is reason for giving the calendar attention. Tax changes not
synchronized with the calendar year are disruptive. But, I would re-
mind you, the legislation before you includes permanent changes in
the Federal income tax structure, and these changes ought to be made
only in the context of their consistency with long-range fiscal objec-
tives. If we legislate a permanent reduction in Federal revenues, when-
ever we do so, unless we simultaneously legislate a reduction in the
level of Federal.expenditures, we merely delude our constituents that
we are providing them a tax cut. We only substitute the capricious tax
of inflation for the income tax we seemingly cut.

'This is why President Ford proposed on October 6, that $28 billion
be permanently cut from the income tax system along with a corre-
sponding cut from the level to which fiscal year 1977 expenditures
would climb if fiscal year 1976 programs are allowed to grow as pres-
ently projected.

The President does not give this principle of responsible fiscal policy
mere lipservice. He said on October 6, that he would consider a tax cut
unacceptable that was not accompanied by an explicit expenditure
limitation, which would make clear to all whether the intent of the
Government is to hold inflationary pressures in check, or to increase
them.

From their enthusiastic, response to the President's announced
policy, we have concluded that the American people overwhelmingly
support it. We must be disappointed by the response of the House of
Representatives which failed, by a narrow margin, to instruct the
Ways and Means Committee to incorporate an expenditure ceiling in
its tax legislation. We urge this committee to provide leadership in
the Senate by reporting a $28 billion tax cut linked to a fiscal year 1977
spending ceiling of $395 billion.

Before going to the immediate issue of the extension of the expiring
1975 tax cuts, I would like to emphasize the purpose of and thought
behind the President's October 6 fiscal package, of which the current
tax proposals are only a part. There were two broad objectives of that
balanced tax-cut, spending-limitation proposal-to sustain the upward
momentum of the current economic advance and, more importantly,
to make a start toward regaining control over the excessive rise in
budget spending which has been a major force behind the inflation of
recent years.
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As the table below shows, in fiscal year 1962 the Federal budget
exceeded $100 billion for the first time in history. By fiscal year 1971
it exceeded $200 billion. By fiscal year 1975 it exceeded $300 billion,
and a figure of $423 billion is in prospect for fiscal year 1977 without
some restraint-a fourfold increase in just 15 years. Federal Govern-
ment outlays increased at an annual rate of 6.6 percent during the
period 1961-66, at a 9.4 percent per year during the next 5 years, and
at 11.8 percent-per year from 1971 to 1976. If fiscal year 1977 expendi-
tures are permitted to grow to $423 billion, the rate of growth will
reach 14.3 percent. -

For the past 10 fiscal years expenditures grew 175 percent while total
GNP increased about 120 percent-that is, the rate of growth in Gov-
ernment outlays was nearly 50 percent greater than that of the economy
itself, with all of the attendant inflation and financial consequences.

As the President reviewed these figures in developing the decision
which he announced on October 6, he became increasingly convinced
that a dramatic and permanent shift in direction was called for. Facing
another huge budget deficit in fiscal year 1976 of close to $70 billion,
he concluded that without a significant reduction in the growth of
Federal spending a high and damaging rate of inflation would reap-
pear, with all of its resulting harm for our economic system and the
living standards of our people. Inflation was a major factor in causing
the sharp recession from which we are now recovering. A resurgence
of inflation, which could readily be spurred by escalating Government
spending, will hurt our otherwise brightening economic prospects and
could well cause an even more serious recession later on. As President
Ford P hinted out in speaking of the Federal deficit: ,

Over the years, these excesses have played a major role in driving up prices,
driving up Interest rates, and holding down Jobs. We do not have to look far
for our underlying problems. Much of our Inflation should bear a label: "Made
In Washington, D.C."

In designing his proposal, the President realized that the magnitude
of the deficit is so great and acceptance of its size and growth so. insti-
tutionalized that no action could restore a balanced Federal budget in
a single year. He therefore chose to attack the program in stages. For
fiscal year 1977 he proposed to hold the deficit to $40 to $44 billion.
In effect, this would amount to a deficit level in fiscal year 1977 equiv-
alent to the fiscal year 1975 figure. It is noteworthy that if fiscal year
1977 expenditures could be held to $395 billion, the increase over 1976
would be 5.4 percent, about the same rate of increase as prevailedduring 1961-66.

If we were able to achieve this goal through cooperation with the
Congress, it would be our objective in succeeAing years to seek such
additional budget reductions as are necessary to achieve a balanced
budget in a 3-year period and then to strive for budget surpluses at
high employment.

These budgetary goals can be achieved only if we tie tax reductions
and expenditure reductions together.

See p. 37.



THE TAX REDUCTION ACT OF 197 5, TilE HOUSE BILL (H.R. 106 12) AND THE
PRESIDENT'S• PROPOSALS

The table below presents in Summary form a comparison of the in-
come tax provisions in the Tax Reduction Act of 1965, the House
bill-H.R. 10612--and, the President's October 6 proposals

PERSONAL TAX CUTS

These provisions of the President's proposal have two important
aims: First, to extend thbe tal reduction of 1975 for everyone; second,
to begin the difficult task of realining the tax rate structure to relieve
the middle income taxpaer p of onerous tax burdens on industriousne s
and thrift. Because of rising productivity, but more particularly the
effect of inflation on nominal money incomes, families comprising the
middle and 'upper middle classes of society have been moved up the
tax scales to positions previously occupied by on the top 1 or 2 per-
cent of American families. As a result, the middle-income taxpayers
find that larger and largr tax bites are being taken from their pay-
. hecks and entrepreneurial incomes. The rewardsto enterprise, to sus-
tained effort, to the accumulation of capital, of this group have been
eroded. As we all benefit from the vigor of this group, so are we hurt
when its vitality is threatened. The President's program aims to re-
verse the trend, by providing relief to the middle-income taxpayer
while at the same time, more than preserving the gains of the lower
income taxpayer.

To accomplish this reversal, the proposal combines carefully bal-
anced changes in the basic elements of the income tax structure-
bracket rates, personal exemptions, and standard deductions. Alto-
gether, as you can see in table 4,2 in all income classes up to $20,000
the share of tax reductions exceeds the share of tax burden under
1975 law. Moreover, taxpayers with incomes under $15,000, who pres-
ently pay 28 percent of personal income taxes, will receive 53.3 percent
of the additional tax reduction proposed by the President. At the same
time, the maximum level of tax-free income is raised for both single
and joint returns.

The differences between the President's proposal and the House bill
may be seen most clearly in tables 10 through 19 3 which indicate the
tax liabilities under 1974 law, 1975 law, and 1976 law, as proposed, for
taxpayers with various income levels and family sizes. The vast differ-
ences accorded families with two or more dependents and moderate
incomes are particularly striking.

In summary, the President's tax recommendations for individual tax
reductions are simple to understand and generous to virtually all tax-
payers. I strongly urge the enactment of this comprehensive and
equitable package as an important component of the total expenditure
restraint and tax reduction program.

1 See p. 38.
'See p. 48.
'See pp. 54-63.
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BUSINESS TAX CUTS

Let me turn to the proposed business tax cuts.
The Tax Reduction Act of 1975 increased the nominal rate of the

investment credit to 10 percent from 7 percen-A percent in the case
of utilities--for the years 1975 and 1976. H.R. I0419,extends this
period for 4 more years, through 1980. The President's proposal would
make the increase permanent. It is well known that any tax provi-
sion intended to encourage investment is most effective when investors

g&may regard it as permanent, for then they may take it into account
over the full range of their investment planning horizons frequently
10 years or longer. As part of a program of structural fiscal change,
the investment credit helps to offset the anticapital formation bias
of the Federal tax system and should have permanent status.

The Tax Reduction Act, for the year 1975, raised the corporation
surtax exemption to $50,000 from $25,000, and lowered the tax rate
on the first $25,000 of taxable income from 22 to 20 percent. H.R.
10612 extended this tax reduction 2 additional years. Again, the
President's proposal would make this change permanent.

In addition to this modification of the corporation tax schedule, the
President proposes to reduce the top rate two points so that the maxi-
mum applicable tax rate would be 46 percent. Until we, working with
the committees of Congress, can effect integration of the corporation
and personal income taxes, this modest relief of the extra burden of tax
should cause beneficial increases in the rate of capital formation.

Finally, the President's proposals include a six-part tax incentive
program for electric utilities to accelerate the replacement of facilities
now made obsolete by the higher costs of fossil fuels and to encourage
the application of more adequate capital cost pricing formulas by
utility commissions.

WITHHOLDING TAXES

As you are aware, not only will the applicable tax rates change as of
January 1, 1976, if Congress takes no action, but also employers will be
required to use once again tohe withholding tax tables in effect prior to
May 1975. The Internal Revenue Service has notified employers to
this effect and they will shortly be incurring considerable expense to
reprogram their systems to implement the higher rates of withhold-
ing. If, as we strongly recommend, the President's tax cut proposals
are adopted by Congress, prompt notice will be given with regard to
the publication of new withholding tables which will take the place
of those presently in effect; such prompt notification should be able
to spare employers the burden of a double change in the levels of
withholding.

The problems of designing a set of withholding tables should not
be underestimated, particularly when tax laws are changed in midyear,
or when credits in lieu of, or in addition to, exemptions are provided.

THE ECONOMIC IMPACT OF THE RECOMMENDATIONS

Your committee is no doubt concerned about how its action on the
matters discussed here today may affect the economic recovery from
the recent serious recession. A further concern will undoubtedly be
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the long-term implications of any such program with regard to the
continuing major problem of inflation. The President's program of
tax cuts and spending limitations was designed With these two prob-
lems very much in mind.

In considering these matters, you may very well take note of the
fact that certain economic indicators have declined in the most recent
2-month report. I recently had occasion to discuss such matters in
my testimony on November 7 before the Joint Economic Committee,
and I think it appropriate to include my remarks on this subject in
the record before you here today.'

I then repeat what I said to the Joint Economic Committee that the
goals of our economic policy are to slow down the upward momentum
of Government spending and to return more of the decisionmaking
power and more of the direction of our fiscal policies to the American
people. I end by stating:

Therefore, the President's program must be Judged In terms of its long-term
benefits since economic forecasts indicate that there will not be significant
economic stimulus or restraint In the immediate future as a result of the Presi-
dent's policy recommendations.

CONCLUSION

Certain aspects of our mutual task are clear. The tax cuts which
have been proposed by the President in his October 6 message should
be adopted. But that is really only the beginning. By simultaneously
limiting spending for the fiscal year 1977 to $395 billion, we have the
unique opportunity to turn the tide of fiscal irresponsibility which has
been engulfing our Nation for at least 15 years.

The President has pointed the way. He has made it clear that if
we are ever to provide for stable economic growth and really defeat
the extreme economic vice of regressive taxation via inflation, we must
immediately join together in imposing a limitation on Federal spend-
ing. If this committee will take the lead, I am confident that the Sen-
ate as a whole will follow and that of the House of Representatives,
if presented with a full opportunity to consider the matter, will join in
the required effort to bring an acceptable piece of tax reduction legis-
lation to the President's desk.

Please do not miss this opportunity. Each year that we fail to stem
the tide, the task becomes more difficult. Those who misguidedly
find it the "easy way" will grow ever more accustomed to turning to
Washington for fiscal bounty to attempt to solve every conceivable
human problem. We must begin now to halt this trend for the good
of those very people who ill-advisedly support its continuance and for
the good of the country as a whole.

As always, I thank you for the opportunity of appearing before you
and sharing with you my views on these important subjects.

Mfr. Chairman and gentleman, I have with me Charles Walker,
my Assistant Secretary for Tax Policy, and other members of our
technical staff who will be delighted to respond to any questions you
might have.

The CHAIRMAN. Thank you very much. Without objection, your
statement in full will be placed in the record.

1 See p. 42.
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Sj I'm going to ask each Senator to limit himelf to 5 minutes on the
first roUnd of questioning and call on Senators in the order in which
-they entered-the room. Since I was here first, I will ask my questions
first.

Mr. Secretary, it looks very much to me as though what we are doing
here may be just a complete exercise in futility. The President has sail
he won't sign an extension of the tax cuts unless we have a spending
ceilingfor fiscal 1977. Now, this committee has no jurisdiction, over
that. You can add anything except a constitutional amendment to a
revenue bill under the rules of the Senate and the law, but we estab-
lished a Budget Committee and we passed a law'creating a budgetary
process whereby the President's budget would be studied andthat
procedure would enable the Congress to come up with the figure that
would be appropriate for 1977. Now, less I miss my guess, this Con-
gress is going to back the Budget Committees and they are going to
say that we gave those people a hard, tough job and we expect them to
do it. They in turn have told you and we will continue to say that when
they see the President's budget, they will come up with a figure that
they think is the amount that this Government should spend in 1977.

N4ow, the President's spending cuts in aniy event would not go into
effect until October of next year.- I thought we could bypass this
confrontation by simply saying that we would extend these tax cuts
up to -the 1st of July and by doing that we could have the President's
budget before us, we could see what the Budget Committees recom-
mend, and we could know what we are talking about instead of start-
ing from an arbitrary figure, as far as we are concerned, and working
down. Instead of doing that, we would start with a suggested amount
for each department and add up that total. Now, the President is not
willing to settle for that. He advised his advisers against agreeing
to that. I understand all of that.

That being the case, I will be happy to consult with every Senator
who wants to consult with me and see what they think about it. My
guess is they are going to say that we passed a law to restrain our-
selves, to control the amount of spending we arc going to authorize
up here, and we are going to apply that law to ourselves and do
business the way it is set forth in that law.

Now, I can only anticipate that the Senate will say what the House
has said already, namely, we are not going to do business that way.
That means that the President will veto. His people think they can
sustain the veto. And if that is the case, then according to Chase's
econometric studies that means that 500,000 more people will be out
of work than would have been out of work otherwise. That study also
indicates this tax cut would have virtually no impact on inflation
during 1976 at, all. So, I find myself in a rather difficult position. I
could live with the figure the President recommended but it is com-
pletely at odds and at variance with the way the Congress has elected
to restrain spending. I believe that you are going to find that after
we talk it over, almost all Democrats are going to say we ought to
proceed in an orderly fashion that we ourselves have p-rovided by

,Jaw to control our own spending tendencies. And if we do that, it
will be a confrontation where either someone will have to back clown
or the Nation will suffer. And I for one have tried to avoid that kind
of confrontation. I'm sorry that my efforts have not prevailed. I don't
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think you're the one who created it, but that is how it must be I sup-
pose, and we are just headed in that direction.

Now, I usually have taken the view this sort of thing is like playing
a game of chicken when two people drive down the center of the high-
way and whoever moves away from the center line hears the other
fellow shout "chicken" as the other car zooms away triumphantly
holding the center of the highway. Now I don't think you ought to
challenge somebody to a game of chicken if you are going to be the
chicken. [Laughter.]

The CHAIRMAN. Now I think I could advise you in a day or two
whether Congress is going to call the President's hand and, if they
do, either he is going to have to be the chicken or the Nation is going
to suffer. That is what is at stake, it seems to me.

Secretary SIMON. Mr. Chairman, I never like to use that term
"confrontation" because I like to think we can disagree on issues or
disagree on the tactics even though we might agree on what we are
trying to accomplish. So I think that basically we can all agree as to
the-importance of getting our fiscal policy in this Government under
control. We don't -share the view of some that the economic impact
of a veto of a tax reduction of the extension of the tax reduction is
that great. A $12 billion tax increase has only a small economic impact
in a $11/ trillion economy.

We also haven't felt, Mr. Chairman, that we are destroying or even
bruising the integrity of the budget process because consistent with
the process, Mr. Chairman, preliminary determinations could be made
in advance of the detailed budget analysis, which we are going to be
going through starting the time the President submits his budget to
Congress in January. All we are asking the Congress to do is to pass
a joint resolution to limit the growth in spending. We are not asking
for an absolute cut. It is still going to go up by $25 billion. I can
just report to you, and it is no surprise that I agree strongly with this
and no single issue has dominated more of my time, that the impor-
tance of getting the explosion in the growth of spending under control
is of paramount concern. And if we don't begin to do it now, we are
going to be looking toward some very, very severe problems in this
country in the future.

The CHAIRMAN. Senator FanninI
Senator HAiNSEN. He had to leave the room.
The CHA=MAN. Then Senator Mondale.
Senator MONDALE. Mr. Secretary, would it be fair to say that if

I ask you where the $28 billion was going to be cut, you wouldn't
tell me?

Secretary SIMON. Well let's say, Senator that I couldn't tell you
because I haven't seen the specifies. They worked on a lot of them
over-

Senator MONDALE. Are they classified?
Secretary SimoN. No, it is not clasified. In the budget process, if

I can explain it to you for a second, the President this year set $395
billion and the OMB set certain targets. They then passed it out to
the various departments and we negotiate with the OMB oni where
we think the tax cuts or spending cuts should be. And at that point
in the negotiations, the President makes the ultimate decision. It is
not classified. It is a matter of pulling them altogether. That process
is going on right now.
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Senator MONDALE. So you don't know what goes into the $28 bil.
lion?

Secretary SIMox. Not at this particular point. I don't know all of
the specifics but as it gets-

Senator MONDALE. But, in other words, you don't know?
Secretary SIMON. Well the OMB worked over the summer, Senator

Mondale, on the 'possibility, on the 'practicality, if you will, of achiev.
ing $28 billion in cuts. And, indeed, they identified areas that could
readily be cut as far as the growth in spending is concerned. That is

S why we picked the $28 figure.
Senator MONDALE. As you are probably aware, the Budget Com-

mittees up here spent some time with Mr. Lynn trying to get him to
identify where that mysterious $28 billion cut came from. We were
unable to get any answers. So finally the ranking member of the com-
mittee on the minority side, Mr. Bellmon, asked him this question, and
maybe you will try to answer it- -

Secretary SIMoN. Will you give me his answer too?
Senator MONALEi.- He said this. Mr. Bellmon said:
If I had an evil political mind, which I have, I might come to the conclusion

that it was very convenient to have a tax cut early in an election year and a but
in spending later in that same year.

Now is there some other explanation?
Secretary SIMON. Well, I don't have an evil political mind. Maybe

I ought to after having been down here 3 years, but I don't. tut
the point of the matter on this proposal as to a dollar-for-dollar cut,
Senator Mondale, is that this proposal was developed in the Treas-
ury Department in about May or June of -1974. We could never
get the mechanics to work out perfectly. There was always a lag in-
volved due to the budget submission and the fiscal year problem. This
was compounded by the additional 3 months in the fiscal year this
year plus the all-important fact that the President had to get down
to a tax reduction extension in October, which he did. And as it came
down to just deciding yes or no 'bout a tax reduction, the Presi-
-dent's clear vote was no, he didn't want a tax reduction in the ab-
:sence of getting our growth in spending under control. Mechanically
'there is no other way to do it. If you can find a way that would start
the expenditure cuts sooner, why, that would be fine. There is a small
positive effect economically in the first 9 months. But I think we
have to look more at the long-term benefits of these proposals and
not worry about what will happen in 6 or 7 months but rather-

Senator MONDALE. Don't you think the administration would be on
much stronger ground if, in proposing their cuts, they said where
they are? Commonsense tells you that, if someone has a list of $28
billion, either it is a totally irresponsible figure or it is not. Yet, after
weeks of this shell game, the Budget Bureau still refused to say where
the cuts are coming from. Now, you indicated today you don't know.
Despite the fact that we have a new budget control process and despite
the fact that no one in the U.S. Senate on either side of the aisle even
offered a cut of the kind you are suggesting because no one knows
what it involves, you are telling us the President is saying: "although
I won't tell you where the cuts should come from, I want you to impose
this draconian $28 billion spending cut ?"
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Secretary Simox. May I just say that I don't consider the $28 bil-
lion, Senator Mondale as draconian when one considers that if present
trends continue we will have almost a 15-percent increase in budget
expenditures in 1977 over 1976. Even the $28 billion cut, still allows
us $25 billion growth in spending. The fact of the matter is that OMB
found that the cuts of $28 billion were indeed feasible but then would
give various agencies the opportunity to -protest, if you will, in- some
of these areas replaced by other areas of cuts. And that is the -process
we are going through right now. It all gets pulled together. That is
what will happen in the next couple of weeks.

Senator MoNDALe. But, in fact, there are some very severe internal
debates going on concerning this. There is probably good evidence that
Secretary Schlesinger lost his job over this dispute. Don't you think
we ought to be privy to these budgetary issues in order to know the
wisdom of the Executive ?

Secretary SIMON. Oh, Congress is privy to this when the President
sends his budget up to the Congress in January-

Senator MONDALE. But we haven't gotten that.
Secretary SIMON. No; but it will be up in January.
Senator MONDALN. But you are asking for the cut now.
Secretary SIMOq. We are asking for a joint resolution that would

limit the growth in spending to $395 billion and then let us debate what
the specifics of the issues are in January.

Senator MONDALE.,I think Senator Bellmon's question remains un-
answered.

The CHAIRMAN. Senator Bentsen.
Senator BENTSN. Thank you very much, Mr. Chairman.
Mr. Secretary, I have been around the country quite a bit during the

last few months. One thing that is clear to me is that the public is tired
of political confrontations between the President and the Congress.
They ari looking for some responsibility on both sides. I think every-
one on this committee wants to see some cuts in Government expendi-
tures, and I want to see them too, but I want to see them done with re-
sponsibility. In the past this Congress has not had a way to correlate
income to outgo. Finally we have a Budget Reform Act that I strongly
support and I want to see it implemented. I want to know where those
cuts will be. It doesn't seem to me that it is responsible for us to arrive
at some major figure in the way of cuts without knowing where those
cuts will be. I want very much to bring about those cuts but I want to
know the specifics of the cuts. I want the advantage of having the
President's counsel on where he thinks those cuts should be.

You tell me they will be forthcoming in the budget message next
year. I want to see the Budget Reform Act in operation. And the
Congress with its responsibilities in this matter, the Congress finally is
implementing what it is supposed to do in cutting spendng and having
responsble spending by this country.

Secretary SIMoN. You know, Senator Bentsen, again as I said to the
chairman at the outset, I think we are all in agreement. We have to
get our spending under control. One thing we tried to do since this
proposal was made on October 6, is change the erroneous impression
that the President is cutting the budget by $28 billion in fiscal 1977.
He is cutting the growth, the increase in Federal spending and he is
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trying to limit the increase in spending to $25 billion. That is after
an explosion of 40 percent in the last 2 fiscal years. We satisfied our.
selves in our preliminary work that $28 billion is feasible as far as an
expenditure cut in growth is concerned for fiscal year 1977. Later,
we can work out the specifics together.

And I agree with you and with the other people that would like to
see the Congress and the executive branch work together in identifying
these areas. That is what we are willing to do. We wantto do this with
the Budget Committees so that we can retain the integrity of these com-
mittees, Senator.

Senator BENTSiE.. Mr. Secretary, you brought up last Wednesday a
point on substantial reduction in tax credits and simplification of the
tax code. I think that has considerable merit. Today we have an esti-
mated 6,000 pages in our revenue code and regulations. Two out of
five taxpayers have to have outside counsel to assist them in some way
in preparing their tax returns. If we could remove many unnecessary
tax incentives and loopholes, I think we could cut taxes where the top
bracket might be as low as 35 to 40 percent and the bottom bracket
might be as low as 10 percent. I think that is one thing we ought to
really explore in this committee and see if we can bring it about.-

Secretary SImON. Boy, I would love to see it, Senator. Bentsen. I
think that this, while it is not a new idea, I think it is an idea whose time
has come. If we can indeed have a tax system that does exactly what it
was designed to do, that is to be administered with neutrality, sim-
plicity, and equity-and God knows that Americans don't believe it is
an equitable system for they believe everyone is not paying their fair
share of the taxes--but if we can have that, I think it would be an idea
whose time has come. But I will tell you this. This is going to be an ex-
plosive political issue because of the self-interests who are protected
by subsidies and all of the rest of the so-called loopholes or subsidies
that have been enacted by the Congress over the years are going to land
with a vengeance. But I would love to see this proce -

Senator BE NSE.. I would like to see simplification given a try.
Secretary SIxoN. So would I.
Senator BENTSEN. And see if we can't then get our taxes where we

would have economic fairness to all the people under the tax system.
And people don't believe that anymore about our system.

Secretary SIMjON. I agree with you, Senator. I participated in tax
reform both as a citizen and banker and now as a Treasury official for
the past 10 years. I am convinced myself that really economically
speaking we are not going to get tax reform by sending up ad hoc
measures because we can't beat the special interests that they effect.
Why don't we make it equitable and do it right across the board?

Senator BENTSFN. I think we can get the public behind it.
Secretary SImoN. So do I.
Senator BENTSEN. I think that is a political force we can look for.
Secretary Sniox. So do I.
Senator BENTSEN. Would the Treasury consider sending up that

kind of major reform? -
Secretary SIMoN. Oh, I intend to be discussing this with the Presi-

dent in some detail. We've got an awful lot of computer work to do on
this program because. as you know, there are many ways to skin a cat



13

Senator BENTSEN. Is it realistic to say we could get the tax brackets
down to the point where we have it at 10 percent at the lowest level
and perhaps no more than 35 or 40 percent at the highest level?

Secretary SIMON. Our preliminary computer work is that if you
just maintain the standard reduction, just wiping everything else out
like special treatment for capital gains and all the rest, you would go
from 12 to 35 percent. That is our preliminary computer work. But
we've got a lot more mathematical work to do on this program.
.. Senator BEN'MET. Mr. Chairman, I know you supported this idea
in years past, Mr. Chairman. I think the time has come to take another
serious look at this about the simplification of the-

The CHAMMAN. If I might just comment on that? We tried that
in. 1969. We had a modest beginning in that direction. What happened
was the reformers in the Congress took out everything that was going
to give business a reduction in the rates to offset a loss of their deduc-
tions and tax credits. The reformers took that out. So by the time it
got through they had lost their deductions. They had lost their tax
credits, and they Were stuck with the same high rate they had to begin
with . ...

Now when Mr. Walter Wriston from First National City Bank and
those people get through with all of this, they will find themselves
paying the same 70 percent that they are paying now without any 25
percent rates. Somebody will say: "25 percent is too much for that
little widow to pay with three children so let her pay 5 percent and let
Mr. Wriston pay more". Then somebody will say. "that is too much
for a working man with five children to pay so let him pay 10 percent
and let Mr. Wriston pay more". Then somebody will say: "that is alto-
gether too much for that young couple struggling to get started to pay
and trying to go to college at the same time so let Mr. Wriston pay
more." And so by the time they get through he will be paying 70 per-
cent again with no deductions simply because he wants no deductions.
He ought to be glad the code is 6,000 pages. [Laughter.]

The C i.mAnN. But that is something we can struggle with later
on. We have enough problems to deal with this morning. We will con-
tinue this debate at the proper time. Are you through with your
questions?

Senator BENTspm. Yes.
[Senator Bentsen's news release follows:]

BENTSEN CALLS FOR END TO CONFRONTATION, URGES COMPROMIsE To EXTEND
TAX CUT

December 9, J975.
WASHINTON, D.C.-Senator Lloyd Bentsen (D-Tex.), a member of the Senate

Finance Committee, Tuesday said it is time to end the confrontation and seek a
compromise that will prevent taxes from going up January 1.

"I've travelled throughout this country and I'm convinced the people are tired
of political confrontation," Bentsen said.

1t is important that the President and Congress look beyond the conflict and
the controversy and concentrate instead on what it will mean to the individual
American if we allow this tax cut to lapse."

"We should seek a compromise with the President to avoid a veto that will
cause everyone's taxes to go up at the first of the year."

Senator BENTSEN said that he feels a temporary extension of the 1975 tax cut-
perhaps six months-is a workable compromise that could avoid a confrontation.

"Failure to extend the tax cut would Impose an unnecessary tax increase on the
American taxpayer and threaten economic recovery."

65-992-76-----2
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"'We need to make substantial cuts in spending, but Congress should have the
benefit of the President's specific recommendations on cuts so that we can estab-
lish a meaningful spending ceiling," Senator Bentsen said.

The CHAnMAN. Senator Packwood.
Senator PACKWOOD. Bill, ever since last March or April when it was

obvious we were going to have $60 billion to $80 billion deficit and
coupled with the prospective tax cuts that many of us thought might
be extended into the next year there has been a continuing hue and

.. - cry about this is going to lead to 10 to 15 percent inflation and ex-
tremely high-interest rates. Now I did not support the tax reduction.
But that has not come to pass and I'm curious why not. The timetable
is off six months. It should have started August and September.

Secretary SImoN. That is not true, Senator Packwood. Let's look
what is happening here. Let us just revisit for a moment, (a) what
was said and (b) what has happened. What was said was that the real
danger of all of these expenditures that we are making occur when the
economic recovery commenced and the private demands with business
and the consumer and all the rest commenced. Also'our extraordinary
demands would not allow interest rates to decline as much as they
ordinarily would during a recession, during this most severe recession
in a generation.

But what happened? Let's not look at the time rate, which is an ad-
ministered rate, or the short-term bill rate, which reflects monetary
policy, because that is a temporary rate if you will. Let's look at the
long-term borrowing rate of corporations. Here we have an economic
recovery that is about 5 months underway right now with interest rates

- that are more illustrative of the terminal stage of a boom than a com-
mencement of an economic recovery. You can go back to the record
here in this committee and in the House as well and see many economists
questioning the Secretary of the Treasury as to "doesn't the Secretary
know that interest rates decline if demand declines during a period of
severe economic slack, and during this the severest recession ?". Well
they didn't decline or declined a half of 1 percent at most. And this
is extraordinary for any contraction in our economy of the severity
that we are having now.

And as the Fed must moderate and surely it must, its monetary
policy -as economic activity commences, then "interest rates, of course,
must respond and-other people are crowded out. Bells don't go off
in the marketplace. People are crowded out every day. All you have
to do is look at the statistics of B, AA, and under borrowers who were
able to borrow in the second quarter of this year in the long-term
capital market. You see 2.7 percent versus 16 percent in 1971, which
was a comparable period economically. Nothing has been done to
take care of the illiquidity which so many of these corporations suffer
from. So that is a short-form answer to what you said. I could develop
it in greater detail but indeed we created great damage in the fissures
that we put into the system through the tenures of policies that we
have had, whether it is REIT's or what have you, and we have created
damage through the abuse that was allowed through the creation of
those corporations, the pension funds, the illiquidity of the financial
and nonfinancial institutions. Yet, we continue to blithely go on and

-Tlink we will do no damage at all in the system. When I tell you we
are heading for big trouble, Senator Packwood. It is probably ging



to be afterI'PlX gone, but then you are going to hold hearings for a
year to try to find what has happened, and nobody will ever remem-
ber what was said. It is just like energy.

Senator PACKWOOD• We are always looking back trying to see what
happened. But I can recall you about 18 months ago sitting at this
table and your statements and I can recall all the banking economists
we have had from Brookings and MIT and Harvard and California
and every place, and I can recall statement upon statement from some
that we would be in a much worse place right now than we are in terms
of high interest rates and inflation.

Secretary SixoN. We are. We have a 10-percent interest rate on the
prime rate of corporations and - -

Senator PACKWOOD. I'm aware of that. But we were going to be worse
off than that, and I don't understand why.

Secretary SIMoN. Oh, I don't know anybody or any body of opinion
that thought we were going to be worse off than that. I never said
that.

Senator PACKWOOD. I have no further questions, Mr. Chairman.
The CHAIMMAW. Senator Haskell t Senator Curtis.
Senator CURTis. Mr. Secretary, I have listened with interest about

the impossibility of cutting the budget because of the timing of the
resolution in the Budget Committee. I do not think that should be
the dominating thinking. I believe what we need here in the Congress
is a will to cut, and the flexibility of the Senate rules is such that we
could enact any spending cut that a majority of the Senators wanted
to have.

I might make a suggestion as a starter, Mr. Secretary, that if we
took the rate of expenditures for fiscal 1974 and added to that the in-
creases already voted in social security and retirement and other
disability pro-grams so that none of those would be cut back, we would
have a rate of expenditures far below what the President requested.

And the Government didn't stop and the heavens didn't fall in 1974
when our expenditures were $268 billion. We could say to every agency:
"You will have to live on the level of your 1974 budget." We could
grant them latitude to decide what is the most important. We could
still add to that social security benefits and other retirement dis-
ability programs that to my mind constitute a valid moral obligation
of Government not to cut. I think it also has a moral obligation not
to pay them in worthless dollars. But that is a rather disagreeable
thing to talk about.

I have a few questions. How many would be removed from the tax
roles if we raised the personal exemption up to $1,000?

Secretary SIxoN. The President's program anticipates about 2
million people are removed from the roles under that program.

Senator CURnTS. How many people are there over 18 in the United
States now?

Secretary SImox. Well, that can be supplied. I don't know.
Senator CURTIS. That can be supplied?
Supply also the number of individual taxpayers there are. and the

number there would be afterward. I would like to have that.
Secretary Simow. I can supply all of that for the record, Senator

Curtis.
[The following material was subsequently supplied by the Depart-

ment of the Treasury :]
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The Bureau of the -Census estimates that on July 1, 1974, there were 144.6
million persons in the United States 18 years old or over, and that on July 1,
1976, there will be approximately 149.7 such individuals.

Source: U.S. Bureau of the Census, Current Population Report, p. 25. No. 601
(October, 1975).

Number of returns with tax liability in 1975
Millions

1974 law ---------------------------------------------------- 69.6
1975 law, without earned income credit ---------------------------- 65. 0
1975 law, with earned income credit ------------------------------ 64. 0
House bill, without earned income credit6---------------------------5.0
House bill, with earned income credit ----------------------------- 64. 0
President's plan, without earned Income credit ---------------------- 62.5
President's plan, with earned income credit ------------------------ 61. 5

Senator CuRTis. Now, if there is no legislation, when will the exist-
ing investment credit expire or revert back to a previous level?

Secretary SIMON. December 31,1976.
Senator CuRns. All right. I favor making the investment credit

permanent. I think this up-and-down business is unfair to businesses
for they are hit at times they cannot improve their plant and their
competitor can and vice versa. But we have a year to do that. There
is nothing going to happen in 1976, is that right?

Secretary~ SimoN. No. sir.
Senator Cumris. Now, if the Congress would agree to limit spending

for fiscal 1977. by $28 billion, would the Treasury be amenable- to
some variation from the administration's proposal as to what should
be included in the $28 billion tax cut?

Secretary SImox. Well, we thought that we put up the most equitable
tax proposals for the President recognizing that the 1975 proposal
was heavily weighted on the low end and that the middle income, if
you will, were neglected, and they are the people that really suffered.
We thought that was the fairest proposal. Having said that, Senator
Curtis, I also realize that any tax proposal sent up to the Congress is
a negotiable instrument. And fine, we would be glad to debate all of
these issues.

Senator CuRTIs. In other words, if I'm stating the administration's
position correctly, is it not negotiable to entertain a tax reduction
with adollar-for-dollar reduction in expenses?

Secretary SImoN. That is correct, Senator Curtis.
Senator Cuwns. But how the tax cut would be distributed after the

committees hold hearings and consider these various matters would
be a matter that some negotiation and accommodation could be made
on?

Secretary SimoN. Yes, Senator Curtis, I would like to have an op-
portunity to come up and explain in detail why we think ours is the

-' best way. But I recognize that there will always be differences of
opinion on that.

S.nator CVRTIS. Mr. Chairman, I'm not prepared to say that I agree
with every detail of the President's proposed cut or anything like
that, but I do stand firmly in back of the-proposal that you can't cut
taxes unless you cut expenditures. I think to do otherwise would lose
the confidence of the great majority of the people back home. That.
is all.

The C ,TARMAN. Senator Ribicoff.
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Senator RmicoFF. Mr. Chairman, I believe that at the beginning
you stated a position that the Senate would take. The failure of the
administration to take your position is done at their peril and the
peril of the American economy. I believe Senator Mondale posed
the question that concerns most of the Senators and the American
people. We are unwilling to buy a pig in a poke giving any President
of the United States, whether it is Mr. Ford or anyone else, a blank
check for $28 billion as to where expenditures will be cut. If this
administration is not playing politics, then this administration owes

S the American people and the Congress the obligation for a bill of
specifics as to where that $28 billion is coming from. It is unfair to
expect that the American people and Congress will tell the President
that he can cut expenditures $28 billion, to give him that blank check
in the next few days, and then not have the President's point of view
until the end of January. So there is a basic obligation on the Presi-
dent's part to tell us where that $28 billion of cuts will come from.

Now Senator Long in his usual fertile mind has given the President
an out. In other words if I understand the chairman, he is saying
to you that since we have this time difference of mid-December andthe
end of January, can't we get the same result by continuing the tax
reductions for the first 6 months of 1976 and then during that period
the President will submit his budget? Our budget committees will
go over that budget and the Congress will have the opportunity of
examining that budget. And both of us together, both executive and
the legislative bodies, can determine where cuts will come from and
to what extent.

Frankly, Mr. Simon, as I examine President Nixon's and President
Ford's economic decisions and as I look over the statements of his eco-
nomic advisers, I believe they have been consistently wrong. And for
the economy of this country I am unwilling to give the President and
his economic advisers a blank check for $28 billion. I would like your
comment on that.

Secretary SIioN. We don't feel that asking for a slowdown in the
growth of spending from 15 percent to 6 percent roughly is a blank
check; $25 billion of growth of spending is still a very large amount.

The President doesn't consider this, as you said at the outset, Senator
Ribicoff, an out, if you will. The President feels very deeply, as many
people do, that the overriding problem in this country today is getting
control over spending. And I think the American people would like
the Congress and the administration to work together for the joint
resolution, if you will, that can be made for spending $395 billion in
fiscal 1977.

Senator RIBICOFF. Well, we are asking you to tell us where that will
come from.

Secretary SIrMoN. As I say, we are going through the budget process
right now. I explained to Senator Mondale. I explained that the
specifics are not indeed available at this time.

Senator RIBICOFF. If that is a fact, then why don't you take the
chairman's suggestion? Since you are going through it and haven't
reached any decisions or- conclusions, how do you expect us to reach
any conclusions? And the chairman has said to you that under those
circumstances let's extend this for 6 months to 1976 and then during
the period between January 1 and July 1, 1976, together we will dis-



18

cuss where those expenditures are coming from and you can make
your case and Congress can make its case.

The chairman has offered you a proposal that in my opinion is the
only proposal that can pass. The failure of the President to accept the
proposal of Senator Long means defeat of the President's proposal
and the American people will be the ones that will be the losers. -

Secretary SiMoN. I, Senator Ribicoff, spoke to the President for a
long time yesterday afternoon on the possibility of a 6-month extension
and otherwise. As I said a little while ago, the President in the absence

S of an expenditure limitation is opposed to an extension of the tax
reduction. Our economic analysis of the impact is negligible. So there
we have some

Senator RIBICOFF. Mr. Chairman, you commented you would talk
to different Senators as to how they feel. I'm telling you right now how
I feel, Mr. Chairman. You don't have to talk with me in a cloakroom.
I will tell you publicly. I back you 100 percent and the other point
of view will not have my support.

The CHAIRMAN. Senator Hansen.
Senator HANSEN. Thank you, Mr. Chairman. Despite the fact that

it has been mentioned several times already, it seems clearly evident
to me that we need to understand one thing. The President is talking
about reducing the rate of growth in the Federal budget. I think we
need to have that in mind.

I'm amazed that the Senators would have difficulty in agreeing upon
this sort of concept, that is, that we ought to be able I think to agree
that the Congress of the United States will commit itself to seeing that
the growth in the budget does not exceed a certain amount. The Secre-
tary has talked about $28 billion. I think it is simply dragging a red
herring across the path of Congress and in front of the administra-
tion now to say: "Precisely where do you intend to make these
cuts?"

I know that you cannot keep spending more money all the time and
not get into deep trouble if you do not increase taxes commensurate
with your increases in spending. It is just that simple.

Now it is a very popular thing to get up and say: "We will fund
this program and that program." We always choose great names for-
these programs so that when somebody wants to know how you voted,
they don't say you voted to cut back on an HEW program because it
happened to'be a little too costly. Instead they say: "You voted to
deny schoolchildren lunches.", They say: "You are for letting little
kids go home hungry." That is the way things are couched.

And I have great admiration for Senator Byrd, as I do fbr every
member of this committee, because he has had the courage to say:
"Let's face the issue." And he has voted as I think a responsible person
must vote in facing up to the fact that if we continue to spend more
money than we raise in taxes, we are making it tougher on the poor-
people of this country to get along. I know a little bit about what I am
talking about.

I have seen this happen. I have seen the guy who is in the 70-percent
tax bracket, I've seen him get along perfectly all right. You don't need
to worry about him. But the person upon whose shoulders most heavily
falls the burden of inflation, that person is a person who writes to.
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Senator Byrd and me and says my $141 social security check won't go
around. So then we have to increase those security payments from
time to time but we never seem to come to grips with the issues that
brings it about.

Now I don't see anything wrong with the Congress of the United
States passing a concurrent resolution which says: "We will bite the-
bullet and we will come forward with a determination upon our part
to see that the growth in the budget does not exceed a certain amount
of money." We can talk the details over later but the reason we need
to agree now upon this basic issue, which I understand is exactly what
you are calling for in essence, Bill, is because it is important. And I
understand, Bill, that what you are saying is that we are going to see
that the amount of the tax cuts that we extend to the people for
another year will be offset by a reduced amount in the growth-and
I underscore the word 'growth"--of the Federal budget.

Let's look at New York City. It is a great thing to say you are for
education but almost one out of every three persons on the payroll of
the Department of Education in New York City weren't teaching.
They were doing something else.

Japan is in deep trouble today. It is going to have to make some
tough decisions and they know that. There is a lot of trouble in Japan
today. England is in deep trouble. And the one interesting thing
about every one of these exam ples I have cited has been the failure totake the hard position that r think now is called for and that the-
Secretar is calling for, namely, that they get us out of this morass.
And if we don't turn around, if we don't say that we are willing to.
make the cutbacks on the 1977 budget and commit ourselves to do that
now, somebody not too many years from now will probably be tr-ying
to analyze what accounts for the decline and fall of the American
Republic. And I suspect that on our shoulders certainly will fall a
part of that blame.

Mr. Secretary, have I fairly understood the thrust of your testimony
here when I say that you are not saying we ought to cut back and
spend less money in 1977 than 1976 but rather to slow the rate of'
growth that you think can be supported and will be economically
feasible in the 1977 budget in order to compensate for what we are
proposing now to give the people in terms of tax cuts now?

Secretary SIion. Yes, Senator Hansen. You stated it very elegantly.
Could I just add to what you said? I would just add that a tax cut at
this point without a simultaneous cut in the growth in spending is an,
invitation to more inflation and more unemployment. I was taken by
an article this morning in the Wall Street Journal because everybody
in the Congress and many economists talk about our taking $1 billion
a month out of our economy, well, in the Wall Street Journal there was
a very interesting editorial this morning, which I would commend to
your reading in that they talk about the erroneous economic assump-
tions that growth is spurred by spending and not by permitting the
productive sector, the private sector of our economy, to keep more of'
what it produces instead of taxing away its output. And then it talks
about this erroneous $1 billion a month out of the economy. This is the
important part that people just continue to miss, Senator. It doesn't
seem to be understood. This $1 billion a, month has to be borrowed. And'
borrowing merely takes the money out of one person's hands and puts;
it into the hands of another.
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* So the tax cut extension would keep our economy from faltering,
they say, only to the degree that further spending commitments are
reduced. Otherwise--and this is one of the points you make, Senator--
the Nation is merely postponing with taxes and interest-and I under-
line "taxes and interest"-what New York City tried over the last
decade with uphappy results. So let's just keep piling the debt
burden on the American people and then finally you are going to have
a collapse, which is what you implied.

Senator HANSFx. Thank you.
The CHATRMAN. Senator Hartke.
Senator HARTKE. Mr. Secretary, since I completely endorse what

Senator Ribicoff has said, it is not necessary that Senator Long must
poll me on this matter. Most people will recognize that Congress is not
going to do anything except merely extend the present tax cuts. I don't
thin k anybody is being fooled about that.

Anyway, Bill, the fact is that you- talked about these erroneous eco-
nomic theories that the Wall Street Journal refers to and I quite agree
with you. After all, Samuelson puts out a book that my kids are forced
to study, and he is a Nobel Prize winner, but he doesn't even mention
the words "multinational" in his latest edition. He is still back in the
19th century, which shows how up to date these economists are. So
I'm not persuaded at all by these economic people.

Now you talk about theories. Senator Curtis asked you a question a
moment ago. He referred to a statement you made the first of the year
that Government borrowing would crowd out private borrowing. You
said that the interest rate is now maintained at a level which is actual-
ly unconscionable in a period of economic recovery, and that the rate
ought to be consistent with economic prosperity. Is that a fair assess-
ment of your remarks?

Secretary SMoN. Well what I said-well I didn't use the term "un-
conscionable." Interest rates are determined in the free marketplace by
supply, demand, inflation and other factors. What I said-I believe
this is what I said-was "that the interest rates in the long-term sector
of our corporate market are more illustrative of a terminal state of a
boom than the commencement of an economic recovery."

Senator HARTKE,. The reason that people are not getting loans is not
because of the interest rates. which have dropped significantly. The
banks tell us they are loaded with money. The problem very simply
is that there is no respectable credit in the marketplace in a period of
economic recession. Isn't that true? That is what the banks tell me.

Secretary SimON. Not really. Again as far as the prime rate is con-
cerned, it is an administered rate. It is a following rate. If we want to
use short-term rates, which are even lower, the Treasury bill rates most
recently was 5.66 at our auction yesterday. These are responsive to
monetary expansion on the part of the Federal Reserve versus the
contraction a year ago. And as the recovery commences, obviously
everyone knows what happens to short-term *interest rates as private
demands grow. But when private demands grow, look at what happens
to the long-term sector which is where everyone must borrow for
their permanent needs for expansion. In paying 10 percent a prime
corporation can afford that, even though that inflicts a high cost on the
consumer, but think what happens to the lesser borrowers at that
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time because the spreads have widened in the flight to quality. You
see 12 percent, 13 percent, or not at all.

Senator IIARTIB. Well, I have heard this theory entirely.
Secretary SIMoN. It is not theory. It is what goes on in the market-

place.
Senator HARTKE. Well, let me contend that it is a theory because

you have to guess, and as long as you have to guess, it is a theory. That
is a basic fact. That is, if it is not a fact-

Secretary SImoN. Well, I didn't say "if."
Senator HARTKE. "If" is a theory. All I'm saying is that bankers

today tell you there is plenty of money. What they tell you is that the
creditworthiness out there is too shaky to loan it to the people.

Let us touch on another matter. You said that 2 million people who
are presently on the tax rolls would be removed by the President's
program. Is that not right?

Secretary Si3moN. I think it was 1.5 million.
Senator HART. All right.
Secretary SIxON. Yes, sir.
Senator HARTKE. Two million roughly. The fact of it is that if you

take the House bill or any other alternative that is proposed in front
of the Congress today, 4 million people would be removed from the
tax rolls as a net result. Don't you agree?

Secretary SIMoN. No.
SenatorHARTKE. No? Well, Larry Woodworth says yes. He is my

expert. Who is yours?
Secretary SImoN. Our figure is that it is in excess over the House

bill-
Senator HARTKE. Let's put his name in the record so we will have

that.
Secretary SI ON. Bill Goldstein.
Senator 1[ARTKE. Bill Goldstein versus Larry Woodworth.
Mr. Secretary, what really disturbs me is
Secretary SimON. Here comes Larry back again.
Senator HARTKB. Larry, remember what you told me about the 4

million people?
Mr. WOODWORTH. 4.6 million.
Senator HARTKE. Pardon me, I meant 4.6 million. The one thing that

really disturbs me is the fact that I see in the Congress and the adimi-
istration this perpetuation of a myth: That is, very simply, that the
Congress spending is the cause of inflation.

Secretary SiomN. May I get back to the
0 Senator RARTKE. Oh, we will argue that later.

k4 I wanted to refer you to a report, which I don't think can be contro-
verted, that the Federal debt has consistently gone down every single
year since 1946 percentagewise in relation to the gross national prod-
uct. Individual and corporate debt has gone up every single year. State
and local debt has gone up every single year. In view of that situation
how can you really contend that it is the Federal Government that

-is at fault ?
Senator HANsEN. Mr. Chairman, reserving the right to object, and

I won't object but only let me ask you one question. Percentages always
confuse me. Now when I was in school, if you reduce a figure of 12
down to 7, it wasn't really a 100-percent reduction; it was nearer 40
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percent. I don't know whether we figure on the same percentagessis but- -

Secretary SIoM. If I may, Mr. Chairman, and recognizing the
time, but I don't want to miss this point. I had a paper prepared in
the Treasury, which I would like your permission to submit for the
record.

Senator HARTKE. On what?
Secretary SIMON. On this percentage business.
Senator HARTKE. On the debt?
Secretary SimoN. Yes.
Senator HARTKE. These are your figures.
Secretary SImoN. I know and it is on the simplistic assumptions

that you make as a result, is not out of line indeed. I want to submit
this because it ignores the financial implications, which as Paul Mc-
Kracken has said, academic economists have traditionally done 1

and-
Senator HARTUE. Let me tell you that this is not nearly as simplistic

as the approach that the President used in Grand Rapids. Just for
your own information, the figures I gave you on the number of people
removed from the tax rolls comes from Treasury's computers, accord-
ing to Mr. Woodworth.

Secretary Simoz;. As compared to what? As compared to the 1974
law? Is that what we are talking about?

Senator HARTKE. Mr. Wood-worth said any alternate plan. I just
accept his statement. He has been pretty good around here.

But let me come down to this. The present rate on the gross govern-.
ment and private debt related to gross national product at this time in
1946 was 107 percent. It is now down to 35.4 percent in 1976. The in-
dividual private debt went from 73 percent to 173 percent, while the
State and local debt went from 7.9 percent to 14.7.

And all I want to say to you is that if you put people back to work,
or half of the people back to work, you would reduce all of this ques-
tion that you have about a deficit. And I just think the emphasis is
in the wrong place. I wouldlike to go on further but my time is up.

The final passage of the ERDA bill conference report is on the floor.
Do you want to start, Senator Roth?

Mr. Chairman, you are back. Senator Roth is next. Do you want
to proceed Mr. Chairman or not I

The CHAIRMAN. I suggest we just go on ahead if we can. The Senate
is voting all the time anyhow. You go and vote if you want and we will
just play musical chairs.

Senator ROTH. Should I proceed, Mr. Chairman.
The CHAIRMAN. Yes.
Senator RoTi. Mr. Secretary, as I'm sure you are aware, I am a strong

supporter of the idea of trying to get a balanced budget and the in-
crease in the budget under control. I do have some concerns. You were
good enough to be in Delaware last night. You probably had an op-
portunity to talk to a number of people there. One of my concerns is
the state of our recovery rate at the current time. I understand in your
earlier testimony that you don't feel that the continuation of the tax
-cut would have that great of an impact. I'm not an economist but it

I See p. 67.
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does seem to me that we have a question of -confidence at the present
time.

In my own State, for example, at least one large corporation has been
trying to cut out the large Christmas bonus for all of its employees, It
bothers me to hear it said the tax cut will have no impact today. And
for that reason, particularly when you have people like the Chase-
Manhattan Bank and other economists disagreeing, don't you feel
that the tax cut would be at least one measure to help build confidence
in the consumers and others?

Secretary SiiuoN. Senator Roth, I must admit I never worry about
,economists disagreeing. I would be worried if they didn't. I think that
,confidence is a critical factor. But in weighing both sides of the
equation, let's look at what it means from a strictly economic point
of view as far as real growth and inflation are concerned and, indeed,
what will happen if we increase or, I should say, extend the reduction
and just continue to spend as usual. A $53 billion deficit is where we
stand now and that assumes that nothing else is going to happen for
the next 11/2 years. Now, what happens to the American people and
the confidence of the American people? Today, our society has deeply
ingrained inflationary expectations. I believe it would refuel the
inflationary expectations and refuel inflation and just bring us to
even worse economic problems and another recession and even higher
unemployment.

Senator RoTi. Well I'm for the budget cuts. I don't quarrel with
that. I think it has been improperly called a budget cut and is more
properly a slowdown in growth. I'm all for that.

But it does bother me, as one who has been very active in the
creation of the budgetary process, that we can't work some way out
of this confrontation, if that indeed is what it is going to be. The
chairman has made one proposal. I'm curious as to what the Presi-
dent's reaction would be if our legislation included some kind of a
concurrent resolution that directed the Budget Committee to come up
with a budget at the level requested by the President. Would that
satisfy the requirements of the executive branch? In other words, to
extend the tax bill for 6 months and direct our Budget Committee
to come back with a budget at the level the President has requested.
'This would force the Budget Committee to come forward with rec-
onnendations as to major cuts in spending.

Secretary Sio. The President has said, Senator 1Roth, that this
would not satisfy him. All he is asking for is an expression of con-
gressional intent via a joint resolution of Congress.

Senator ROTh. Well, this bothers me, frankly. Last year I won
approval for a 10-percent cut in travel across the board and the execu-
tive branch came back and said they couldn't live with that,. So we
are going to propose this afternoon to a supplemental appropriation
bill that a concurrent resolution be passed directing the executive
branch to come up with a plan for cutting 10 percent of travel costs.

I just feel that one of the problems in the economy now is the
uncertainty, and that somehow we ought to try to work out of this
economic uncertainty. Let me ask you a question along a different area.
Very frankly, I am very concerned about the middle-income people.
I think that this country could very well face a revolt in the near
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future if we don't do something about the tax burden on middle income
taxpayers. It is not business really, it is not the wealthy, it is certainly
not the disadvantaged that are paying the taxes. It is the middle-
income people. They get none of the benefits under Federal programs
when it comes to colleges, houses, and all the other thing. They are
not the ones that are the beneficiaries. I think as we talk about tax
cutting, we ought to pay a great deal more attention to relief for
these people. I wonder what your views are. I know you have some
reference to this in your statement. I think it is worthwhile to go

" over that again.
Secretary SIrMoN. Yes; I did, Senator. When we testified initially

on the tax reduction, the President set a cap, if you will, on the
reduction at that time, and the headlines, the next day, said: "Simon
proposes a tax cut for the rich." You know that is the perspective
everybody gets as a result of it. And we feel strongly that the middle
income has borne the brunt. They have borne the brunt of the infla-
tion problem by being pushed into higher brackets and having their
real earnings eroded. And our tax proposal, Senator Roth, will direct
itself to that. By making sure that the 1975 tax reduction does not
penalize the lower end, and indeed assists most of them, but that
the additional moneys are put into that $10,000 to $25,000 class.

Senator RoTir. If we don't act, I think that is where the next
revolt will come from.

I have one final question, Mr. Chairman. Amongst my own tax-
payers at home there have been considerable complaints on the part
of the individual taxpayers that they aren't receiving adequate help
from the Internal Revenue Service and that when it comes to an
audit, they aren't told what their rights are. I feel very strongly,
Mr. Chairman, that something should be done in this area. I wonder
if you would care to comment on this proposal ? There was a study
made recently by the Administrative Conference of the United States
that charged that the Internal Revenue Service's treatment of the
American taxpayers is: "frequently whimsical, inconsistent, contra-
dictable, and-highly impersonal." For that reason, they come out in
support of legislation along the same thrust which I have introduced
to expand taxpayers' assistance. I notice they recommended that it
be independent of the IRS. I wonder if you would care to comment?

Secretary SIaroN. It is pretty difficult really to make them inde-
pendent because the fellows who are trying to help the American peo-
ple with a complex tax form ought to have a great knowledge of the
subject. I think it would be just the opposite.

Senator ROTHr. I hate to interrupt but I do have a vote. I would like
to call a 5-minute recess and reconvene at the end of 5 minutes.

A short recess was taken.]
Senator HASKELL. How are you, Mr. Simon?
Secretary Sniox. Very good. How are you?
Senator HASKELL. I gather that Senator Long would like us to pro-

ceed and ask any questions that we have. Actually, Mr. Secretary, I
only have one question. I have to go over to the floor because the
ERDA budget bill is on the floor. I won't ask you whether the Presi-
dent is going to veto that because that isn't on the agenda here today.
Did you in your testimony indicate -where the administration would
like the Congress to cut $28 billion out of the budget?
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• ,Scretaty S 0xom1 as I explained, Senator Haskell, this has
beenone- oh.bhprblam dueto ciming.In October, the President had
tor addrekt& e eeoinhailaspectsof extending the tal reduction. He
clearly favored not having an outright extension for economic rea
sons. If we were to have an extension it should be made permanent for
certain reasons, he suggested because recognizing the inflation prob-
lems -and the terrible economic problems the Amferican people have,
it could only be done accompanying it with a like cut in expenditures.
And that is going on now. 'That process is going on in the-executive
branch of Government right now as all of the various agencies are
identifying the areas to achieve $395 billion limit -the President is
going to send to the Congress.

Senator HAsKELu. I'm sure-and I'm saying this for the record be.
cause sometimes I think we g? through a medieval ballet in this hear.
ing process-but let me say this.

.~lly~if, Mr. Secretary, just for the record, it seems to me a little
bit--we1, 1 don't know whether presumptuous is the kind of word you
should-use in referring to the President of the United States or not,
but I can't think of another one. It seems presumptuous to say we are
going to have a huge tax cut, and that is going to be keen, but at the
same time to say we are going to have a $28 billion expenditure cut
and then not let us know where. Now that is a statement and not a
question, Mr. Secretary. I realize your position.

Senator Mondale, do you have a question?
Senator MONDALE Was I hearing earlier in your testimony some-

thing that could properly leave me to believe 'that there is a question
in your mind as to whether a tax cut is even wise ? The reason I ask
that is that I thought I heard, and I recall stories that speculated that
one of the reasons for this scenario we are going through is to provide
a justification for blocking an extension of the temporary tax cuts?

Secretary SImoN. N o; I would like to see, Senator Mondale, an
extension and indeed the inclusion of the additional amount for all ofthe reasons I mentioned to Senator Haskell; for not only the outright
economic reasons, the inflation of recent years, the fact that I basically
believe the decisionmaking should be given back to the American peo-
ple and all of the things you heard me say before. But I think the
overriding consideration is that in the absence of a cut in the growth
of spending, and not an absolute cut again, but I think it would-be ex-
tremely dangerous 'to have an extension of the reduction. Because
while it might show a very slight increase in real growth if you will,
versus nonextension of same, I think we are flirting with the re-
surgence again of the inflation and the inflationary expectations and
all 'the problems we have had in the last couple of years.

Senator MONDALE. One of the perplexing aspects of the President's
proposal is that as a member of the Budget Committee, we worked on
the President's budget, we worked off the President's budgt. That was
our point of departure. We spent weeks of hearings. We spent days
inquiring of the administration and other 'witnesses. We went through
the process, which you know will probably be completed tonight. And
the Congress under the new Budget Act which the President has
placed, Uill have set budgetary feelings for the coming fiscal year
including what remains of fiscal year 1976. If someone offered the
amendment that you are asking here on the floor, he would be subject
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to apin't)d.Ima whae tstt fr dnte
how you ta 1w posiAioi "v "ytib liyU Vb
the same timedAmadingia' Indaniatak omit iTVAtiV
and the budget process.

Secretary SoN Well there is a difference of opinion---
Senator MoNfDE. No, no, there is no difference of opinion on a

point of order at all. That happens to be the law. I happen to know
what I am talking about.

Secretary SIMON. I brought that up and it was explained to me that.
there is a difference of opinion on that, Senator Mondale.

Senator MOIIALE. No there is not. Does anybody argue that it--
Secretary SIxoN. All right, Senator Mondale, let's assume that

your statement is correct. The Ptesident considers the issue of the
growth of Spending--that explosion in spending--as by far such an
overriding issue that in this instance a joint resolution the part of
Congress, even assuming that that is correct, is indeed called for
because it is in the best interest of our country.

Senator MONDALE. Well it is interesting then that while we hear
the talk of the budget cut, during this same process practically every
week we receive supplementary requests, judgments, upward in the
request for budget ceilings from the administration. So we seem to
have one system demanding that the budget say, accommodate several
billion dollars for the Middle East or several billion dollars for New
York or several billion dollars for ERDA, tremendous pressure to try
to resist cuts in the Defense budget, and that is the specific kind of
pressure we get from the administration and that is what we have to
deal with on the budget committees. Now how do you explain that
two-track system?

Secretary SIMON. You notice there is '.v.. ys go, to be difference
of opinion obviously where spending should or should not occur. There
are always going to be events that are going to happen, such as New
York City events that are going to change priorities, if you will. That
is just part of the spending process and it always will be.

Senator MONDALE. Why are you capable of being so specific on spend.&
mg increases I And incapable of being specific on budget cuts?

Secretary SIMON. Because you are talking about specific events as
far as the spending increases are concerned and we will be specific
as far as the expenditure reductions are concerned and that is what
we are working on right now. And when the President makes all of
those decisions, he makes them with the help of the Congress.

Senator MONDAL. One final point. What is the reason for the con-
sistent opposition of the administration toward the low-income work-
ers' supplement? It seems to me this ought to be something you should
support. We have millions of people in this country that are working at
incomes that are right at the welfare level. And if they took a pencil,
they would find that they would be better off just to quit working and
go on welfare. So what we decided to do, and a few of us in the Senate
have taken a strong stand on this, is to return to those low-income
workers with families the equivalent of the payroll tax to create an
incentive for them to continue to work. And if the administration gets
away with its point of view in the extension, we will increase the taxes
on those same low-income workers. Somewhere between $300 and $400.
Does that make sense to you?



Secretary You know, you have to m~ke #ura when e44essin
the administration, position and :.what..you ,4e t aqt i the
earned income credit, in remembering that t~e eamed income credit
is not in the Ways and Means bill. The President has felt the earned
income credit should be dealt with as part of the whole subject of
welfare reform, rather than on the tax side of it.

Senator MONDALE. No, they are not on welfare. They are -working.
They are trying to work----

Secretary SIMON. It is a payment and not a reduction in revenues,
which taxes, of course, are. We want to deal with the earned income
credit, which we think can rightfully be called a-welfare payment.
We want to deal with that in the overall context of welfare reform.

Senator MONqDAL. But you are taking it away and are creating a
disincentive for Americans to work and you are imposing a cruel hard-
ship on Americans I think, who ought to have the greatest respect of
all because they continue to work, even though at most marginal in-
comes. That is why I cannot understand how yoti square the rhetoric
of work versus welfare with a policy that I think is telling people to
quit working.

Secretary SIMON. Well again, we want to deal with'this issue a
part of the overall issue of welfare and not in the tax structure.

Senator MONDAi. I won't get into a debate as to why a tax pref-
erence for business is considered a tax cut and why -a tax preference
for working people is considered welfare. That is another debate. ,

Secretary SIMON. When one looks at the total welfare program, the
overlapping one that you alluded to at the outset, then we have to
remember also that business in this country still provides 85 percent
of the jobs.

Senator MONDALE. Oh, yes, and I'm all for it. But I can't understand
this rhetoric by which we shift taxes in order to encourage people to
work and that has to be called welfare. For example this 10-percent
tax credit, that is a business incentive because everyone knows welfare
is the worst word in America. Well thank you, Mr. Chairman.

The CRAIRMAN. Senator Byrd.
Senator BYRD. Thank you, Mr. Chairman.
Mr. Secretary, what is the estimate of revenue for fiscal 1977?
Secretary SimoN. We will find it. It is in one of these books, Senator

Byrd. I hope you don't get penalized on your time limitation-$350
billion.

Senator BYRD. Now is that with or without the tax reduction?
Secretary SImoN. That is assuming the resident's program goes

through and that it is consistent with the $395 billion spending ceil-
ing-$40 billion to $45 billion deficit we spoke of.

Senator BYRD. That is assuming a ceiling. Well, that doesn't have
anything to do with the ceiling but it is assuming that the President's
program of a $28 billion tax reduction is offset?

Secretary SIMON. That is extension, and I'm told by my experts, of
the present law, Senator Byrd.

Senator BYRD. The extension of what?
Secretary SimoN. The revenues would be the $350 billion.
Senator BYRD. Now if the proant law is not extended, what -would

be the estimate of revenue?



Secretary Sii*B en'$1O li1n nnd $1 billion moi. We are
166kihg for the ex& finmr ix6~atf the rkevenfte &stiniate.
.Senauto ,BmtI. Well" t tff icort6dly, the admin-
istration proposes outlays of $395 billion?.

Secrata ry' SIoN. Yes; Sir.
Senator BYrD.. And it proposes revenues of $350 -bilhion I
Secretary SIMo. Yes, Sir. .
Senator BymI So that the administration envisions and is prepared

torecommend, as I understand those figures, a deficit of $45 billion.
Secretary S.MoN. That is correct sir Approximately recognizing

that re'venue estmnat are tenuoius at best..
Senar By"-. And the only. figure I need, which you can supply

later, is the'one that'you 'are looking for. Thank you. That is my only
question, Mr. Secretary.

[The Department of the Treasury subsequently submitted the fob
lowing information :J

FIscAL YEAR 1977 RzcmpTs

In fiscal year 1977 receipts .are estimated to be $354.6 billion under the Presi.
dent's progm &nd $367.9 billion under the extension of the Tax Reduction Act
of 1975, a difference of $13.3 billion.

Senator BYmn. Mr. 0h&irman, I would like to ask unanimous con-
sent to insert in the record at this point or the appropriate point the
editdrial 'from the Wall Street Journal which the Secretary men-
tioned earlier.

The CEAmxAN. Without objection.
[The Wall Street Journal editorial referred to follows:]

[From the Wall Street Journal]

THE KREMLIN AND KAPITAL HILL

The Soviet Union Is blaming its horrendous harvest on bad weather, but
even the record Soviet crops In the years of glorious weather aren't as bountiful
as failed crops in the United States. As part of our policy of giving free advice
to countries with whom we are peacefully coexisting, we recommend that when
the 25th Soviet Party Congress convenes in February it consider a change in
agricultural tax policy.

-The problem the Russians have, similar to that of the British and the liberal
Democrats of the 94th Congress, is that they do not understand the incentive
effects of marginal tax rates. The Russians produce 75% of their food on their
collective farms, which have an effective marginal tax rate of about 90%. That
is, the collective that produces 1,000 bushels of wheat gets to keep 100. If it
works like the devil and produces 2,000 bushels, it only gets to keep 200, even
though the first 1,000 are easy and the second 1,000 are tough. The Russians
produce 25% of their food in private plots, backyard gardens that the collective
farmers work in their spare time. They can keep all of what they produce in
these plots.

The obvious solution, it is clear at least to us, is for the Soviets to permit an
increase in the size of the private plots and a reduction in the size of the collec-
tives. The net effect is to cut the marginal tax rate for farm production in the
aggregate. For every acre the government gives upthere is a "revenue" loss of
90% of what would have been produced on it, but so much more food will be
produced on the plot that there will be that much less the Kremlin will have
to buy from us.

We offer the same advice to the British. 'lhey must increase the size of their
private plots, figuratively speaking. Workers in the lowest taxable income classes
now pay a marginal tax rate of 35% on wages, and this goes to 83% for the
highest income classes. The marginal tax rate on interest and dividends rises



ee to p o The country is smothering incentive and Mwt with
these IncrediblW high rates, and should e aggressively turning over public acre-

(reducin government spending) -t6 private po4 (lower marna[', tax rates).
'.he United States economy to a lsser degree Is e de1re by hilg ma-
-glpal rmatel, and the problem is being intesifle4 b* the fa.luke of Congress

to apprclate the Importance of their *adverse lncentivi effecti Presidn ord
has proposed the" correct solution, cutting W billion-in taxe ad reducing pro
Jected government spending by $28 billion, which by our analysis wOuld-OpOr
non-inflationary.economlc growth by converting public, collective disincentives
into private incentiles-,

The liberals in Ca " thouah,at on the erroneous economic assumption
that growth is spurred by spending& not by permitting the productive sector to

keep pnore of what it produces by taxing less output away from It. The tax bill
the house passed last week extends the 1975 tax reduction on the grounds that
failure to do so wou14 withdraw about $1 billion a month from the public's
spending power, But because this $1 billion a month has to be borrowed, It merely
takes money out'of the hands of one gioup and puts It In another. Thiltax-cut
extension would keep the economy, from faltering only to the degree that future
spending commitments are reduced, otherwise the nation is merely postponing
taxes with Interest, which is what New York City tried over the last decade
with unhappy results.

The House not only rejected the President's approach, but tacked on some
"reform" measures that purport to raise an extra $1.5 billion in taxes by closing
loopholes that benefit the "rich." Conceptually, loopholes are similar to the pri
vate plots In the Soviet Union, providing Incentives for people ,to put forth extra
effort that would otherwise be discouraged by the high marginal tax rates. In the
name of equityy ' congressional liberals thus close off production incentives to
the higher income classes, theoretically the most productive of all income classes
What would be the-effect on Soviet agriculture If the Kremlin took away the
private plots without reducing the tax rate on the collectives?

These are the reasons President Ford must Veto the tax bill, as,he said he will,
if it Comes' to him in the form In which it passed the House; Adding up the
benefits of the cut to the absence of a spending ceiling and the disincentives
of the reform measures, the net effect of the legislation would be to damage
the economy further. It would make the national economy more like New York
City's, more like Great Britain's and more like the Soviet Union's. Iii these
terms, President Ford could successfully defend his veto with the public," If
not on Capitol Hill, all the way to November.

The CHAIRMAN. Senator Haftke.
Senator HAWrE. Would the Senator yield, Mr. Chairman ? I would

like to know where the figures came from that you just gave to Senator
Byrd? "

Secretary SiMoN. From the Treasury Department.
Senator HA wR . Are they in this book [indicating]?
Secretary Sro. I think so.
Senator HAzirr. I just think they are wrong. That is the only reason

I raise the question.
Secretary Sro. Our revenue estimates? I know you don't mean

that they are always wrong, but-
Senator HARTrxP. No, I just think you quoted incorrectly from your

estimates.
Secretary SImoN. Well they are looking ut the book when they give

me the numbers, Senator iiartke.
Senator HA=KxE. Well I just think-
Secretary SIMoN. Here it is.
[The Department of the Treasury subsequently submitted the fol-

lowing information:]

65-992 0 - 76 - 3
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Unified budget* receipte, W fiscal year 1976 are estimated, at $2967 billion under
the wedent's progre and. .$02 bWion if major provisions of the Tax
Reduction Act of 1975 Ove extended along with changes to maintain the average
rate Ot withholdingi.Thus the President's program costs an estimated $4.5 billion
more than0 extqlon (f the Tax Redueton Act of 1975, after taking into account
secondary effects on the economy.

-Senator HARTK.. Oh, no, that is all riahtif they are correct.
Secretary SimoN. This is from the 0MB Fall Review, from the

Unified Budget Receipt&
Senator Bmw. That would mean the receipts are estimated toincrease by $50 billion, which i: about percent, I guess.
Senator HArTmE. OK Mr. Chairman, Idon't want to delay this, but

it is my understanding that you gave an estimate of $850 billion and
your report here shows $868 billion. You did say for fiscal year 1977?

Secretary SiMoN. I don't have that in front of me right now, but
I responded to Senator Byrd. The increase meant no extension and that
is what the estimates would be Senator, approximately $12 billion
higher. That would come out to that number.

The CHAnmtx. Mr. Gravel.
Senator G(i.VL. I would just like to pursue the same point Senator

Byrd was making. The figure in the deficit is $45-billion and then this
year's deficit is estimated at about $70 billion. Well, why did the
administration come up with a figure of $28 billion I In other words,
why not $40 billion or $45 billion?

SUrt ' N. We did not go into this exercise this past summer
*ith the 0MB with a specific number in mind as to what we would
attempt to cut back. When we looked at the various growth and ex-
penditures that were going tq occur through increased interests,
through military retirement pay and all the rest of it, we looked at
what was reasonable and what was feasible and what possibly could be
cut from the growth in spending with an eye toward achievng a
balanced budget. .And we recognized during this exercise that it
couldn't be done with really Draconian cuts, if you will, in a single
year. And then on the economic assumptions that our economy would
grow by x percent per year, we recognized that it would take us 3 years
even if we accomplished the $395 billion spending ceiling.

Senator GRAVEL. To get a balanced budget in 8 years ?
Secretary SIoM. Yes, sir.
Senator GRAVEL. Do you feel-and I'm a little confused in your re-

sponse-that the joint resolution, if we passed it, would be legally
binding on the Congress or would it simply be psychologically
binding?

Secretary SioN. Well I'm not a lawyer, Senator Gravel, but the
President has asked for a joint resolution that stated $395 billion,
which is roughly what we have agreed to in the Congress, and I believe
that would be satisfactory. Whether it would be legally binding or not
I could not answer.

Senator GRAvEL. The point I raise there is that the administration
faces this problem every day of the year. Something comes up and you
come in with additional requests. The Congress also faces this in some
situations-I mean, we didn't know in January that we were going to



have to cpme up With $2 billion or more for. New York. We didn't know
' that. We don't know what is going to happen at the end of March.

Secretary Soo. And,, of course, that is a wash program because
,they pay us out of tax receipts.

Senator 9RAVEL Well, I just use that as an example. 'We don't
S kniow what is going to happen next March or next June. So if. you try
•'A to play a game of binding either in legal terms or in psychological

terms, of bindng the Congress it is really to no avail. We have a
mechanism, as you are well familiar with which is the budget mecha-
nism that we have set up. We have sort of an overview of it. Why not
just let that work its will as events occur in the course of next year?

Secretary Srnow. You know we are all aware of the contingencies
that occur during the course of A year that require joint action on the
part of the executive and legislative but that would be just an add-on
to an already explosive growth of 15 percent if we didn't attempt to
slow down the growth. That is the purpose of this whole exercise.
Probably there would be some programs. Hopefully there wouldn't
be. But if there were, we could find other areas to cut. What is im-
portant is to begin to identify priorities for our spending so that it is
out of control.

Senator GRAVEL. You say we must have a resolution but you are
dubious about the legal value of it?

Secretary SIMzoN. No, I didn't say that. I'm not knowledgeable of
what the legal value of the joint resolution would be as far as whether
it is binding.

Senator GRAV. Well, I think we are confused on our side. I wonder
if it would be wise just to go through the normal process.

Secretary SnroN. Well there is still a 6-percent growth in spending
from 1976 to 1977, of $25 billion spending after the nearly 40-percent
growth in spending 2 years prior to that. So we have to get a handle
on this.

Senator GiAVEL. I appreciate that the growth is based upon the
judgments of the administration. And if the Congress is truly going
to be in a position to appropriate the money, we must exercise our
judgment also.

Secretary SIxo'N. Sure.
Senator GRAVEL. So you may have differences of judgment in thatregard.recretary SIMoN. And we do. -

Senator GRAVF. So why should we use your criteria of a certain sum
cutback as our criteria when we are charged equally under the Con-
stitution to discharge our fiscal responsibilities ?

Secretary SIMON. Of course, it is your responsibility. The point is
to attempt to achieve a cooperative agreement on limiting it at a sen-
sible number. Then we can work on the specifics later.

Senator GRAVEL. Could not that be binding concurrently as events
develop in the course of 1976?

Secretary SIMoN. It would be nicer if it could, yes, and it would be
easier, Senator Gravel, if we could do it that way, but unfortunately
the President had to make a decision on the tax reduction extension
in October. And he had to face the spending level at that time or
felt it imperative that he face it at that time. -

Senator GRAVEL. Thank you.
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Senator 6?A1U.V r. Chairmn;-I wold just like for theTesury
Department to verify the figures again.

Secretary Sinow. Sure.
Senator HAI r . And all I would like to do is call attention to the

figures the Secretary is using on the'estimated unified budget reelpts
for October 3, 1975. My understanding is that your answer Orobal1
should stand corrected because, with the present tax cuts in effe,
the November 10 current services estimate for fiscal year 1977 show

~ an estimated $379.6 billion figure of revenue for fiscal year 1977. That
is in answer to Senator Byrd's figures, and I would think that ought
to stand corrected.

Secretary SImox. Let us reconcila- those figures and I will supply
those for the record, Senator Hartke.

Senator BYnD. May I-
Senator HAmrK. Mr. Chairman, I do want to ask some more ques-

tions if I can.
The CHAmmAN. Senator, if- you will pardon me, I will leave it in

your complete charge and I will go vote.
Senator Rarm. Could I just make one comment?
Senator HRTKrI. Certainly.
Senator ROm. I would like to go back and get a chance to have

your comments on the question of taxpayer assistance. It is a matter
of great concern to me. It seems to me that if the tax system is to
work, the public must feel that the law is fair and that the adminis-
tration of the law is fair. And certainly I must say it has been my
experience in Delaware-although I want to say I think the head of
the IRS in Delaware tries very hard-that the public is not satisfied
that they are being treated equitably. For that reason, Mr. Chairman,
I wouldhope that we could hold hearings on taxpayers' assistance
at some point in the near future. I think it is of great importance to
the public at large. There is evidence that different offices administer
the law differently. If the public is going to support the tax laws,
we have to make sure it'is equitable.

Secretary SimoN. In the speech I gave the Tax Foundation last
week I alluded to this. I think the taxpayers' assistance is probably
one of the more difficult problems we face in the administration of
the Internal Revenue Code. The idea of courtesy, the idea of efficiency
is important. I think it was the Wall Street Journal that sent a
man around to several Internal Revenue Service offices and he, got a
different answer from every one and a different number from every
one as to how much tax he owed. There was even a difference of
opinion in every single office as to what forms he had to fill out.

Senator ROTH. That comes back in part to the 6,000 pages. I recog-
nize that.

Secretary SiMoN. Why sure it does and the complexities.
Senator RoTH. At the same time I would like to have an oppor-

tunity to explore further with you this problem and see if we can't
come up with some solutions.

Senator HAmTxz. Those assurances will be made.
How much did we loan out additionally this year in unemploy-

ment compensation benefits for the benefit of the States?

See information supplied at pages 28 and 84.



Secretary SInoN. I didn't bing any of those numbers.SeatorWhat Im trymg to find outis -how much the un-
employmnen~t is really costing us.

Secretary Smoz. Unemployment is costing us slightly in oxces of
$20 billion at the Federal Government level.

Senator HAMrz How much ,i that over the estimate of what it
waegogry S I think. w@ are p y well on the point as .tthe

Secretar SMN, A hikW
estimates as far as fiscal year 1976 Was concerned and I believe
it was-

senator, HAhr. I believed they asked for $5 billion in September.
Secretary" SImoi. Yes; they wanted $6 billion in- 1975 and $20

billion in this year.
Senator Hamri. I'm talking about additional money beyond that

to loan to the States because their funds had expired.
Secretary SIxoN. Oh, the additional moneys.
Senator HAwmK. That is right,
Secretary SIMoN. I will getthat.
Senator IlAwrim Money the President asked for and Congress had

to appropriate so the Federal Government could loan it to the State
unemployment compensation funds.

Secretary Sixo.I will get the number.
Senator HAiix. Wouldyou supply that number I
Secretary SIMoN. Yes, sir.
[The Department of the Treasury subsequently submitted the fol-

lowing information:]
There was a supplemental request for $5.6 billion in November. The Congress

approved a similar request for $5 billion last February.
Senator HAlRTz. Do you take the same assumption that for every

1 percent of unemployment there is $16 billion tax revenue figure orfactor?
Secretary SIMoN. I had had our economists look at that and they

come up with number from $12 billion to $15 billion.
Senator HArmt . $15 billion or $16 billion?
Secretary SIMz;O. $12 billion to $15 billion. That is a ballpark figure;

yes.
Senator HARmKL Then would you disagree then that if we had full

employment, there would be a surplus in the neighborhood of about
$60 billion ?

Secretary SiMoN. This year?
Senator HArTK. Yes.
Secretary SIMON. Full employment being defined as 4 percent?
Senator f-AIwrxE. I'm talking about full employment. You have

8 percent unemployment now. fm talking about 8 percent times $16
billion, which is $128 billion.

Secretary SIMoN. No; you have to bring it down to 4 percent if you're
going to go to full employment.

Senator HAm-E. You consider 4 percent full employment .
Secretary SiMoN. That is what I consider the antiquated notion of

full employment. I consider full employment today at 5 percent and
not 4 percent.

Senator HARTK. Allright. Even if you have that, even if you have
3 percent times $16 billion, that is $48 billion. -



Secretary Srow. That would. still leave you-
Senator HA rrm. You could practically eliminate at least part of

the deficit.
Secretary Smnor. That would leave you with a deficit from $68 bil-

lion to $78 billion or whatever we end up with.
Senator HAEm=. When Secretary Shultz was Secretary of the

Treasury, he came here with a full employment budget. But you have
not been giving us ti full employment budget deficit.

Secretary Smkox. No.
Senator = You have given us an actual deficit.
Secretary SIMoN. Yes; and I will provide the full employment deficit

or a surplus for the record.
Senator HArm& All riaht.
[The Department of the Treasury subsequently submitted the fol-

lowing information:]

FisoAL YzAR 1976 BUDoGT D]norr UNDza ACTUAL EXPEoTATIONS AND CONDmoNS
O1 FUL EMPLOYMENT

For fiscal year 1976 the budget dificit Is estimated to be approximately $78
billion under the President's program and about $69 billion If the Tax Reduc-
tion Act of 1975 is extended. Under conditions of full employment these deficits
would decline to about $8 billion and $8 billion, respectively.

UNIFIED BUDGET RECEIPTS, OUTLAYS, AND DEFICITS, ACTUAL AND FULL EMPLOYMENT
Pin billions of dollars]

Fiscal years

R" sident's proruan:Actual path.................................................... 296.7 354.6
Full employme4 ........................................ 351.5 396 4

Increase for full employment ........................................... 54.8 43.8
Exton" of tax cuts:

Actual pa ........ ......... ......... ......... ......... ......... 301.2 367.9Full employ n ....................................................... 356.7 410.
Increase for full employment ........................................... 55.5 42.3

OvdIdent's proomm:Actual path ............................................................ 370. 0 395. 0
Full employment. ....................................................... 359.7 385 2

Increase for full employment ........................................... -10.3 -9.8
Extension of tax cuts:

Actual path......................................
Full emplOymen ....................................

Increase for full employment ...........................................

D f"Itntea progrm:
Actual path ............................................................
Full employment ........................................................

Increase for full employment ...........................................

Extension of tax cut:
Actual path ................................................................
Full employment ............................................................

Increse for full employment ...............................................

370.0 423.0
359.7 413.2

-10.3 -9.8

-73. 3 -40.4
-8. 2 +13 2

65.1 53.6

-68.8-3.0

65.8

-55.1
-&O
52.1

Source: OMce of the Secretary of the Treasury, Office of Tax Analysis.

34, +++ + ++ .+,+
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Senator But what i'm tyig to say; very simply is thatthis country is involved in s real debate between whether or not their
is an overheating of the economy . And the series which the President
is espousing is the same theory he espoused about a year ago when he
was still asking for a tax increase rather than a tax cut to stem
-inflation,'.,.. z

It is.. theory that all you have to do is'cut down on the Government
being revolved in the private sector as the'method of controlling
inflation.-

Secretary SnmoN.Iguess Ilcan talk-
Senator A."fiva I ust want to say-
Scretay Sfo. I just want to--oh, I'm sorry.
Senator H The result of that has been one of the most severe

recession we have had in this history of this country. It just seems to
me that we are on the wrong course. I would hope that we would give
as much attention to putting people back to work as we do to going
ahead and worrying about the bankers. What we have is a banker-
oriented economy instead of a people-oriented economy.

Mr. Secretary, I don't expect you to agree with that. I know you
have been here a long tine and I think you are a great guy. Thank you
for your appearance herm today.

Secretary Sniox. Thank you.
Senator HLaT=. One moment please. I have something to say for

the record at this time. A number of companies indicated to the c6m-
nittee that there are technical defects in the Tax Reduction Act pro-
vision for an additional 1 percent investment credit for the establish-
ment of employees' stock ownership plans. Without the correction of
the technical defects, the ESOP provisions in the Tax Reduction Act
will be frustrated.

According to the chairman, I understand Mr. Robert Flint, a repre-
sentative of A.T. & T., is attending these hearings and is prepared to
discuss these technical defects. We will recess and reconvene at 1:30
-to hear him. Senator Kennedy will be heard tomorrow morning. These
hearings are now in recess.

[Whereupon, at 12 p.m. the committee recessed to reconvene at 1:80
p.m. the same da

[The prepar statement of Secretary Simon follows:]
STATEMENT BY HON. WnzJL&M U. SnlONt SZOMARY OF THE TREASURY

Mr. Chairman, it is always a pleasure to appear before the Senate Finance
Committee and especially on this occasion when you begin your arduous task of
deliberating the tax legislation before you. Everyone in the Administration cou-
siders that the work you must accomplish Is critically important to the integrity
of our federal tax system and may significantly affect the future of our national
economy. As you proceed with your hearings and mark-up sessions, It is our hope
you will call on us for active participation and such assistance as you might need.
Such cooperative efforts will ensure that the resultant legislation will be mutually
acceptable to the Congress and the Administration and thus, in our joint view, in
the best interests of the American people.

There are some who hold the view that the most urgent matter before you is
timing. Because four of the major provisions of the Tax Reduction Act of 1975
expire on December 81, Federal tax receipts will begin to increase January 1,
1978, at an annual rate of approximately $10.8 billion In additional accrual of
individual jnd corporation Income taxeg. And many of those concerned about the
impending rise In tax revenues believe that this should not occur because it might
retard the rate of economic recovery.



ThO In ere as for it the calenda att n. Tax change aot sylhronized
-0with t oe n aldr YeU are d4iruptive. But, J would re d you$ the leilationbefore you includes 'pmqit In t1 Feel incme tax structure, and

these changes ought to bemade only In the context of their consisgency with long'
rang fiscalobjectives. If we legifate a permanent r6ductlod In Federal revenues,
whenever wib do so, unless we simultaneously legislate a reduction in,,the level of
Federal expenditures, we merely delude our constituents that we are providing
them ta ct, We only substitute the capricious tax of in4tion for the inc6pie
tax we '8lnl'ctThis Is why Pfresident Ford proposed on October 6 that $ billion be perma-
nently cut from the income tax system along with a corresponding cut from
the level to which Fiscal Year 1977 expenditures wobld climb if Fiscal Year 1976

~ programs are allowed to grow as presetly projected. We can control the share
of GNP channeled through government only if we discipline'ourselves to set
tax and expenditure policies In harmiony with our goals. This Is the Intent of
the Congressional Budget and, Impoundndent" Control Act of 1974, which Is
universally endorsed, and this Is the spirit In which changes In tax structure
which reduce the Vapacity of the Income tax system to generate revenues should
be enacted. The President does not give this principle of responsible fiscal policy
mere lip service; he sod on October 6 that he would consider a tax cut unaccepta-
ble that was not accompanied by an explicit expenditure limitation, which would
make clear to all whether the intent of thp, Government is to hold inflationary
pressures in cheek, or to increase them. N .

From their enthusiastic response to the Presldent's announced policy, we
have concluded that the American people overwhelmingly support it. We must
be disappointed by the response of the louse of Representatives which failed,
by a narrow margin, to instruct the Ways and Means Committee to incorporate
an expenditure ceiling In Its tax legislation. We urge this Committee to provide
leadership in the Senate by reporting a $28 billion tax cut linked to a fiscal year
1977 sepnding ceiling of $89 billion as the President has proposed.

THS OVUAL rSOAL CONTxT

Before going to the Immediate Issue of the extension of the expiring 1975 tax
cuts, I would like to emphasize the purpose of and thought behind the Presi-
dent's October 6 fiscal package, of which the current tax proposals are only a
part. There were two broad objectives of that balanced tax-cut, spending-limita-
tion proposal-to sustain the upward momentum of the current economic advance
and, more importantly, to make a start toward regaining control over the
excessive rise In budget spending which has been a major force behind the
inflation of recent years.

As the table below shows, in fiscal year 1982 the Federal budget exceeded $100
billion for the first time in history. By fiscal year 1971 it exceeded $200 billion.
By fiscal year 1975 It exceeded $80 billion and a figure of $4 billion Is In
prospect for FT 1977 without some restraint-a fourfold increase in just 15
years Federal government outlays Increased at an annual rate of 6.6 percent
during the period 1961-1966, at 9.4 percent per year during the next 5 years
and at 11.8 percent per year from 1971 to 1976. If Fiscal Year 1977 expenditures
are permitted-to grow to $428 billion, the rate of growth will reach $14.3 percent.

For the past 10 fiscal years expenditures grew 175 percent while total GNP
increased about 120 percent-that Is, the rate of growth In government outlays

-was nearly 50 percent greater than that of the economy Itself, with all of the
attendant inflation and financial consequences.

Furthermore, the growth In spending has far exceeded the growth in revenues.
During these same years we have posted a string of budget deficits that are un-
precedented In peacetime. The Federal Government (including the agencies)
will have been forced to borrow over-850 billion from our private money markets
over the decade ending with the current fiscal year. That is over a third of a
trillion dollars that might otherwise have been used to build new plants and
to create new jobs In the private sector.

,It is no wonder the Inflation has been a severe problem and interest rates
have risen to historic levels, a natural consequence of these policies. Further-
more, an even worse result of such budgetary practices Is that continuing
deficits tend to undermine the confidence of the public In the capacity of our
government to deal with inflation.
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CHANGES INf)ERAL UNIFIED BUDGET OUTAY, a BY FISCAL YEAR, 1961-76

,.... , Il lrs In blionsi: -

o"r
Federal, preceding Peoeetage Surplus
oays year Increase of deficit

.................. ........ . ... 111.3 4.5 4.2 -4.
1 .6 7.3 6.1 -5.
11 1 ::: ::::: ::::: : 116.4 -. 2 ............... . 6
1966... ............................. I3.7 16.3 1.1 -3.8
1 ...................................... I5t3 23.6 17.5 -. 7
3 ............................................ 1 84. 057 3. +22
197 ..... ............................ 21.6 12.1 -23.
m ............... ........ 2 ................... 2 2. 60.5 -23&

1973 ...................................... 46.5 46 6.3 -14.3
1974.................................4 2.9 -& 3.5
3975 3.. 4.6 56.2 20.1 -43.6
1976 (tmate). ... ..................... 370.0 4-4 13.7 -70.0

f Source: Economic Reoed of the President February 1975 table C-646p324 for years 1961 through 1974 1975 figures
from Final Monthly Trusury Statement of lecepts and Outlays of the united States Government for perie from July 1,
1974, through June 30, 1975; 1976 estimated figures from the White House Fact Sheet, Oct. 6, 1975.

As the President reviewed these figures In developing the decision which he
announced on October 6, he became increasingly convinced that a dramatic and
permanent shift in direction was called for. Facing another huge budget deficit
in FY 1976 or close to $70 billion he concluded that without a significant reduc-
tion in the growth of Federal spending a high and damaging rate of inflation
would reappear, with all of its resulting harm for our economic system and the
living standards of our people. Inflation was a major factor in causing the sharp
recession from which we are now recovering, A resurgence of inflation, .which
could readily be spurred by escalating government spending, will hurt our other-
wise brightening economic prospects and could well case an even more serious
recession later on. ,As President Ford pointed out in speaking of the Federal
deficit:

"Over the years, these excesses have played a major role in driving up prfces,
driving up Interest rates, and holding down Jobs. We d. not have to look far
for our underlying problems. Much of our inflation should bear a label: 'Made
In Washington, D.C.'"

In designing his proposal, the President realized that th6-magnitude of the
deficit is so great and acceptance of its size and growth so Institutionalized that
no action could restore a balanced Federal budget in a single year.'He therefore
chose to attack the problem in stages. For FY 1977 be, proposed to hold the
deficit to $404" billion. In effect, this would amount to a deficit level in FY
1977, equivalent to the FY 1975 figure. It is noteworthy that if Fiscal Year 1977
expenditures could be held to $895 billion, the increase over 1976 would be 5.4
percent, about the same rate of increase as prevailed during 1961-1966.

If we were able to achieve this goal through cooperation with the Congress,
it would be our objective in succeeding year to sek such additional budget
reductions as are necessary to achieve a balanced budget in a 8-year period
and then to strive for budget surpluses at high employment.

These budgetary goals can be achieved only if we tie tax reduction and
expenditures together.

THE TAX REDUCTION ACT OF 1975, THE HOUSE BILL (H.. 10612), AND MIX
PRESIDENT'S PROPOSALS

The table below presents in summary from a comparison of the income tax
provisions in the Tax Reduction Act of 1975, the House Bill (H.R. 10612), and
the President's October 6 proposals. In addition to the $14.6 billion of "temporary"
cuts in personal avid business* income taxes, the Tax Reducation Act provided
$9.8 billion in-rebates of 1974 tax liabilities and payments to social security
recipients.
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The $14.6 billion can be broken down into $4.7 blllionVf business income tax
reductions and $9.9 billion of personal income tax reductions.

COMPARISON OF TAX CUTS RELATIVE TO 1972-74 LAW

[DollM In bil smmes 1975 Income level

Tax Reduction President's
Act of 1975 H.R. 10612 proposal

Individual cuts:
v * Standard deduction changes .................................. .$2.5 $2.5 $4.0

Exemptl txabe Income credit. ............................... 5.3 10. 2 ......... ..
Pe I exemproso.. ................................................................ 10.1

R than .......-----........................... -.................. ............ 6.6
Earned Incom# credIt I....................... 1.5 ...........................
House puirdaes ;redit... .............................. 0.6..................

Subtotal ................................................... 9.9 12.7 20.7

Business cuts:
Investment credit .......................................... . 1.3 3.0 3.0
Small business rate and surtax exemption changes ................ 1.5 1.5 1.5
percent corporate rate reduction ......................................................... 2.
6-point utility package ................................................................. . .6

Subtotal ................................... ............... 4.7 4.5 7.2

Total tax cuts .............................................. 14.6 17.2 27.9

I Includes both refundable and nonrfundable portions.
2 Includes extra 1-percent credit for ESOP a.
Note: (For additional detail see annex tables 21 and 22.)

Of the $9.9 billion of personal tax reductions, approximately $8 billion-the
changes relating to personal exemptions and the standard deduction-wdre taken
into account in preparing the withholding tables which have been in effect since
May of this year. Since such $8 billion cut was implemented through the with-
holding tables in only 8 months, the continuance of withholding at approximately
the same level would require an adjustment of tax rates that would produce a
$12 billion annual tax reduction. Such "temporary" cuts in 1975 income taxes
have thus become the base on which the House built its package of revisions
for 1976, with one slight modification which I shall note hereafter.

Since withholding tables are not used to calculate periodic business tax pay-
ments, the extension by H.R. 10612 of the "temporary" business tax reduction
for 1975 did not entail additional revenue loss beyond the simple reduction in
liabilities provided for in the 1975 Act.

Thus, altogether H.R. 10612 would increase the income tax revenue loss by
$2.6 billion over the 1975 Act. But this time, $2.5 billion of the now $17.2 billion
revenue loss is permanent, attributable to a conversion to permanency of the
previously "temporary" increase in the standard deduction.

Temporary economic stimuli, such as rebates and onetime direct payments, are
appropriate fiscal measures in periods of underutilized capital and human
resources, and the tax system often is an efficient mechanism for effecting such
countercyclical policy. But I will repeat what I told this Committee last March

S about "temporary" tax cuts when urging you to eschew tampering with the
income tax structure for short-run fiscal purposes.

"Being realistic, one of three things will have to occur under the House
approach:

1. The reductions will be temporary and expire by their terms.
2. More realistically, the reductions will be permanent, and since there

are no revenues to fund them, greater deficits and greater inflation will
result over the long-run . . .

3. A third alternative, then, is to make the reductions permanent while
also raising revenues or cutting costs by the same amount . ..

What I would add to this statement on the basis of legislative experience
since then is that, if Congress persists in making expedient "temporary" changes
in the tax laws annually, it will have no time to consider the important funda-
mental reforms we all agree are needed.

The President's program of permanent tax law changes with an expenditure
ceiling faces reality squarely. It accomplishes what the House has sought to
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do-avoid an increase in tax burdens--and does so in a manner which gives due
attention to tax structure, equity and simplicity without running the risk of
Increased Inflationary bias.

Pi3ONAL TAX OUTS

The Tax Reduction Act of 1975 contains several complicated proidons in-
eluding a $80 per exemption tax credit in addition to the $750 personal exemption
and a standard deduction equal to 16 percent of Adjusted Gross Income, with
a range from $1,900 to $2,600 for a joint return and from $1,600 to $2,800 for a
single person. H.R. 10612 retains the change in standard deduction, which
becomes permanent, but substitutes another temporary credit which is no less
than $80 but may be as much as 2 percent of taxable income, with a maximum
ot$240 for both married couples and for single taxpayers. In contrast the Presi-
dent's proposal recommends a simple personal exemption of $1,000 and a flat
standard deduction of $2,500 for a Joint return and $1,800 for a single person,
along with rate reductions (Tables 1A and 1B).

These provisions of the President's proposal have two Important aims: First
to extend the tax reduction of 1975 for everyone; second, to begin the difficult-
task of realigning the tax rate structure to relieve the middle income taxpayer
of onerous tax burdens on industriousness and thrift. Because of rising produc-
tivity, but more particularly the effect of inflation on nominal money incomes,
families comprising the middle and upper-middle classes of society have been
moved up the tax scales to positions previously cdcupied by only the top one
or two percent of American families. As a result, the middle-income taxpayers
find that larger and larger tax bites are being taken from their paychecks and
entrepreneurial Incomes. The rewards to enterprise, to sustained effort, to the
accumulation of capital, of this group have been eroded. As we all benefit from
the vigor of this group, so are we hurt when its vitality Is threatened. The
President's program aims to reverse the trend, by providing relief to the middle-
income taxpayer while, at the same time, more than preserving the gains of the
lower-income taxpayer.

To accomplish this reversal, the proposal combines carefully balanced changes
in the basic elements of the income tax structure--bracket rates, personal exemp-
tions and standard deductions. Altogether, as you can see in Table 4, in all
income classes up to $20,000 the share of tax reductions exceeds the share of
tax burden under 1975 law. Moreover, taxpayers with incomes under $15,000,
who presently pay 28.0 percent of personal income taxes, will receive 58.3 percent
of the additional tax reduction proposed by the President (Table 4). At the same
time, the maximum level of tax-free income is raised for both single and joint
returns as compared to 1975 law (Table 6) with the result that 2.1 million
returns are removed from the tax rolls.

The President's proposal is also more progressive than the tax cut recently
passed by the House of Representatives In H.R. 10612. Under the House Bill
only 88.9 percent of the additional tax cut goes to taxpayers with incomes
under $15,000 (Table 8). This is not only a smaller percentage, it is a smaller
percentage of a tax cut which is itself smaller by $8 billion. As you can see in
Table 9, under the House Bill, taxpayers with incomes of less than $15,000
would pay 27.7 percent of $110.7 billion while they would pay 25.3 percent of
$108.7 billion under the President's proposal. Those with income under $15,000
receive some $5 billion less than the President proposed.

Furthermore, aside from the earned income credit which is not a part of either
proposal, the very lowest income groups are treated better by the President's tax
plan than they are by the House Bill. Since the House Bill does not change the
standard deduction or the personal exemption, it does not Increase the level
of tax-free income for those taxpayers, as does the President's proposal. In
sum, the President's plan gives some reduction In tax to almost every taxpayer in
every income class.

The differences between the President's proposal and the House Bill ay be
seen most clearly in Tables 10 through 19 which Indicate the tax liabilities under
1974 law, 1975 law, and 1976 law, as proposed, for taxpayers with various income
levels and family sises. The vast differences accorded families with two or more
dependents and moderate incomes are particularly striking. The House Bill, due
to the characteristics noted above, provides no tax reduction at all from 1975 for
families with two children until adjusted gross Income exceeds $10,900 (Table
18) and for families with four children until adjusted gross income exceeds
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$16,000 (Table 19). In contrast, the President's proposal gives signifleant tax
reductions for families with two or more dependents and lower incomes. For
example, the tax reductions from 1975 for a family with $10,000 adjusted gross
income (AGI) and two children is $224 (Table 18) and for a family with $15,000
AGI and four children 1 $M (Table 14). We should keep In mind that, because
of the way the withholding rates were derived under the Tax Reduction Act
of 1975, families with no reduction In annual tax liabilities would experience
either a decrease in monthly take-home pay or the need to make a substantial
payment at tax settlement time. I shall return to this topic below.

In summary, the President's tax recommendations for individual tax reduc-
'" tions are simple to understand and generous to virtually all taxpayers. I strongly

%wo urge the enactment of this comprehensive and equitable package as an important
component of the total expenditure restraint and tax reduction program.

BUs e'S TAX CUTS

Let me now turn to the proposed business tax cuts.
The Tax Reduction Act of 1975 increased the nominal rate of the investment

credit to 10 percent from 7 (4 percent In the case of utilities) for the years 1975
and 1978. H.R. 10612 extends this period for 4 more years, through 1980. The
President's proposal would make the increase permanent. It Is well known that
any tax provision intended to encourage investment is most effective when in-
vestors may regard it as permanent- for then they may take it into account over
the full range of their investment planning horizons, which are frequently 10
years or longer. As part of a program of structural fiscal change, the investment
credit helps offset the anti-capital formation bias of the Federal tax system and
should have permanent status.

The Tax Reduction Act, for the year 1975, raised the corporation surtax exemp-
tion to $50,000 from $25,000, and lowered the tax rate on the first $25,000 of
taxable income from 22 to 20 percent. H.R. 10612 extended this tax reduction 2
additional years. Again the President's proposal would make this change
permanent.

In addition to this modification of the corporation tax schedule, the President
proposes to reduce the top rate 2 points so that the maximum applicable tax rate
would be 46 percent. Until we, working with the committees of Congress, can
effect integration of the corporation and personal Income taxes, this modest
relief of the extra burden of tax should cause beneficial increases in the rate
of capital formation.

Finally, the President's proposals include a 6-part tax Incentive program for
electric utilities to accelerate the replacement of facilities now made obsolete
by the higher costs of fossil fuels and to encourage the application of more ade-
quate capital cost pricing formulas by utility commissions. The program includes:

Increasing the permanent investment credit to 12 percent for all electric
utility property except generating facilities fueled by petroleum products
or natural gas,

Allowance in full of the Investment credit on progress payments for con-
struction of property which takes 2 years or more to build. This would except
utilities from the present law S-year phase-in requirement with respect to
credit for progress payments.

Permit a utility to elect a depreciate property during its construction
period rather than when it is placed in service. This election, along with the
Increase in tax credit and allowance of the credit for progress payments,
would be available only in those instances In which regulatory commissions
include construction work in progress in the utility's rate base.

Extend to January 1, 1981 the period during which pollution control
facilities installed In pre-1969 plants may qualify for 5-yea? amortization.

Permit 5-year amortization of the costs of converting petroleum or natural
gas fueled generating facilities to other fuels.

Permit a shareholder in an electric utility to elect to receive dividends
In the form of stock and to defer income tax thereon until the stock may
be sold. Such stock is deemed sold before other stock in the some company
held by an electing stockholder, and the dividend will be taxed as ordinary
income when the stock is sold.

As compared with H.R. 10612 the President's proposals for tax reductions on
Income from business capital would result In revenue losses greater by $2.7
billion. But the ratio of these tax reductions to personal tax reductions is about
the same In both H.R. 10612 and the larger program of reductions proposed by
the President.
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A further,proviuion of the Tax Reduction Act of 1975 which is scheduled
to expire at the end of this Year is the earzo income credit, under which tax0
Wayer who maintained a shared resdence fdt a, dependent child receive a credit

of 10 percent of earned income up to a maximum of 400. The credit is, phased
out as earnings go from $4,000 to $8,000. This is a refundable credit in that
it the credit exceeds tax liability, the balance is paid to the taxpayer.

This provision has represented a significant departure from the traditional
structure of our, personal income tax. Ostensibly it was designed as an offset
to the Social Security tax, at the same time encouraging certain individuals
to secure employment. If these are the objectives, we believe the earned income
credit in the Tax Reduction Act of 1975 is both ineffective and inequitable in
achieving its goals. As an offset to the Social Security tax the credit is inequitable
in that many workers, namely unmarried individuals and members of families
without children, are not eligible for the offset, Further, a family with children
is entitled to but one credit even ,though two-earner families would appear to be
most deserving of relief from Social Security taxes, since in many cases-the
secondary worker in a family does not receive any additional benefit from the
Social Security taxes paid on earnings.

In reality, it appears the earned income credit is but another publicly ad-
ministered "welfare" provisions, which adds complexity to the system but does
not significantly affect the degree to which families are self supporting. We
would prefer that consideration of such a wage subsidy be undertaken in con-
nection with a comprehensive overhaul of the entire structure of programs to
assist the needy.

WITHHOLDING TAXES

As you are aware, not only will the applicable tax rates change as of January 1,
1976, if Congress takes no action, but also employers will be required to use once
again the withholding tax tables In effect prior to May 1975. The Internal Revenue
Service has notified employers to this effect and they will shortly be incurring the
considerable expense to reprogram their systems to implement the higher rates
of withholding. If, as we strongly recommend, the President's tax cut proposals
are adopted by Congress, prompt notice will be given with regard to thle publica-
tion of new withholding tables which will take the place of those presently in
effect; such prompt notfficaon should be able to spare employerS the burden of
a double change In the levels of withholding.

The problem of designing a set of withholding tables should not be under-
estimated, particularly when tax laws are changed in mid-year, or when credits
In lieu of, or in addition to, exemptions are provided. As I noted earlier, one of
the reasons why H.R. 10612 provides additional tax cuts as compared with the
Tax Reduction Act is that the withholding tables in effect under that Act were
designed to reduce in 8 months the tax reduction applicable to the full year. If
these same tables were carried forward into 1976 along with the provisions of
the Tax Reduction Act of 1975, too little tax would be withheld. Thus, If the pro-
visions of the Tax Reduction Act were simply extended to 1976, new tables provid-
ing for more withholding would have to be designed. To avoid this, the House has
increased the temporary tax reductions. Notwithstanding the overall reduction
in tax effected by H.I 10612, the substitution theriunder of another kind of credit
for the $30 credit in the Tax Reduction Act will result in some families having
increased withholding. I noted above that such would be the case for large fami-

A lies with medium and low income.
Thus It is not unlikely that new withholding schedules will be needed in any

case.
THE ECONOMIC IMPACT OF THE RECOMMENDATIONS

Your Committee is no doubt concerned about how its action on the matters dis-
cussed here today may affect the economic recovery from the recent serious reces-
sion. A further concern, will undoubtedly be the long-term implications of any
such program with regard to the continuing major problIem of inflation. The
President's program of tax cuts and spending limitation was designed with these
two problems very much in mind.

In considering these matters, you may very well take note of the fact that
certain economic indicators have declined in the most recent two-month report.
I recently had occasion to discuss such matters in my testimony on November 7
before the Joint Economic Committee and I think it appropriate to Include
my remarks on this subject in the record before you here today:
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"Although economic recovery Is well underway, there is concern in some quar-
ters about its sustainability. The American public, labor and business leaders
and other nations repeatedly express their concern about long-term prospects.
'Therefore, the major economic thr st of the Preident's program Is directed at
what we perceive to be the long-term economic problems confronting the United
States. It has two goals: (1) to slow down the upward momentum of government
spending and eliminate th chronic Federal budget deficits that have occurred in
fourteen of the last fifteen fiscal years--or, in thirty-eight of the last forty-six
years; and (2) to return more of the declonmaking power to individuals and
families In determining how they will use their lncoe. These actions would help
to improve the efficiency of the economy and the permanent changes would create

, additional stability which would enable Individuals and business firms to plan
for the future with more confidence.

"Turning the basic direction of fiscal policy will not be easy because of the
legislative momentum that has been accumulated over the years. Budget exlerts
continually describe the 'uncontrollable nature' of most of the Federal budget
which rises each year as the number of programs multiply and the number of
participants in those programs increase. It Is now estimated that nearly three-
fourths of the budget is committed to programs for which payment is required
under existing law or contracts. These payments must be made unless substan-
tive changes in the laws occur. The Government payrolls make up an additional
one-sixth of the Federal budget and the residual one-tenth Involves mainly non-
payroll purchases of goods and services. These facts make the job of regaining
fiscal control difficult. They do not make it impossible. We have listened to so
many economists describe why things cannot change that too many people are
beginning to believe them. I do not believe that- there is any such thing as an
'uncontrollable' Federal budget commitment because they all depend upon
legislative priorities. I do believe that there are different priorities and that all
good things are not equally good. There Is a solution to the problem if the-Con-
gressional Budget Committee discipline will require more careful consideration
of these priorities and the elimination or curtailment of ineffective programs
during the annual appropriations process. We must correct the historical ap-
proach of merely continuing existing outlays so that any new claims are always
'add-ons'. But for that process to occur the underlying discipline of economics in
matching priority claims and limited resources must occur. The Joint Economic
Committee can provide that economic leadership for the rest of Congress.

"Although the major thrust of the President's program is to emphasize long-
term goals, a major policy change of this sort affects the near-term pattern of
economic activity as well. In a $1% trillion economy, there obviously are uncer-
tainties in predicating potential changes in economic activity and the specific
Impact of fiscal policy recommendations. In p*eparing the President's balanced
package of policy initiatives we analyzed the probable course of economic devel-
opments that would result if existing government spending trends were to con-
tinue and if the tax relief provided by the Tax Reduction Act of 1975 were to be
continued in essentially its present form, except for an upward modification of
approximately $4 billion which is necessary to maintain existing personal with-

- holding- rates. Since the Administration strongly believes that the existing growth
rate of government spending must be curtailed and that changes in the distribu-
tion of tax relief should occur, a second forecast based on the President's
recommendations was also prepared.

"Under either set of assumptions, economic recovery would move forward over
the next year with an annual rate of growth of real GNP of approximately 7
percent, gradual reduction of unemployment to the 7 to 7% percent zone by year-
end 1976 and a continuation of the current pattern of consumer price increases of
inflation 6 to 7 percent over the next few quarters. Comparing the two forecasts,
we find that vder the-President's program the quarterly path of "real" GNP
Is slightly higher between now and mid-1976 and slightly lower subsequently as
fhe government spending restraints take effect. These forecasts are subject to
the usual caveats with respect to forecasting errors, particularly when the dif-
ferences are so small relative to the gross national product. Therefore, the Presi-
dent's program must be judged in terms of its long-term benefits since economic
forecasts indicate that there will not be significant economic stimulus or re-
straint In the immediate future as a result of the President's policy recommenda-
tions."
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CONCLUSION

Certain aspects of our mutual task are clear. The tax cuts which have been
proposed by the President in his October 6 message should be adopted. But that
s only the beginning. By simultaneously limiting spending for the fiscal

year 1977 to $M9 billion, we have the unique opportunity to turn the tide of
fiscal irresponsibility which has been engulfing our nation for at least fifteen
years.

The President has pointed the way. He has made it clear that if we are ever
to provide for stable economic growth and really defeat the extreme economic

-- vice of regressive taxation via inflation, we must immediately join together in
Imposing a limitation on Federal spending. If this Committee will take the lead.
I am confident that the Senate as a whole will follow and that the House of
Representatives, if presented with a full opportunity to consider the matter, will
Join in the required effort to bring an acceptable piece of tax reduction legisla-
tion to the President's desk.

Please do not miss this opportunity. Each year that we fail to stem the tide,
the task becomes more difficult. Those who misguidedly find It the "easy way"
will grow evermore accustomed to turning to Washington for fiscal bounty to at-
tempt to-solve every conceivable human problem. We must begin now to halt this
trend for the good of those very people who Ill-advisedly support its continuance
and for the good of the Country as a whole.

As always, I thank you for the opportunity of appearing before you and shar-
Ing with you my views on these important subjects.
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Table 1-A

Tax Rate.Schedule for President's
October 6, 1975 Tax Reduction Proposals

(Married Taxpayers Filing Jointly)

Taxable Income
bracket

$ 0
1,000
2,000
3,000

4,000
6,000
8,000

10,000
12,000
16#000
20,000
24s000
28 000
32,000
36#000
40,000
44,000
52,000
64,000
76,000
88,000

100,000
120,000
140,000
160,000
180,000
200000

Present rates :Proposed rates
: (percent) : (percent)

$1,000
2,000
3,000
4,000
6,000
8,000

10,000
12,000
16,000
20,000
24,000
28,000
32,000
36,000
40,000
44,000
52,000
64,000
76,000
88,000

100,000
120,000
140,000
160,000
180,000
200,000

14
15
16
17
19
19
22
22
25
28
32
36
39
42
45
49
50
53
55
5o
60
62
64
66
68
69
70

12
14
15
15
16
17
21
22
25
29
34
36
39
42
45
48
so
53
55
58
60
52
64
66
68
69
70

orice or the Secretary of the Treasury
Office of Tax Analysis

October 6, 1975

While two rates are increased in the higher brackets,
taxpayers with income taxed in those brackets will
benefit from rate reductions in the lower brackets
so that on balance the changes in rates reduce taxes
even for those affected by the increased rates.
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Table 1-3

Tax Rate Schedule for President's
October 6, 1975 Tax Reduction Proposals

(Single Taxpayers)

Taxable Incoe I Present rates Proposed -rates
bracket a (percent) s (percent)

$ 0 $ 500 14 12
500 1,000 15 13

1,000 1,500 16 is
1,500 2#000 17 15
2,000 3,000 19 16
3,000 4,000 19 17
4,000 5,000 21 18
5,000 6r000 21 19
6,000 8,000 24 21
8,000 10,000 25 24

10,000 12.000 27 27
12,000 14,000 29 29
14,000 16,000 31 31
16,000 18,000 34 34
18,000 20,000 36 36
20,000 22,000 38 38
22,000 26,000 40 40
26,000 32,000 45 45
32,000 38,000 50' 50
38,000 44,000 55 55
44,000 50,000 60 00
50,000 60,000 62 62
60,000 70,000 64 64
70,000 80,000 66 66
80,000 90,000 68 68
90,000 100,000 69 S9

100,000 -- 70 70

office of the Secretary of the Treasury October 6, 1975
Office of Tax Analysis

65-992 0 - 76 - 4
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Distribution of Tax
at 1975 Levels of Income

(billions of dollars)A Tax liability Proposed Tax Percentage P .agoadju ed gross based on 1976 tax : : distribution of -: reduction Inincome Class 1972-4 law liability tax reduction 1/: ,tax Miaw=li

0 - #5,000 2.0 0.8 1.2 5.9 59.9
$5,000 - 10,000 14.1 9.1 5.0 24.0 35.3

10,000 - 15,000 23.1 17.6 5.5 26.6 23.8

15,000 - 20,000 23.7 19.5 4.2 20.2 17.7

20,000- 30,000 28.0 24.7 3.3 16.0 11.8

30,000 - 50,000 16.9 15.9 1.0 5.0 6.1

50,000- 100,000 12.1 11.7 0.4 1.8 3.2

lo0,00 + 9.4 ... I .4 L2
Total 129.4 108.7 20.7 100.0 16.0

Office of the Secretary of the Treasury December 8, 19"
v]xx].0 Or LeX An3LY5l1

1/ Based on unfounded liability figures.

Note: Detail may not add to totals due to rounding.

A
?able 2

Liabilities sad Redtwtions Under the President's Proposal
as Compared to 1972-74 Law, by Size of Adlusted Gross incam



Table 3

Diftribtim of the QO~nmtS of th Pmid 'sa ot RM&MiaC Pmposa1
at 1975 Levels of Income as Compared to 19fl-74 Laws by Size of Adjusted Gross Incom

*dIIamx of &LIAM)
0*8 ozdls=

MAjusnd Gno : $1,000 Standard Deduction Vismg late Reduction WaUal.
I C I Fereonamal Nxmpi

$ 0 - $5,000 515 608 102 1,225

5,000 - 10,000 1,906 1,961 1,098 4,967

10,000 - 159000 29548 925 2,040 59513

15,000- 20,000 2,056 342 10780 4,186

20,000 - 30,000 1,867 154 1,287 3,306

30,000 - 50,000 802 31 204 .1,037

50,000- 100,000 330- 5 48 383

100,000 + 80 1 10 91

TOM 10,105 4,026 6,580 20,711

Office of the Secretary of the Treasury v wwk.m A 107%
Office of Tax Analysis

Not: Det' n my n* aW1 to tLs due to rmwdng.

I
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Tax Liabinty ropod : Per stage : Percmetage
Adjusted Gross : based on : 1976 tax Tax disribton of : zdme tion

Income Claas 1975 law 1/ Liability : reductioo : tax reduction 1/: tax liability

(................... bils of dollars .................. (............ percent... )

$ 0- $5,000 1.2 0.8 0.4 3.3 32.3

5,000 - 10,000 11.5 9.1 2.4 20.4 20.9

10,000 - 15,000 21.1 17.6 3.5 29.6 16.5

15,000 - 20,000 21.9 19.5 2.4 20.5 U.0

20,000 - 30,000 26.8 24.7 2.1 17.5 7.7

30,000 - 50,000 16.6 15.9 0.7 5.6 4.0

50,000 - 100,000 12.0 11.7 0.3 2.4 2.3
100,000 + 9.4 9.4 0.1 0.6 0.8

TOTAL 120.5 106.7 11.8 100.0 9.8

Office of the Secretary of the Treasury December S,1975
Office of Tax Analysis

1/ Includes effect of changes In the standard deduction, the $30 exemption credit; the ho purchase credtt
and the nonrefundable portion of the earned Income credit. The refundable portion of the earned Income
credit is treated as an expenditure iten.

2/ Based on unrounded 1abilLity. figures.

Note: Detail may not add to totals due to rounding. Nfinr differences may arise In totals appearing on
other tables due to the different methods used in estimating these income 4istributlons.

I

/\ A
Table 

Distribuion of Tax Liabilities and Reductions Under the President's Proposal
at 1975 Levels of Income as Coared to 1975 Law, by. Sixe of Adjusted Gross Income

I
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Table 5

Mfzif,,c of tt , Im B o the Ma X Act cc M e.at 1975 Levels of Income " Capared to 1972-74 In, by M o Adjusted Incom

(adl-t14 of dollars)

0-$5,000 502

5,000-10,000 1,0l 2

10,000-15,000 374,

15,000-20,000 527

20,000-3D,000 240

30,000-50,000 46

50,000-100,000 8

100,000 + 1

22,760

2

$30 Credit :Credit

298 29

1,190 250

1,505 0

1,079 0

824 0

257 0

75 0

15 0

5,243 279

2

2

Purdme
credit

6

53

144

156

176

68

-19

624

625

835

2,555

2,023

1,762

1,240

371

102

20

8,908

partial a
EFM~od maw

890

223

m

1,113

a : PTa
wi) : Oz1m

1,725

2v778
2,021

1,240

371

102

20

10,021

Office of the Secretary at
Office of Tax Azulysi"

ftf urn ky - Decinber ~, 1973

nteb: Detai1 ny nt ad t tootals due to rowiM.

A

.December 6, 1975

W

)!
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TdIb 6

N ainmu= Levels of Tax-Free Inco
omT r the Pza tdmt' 8m a P=zFa1l

and under H.R. 10612-

-ned to awst $10)

Fili stabs zt m
SH.R. 10612 President's 197

2,560 2,600 2,790 2,970

Mmzrad, joint rtem
no gen-emts 3,830 4,500 3,610 3,8401 dq4pimt: 4,790 S,50 4,300 "4,5702 dqxmrsAI 5,760 6,500 5,500 5,8503 o 6,720 7,500 6,490 6,9004 €emdits 7,670 8,500 7,300 7,770

Single, ovr 65
no RQ*MEW 3,310 - 3,800 2,580 2,73

both o53r 65no Ingmdm 5,S aS330 6,.500 3,460 3,460

W~E of Tax hulysis

1/ Underlying QOmier Prim I aIanupdex:

4 A'

0

for 975, 1.61.2; fc 1.976, 171.5.



Tax
Liability
Based on
1972-74 Law

Tax
Liability

under
H.F. 10612

' Percentage tPercentage
: Distribution :Reduction

Tax of Tax : in Tax
Reduction Reduction :Liability

($000) ( .............. $

Up to 5

5- 10

10 - 15

15 - 20

20- 30

30- 50

50 - 100

100+

Total

2.0

14.1

23.1

23.7

28.0

16.9

12.1

9.4

129.4

billions ............ )

1.2

11.1

20.0

20.8

25.9

16.3

11.9

9.4

116.7

0.8

2.9

13.1

2.9

2.1

0.6

0.2

12.7

(C....... percent... )

6.5

23.2

24.5

22.7

16.6

4.9

1.4

0.3

100.0

40.6

21.0

13 5

12.2

7.5

3.7

1.4

0.4

9.8

Office of the Secretary of
Office of the Secretary of
Office of Tax Analysis

*Less than $50 million.

the Treasury December b, 197l

Income
Class
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Table 7

-Distribution of Tax Liabilities Provided in H.R. 10612
as Compared to 1972-74 Law at 1975 Income Levels,

by Size of Adjusted Gross Incone

3
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Tab e S

Distribution of Tax Liabilities Frovided in H.R. 10612
as Compared to 1975 Law at 1975 Income Levels,

by Size of Adjusted Gross Income

I Tax - - : Tax : Percentage tPercentage
I Liability : Liability 9z Distribution :Reduction

Income 3 Based on : under I Tax a of Tax : in Tax
Class 1 1975 Tax 1/ H H.R. 10612 a Reduction a Reduction "Liability

($000) (................ $ billions............) (.......percent.......)

up to 5 1.2 1.2 * 0.2 -0.6

5 - 10 11.5 11.1 0.4 10.3 3.4

10 - 15 21.1 20.0 61.1 28.6 5.2

15 - 20 21.9 20.8 1.1 29.4 5.1

--20 - 30 26.8 25.9 0.9 22.8 3.2

30 - 50 16.6 16.3 0.3 6.7 1.5

50 - 100 12.0 11.9 0.1 1.9 0.6

100+ 9.4 9.4 , 0.4 0.2

Total 120.5 116.7 3.8 100.0 3.2

Office of the Secretary of the Treasury December 8, 1975
Office of Tax Analysis

*Tax change of less than $50 million.

Note: Numbers may not add to totals due to rounding.

1 Includes effects of changes in the standard deduction, the $30 exemption
credit, the home purchase credit, and the nonrefundable portion of the
earned income credit. The refundable portion of the earned income credit
is treated as an expenditure item, rather than a tax reduction.
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Table 9

Distribution of Tax Liabilities Provided by R.I. 10612
as Camared to the Presid ntt Proposl at 1975 Levels of Income,

by Sm of Adjusted Gross Income

I TAX a Tax 3 Higher Tax Liability i Percentage
Miabillity s Liability i Under H.R. 10612 .t Distribution of

Adjusted Gross a under President'st I Liability
cries Class M3.R. 10612. Proosl :AqMot a1 Percent 8.L1O61 President

(.............. $ billions ....... t) (. . . . .p r e t. . . . . .

$ 0-$ 5,000 1.2 0.8 0.4 5.0 1.0 0.8

5,000- 10,000 11.1 9.1 2.0 ' 25.3 9.5 8.4

10,000- 15,000 20.0 17.6 2.4 30.0 17.1 16.2

15,000- 20,000 20.8 19.5 1.3 16.3 17.8 18.0

20,000- 30,000 25.9 24.7 •1.2 15.0 22.2 22.7

30,000- 50,000 16.3 15.9 0.4 5.1 14.0 14.6

50,000-100,000 11.9 11.7 0.2 2.6 10.2 10.7

100,000+ 9.4 - 0.1 0.7 8.1 8.6

Total 116.7 108.7 8.0 100.0 100.0 100.0

Office of the Secretary of the Treasury December 6, 1975
Office of Tax Analysis

Note: Numbers may not add to totals due to rounding.



, ,..: Pro,qdimt a Proposed Plain

witli" tentnad Diueitionk bf
16"Poepat of AdJttstoKl Gross Income

~.,..

iAdjusted'- :, . Tax Liabt 112 , : "'Reduction from .Gross 1972-74 : 1975 Proposed 1 1972-74 : 1975
4Incoe .4 !,e,- : .L4,._ .1276 Law , : .w

s,4eoo . 490 4 4 307 283 97

7,CO0 889 796 641 248 155

10060O its"50 1#476 1,227 279 249

15600 2sMV Table 2 9P 22 5

200000 3,847 3,817 39553 294 . 264

25s0O0 50325 59295 % 015 310 286,

309000 *6v970 69940 69655 315 28S

4t.OO0 10,715 10,685 10,375 •340 310

508000 15v078 1048 14i72.5 153 323

lO0 air ib 41,600 f 1t.570 41,.vI5 "A5 415

Office of ths Secrecary ofthe Treasury December
Office of Tax Analysis I

1/If otsndard deduction exceeds itemiz ed deduct-Lott, faumily- use-i stcrr,;,d
deduct o.f•

Asmes that taxpayer 1t not eligible for the Ho me Purchase Credit.



TableA4.,
, Pr' esidqnt'e ft, o6. Plan

Tax UAsbiliftieor1.l -h til eaan
rillng Jointly-it It.mised deductions. of

16 meAr , t-- Of Adjusted Gross InUCme A/ :,

Adjust d Tax Liability ,ldution frovk

Gio$s 1972-74 : 1975 1,.' Proposed 1972-74 :. 1975
Inow 1u©e :, l 1976 Law LOWLaw : n ..

0 5,000 322 $ 170 $ 60 262 1 110

7,000 658 492 335 323 157

L09000 1,171 1,054 800 371 254

158000 2,062 29002 1,50 312 252

20,000 3,085 3,025 2,780 305 245

25,000 4,240 4,180 3,050 290 230

30,000 5,564 5,504 5,328 236 176

40g000 8,702 8,642 8,444 258 198

50,000 12,380 12,320 12,080 300 240

1OOO00 34,790 34,730 34,440 350 290

Office of the Secratnry of tho Treasury - December 5, 1975
Office of Tax Anklysis

If 1£ standard deduction exceeds itemized deduction, family uses standard

deduction.

2/ Aseumse that taxpayer is not eligible for the Home Purchase Credit.

.~
'4. -I'
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ft.skdani~6 ~*ibpOIed ?1a~a'

Tai i"bltle* 6ftamlyw'iith 1, Depeadenti
PFitn4 Mklith Itiim d ?dttons of-

16 Percent Ne Adjusted 6t... j1AhcWs.)J

S Proposed
Adj us ted aTax tiabi3ity R~eduction from

Gross 1972-74-- -1975 Proposed :17T-74 ": 1975
.- Ic.-e ,a a . Law -. , L976 Law, Low : LAW

$5,000 $207 $ 73 $ 0 $207 * 73

7,000 526 3W LJU - 336 196

10,000 1,028'" 938 640 388 298

151000 1,897 1,807 1,535 362' 272'

20,000 2,897 2,807 2,530 -. 367 277

25,000 4,030 3,940 3,660 370 280

30,000 5vS24 5,234 4,988 336 246

40,000 8,406 8,316 8,054 352 * 262

500000 12,028 11,938 11,630 i98 308

100,000 349355 34,265 33,860 495 405

Office of te Secretary of. the treasury December 5, 1975
Office of Tax Analysis

)/ If standard deduction exceeds itemized deductionfamitly
deduction.

uses standard

/ Asumes that taxpayer- is not eligible for the Homs Purchase Ctedit.
Also assm that taxpayer is not eligible for the Earned Income Credit.
Taxpayers maintaining a home In the United States for a dependent child
am eligible for the Earned Income Credit (SIC) if they earn less than
$8,000. If eligible for the SIC under 1975 law, taxpayers with erned
income of $5,000 would have no tax liability and would receive $227 in
direct payments from thVGovernte-l. Taxpayers with earned income of
$7,000 would have tax liabilities of $286-

2:<~>,* I



•- Table-, 1$.

.teeldent's Ift!ouio, lan

Tax liabiititis for lemily with 2epde)s
PLils Joint Return with I ' pdso De4fationa. of

16 ?tfeurof Adjusted Greso .1comej

Adjusted t -Igx Lip 2ilitv :__ .
Qrose 3 1972-74 :* 1975 -s Pioposed % 1972-74 1975
, ncme a -. aw .: Lw 13/: 1976 Law Law +

Sso00' $98 # 0'$- O s '98 $ 0

7,000 402 186 60 342 126

10, 00 886 709' 483 401 224

15,000 .,732 1,612 1,25" 407 387

20,000 2,710 2,590 2,280 - 430 310

25,000 - 3,820 3,700 39370 450 330

30,000' 5,084 4,964 4,648 436 316

40,000 8,114" 7,994 7,664 450 330

50000 11,690 11,570 11,180 510 390

100,000 33,920 33,800 33,280 640 520

Ofice of the Secretary of the Treasury December 5
Office of Tax Analysis

I/ If standard deduction exceeds itwTazed
deduction.

.deduction, family uses scancard

3/ Assums that taxpayer to not eligible for the Home Furshase Credit,. Also
assums that taxpayer Is not eligible for the Rarned Income Credit,..Tax-
-payers maintaining a home in the United States for a dependent child are
eligible for the Earned Incme Credit (SIC) if they earn less thw_ $6,000.
If eligible for the SIC under 1975 law, taxpayers with eaned Ineom of
#5,000 would have no tax-liability and woul receive $300 in direct.payments
from the Government . Taxpayers with income of .#7,000 would have a tax
-liabilit* of $86. - I .

|

4.,



.. .. : :Proposed
Adjusted :,'Tax LigblZtty : 29tion f1W

cGross 1972-74 : 29751: 1opsed 1972-74 1:
.. ' . _ -L I ,V.. .. / L976 La w .Lv... ], .

$5,000 $ 0. 0 o 0 $ 0 0

7,000 170, 0 0 170 0

106000 603 372 190 413 182

151000 19402, 1o222 %65 437 257

20soO0 29335 2,155 1,816 -- 519 339

,25000 3,400 3,220 2,630 570 390

3O,0 4,604 4,424 4:006 596 416

4O.Oo0 7,529 7,349 6,896 633 453

501003 11015 10.835 10,280 735 555

100,000 33,050 32,870 329120 930 750

Office of the Secretary of the Treasury Doceaboc 5, 3975
Office of Tax Analysis

I If standard deduction exceedc itemized
deduction.

deduction, family user standard

V Assmes that taxpayer is not eligible for the Home Purchase Credit, Also
essumm that taxpayer is not eligible for the Earned Income Credit,. Tax-
payer maintaining a home in the United Stetes -for a dependent child are
eligible for the Earned Income Credit (RIC) if they earn less than $8,000.
If eligible'for the SIC under 1975 law, taxpayers with earned income of
$5,000 would have no tax liability and would receive $300 in direct
payments from the Goveroment. Taxpayers with income of $7,000 would
hae no tax liability and would receive direct payments of $100.

Table 14

Presi4ept's Pr posed PlUN

Tax Liebl te for, Ymily wttrA.4 emiets,
Filing Joint 3Wurn with, ttiemsed. Deductions of

16 Perce t of Adjusted Oteo". Ipmil /

o
"L... •-?- ,



Table 15

U.9, 10612

Tax Sbtltti"s for WoeVre ithout . 1qpsadete" with Itemised p1usotLs Of. o
16 ere t of AdJueted Gros, f o II 1/

: 8 : hoited

Gross :1972-74 . 073, s Proposd 1972-74 3 a 975

95000 *490 * 10 *380 10 * 24

7000 889 79'. 733 156 63

0OOO 1506 1,476 1,353 153 123

159000 2j589 21559' 20;52 237 207

.20,000 3,847 3817 3,607 -. 240 210

25,000 5,325 5,295 5,085 240 21.0

30,000 69970 6,940 6o730 240 210

40,00 10,715 10,685 10,475 240 210

50,000 15,078 15,048 14,838 240 210

100,000 41,600 41,570 41,360 240 210

Office of the Secretary of the Treasury December , iof7
Of ice of Tax Analysis

If standard deduction oxceedf itemized deduction, f=arLly uses aLruicm, 4i
0iuce t aon.

V Asno that taxpayer is not eligible for the Hosie puv&hs& Cradit.

.7

50
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a a reposedd
Adjusted a a ibliwa 4 ~rgm.
Gross a 1972074 . 1975 . rooed : 197244 1 1975
Iheame , Law a Lev~I/ 197 w . a. L . La

* 500 * 322 $ 170 * 170 * 152 9 0

7,000 658 492 460 178 12

lOO00 1,171 1,054 982 169 72

15000 2,062 2,003 1,40 222 162

20,000 3,065 3,025 2*845 - 240 180

25,00 4,240 4,180 4,000 240 180

30,000 5,564 5,504 5,324 240 180

40,000 8,702 8,642 8,462 240 160

50,000 12,380 12,320 12v140 240 10

100,000- 34,790 34,730 34,550 240 180

Mffice of the Secretary of the Treasury Decembor 5, 1975
Office of Tax Analysi s

If standard deduction exceoad itomized ceduot-ton, (uudly uses standLd
deductJon.

V/ Asemme that taxpayer is not eligible for the Home Purchase Credit.

1~
* . 60

U.R. 10612

x* 2Letitiee- fat*1 with, no, sia~n
Fill," J"Aitly *ib Itmsed Oeduottaa of

16 Percmt of Adjusted. Omo Incm L/
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table 17

Tax: .i14thes for Va1y. with 1, eeiet
ling. Jointly Atlt. itemt ad eductlow o

16 Percnt, 81 MAuited .o en' if-.

Adjusted 3TxUbltGrOtoss 1-'972-74 :197'5"" toposQ, : 92-7 : 975

Income 3 Lay r .AwJ 1976L. : ll . t Law -

#5,O00 *207 * 73 * 29 . 178

2,000 526 386 336 s90 50

106000 1,028 938 854 174 64

15.000 10897 10807 1,090 207 117

20,000 2,897 2,607 2,657 - 240 10

25,000 4,030 3.940 31790 240 150

30,000 5,324 5,234 5,064 240 150

40,000 8,406 8,316 8,166 240 150

50,000 12,028 11,938 11,788 240 150

100,000 349355 349265 34,115 240 X50

Office of the Secretary of the Treasury December 5, 1975
Office of Tax Anlysis

If standard deduction exceeds itemized
deduction.

deduction, family uses st.r.d 31

/ Assima that taxpayer is not eligible for the Rose Purchase Credit.Alsoasamee 'that taxpayer is not eligible for the sined In**" Credit.

Taxpayers, mintaining a hame in the 1United States for a depnd4. child
ae eliible for the Rarned Ineme'Credit, (110) if. they earn lese*than
$8,00, If el4ible for the RIC under 1975 le, tarpayers *Lth earned
Incovei of $5,000 would hae no tax liability and would receive *227 In-
direct payments frdm the Goveriment. Taxpayers vith earned income of
*7.000 would have tax liabilities of $286.

55*W2 0 - 7 - 5
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Table Is

9S1. 10612
Tox 14ailities f0v Yemily with 2 Dependenta,

filing Joint Rtourm with Item~sed Dedu~tions of
16 Percent of Ajusted Gross Income

7t ftPoposed
Adjusted I Tax LMabilty . :___educon'rA
Oros$ 1 1972-74 •)975 : Proposed a 192-74: 1975
Incmm I Law! 1zA 1976 Low~j Law -: : aw-

4 98 4 0 $ 0

186 186

709 709

1,612

2,710 - 2,590

3,700

4,964

7,994

1,$40

2,470

3,580

4,874
7,874

11,690 11,570 11,450

33,920 33,800 33,6 0

$ 0 $0

216

177

192

240

240

240

240

240

240,

0

0

72

120

120

120

120

120

120

Office of the Scretary of the Treasucy
Office of Tax Analysis

It'if standard deduction exceeds itmitod
deduction,

Docember 5, 1975

deduction, fm i17 Usaa standard

/ Awma that taxayer is-not eligible for the Homa Purchae Credit. Also
,"~no" that taxpayer is not eligible for the Earned Income Credit, Tax-
payersuasintain8in a home in the United States for a dependent child are
eligible for the Earned Income Credit (9IC) if they earn lose 4hen $8,000.
If eligible for the KIC under 1975 law, taxpayers with eaned Income of
$5,000 would have no tax liability and would receive $300 in direct
paymets frm the Goveroment, Taxpayers with income of $7,000 would have
a tax liability of $86.

A'

V. -

402

886
1,732

$ 5,000

7,000

10,000

15,000

- 20,000

25,000

30o00O

4Us000
40,000

50,000

100,000

3,820

5,084

8,114

At.

4
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7111 Joint Return with Iteaimed Deductions of
I ercemit 9f Minuted Gross X;ncom

Proposed
Mjuat*d : Tax Liabillty . dgtI from
Gross : 1972-74 : 1975 3 Proposed : 1972-74:i 1975S n.om~e ..... - : a a : 1976 Law LOWaw'. : Law

$ 0 $ 0 $ 0

170

603

1,402

2,335

0

372

1,222

2,155

3,400 2 3,220

4,604

7,529

4,424

7,349

0

372

1,922

2,095

3160

4,364

7,289

11,015 10,835 10,775

33,050 32,670 32,810

# 0 # 0

0

0231

160

240

240

240

240

240

0

60

60

60

60

60

60

Milce ;f the Secretary of the Trei
Office of Tx Ana.ysis

1/ If standard deduction exceeds itemized deduction, family
deduction. uses standard

/ Asos that taxpayer is not eligible for the Hom Purchase Credit; Alsoassumes that taxpayer is not eligible for the Earned Incme Credit. Tax-
payers maintaining a home in the United States for a dependent child are
eligible for the, Earned Incom Credit (SIC) if they earn less than $8,000.If eligible for the EC under 1975 law, taxpayers with earned income of
$5,000 would have no tax liability and would receive $300 In direct •
payments from the Goveriment. Taxpayers with income of $7,000 would
have no tax liability and would receive direct payments of #100.

* 5,000

7,000

10,000

15,000

20,000

25,000

30,000

40,000

50,000

100,000

December 5, 1975

Takla 19

P.1 .10612

0



~resi4q.

ACONpadscao the, zib1 t fts
of~ theY--T~ Redubtion ct of 1975.

Tax cu oni8 as Inca"e

* Tax R0ductAi, n urlent' Tax s ;. 1012
. Act of 175. u cut Proal' .$&

ncreas. the corpo-
rate surtax euup- ..
tics t4 $$08000
vith'& 2'. e cent- ... -
age point reduction
in the normal tax -1.5 -1.5 -1.5

Increase the rate of
the investnt tax
credit to lot -3.3 -3.0 -3.0

2 peroentag, point
reduction in'; the
corporate surtax -- -2.2 -

Otliities tax rellsf
-previously proposed -0.6 -

woet * Cri -t

TTAL .- 4.8 -7.2 -4.5

0ffiol Of W SecrOEarY of te Treas1ky eoete '6 1975
UZZLCUOG 0. axE Ana.LYUL

Th/ ese figures show the difference between 1972-74 law liability
and the two tax programs as applied to calendar 1975 income.

Notes Detail, may not add to totals due to rounding. -

SLss than $50 million.
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1975 Act

Comparison of Individual Tax Cuts

($ blin,17 eeso noe

increased standard, deduction
(minimum increased from
$1300 per return to $1900
for joint return and $1600
for single person; maximum
increased from $2000 to $2600
for joint return and $2300 for
single person)

-- $30 personal 'exemption. credit

earned income credit

-- house purchase credit

House Bill

increased standard deduction
(same as 1975 Act)

-- tax credit equal to 2. of taxable
income (minimum $30 per exemption)

President's Proposal

-- flat amount standard deduction
($2500 for joint return and
$1800 for single person)

- increased personal exemption

deduction ($750 to $1000)

-- reduced tax rates

$ 2.5~

$5.3

.$ .6
.*9.9

$ 2.5

$10.2

$ 4.0

$20.1

$20.7

It Includes the refundable portion of the earned income
credit.

Note: Numbers may not add to totals due to rounding.

December 8, 1975

-4
bm

TALE, 21



TABLt_22

Comparison of Business Tax Cuts
(0 bililous 9 1975 levels of income)

1975 Act

- increased investment tax credit $ 3.3/
for 1975 and 1976 from 7-10%.
(4-10 for utilities)

-- corporate tax rate and surtax $ 1.5
exemption changes (reduce tax
rate from 22% to 20% on first
$25,000 of income and provide
22 rate on second $25,000) 4.7

House Bill

-- extends investment tax credit 3.0
increase for four years, through 30
1980

extends corporate tax rate and $ 1.5
exemption changes two years,
through 1977 45

President' s Proposal

-- Permanent extension of invest- $ 3 .0-/
ment credit increase

Permanent extension of corporate $ 1.5
tax rate and surtax exemption
changes
2% cor orate rate reduction $ 2.2

(48-46K)

-- Six point utilities package $ 0.6

$ 7.2

11 Some permanent structural changes were also provided, as
well as an additional 1% credit for ESOPs.

2/ A full year cost at 1975 income levels. Revenue effect
not incurred until 1977.

Note: umbers may not add to totals due to rounding.

December 8, 1975
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ECONOMIC AND FINANCIALDEVELOPMENTS
.... December 17, -1

THE GROWING DEBT BURDEN IN THE U.S.

Since the 1960s,8 the growth of debt has become ln'reasinqly
onerous to U.S. enterprise by raising break-even points which limit
profits, making business more vulnerable to cyclical downturns and
shortening the magnitude end duration of cyclical expansions. From the
standpoint of individual enterprise, it has made more fragile the
letter's ability to weather-unexpected vicisesitudes that are frequently
encountered im business.

The mounting burden of debt would seem to have become troublesme
only recently in its more dramatic consequences and, perhaps# root even
that in the consideration of some. However, serious difficulties posed
by the debt explosion have been asserting themselves for a decade or
more.. They have been averted only because of expansionist economic
policies, vhich have brought in their train an inflationary penalty.
When economic policy in recent-yeari was directed toward restraint of
the inflation, the increasing fragility of the financial system has
quickly emerged and thereby limited "the scope of action by the monetary
authorities along this line.

A variety of measures show
the Increasing debt burden of

RbodDbt0Gr ssNMFloi Pro the U.S. economy -- each yielding
(Nrn0un ci Opatn a different perspective on how

borrowing has made both individual
enterprise and the economy at large
more vulnerable to business cycle
swings. Itse show that's

9 The servicing of the debt has
become more onerous than for-
maerly as a fixed cost factor
to business and thereby provided
imn additional constraint on
profitability.

50 C Debt financing of business has
become increasingly a higher
proportion of, total sources of
business funds -- one which

" has become costly and sometimes
l unavailable during periods of

90 1 190 1965 1970 1974 credit stringency except to
those with the highest credit
ratings.



o Debt-equity ratios havoc risen so hSgh that tht buffer of equity that
eterprise noode to resist cyclical -or other threats to financial
well-being, due to fixed clilns of creditors, ha been eroded.

Though expanson of debt in absolute magnitude mIght be considered
as an associated and necessary feature of a'grovin economy, 'it Is th*
more thafi proportionate increase in recent years in relation to the
total value * of the output of goods and services that has fostered the,
seera troublesome Aspects noted above.

Togta outstanding credit !Mket liabilities oRWs. mortases.
haloansfN other credit Instrumnents as a Pecenta of

arose wodut oni In fima" ness rose ,-
on h of 75l I 9197? This compares with SI averaged

Aas t4 e as 50% in'the 19S's-(ai the
o"rt. an the first page shows). While a -danger point cannot be
established relby, tOsse increasqi ig outstanding debt as a
percentAqe of output have brought ,now risks tousines,

oweve, b',0e abilityto. service the debt out of currenC+production
or. fit might be considered 4 ore.&aproRiate measure q1 debt burden --
on the presuqitLon that as long ai interestt paymta are i +sm favorable,
rel tiomqbip with present Oi potential Inco*, little or no d 'icllty
might be encountered in shouldering the urden, Indeed, if that were
so# more debt might be considered a boon rather than a burden, as long
as it continued to promote the expansion of business*

Novever, a kiumber of standards regarding tbeability to service the
debt indicates that debt has become more burdensome than form.erly, rather
than promting stability and growth.

e Interest Pyments by business as -ratio of the value of otnugt s Os
a sharply rising-trend for the ast two decades. Indeed, the ratio
that interest paywts bear to the value of total output by the
1970's had Increased by more than four-fold since the early 19SO's.
It was 3.0% in 1970-74, which compares with 2.0% in 1965-69; 1.3% in
1960-64, and less than lin the 1950's.

o Though these ratios might Appear low in relation to total output,
even at, their increased value for recent yoat#S. their potential drag
on the ability of firms to survive is placed in better perspective
when interest payments are related to profits. Interest payment; as
a percent 'of profile before taxes (plus inventory valuation adlust-

#1 a 24t in 1470-7A , as tnlarad with a earcentace of half that

8e _nse am 1965,69 aot one dcitar Of on M -in the velier yeais.
sig8/4nificance of the toterent drag on qk, its pigh be Viewed :in
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the following context, in ts 1970-74 perio4,. earnins might have
been enlarged by about 30% -- in the extreme- theoret.cal case.of no
interest, chage.. Pruemably, earnings might be considered the
beneiciary and he e enterprise ight be better able t" withs-tA.
:the iwpo+of,6tho r fixed and variable. cost inoreaes,

Urlier i1975;. the ratio of iteres ,.paid to profits rosed r4"atiallV,-. as a 6o6sequeft of the roceuxicn'! 4 effecmts on pro+te,'l
reaching 35% in thV first quarter of 1975. Dut even after two quarters
of :recovery in pMits, the ratio had declined only td 26% -- about the
im as in l970-7*. As the recovery continues, profits lay +not register
tOA same advancespa earlier and so the ratio say bA op ed to vise
again as financing requirements increase and more debt i" incurred 'to
meet them. (A rising interest 'kitio is also apparent when related to
that measure of profitability which also Includes depreciation allowances

,the so-called "cash klow" meafUr, as shown.is the'table.)

owasues of Debt Burden
O(onfaneciorporations)

KVbtl as Percent of Net Interest 2 Paid as a Percent of
Corp. rofts

Gross Product Gross Produot Corp. Prf it +IVA
OriginatiL. O.iginating ,, . +Depreci&tlon 2

1950-54 46.8% .7% :3.6%
1955-59 - 51.5 .9 5.7 3.7
1960-64 57.8 1.3 8.7 5.4
1965-69 62.7 2_.V- 13.8 8.3
1970-74 74.7 3.0 28.6 14.5

SDebt equals otstaing short and log-tem Crdit Nazket Liab4lLties
from Federal Seserve estimates.

3'Data Eno bureau of Scenosle Analysis, Dearsnt of. comeose

.he increased debt burden of business over recent years developed
-in large part because of the growing inadequacy of fnds qensrato from

internal corporate sources and because of the tax advantages of debt
relative to equity financings as discussed subsequently. 'In 1970-74'
internally: generated funds represented only 72% of the total needed to
finance purchases of fixed assets ad inventories. (This does not
account for financing requirements of such other working capital as
recelvables, some degree of liquidity, etc.) During 1965-69g internal
funds could finance as much as 82% of physical investments and 96%
during 1960-64f as shown in the table on the next page.

!
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With recourse to capital
isarkAts becoming increaSinlY

av in recenter, theInternal
a o~jisL on €' fi~Tawcial ross a Rocint of
resources through debt Lnstaus a er. of
ments rather ha n equity Ws -" Capital Fixed
strongly favored. hids.16d to _Bpenditures Investment
a changed ldlance shist struc-

reg and to shifts In the 1950-.54 65% 94%
relationship of debt to output 19S-9 94 100
and to profit, as described 1960-" 96 105
sbofs.' in part* the tax 1965.69 82' 94,

t ent of interest con- 19704 72 79
tributed to use of debt to
raise funds. Furthermore, NotAt Calculated from Federal
since 1965, the inflation has Rserveflow-of-funds estimates of
increasingly favored debt- gross interna. funds. Capital
Jisttaments because yields expeuditus include fixed Invest-
soon inorporated an inflation sent plus inventories. Fixed
prminm to make them ore investment includes plant and
attractive to the suppliers of equipment plus residential,
funds. At the sam time.e onst on.
equity s became a less dependw--
able source of external funds
because investors increasingly
viewed corporate hearings and
stock values more 'vulnerable
to business cycle swings.

's a result, the debt-equity relationship in the financiaL st -
ture of U.S. corporations has been transformed substantially. Debt
Increasingly represented a growing drag on the financial requirements
of ongoing enterprise because its associated fixed Costs of servicing
debt tended to reduce liquidity -- unless even more debt was incurred.
Furthermore, a now risk fau encountered in periods of credit stringency,
even turnover of debt by corporations may not be easily attainable,
let alone securing inctemental debt.

_ -_& monetary authorities, of course, may supply financial resources
to tfie credit markets which could permit expansiqn-oZ--debt to
business. But, to the extent that this might result in more inflation
and thereby reduce the purchasing power of profits and other equity
elemente, no long-run Improvement to liquidity need develop from this
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'All of the severii ways of measuring debt-equity relationship
point in the same direction of growing distortion.

Of total long-term funds raised in capital markets by nonf1-
sancial corporations in 1950-54, debt instruments in the form
of bonds, mortgages and long-term bank borrowings amounted to
$24 billion. This was more than 2 1/2 ines the funds secured
by now net stock issues in this period.

phe period subsequent to 1955 shows a rapid rlee in this rela-
tionship. if the additional adounts of external long-term
funds made available to corporations are emulated over 1955
thr h 174. funds i W debt instruments vere 5 1 2
times that of equity sources, as show in t chart on this

This measure accounts for 'the culated annual flows of external
funds only. A more comprehensive measure of the status of debt-
equity relationship and the ability of enterprise to survive and
prosper is found in the balance sheet, on which all funds are repre-
sented. -

In this connection, theLor*%tem Funds Raised In Debt and In Equity 5Mj ~measures of debt-
Markets Cumulated Toral for r0-74  equity relationships are

(Nffimncs lCcr tlons)/ defective --if no adJust-
BUL S/ mont is made for gains to

0 the euity share resulting
from iAflation.

300 While book profits should
/ 'bo diminished by taking

account of the higher
250/ Lsmreplacmnt value of

inventories and of the
200/ higher cost of depreciation

charged to fAied assets,
that same inflation increases

150- the value of the physical
assets already in place.

100 Such an adjustment increases
the equity or net worth of
enterprise.

50

.01950 1P55 1960 1965 1970 1974
Scum: F lft wl Ii aw d s litli

I'/

-N

L.
+
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, nqtbor adjustent cou14 be mde to, reflot the burden of
debt resulting from the inflation., which favors'd4tors relative to
creditors. since monetary liabilities are greater than monetary
assetsp, a purchasing power gain tobuslnes omurs 4us t the
inflatopthis typ of adjustsient is not attemted here.)

35Y2!41 diifferent types of measuriento Vbtob make adjustments to
reflect th6 effects of inflation' on corporate accounts are atialeble.
Im -of these measures, which are shown In the cbAzt on this page &hd

the table on page ?, indicate that the debt-equity rato ha increased
to historic highs In b6th cases. in 'theso mpares, total sets
are represented by tho sa of the book value 4f kinaimcial "sets, plus
(a) physical assets @,ued at historical costs Or (b) phyikoal assets
valued at replacement ecsti, while liabilities are at book values. And
since physical assets pus fina'cal assets 'mat equal liabilities
plus equity (or net worth)',, two different mnases of equity result --
fte to the two different values, for physical mets.el-

Ratio of Debtto Equfiy*"

1955 1960 1965 1970
OW sof ge t MINA OW hS6400~k

*40 "lm~de devam m~ . ded m 81 k~w..g pono w.*&'w
100'Wm ar aM Pmw U rmsd b"" dam a .A m tt 10

As adjusted for
current costs, the ratio
of total liabilities to
equity are reduced sub-
stantially, as c6qWR4
with the historical cost
basis, But, even so,.
the increase since thelate 1950's has been
substantial -- sm 48%
in the case of the histor.
i1 debt-equity ratio
end about 30% for the
current cost ratio. (If
debt is defined narrowly
to consist only of credit
market instruments a

S siallar pattern results.
Zn this case, the histor-
ical cost ratio has
increased about 64% since
the late 19SO's with the
current cost ratio increas-
iJg by about 47% over the

1974 s period.)

72
1$..,-
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* By any of the above
standards, debt has
increased substantially
since the 1960's. it has
tended a e"de the
foundation upon which the
financial wel-being of,
the nation rests. A
redction in the infla-
tLon, because it brings
more advantage than dis-
advantage9 suely would
abate this problem to a
considerable degree.

Suit Inflation is
only part of the problem
engendered by rising
debt. By introducing
another set of rigidities,
enterprLse becomes more
vulnerable to business
cycle changes. Important
in this regard Is the
consideration that eight
be given to shifting the
-risks and the rewards of
enterprise to the owners
of capital. by equalizing
the rewards to equity and
debt sources of funds by
tax changes, the increasing
brittleness and rigidity
that have developed over
the past decade can begin
to be ameliorated in a
way which cannot but lay
the basis for more stability
and.growth in the economy.

b~t1-Xquity2 Ratios

(o1ntimnolal Corporations*)

Sistbrical Current
Cota Costb

1955-59
1960-64
1965-69
1970-74

81.4%
88.6

103.0
121.0

$0.9%
47.8-
76.7
79.1

* Calculated from Federal
Reserve Board estimates
of assets & liabilities.

1. Debt equals totailiLabilities.

2. Squity is feasured on the basis
of: (a) historical cost,
which values physical assets
at historical prices with
straight-line depreciation
applied to plant and. equip-
meart ad, (b) current
cost, w&Lch values physical
assets at current prices
with straight-line
depreciation applied to
plant and equipment. In
both cases1 financial assets
and total liabilities are
at book values.

V
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A S Ot; ESI4MATED GOSS AND NET GOVERNMENT'ANDPRIVATE DEBT

Table u. bject

1) Estimated Gross Government and Private Debt, by
major Categories

S2) itimated Pqx Capita Gross Government and Private
Debt -

3) Estimated-Gross Government and Private Debt related
tO Gross National Product

4) Estimated Net Government and Private Debt, by
30jor categories

S) Estimated Per Capita Net Government and Private Debt

* 6) • Estimated Net Government and Priva.e D"Rbt related
toGross National Product

7) Estimated Federal Debt related to Population and
Prices

8) Privately held Federal Debt related to Gross National
Product

9) Changes in Per Capita Real Gross National Product

See footnotes at end of tables.
Office of the Secretary olthe Treasury JunV 5, 1975

Office of Debt Analysis
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.RIVATSLY HELD ThDEAL.IDWCT FISATED TO ONP

(~OLLA m -AOUNTS 1 B OF. m ... O ... DOLJS)

,ATICKA
?RIVATELY RATIO OF• I

JuI HELD

RODUCT(4) "DEBT(6)
.DEBT TO

ONP

YEAR TO YEAR

RICE,

CHANOES(7)
192- 96.7 * 16.0
19k 63.1 15.81931 t6.9 17.7
193 56.8 19.4
193, bO.3 21.9
193p. b8.6 28.0
191. 77.4 32.0
193.. .5 35.3
1931 ,7.6 36.6
193 67.6 37.9
193,* 94.8 40.1
194%, 1G7.6 42.6
194, 1,8.8 54.0194, 179.0 95.5
194., 2(o2.4 142.9
194, 217.4 193.1
194 1u6.0 228.2
194L 221.4 206.1

S1941 245.0 199.1
194, 261.2 192.0
194.0 260.5 197.7
1950 311.3 196.6
19511 338.2 193.1
195 361.0 196.8
195; 360.8 200.9
195,, 379.8 204.2
195b 4(,9.7 204.8
19% 433.2 199.4
195 438.1 198.8
195, 469.2 204.7
1959 496.8 214.8
19& 5G3.5 212.4
1961 542.8 217.8
196. 574.7 222.8
196, 611.8 223.9
19&, 654.0 227.0
196 719.8 225.6"

* 196. 772.6 '227.5
196i 825.0 237.3
196, 898,6 238.,9
19. 15, 232.1.

1971 1099.1 255.1
IK 1226.8 269.

11351.4 268:6
11424.0 280. 1

.DC.31

16o5%
19.0
26.5
34*2
36.3
40.8
41.3
40.8
41.8
43,.3
42.3
39.6
38.9
53.4
70.6
8.8

116.4
93.1.81.3
73.5-
75.9
63.2
57.,1
54.5
55.753.8
50.0
46,0
45.4
43.6
43.2
42.2
40.1
38.8
36.6
34.7
31.3
28.8
26,6
24.3... . . .2 -3 .7 .. .. .

23.2
22.0

-6.0-9.5
-10.3

0.5
2.0
3.01.2
.3.1

-2.8.
-0.5
1.0
9.7
9.3
3.2
2.1"
2.*3

18.58.7
2.6

-1.8
5.8
5f9
0.9
0.7

-0.4
0.4
2.9
3.0
1.7
1.5
1.5
0.6
1.2
1.6
1.2
1.9
3.3
3.0

.61.0

12,2

@



Gu i.IES IN PER CAPITAL RFAL, GROSS LATIOAL PRODUMI
- m

GNP ?ER CAPITA.HANdEO
FROM-YEAR AGO

MILLIONSS

%.F 1958

.,EC. 31 DOLLARS

CONSTANT "CO)NSTANT

1958 1958

LLARS(3). DOLLARS

1491 & d-181 -10.8%
1365 -126 -8.5
11 7 -210 -15.4'l1 -28 + -2.4
1221 94 8.4
1332 111 9.1
1507 175 13.2
1577 70 4.7
1486 -91 -5.8
1600 114+ 7.7
1714, 114 7.1
1969 255 14.9
2200 231 - 11.7
2456 256 11.6
2601 145 5.2529 -72
2202 -327 -12.
2142 -60 -21
2199 57 2.7
2164 -35 -1.6'
2333 169 7.82475 142 6,1
2508 33 1.3.
.577 69 2.8
2497 -60 -3.12640 143, 14
2641 1 1
2631 -10 -0.4
2558 .- 73 -2.8.
2671 113 4.4
2699 28 1.1
2707 8 013
2840 133 4.9
2912 72- 2.5
3028 116 4.0
3180 152 5.0
334 168 5.3
3398 50 1.5
"521 123 3.6
3 59 1.7
3527 -53 -2

3795 190 5.3
360194 5.1
55 -114 -2.8

ONP

,;NP IN

I .'

PERCENT
1 92".
1934,
1931
193-.
191-.

193t,
193.

193.-
193.
194.
194.-
194,
194.
194.o
194.
194";
194,,
194
194.
195;
195,.
1956

19W.

195.
195"
1960
195
19&
196.
196,
196.
196,
196
196.
196)196.

197.
1971
197

163 5
1o9.3
144.2
141.5
1"4.3
169.5
193.0
203.2
192.9
2C9.4227,2
263,7
297.8
357.1
3oi.3
355.2
312.6
3C9.9
323.7
324.-1
355.:33.4
412.8
407.0
438.0
446.1
452.5
447.*34'i4.9
4b7.7
497.2
529.8
551.0
561.1
617.8
658.1
615.2
7(6.6
725.6
722,5
746.3
72
82

Alt CAPiTA
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W M N'
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1) Private corporatO4debt includes 'the debt of certain,
Federallysponsored-.agoncics.P|n which thor i no

--longer any Federal p-oprie tary-introst. 'The ,debt'
"64 the f loviing goNe -arp included'. begtnnIng
those years: FLs in 1949; FILBs in lhli ?kf.A-
Secondary market operations, iICBs and BCOOPu in

S1968. The total debt for those agenclos amount 'to
$0.1,billion on-12/31/47, $3.S billion ,oi 2/31/60,
$38.8 billion on 12/31/70, $59.8 billion on 12/31/73,
and $76.4 billion on 12/31/74-'

-2) Total Federal securities includes public debt,
securities and budget agency securition.

3) Per capita debt is calculated by dividing debt
figures by population of contc mincus U, S.
Deginninq 1949, population includes arncd forces
overseas, Hawaii and Alaska.

4) Implied level of GNP for end of'year. Cnlculatcd
as an average of the fourth and first calendar
quarters at seasonally adjusted annual rates for
the years"1939 through present. Prior to 1939,
averages of ttio calendar year figures are used as-
the best approximation of December 31 levels.

5) Borrowing from the public equals gross Federal
debt less securities held in govornmnt accounts,
(a unified budget concept).

6) Borrowing from the public less. Federal Reserve
holdings..

7) Measured by all item -Gonsumer price index', December.,
to December basis.

0) Pec-¢apita debt expressed in December 197.4 prices
(consumer price indux for all items).

Source: Federal debt, Treasury Department; other data,
Bureau of Economic Analysis, Commerce Department.

Note: Detail may not add to totals bocause-of roundiq. "
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- e N:The meetag wn c e p'orer, I 6pe tit W wt
havomo~ eqientors'prnuafe iuts axwle tot00,10

to xfre on schduls Tin going al o. the Senator 66MV saM u-::
oettr andy We hae er portuito t y wi thu rndi.

ref ~Srm ro at~ ato ye nate. 71 YA0 _M
In k 0 . .- .OWA K. KENDY, AU.S SENATOR)qX

Senator KzNIwy, Tba ou Vry uh r himn
It is an hono to be here"40,tis nornin'g'efore this' distinguio4
comtee and to have A-he opportuniity to tesy on 'the ni g

Hovase-plassp tax legslation and the questions 61 ft -reductionkand tax
rfrm now waitsi ocion by the S~nate..-

appreciate the t ''a pressures on thqcommittee and I am tlierefore
especial lygrate ulfor the#chance to outline my views on the directions
we should, take.

Seiev here ~rtwotwIpr i that ought'to guide us in ourSenate action on tax egislaton in the fmuediat fture and for the
next ossion of Congress that convenes in Janiary.

First, with the exception of the President's most iinreeozuructe
economic advisers there are few who deny the need today for an exten-
sion of the tax reductions enacted last March. The economy i slowly
recovering from the worst and deepest recession since the depression.
The last thing the country needs today is another game of New York
chicken by the administration, with the health of the economy at stake.
The price of the current impasse is a $13 billion tax increase for Amer-
icans on January 1--a shock that could easily stop the recovery in its
tracks and tip the economy into an unwanted n ew ssion..

There is bkoad bipartisan agreement' that the 195 tax cuts should
be continued at the $13 billion level for individuals high enough to
prevent an increase in withholding rates.next year. I uige all sides, in
the present debate to insure that this extension is enacted into law,
without further White House brinksmanship that is jeopardizing the
economy..

It seems to me that the President got his calendars mi d p when
'he asked Congress to turn the tax reductions for 1976 into a hostage
for spending cuts in 1977. In my view, the administration's 28-28 pro-
poal was untenable from the beginning, both in terms of economic
policy and on practical budgetary grounds. The economy needs to have
the tax cutsin place 8 weeks from now, on January 1, 1976, long before
fiscal year 1977 begins. And by. next May, undeg the congressional
budget reform procedures, the first budget resolution for fiscal year
1977 will have been adopted, and the central issues of the appropriate
19.7f, budget deficit and spending cuts for the fiscal year will be
resolved.

Obviously, them is scope for flexibility, in order to accommodate the
views of the President and others who believe that tax reductions
should betied to a spending ceiling-perhaps a 5-month extension of
current withholding rates would be appropriate as a compromise. But
such a step would be a tortured compromise-having little to do with



sound economicS and the ierit'of tax reductions',- TaP'tyers Ought tobe able topla ead. Th credibility of bo Co es andttion * t athrblQw if next spring oAdmiilohe of ordi-

tapy6r aig ye 4nothf rriixd'of needless uiiii6taint Aerthe! hhblnOfgTrtes and tqke hom pay for thr t of 1976.
-view, especially i1 light o* the popsdents adamant resitaice

yeterdy, to even the reasonable compromise on withholding, ib thatonrese should enact the fuU ,ear 1976tai red. ctons now, and then
ovedethPreides to acu 'atr zesAnd we
put the administ tion's $28 billios:ding cut "proposal out to
pasture with the WIN bpttons, the 1974 tax increase, the opposition
to New York aid, and:ll the other examples of prehistoric economicsand non-negotible demands we have euffeed-fom the administra-
tion o~er the past 15 months.

The second basic principle t& guide us is the remarable achieve-ment of the House of Representatives in enacting what I regard as
the most .sifnifcant beginning on comprehensive tax reform since'1969
and possibly sice 1954. For too many Yearp , Congress in general and
the Senate in particular, have been the graveyardl of responsible tax
reform. Because of the successful House action in many areas- -par-
ticularly the start on reform of tax shelters-the'Senate now has the
best opportunity it has -had in many yeais to deliver on the promise
of tax reform.

In some ways, the lateness qf the present session may be a blessing
in disguise. If we had a little more time, we might be tempted to rus
this legislation through and lose the chance for tax reform again.
Experience clearly teaches that Senate action on- tax reform in the wan-
ing hours of a session, as in 1969 or 1971, is unsatisfactory. The present
schedule leaves us no choice but to defer action on the far-reaching
House reform provisions until next year.

My hope, therefore, is that this committee will report o'It the House-
passed extension of tax reductions as a separate measure for imme-
diate Senate action now, while reserving decision on almost all of
tho vital tax reform provisions of H.R. 10612 until next year. I also
hope that the committee will agree to report these tax re orm provi-
sions to the Senate by a date certain early next spring, under condi-
tions that will promote a thorough and thoughtful debate on the many
important sections of the 'bill.

TAX REFORM

I do believe, however, that the Senate ought to vote on at least two
specific and significant tax reforms at this time, before adjournment--
the minimum tax and capital gains at death.

The full Senate is ready to vote--again--on the minimum tax. We
have voted on this issue onr the floor several times in the past 6 years,
since the minimum tax was first adopted in 1969. The full Senate
actually approved this reform in January 1974 by a vote of 47-32,
before the underlying bill was sent back to this committee. And last
Thursday, by the overwhelming margins of 384-35 and 314-107, the
House of Representatives voted, respectively, to. reject a weakening
amendment to the minimum tax and to adopt a significantly strength-
ening amendment.'



The reasons for delny on oth tax reforms do nto pptothe
minimum ta The ept iS thor1ugl4y familiar with this reform.
I urgtWt tbe inmt ded i th billthe comitt seeds to the Senate,
asa"frst instAlwi on nore sglificant taX reform to come next,
sring~' 4

As the har nam isaware, nimurf tax is the.ilmaintive tech-.M U aced by Congres to i re that all citizens with substantial
hol e n inme pay at least some.ta, regardless of the various loop-
hole d and .edudtlons that might otherwise reduce thei:ta The goal

Sof th imUm tx was to end the flagrant inequity by which thou-
sands of wealthy tAxpayers are able to use the loopholes in existimg
law to avoid large amounts of taxes they 'ought to pay, or even to avoid
payiigi any tax at all.

-also urge the committee at this time to amend the pending legis-
lation to include a provision for the taxation of capital gains at death.

The existing loophole discriminates in favor. of persns who be-
queath large amounts of accumulated wealth to others in the form of
capital gains. And it discriminates against persons whose estates are
aiulate out of salaries, wages, dividends, or interest, which are
taxed at ordinary income rates each year as the are earned, the estate
which such taxpayers pass on to their heirs is the remainder left after
income taxes have been paid.

The unfair advantage created by the capital gains at death loop-
hole is obvious. Often, the preference is worth hundreds of thousands
or even millions of dollars to wealthy taxpayers whose assets have
-substantially appreciated in value during their lifetime. 4,
I In -adition, the existence of the loophole has deleterious economic

consequences for the flow of capital, because of the so-called lock-in
effect. The absence of a tax on capital gains at death is a strong incen-
tive for taxpayers to retain appreciated property until death, in order
to take advantage of the loophole. As a result, capital assets are locked
in; taxpayers are reluctant to sell such assets, because they will be
required to pay an income tax on their gains. By reducing this tax
preference, Congress could unlock billions of dollars for future invest
ment in the Nation, dollars that are now frozen because of the unde-"
served tax advantage that come into play when propery is held until
death.

This reform I favor is not a large revenue raiser, at least in the early
years; the so-called tax expenditures for capital gains at death is $4.5
billion, the amount of revenue lost each year because of the existence
of this loophole. But the revenue gain from the proposal, based on 1975VO* income levels, would- be only $45 million in 1976, rising to $660 million
in 1985, when the various provisions would be fully phased in.

Too often, in the current capital formation debate, we hear a great
deal about the need for new tax subsidies for capital, such as reduc-
tions in the corporate tax rate, reductions in the tax on dividends, or
still more favorable tax rotes for capital gains. But we hear very lit-
tle about the need to eliminate unfair and uneconomic existing sub-
sidies such as capital gains at death. It is time to close this loophole,
which impairs the flow of capital and makes a mockery of the prin-
ciple of equity in our tax laws.
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Although the work bonus has been an important innovation in the
tax laws, x effec has been blunted t a serious extent by the action of
HEW and many otae in treeing the. credit as on o t benefits
under the medicaid, AFDC,epe1, and other Fedirl and, federally
asiestad income, security program.mIn adopting the work bonus,
would urge the committee to iemaedy this defect, as the House did by
requiring the work bonus to be disregarded in determining *eil
for such assistance, programs.

Second with respect to the individual tax reductions, I would urge
the committee o substitute a flat refundable $50 or $55 tax credit for
the coplexformula, proposed to the House. The House bill offers a
percent credit on the first $12,000 of taxable income, or a credit of
$30 for the tax yer and each dependent, whichever is greater. tismy
understanding that a credit of approximately $50 oulbey subattuted
for the House bill without causing any additional revenue loss at about
$10.9 billion.

The current House approa h is no mor atis than te defec-
tive percentage rebatewith mitimums and naximuw ensaee into law
at March. I believe that. a flat $50 red it is advantages for several

rea n:
it keys the rebate to the size of a, apyr's family. Under the IHous6

bill, fcorexample, taxpayers at t $2 income Tl wil ve
the same $240rebate if they are single persons, $240 if they are
married coupls W$240 if they have no children, $240 if they have one
chid $240 i they have two children, and still be the same $240, even if
th have three, four, five, or six, children,

The House version obviously discriinatep unfairly against mar-
ried taxpayers and taxpayer with children. At this income level, the

aleratve$30 Credit comes into play only if the taxpayer has seven
children or more.

By contrast, with a $50 per person credit, the revenue. loss would be
the same, but the credit wodIld producers much fairer distribution of
the tax reductions between single persons and families at the same in-
come level. It would also provide more substantial tax relief for per-
sons at lower income levels. But most important, it would end the
House bill's surprising discrimination against'the average American
family.
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of o e proposed legislation is estimated at $M00 million n
1976t whichisa modest- price for what Iregard,88 an important long-
run innovation .in the tax laws- nd a helpful stimulus to smallero
in our economy.'

Fourth, with respect to tax reductions for small business, I urge the
ommitee to, modify the House-passed provisions dealing with -the

corporate surtax exemption, so as to tailo 'r the,$2 billion i tax relief
more, effectively to help small busine&o

The House provision, pontmnues the- present 20-percent Aax rate on
the sat--$265,000 of taxable business, income and 22 percent on the
second $25,000. But since the tax benefits designed for smaller cor-
porations are also available to all other corporation incldinge
Nation's business giants, much of the tax cut.,designed &or small busi-
ne Goesnt instead of the Nations larger enterprises. Yet the vast
majority of the Nation's small business are at the bottom of this
income "caleo-25,000 corporatiofa thve taxable ico f mesr of $25,000
or less, an another97,000 have incomes in the $2,0o450,000 range,
comrared to auch oersmaller number b of rporation with larer
incomes.

Given the current bude cnstraintsprastem tpomig
apprachfor tailr6n tese benefits to small business ol et

phase outall, or- part of. the surtax exemption for large corporations,
and use'the revenues saved to reduce'the'normal taxon the first $25,000
or $50,000 of taxable income for small business. Alternatively,, the

50000 surtax exemption could4.be increased to $75,000,or $100,000
the increase phased out for larger corporations to mini ize the

revenue loss. Various other combinations of tax relief are possible
here with the same overall revenue loss as in the House-passed bill,
and I urge the committee to consider themn.

It is time for Congress to insure that Small business tax relief is
genuinely directed to small business, and is not siphoned off for the
benefit of large corporations that do not qualify for such relief under
any reasonabledeffnition of small business. .

Finally, of the $13 billion in individual tax cuts for 1976, the House
bill makes $2.9 billion permanent, and $10.5 billion is made temporary
for 1976 only. Obvious y, if the House bill is enacted, the Senate and
House will be required to deal with these temporary tax cuts again
a year from now, before the final adjournment of Congress for the
1976 elections. Conceivably, Congress will find itself dealing with tax



cut * t 04imt time n ,8 0.ths. SUCh BtOp-andgo tax laws arenot wise polio~f,-The e is aznjle economic justification t6 ~make all the,.
indtI dua:ltak u pfrt a0'eitt now at eir 1976 levels, and .Iurge
the commp:g.t'ItO cOider think ourse as an alterlative6to .theiplit
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oombirn niNa f measures t hVwl en ale 8heSenate tddeal effectively.
and fairly with the v ti1isUea of 'fiscal. policy andtal reductions,
while preservMg the igiiflant opportunity we.%ow-have to make a:
meamngfl dwnpayment on tax reform. I look' forward to the report
of the.ohmliftbe, and the enactment by. the Senate of legislation that

fIuly meets these goals.
I ask unanimous consent that. a ,fuler version of my statement be

included.'
The CAMA.Without objection. that is agreed to.
Senator, my thought about this is that it is not very far apart from

what you are here saying, I find myself, facing the facts of life that the
President is going to veto this tax. If there is anything.I can say for
certain at this moment, it is that he is committed to do that and that is
what he is going to do. Now apparently the President seems to think
that he. can be sustained on a- veto of the tax cut no matter how we
try to accommodate ourself to his views and that he eventually will be
forced to add to that a spending cut at the figure that he thinks appro-
priate for 1977. Otherwise he won't find any continuation of thi tax
cut.

Now Ithink the kindest thing we could do for him and the best thing
we could do for the country would be to override that veto. But if we
add these new items, as meritorious as many of them are, that makes
it more difficult for us tO override thatveto. You get a few people who
axe against this feature and afew. against that feature and that adds
to the votes against the veto. So that if one looks at the votes on the
House side, maybe some people would think that a veto could be
sustained but that is largey. because a lot of those. people are votingagainst some of these provisions that the sponsors regard as reforms.
It would seem -to me that we are going to need to just pass something
extending what we have and just try to muster the strongest possible
vote that we can given that we are confronted with what lam positive,
is going to be a veto. And I would look forward to working with you
on these other items next year. I think you've got some very good
ideas here. I think many of them I agree with. And I would hope that
we could achieve a great deal of that work next year, but I don't think
we are going to be successful in what little time remains of this session
in doing much more than just keeping the tax cuts that we presently
have in affect. I hoe that after we discuss it and look at your legis-
lation and look at the practical situation, I hope you might agree that
that would be the best procedure to follow.

Senator KxmNmy. pMy own feeling is that I would hope that the
committee would consider these various items, the two major reforms
that I mentioned. As regards the minimum tax, that has been debated
and was developed here within this committee, as you well know,with your strong support, modified by our former colleague from Iowa.

a" p. 94,
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That was passe by virtually' a three to one maj ority in -the House.
Myown view is that at leas4 with the- miimm , wei should use

this opportunity to enact tiimorant reform. -

~Ithnkthtthere is a sufficient awareness and understanding and
importance of at liwes bare minimum step on tAx reform b
American people that we would actually be in a stringer position, to
ovlerride'dhe veto -than a weaker position

So I would hope that that feature would be necess y included in
any event.,

The Ciwi&=MA&T Well I have to draft that minimum tax and I'm
convinced W6 can draft a much better tax than that. That'is an add-on
tax; and add-on in addition to what you ar paying. It seems to me
that the minimum tax should be an alternative.

In other words have a simple method of computing how much we
think you made the way your banker would look at it if you wanted
'o borrow money. Then if you didn't pay as much as 20 or 80 percent
of that figureor some figure in that area, then that is what you owe us.

In other words, assuming you have done all kinds of desirable
things like contributing to education and putting a lot of people to
work and all of that, it seems to me as though we ought to say that,
not withstanding all of that, we think everybody ought to pay a certain
amount of tax so hat. you owe us the higher of two tax computations:
one, the figure a very simple computation, or the other computed with
all the complexities that are in the tax laws, whichever is higher. So,
we ought to say that is what you owe us.

I would like a chance to work on that. Now we won't get that chance
if we vote this thing right now. I would like to study what the House
has done also,, I think we can improve on it. That is what we will do if
my views prevail.

Now we ought to 'be voting on all of these proposals I think plus all
of the others you have suggested here sometime in the spring of next
year or early summer. It seems to me it would be an appropriate time
then to be voting on all of these at that point. I believe we may have
some very god suggestions and even improve on some of those that
you are making.

Senator H it
Senator HAsxu. Thank you, Mr. Chairman.
Senator Kennedy, you spoke of course on the minimum tax. My view

is that the minimum tax is there because we have such glaring other
. gaps in the Internal Revenue Code that this is kind of a catch-all. I

would appreciate it if you and your staff would take a look at a bill I
have introduced, S. 512. This bill actually abolishes the minimum tax.
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the Internal Reienue Code and.then.epeals on and
then it goes back to the simple popoeution of let's tax income.

I have a friend- aid I r I'm making a speech and not asking
a question but I will atthe end-.whO has practiced ta" law for about30 years His legal philosophyis somewhat to the right of almost any
member, f tisestablishment. He made the observation to me the odtr
day that: "Boy, theIn terual Revenue Code is really..an absurdity. We
start-Qut with a'prixkcIple that we tax-on a Progreivebasis andthen
We do'everything possible to erode the progressvity of the income tax
law." And I don't know, Senator, whether you wold generally agree
with that thrust but I might ask for your comments and.---- '

Senator K!~w.. The chairman, of the committee probably remem-
bers a proposition made by the majority leader some 8 or 4 years ago,
which talked about terminating each tax preference as of a fixed date,
as a way of requiring a justification for each of the these areas of tax
expenditures. These tax subsidies now amount to over $100 billion a
year. They are rising faster than the regular budget spending. We
made an attempt to bring some reductions in the defense budget, which
I know you were a part of, to save $7 billion in the expenditure levels.
But still wq have done virtually nothing to control tax expenditures
which have been. growing dramatically over the last 2 or years and
which continue to grow.

Tt seems to me an entirely worthwhile and valuable and justifiable
effort to consider starting over again and saying, "What are the public
policy needs and considerations for any of these tax expenditures,"
and require that they be justified before they are allowed to continue.
It would be much wiser if we could do that. But quite frankly, Sen-
ator, it seems to me that, as the chairman has pointed out, it is going to
be a Herculean task. I don't see that in the wind at the present time.
The purpose of the minimum tax was.to ut a basket under the sieve,
to catch what is falling through the loopholes at this time. But as the
chairman understands, the minimum tax was modified and weakened
in such way as to make ita sieve under a sieve.

Until the time comes when we are able to give the kind of thought-
ful review required by sound public policy or.all these tax expendi-
tures, it seems to me that the minimum tax is a useful reform.

But I have no trouble agreeing with your central approach on what
ought to be done in terms of policy towara the tax preferences which
now exist.Senator Hs itzu. Well I would very much appreciate it if the Sena-
tor would take a look at this bill S. 512. It is not as ambitious as some,
but it does raise $20 billion. But by eliminating many of the exemp-
tions it obviates the necessity for a minimum tax. And so iftthe Sena-
tor would look at it---

Senator KINN=Y. Fine.
The CHAmx~r. Senator Packwoodl
Senator PACxWOOD. If there are still loopholes left after your bill,

then I might say there is a need for a minimum tax. It seems to me
though' this is ring around the rosy. I mean we pass these deductions
and at the time we say we think they are valid. Later on we say, 'Well
maybe we should never have passed them to begin with so we should
put a minimum tax underneath it because we are unable to unpass
these deductions." That basically is the philosophy you are driving at.
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Senator HAsi .pi Well maybe it is, Bob The philosophy is that the
tax laws as applied to commercial transactions should be neutral. For
example in our markup session 6 months ago we had people come il
to ask for a special treatment because other people, entirely different,
had a speial treatment. This goes on ad infinitum. ',nd all I am try-
ing to d end this pyramiding of tax subsidies far as the com-
mercial transaction, is concerned. You see my bill doesn't touclf such
things as most overagepeople use, such as the charitable deduction. It
doesn't touch that. lt d6esnt touch mortgage interest. But as far as
commercial transactions g6, it'tries to tak income as under normal ac-
counting practices.

Senator PAcKWOOD. Eliminating things like the investment tax
credit?

Senator HASKE-JL. It would eliminate the investment tax credit and
accelerated depreciation and that sort of thing.

Senator PACKWOOD. On your new suggested minimum tax would you
just tell me how it would work if you ave $100,000 of income f 'omi
municipal bonds and no other income but just that I How do you figure
your minimum tax would work? I don't understand it.

Senator KENNEDY. Under the existing provisions of the minimum
tax, you reduce your tax preferences by the amount of regular income
taxes that you pay. You also subtract another $30,000. And then you
pay at the rate of 10 percent. I

Senator PACKWOOD. Well let me ask a few questions to gee if I can
understand. You have a 14-percent tax rate. On $100,000 municipal
bond income you got a $14,000 tax. Then you reduce that by $10,000,
is that correct, in your proposal? So it takes you down to $4,000. I don't
quite understandhow-

Senator KENNEDY. Of course, interest on State and local bonds is, not
a tax preference, so the example would not apply in this case. But the
example illustrates the operation of the minimum tax in general.

Senator PACKWOOD. You would not include as a tax preference?
Senator KENNEDY. That is right. Probably, it ought to be included,

as a matter of tax policy. But to do so would be disruption of the
municipal bond market at this delicate time.

Senator PACKWOOD. OK. So then we are back to this argument again
about what should and should not be a tax preference or a loophole or
call it what you will.

Senator KENNEDY. There are a number of them listed in the Internal
Revenue Code.

Now Senator PACKWOOD. And you make no effort in your bill to change
the preferences? You simply change the method of computing the tax
on the preferences?-

Senator KENNEDY. Yes; Basically we are almost going back to what
was initially reported out of the VFinance Committee in 1969 but was
altered on the Senate floor. In my proposal, we eliminate the deduc-
tion for taxes paid and we reduce the $30,000 exemption to $10,000.

Senator PACKWOOD. Why not include municipal bonds in the
preference?

Senator KFNN.EDY. Well I think there are substantial policy reasons,
apart from tax policy relating to the consequences for the municipal
bond market and the ability of State and local governments toraise
capital.

We have to try and provide new methods of capital formation for
the cities. Municipal bonds are obviously a key method .used at the

465-992-76----7
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present time. I favor a proposal to offer a Federal interest subsidy to
encourage States and cities and counties to issue taxable bonds.

Senator PACKWOOD. I have no further questions.
The CHAnAN. Thank you very much, Senator Kennedy. We will

certainly consider your very thoughtful presentation.
Senator K NNmEY. Thank you very much.
[The prepared statement of Senator Kennedy follows :]

TEzsTmNY o SLPNATOa EDWARD M; KENzqiEDY

It is an honor to be here again this morning before this distinguished com.
mittee and to have the opportunity to testify on the pending House-passed tax
legislation and the questions of -tax reduction and tax reform now awaiting
action by the Senate.

I appreciate the time pressures on the committee and I am therefore especially
. grateful for the chance to outline my views on the directions we should take.

I believe there are two twin principles that ought to guide us in our Senate
action on tax legislation in the immediate future and for the next session of
Congress that convenes in January :

First, with the exception of the President's most unreconstructed economic
advisers, there are few. who deny the need today for an extension of the tax
reductions enacted last March. The economy is slowly recovering from the
worst and deepest recession since the depression. The last thing the country
meeds today is another game of New York chicken by the Administration,
with the health of the economy at stake. The price of the current impasse

* is a $13 billion tax Increase for Americans on January 1-a shock that could
easily stop the recovery in its tracks and tip the economy Into an unwanted
new recession.

There is broad bipartisan agreement that the 1975 tax cuts should be con-
tinued at the $13. billion level for Individuals, high enough to prevent an Increase
in withholding rates next year. I urge all sides in the present debate to insure
that this extension is enacted into law, without further White House brinks-
manship that is jeopardizing the economy.

It seems to me that the President got his calendars mixed up when he asked
Congress to turn the tax reductions for 1976 Into a hostage for spending cuts in
1977. In my view, the Administration's 28-28 proposal was untenable from the
begining, both in terms of economic policy and on practical budgetary grounds.
The economy needs to have the tax cuts in place three weeks from now, on
January 1, 1976, long before fiscal year 1977 begins. And by next May, under
the Congressional Budget Reform procedures, the First Budget Resolution for
fiscal year 1977 will have been adopted, and the central issues of the appropriate
1977 budget deficit and spending cuts for the fiscal year will be resolved.

Obviously, there is scope for flexibility, in order to accommodate the views
of the President and others who believe that tax reductions should be tied to a
spending ceiling-perhaps a five month extension of current withholding rates
would be appropriate as a compromise. But such a step would be a tortured
compromise-having little to do with sound economics and the merits of tax
reductions. Taxpayers ought to be able to plan ahead. The credibility of both
Congress and the Administration will suffer another blow, if next spring finds
millions of ordinary taxpayers facing yet another round of needless uncertainty
over their withholding rates and take home pay for thqerest of 1976.

My view, especially in light of the President's adamant resistance yesterday,
to even the reasonable compromise on withholding, is that Congress should
enact the full year 1976 tax reductions now, and then override the President's
veto if it actually materializes. And we should put the Administration's $28
billion spending cut proposal out to pasture with the WIN buttons, the 1974 tax
increase, the opposition to New York aid, and all the other examples of pre-
historic economics and non-negotiable demands we have suffered from the
Administration over the past fifteen months.

The second basic principle to guide us is the remarkable achievement of the
House of Representatives in enacting what I regard as the most significant
beginning on comprehensive tax reform since 1969 and possibly since 1954. For
too many years, Congress in general and the Senate In particular, have been
the graveyard of responsible tax reform. Because of the successful House action
in many areas-particularly the start on reform of tax shelters-the Senate
now has the best opportunity it has had in many years to deliver on the promise
6f tax reform.
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In some ways, the lateness of the present session may be a blessing In disguise.
it we bad a lttle more time, we might be tempted to rush' this legislation through
ahd lose the chance for tax reform again. Experience clearly teaches that Senate
action on tax reform in the waning hours of i session, as In 1909 or 1971, is
unsatisfactory. The present schedule leaves us no choice but to defer action on
the far-reaching House reform provisions until next year..My hope, therefore, is that this committee will report out the House-passed
extension of tax reductions as a separate measure for immediate Senate action
now, while reserving decision on almost all of the vital tax reform provisions of
H.R. 10612 until next year. I also hope that the committee will agree to report
these tax reform provisions to the Senate by a date certain early next spring,
under conditions that will promote a thorough and thoughtful debate on the many
Important sections of the bill.

TAX REFOB

I do believe, however, that the Senate ought to vote on at least two specific
and significant tax reforms at this time, before adjournment-the minimum tax

-and capital gains at death.
.The full Senate Is ready to vote-again--on the minimum tax. We have voted

on thrs" Issue on the floor severe times in the past six years, since the minimum
tax was first adopted in 1969. The full Senate actually approved this reform in
January 1974 by a vote of 47-32, before the underlyinig bill was sent back to this
committee. And last Thursday, by the overwhelming margins of 334-85 and 314-
107, the House of Representatives voted, respectively, to reject a weakening
amendment to the minimum tax and to adopt a significantly strengthening
amendment.

The reasons for delay on other tax reforms do not apply to the minimum tax.
The Senate Is thoroughly familiar with this reform. I urge that it be Included in
the bill the committee sends to the Senate, as a first Installment on more signifi-
cant tax reform to come next spring.
-,As the committee Is aware, the minimum tax is the imaginative technique en-
acted by Congress to Insure that all citizens with substantial economic income
pay at least some tax, regardless of the various loopholes and deductions that
might otherwise reduce their tax. The goal of the minimum tax was to end the
flagrant Inequity by which thousands of wealthy taxpayers are able to use the

--loopholes in existing law to avold large amounts of taxes they ought to pay, or
even to avoid paying any tax at all.

In effect, the minimum tax is a "bucket under a sieve." It Is a modest tax on
Income that slips otherwise untaxed through the many loopholes and special
preferences In the existing Revenue Code. If the minimum tax fulfills Its func-
tion, no one with substantial income would be able to avoid paying a fair share
of taxes on his Income.

Under the present minimum tax, Individuals and corporations are taxed at the
rate of 10% on the sum of their income -from a large list of tax preferences.
These preferences Include most, but not all, of the major tax loopholes, less a
$30,000 exemption and less the amount of regular income taxes owed.

Because of the loopholes In the minimum tax itself-principally the deduction
for taxes paid and the $30,000 exemption, the minimum tax has never fulfilled Its
function. Even under the minimum tax, as the preliminary figures published by
the IRS for the 1973 tax year make clear, there are still many extremely wealthy
Individuals who pay no federal Income tax at all. According to these figures, ai
the following table Indicates, the ranks of "zero taxpayers" included seven Indi-
viduals with Incomes over $1 million who paid no federal Income tax in I973;
there were 8,000 persons with Incomes over $50,000 and 10,000 persons with In-
comes over $30,000 who paid no such tax.

Zero
Adjusted gross Income class taxpayers Cumulative

Over $1,000,000 ............... ................ 7 7
S500,O00toSI,000,000--------------------------------------------5 22

:000 to $5o........... ........ ........... 142 164
00Ooto Do o--------------------2,466 3,83 0 0 to , o 0 0. .............. . .. . . ... ............ ......... , 3 1 0.

0:000 to 500 ......... ................. a............ ....................... I,1 0, 400
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And these figures are only the tip of the iceberg. For every "zero" taxpayer in
the table, there are dozens more waiting in the wings in each income class, who
use the loopholes in the minimum tax to reduce their taxes to near zero, paying
only a small proportion of the taxes they reasonably ought to owe.

Because of the exemptions and deductions written in at the beginning and in
subsequent years, the minimum tax is itself a loophole ridden tax. As such it is
the most aptly named provision in the tax laws-minimum in impact as well as
name. Instead of being a "bucket under a sieve," it is simply another sieve under
the existing sieve.

The most serious loophole in the present minimum tax Is the deduction for
taxes paid. In the past, I have called this particular deduction the "Executive

,.. Suite" loophole, because it allows highly paid executives and other wealthy per-
sons to use the taxes they pay on their large salaries to shelter large amounts of
tax preference income against the minimum tax. Similarly, wealthy doctors and
lawyers are able to escape the minimum tax by using this deduction to offset their
tax preference income from various investments and other sources.

But simply because a wealthy individual pays taxes on his salary just like
everybody else, it does not follow that the taxes he pays should give him free en-
try to the "loophole club" by allowing him to amass large amounts of sheltered
income, free not only from the regular tax, but from the minimum tax as well.
The deductions for taxes paid should be eliminated. I regard this as the most im-
poitant of the reforms in the minimum tax the Senate ought to pass.

In addition the Senate should make two other important changes in the
minimum tax:

First, it should reduce the current excessive $30,000 exemption to $10,000
for all taxpayers. By analogy to the House passed bill, the exemption should
be phased out dollar for dollar as tax preferences rise above $10,000, so that
those with tax preferences in excess of $20,000 receive no exemption at all.
The House bill provided a phase out of the exemption over the $20,000-
$40,000 range, but the Senate has already approved a $10,000 limit and that
is the level we should adopt again.

In addition, in accord with the House-passed bill, the rate of the minimum
tax should be increased from its present level of 10% to a new level of 14%
for individuals. The current statutory tax rate for ordinary taxpayers is 14%
at the lowest income level. It is entirely appropriate that at least this same
low 14% rate should be applied to wealthy individuals subject to the mini-
mum tax.

As the Chairman is aware, the reforms of the minimum tax will raise approxi-
mately $1 billion in new revenues in calendar year 1976--a significant benefit not
only in terms of tax reform, but also in easing the budget constraints under which
the committee and the Senate are now operating as we endeavor to allocate scarce
Federal revenues among our priorities for spending and tax relief.

CAPITAL GAINS AT DEATK

I also urge the committee at this time to amend the pending legislation to in-
clude a provision for the taxation of capital gains at death.

Now that the successful effort to deal with the percentage depletion allowance
is largely history, I see two candidates for the honor of "most wanted tax loop-
hole"O-the syndicated tax shelter mechanisms, and capital gains it death. It is
not possible for the Senate to deal adequately before adjournment with tax
shelters and to strengthen the complex but' partial reforms in the House-passed
bill. But I do believe that it is both possible and desirable for the Senate to deal
now with capital gains at death.

Last September, I introduced legislation, S. 2346, now pending before this com-
mittee, to deal with capital gains at death. Under present law, such gains escape
the income tax altogether if assets are held until death. The heirs receive a
"stepped up" basis for the assets-the fair market value at the time of death be-
comes the new basis of the assets in the hands of the heirs, and gains realized
on a subsequent sale are measured only from this basis.

The loophole for capital gains at death is, in effect, a loophole on top of a loop-
hole. Capital gains are already taxed at extremely favorable rates, compared to
the rates applicable to "ordinary" income such as wages or salaries. But if prop-
erty Is held until death, no Income tax is paid at all, not even at the favorable
rates of capital gains tax.

The existing loophole discriminates in favor of persons who bequeath large
amounts of accumulated wealth to others in the form of capital gains. And it dis-
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ciminates against persons whose estates are accumulated out of salaries, wages,
dividends or interest, which are taxed at ordinary income rates each year as they
are earned ;the estate which such taxpayers pass onto their heirs is the remainder
left after income taxes have been paid.

The unfair advantage created by the capital oainq at death loophole is ob-
vious. Often, the preference is worth hundreds of thousands or even millions of
dollars to wealthy taxpayers whose assets have substantially appreciated in value
during their lifetime.

In addition, the existence of the loophole has deleterious economic consequences
for the flow of capital, because of the so-called "lock in" effect. The absence of 'a
tax 'on capital gains at death" is a strong incentive for taxpayers to retain ap-
preciated property until death, in order to take advantage of the loophole. AS a
result, capital assets are locked in; taxpayers are reluctant to sell such assets,
because they will be required to pay an income tax on their gains. By reducing
this tax preference, Congress could unlock billions of dollars for future investment
In the nation, dollars that are now frozen because of the undeserved tax adVan-
tages that come into play when property is held Until death.

To avoid any retroactive 'effect on gains already accrued, and to avoid disrup-
tion of existing estate plans, the tax would apply only to appreciation in value
after December 31, 1975. For similar reasons, property transferred to a spouse
or to a charity would be exempt from the tax, and a ten-year arvernging provision
would be applied to reduce the burden on gains subject to such tax. And, to prevent
avoidance of the new tax on capital gains at death, a similar tax would be
applied to transfers of property by gift.

This reform I' favor Is not a large revenue raiser, at least in the early years,
the so-called tax expenditures for capital gains at death' Is $4.5 billion, the
amount of revenue lost each year because of the existence of this loophole. But
the revenue gain from the proposal, based on 1975 Income levels, would be only
$45 million In 1976, rising to $660 million in 1985, when the various provisions
would be fully phased in.

Too often, In the current capital formation debate, we hear a great deal about
the need for new tax subsidies for capital, such as reductions In the corporate
tax rate. reductions in the tax on dividends, or still more favorable tax* rates
for capital gains. But we hear very little about the need to eliminate unfair and
uneconomic existing subsidies such as capital gains at death. It is time to close
this loophole, which Impairs the flow of capital and makes a mockery of the
principle of equity In our tax laws.

TAX REDUCTIONS

'Mr. Chairman, as I have stated, I welcome the tax reduction provisions of the
Houe bill as essential fiscal policy to maintain the health of the economy. But
there are four areas of the tax cuts where I believe the Committee should
consider specific modifications:

First. I am confident that the Chairman and the Committee will take the steps
necessary to continue the low Income credit, or "work bonus", enacted last March.
The ab.sence of this tax relief for low Income workers is a glaring omission in
the House passed bill. It Is enough to say here that the omission almost 'certainly
orwcrred because the House was deferring on this important question to the
distinguished Chairman of this Committee, who has pursued the Issue so effec-
tively In the Senate.

Although the work bonus has been an important innovation in the tax laws,
its effect has been blunted to a serious extent by the action of IEW and many
states in treating the credit as an offset to benefits under Medicaid, AFDC,
SSI and other federal and federally-assisted Income semrity programs. In
adopting the work bonus, I would urge the Committee to remedy this defect, as
the House did, by requiring the work bonus to be disregarded in determining
eligiliity for such assistance programs.

,S'cwd, with respect to the individual tax reductions, I would urge the Com-
nittee to substitute a flat refundable $50 or $55 tax credit for the complex
formula proposed by the House. The House bill offers a 2% credit on the first
.A12,000 of taxable income, or a credit of $.0 for the taxpayer and each dependent,
whichever is greater. It Is my understanding that a credit of approximately $50
could be substituted for the House bill without causing any additional revenue
loss at about $10.9 billion.
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The current House approach is no more satisfactory than the defective per-
centage -rebate with minimums and maximums enacted into law last March. I
believe that a fiat $50 credit is advantageous for several reasons:

It keys -the rebate to the size of a taxpayer's family. Under the House bill,
for example, taxpayers at the $12,000 income level will receive the same $250
rebate-$240 if they are single persons, $240 if they are married couples, $240
if they have no children, $250 if they have one child, $240 if they have two
children, and still the same $240, even if they have three, four, five, or six
children or seven.

The House version obviously discriminates unfairly against married taxpayers
and taxpayers with children. At this income level, the alternative $30 credit
comes into play only if the taxpayer has seven children or more.

By contrast, with a $50 per person credit, the revenue loss-would be the same,
but the credit would produce a much fairer distribution of the tax reductions
between single persons and families at the same income level. It would also pro-
vide more substantial tax relief for persons at lower Income levels. But most
important, it would end the House bill's surprising discrimination against the
average American family.

In addition, unlike the House bill, the $50 per person credit should be "refund-
able," so that it would'also help those who work but whose income is so low that
they are unable to use the credit fully. In the House bill, a taxpayer with zero tax
liability gets no benefit. Those with low tax liability get only a partial benefit.
Under the refundable approach, they would get the full benefit of the credit, so
long as they have earned income.

The test of refundability would be the same as in the "earned Income credit"
provisions of the Tax Cut Law enacted last March. The 1970 tax cut should be
fair to all. Low income workers are also entitled to participate in the broad
based economic stimulus that Congress is providing.

Third, with respect to the investment credit, I urge the Committee to adopt
a provision to increase the 10% investment credit now In the Tax Code and in
the House bill to 15% for a taxpayer's "net new investment." Net new Investment
would be defined as the amount of investment that exceeds the taxpayer's aver-
age investment over the three preceding'years. The proposed change would pro-
vide an Important additional anti-recession and anti-inflation incentive to busi-
ness, by rewarding firms that continue to grow.

In general, under present law, as adopted by the Tax Reduction Act last March,
a credit equal to a flat 10% of investment In plant and equipment is allowed
against income taxes-the so called "investment tax credit."

Under the measure I am proposing, a "bonus" of 5% on the investment tax
credit would be available to firms that exceed their prior growth record. The
extra 5% credit would provide an immediate anti-recession stimulus to the econ-
omy by encouraging additional investment in plant and equipment. And it would
also provide an important long run anti-inflation incentive, by ecouraging firms
to develop the capacity the country needs to meet the growing demand for goods in
the future and prevent the shortages that have fed inflation in the past.

A major drawback of the flat 10% investment credit in current law Is that it is
no incentive at all for many firms-it is simply a tax windfall that rewards them
for investments they would be making anyway. A "net new investment credit has
an important advantage, it rewards only those firms that are growing, and it
encourages growing firms to engage In even greater growth.

Thus, under the proposal, every firm will receive the regular 10% investment
credit for its investment in new plant and equipment. But firms that exceed their

S prior three-year average investment will qualify for a 5% bonus, or a total credit
of 15% on their incremental new investment.

The cost of the proposed legislation is estimated at $500 million in 1976, which
is a modest price for what I regard as an Important long run innovation In the
tax laws and a helpful stimulus to real growth in our economy.

Fourth, with respect to tax reductions for small business, I urge the Committee
to modify the House-passed provisions dealing with the corporate surtax exemp-
tion, so as to tailor the $2 billion in tax relief more effectively to help small busi-
ness.

The House provision continues the present 20% tax rate on the first $25,000
of taxable business income and 22% on the second $25,000. But since the tax
benefits designed for smaller corporations are also available to all other corpora-
tions- including the nation's business giants, much of the tax cut designed for
small business goes instead to the nation's larger enterprises. Yet the vast major-
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Ity of the nation's small business are at the bottom of this income scale--25,000
corporations have taxable incomes of $25,000 or less, and another 97,000 have
incomes In the $25,000-W,000 range, compared to much smaller numbers of
corporations with larger incomes.

A number of alternatives are available here. Several members of this Commit-
tee are also members of the Senate Small Business Committee, which has studied
these provisions, and which has done such an effective job In laying the ground-
work for small bushiess tax reform. Congress is beginning to reach a deeper
understanding of the economic impact of tax changes on small business, and I
believe We can do a better job on these provisions before adjournment.

O-Ae The benefits of small business tax relief are derived from a combination of
the increase in the surtax exemption and the reduction in the so called "normal"
tax rate on corport "ons. Given the current budget constraints, perhaps the most
promising approach for tailoring these benefits to small business would be to
phase out all or part of the surtax exemption for large corporations, and use
the revenues saved to reduce the normal tax on the first $25,000 or $50,000 of
taxable income for small business. Alternatively, the $50,000 surtax exemption
could be Increased to $75,000 or $100,000 with the Increase phased out for larger
corporations to minimize the revenue loss. Various other combinations of tax
relief are possible here with the same overall revenue loss. Various other
combinations of tax relief are possible here with the same overall revenue loss
as in the House-passed bill, and I urge the Committee to consider them.

It is time for Congress to insure that small business tax relief Is genuinely
directed to small business, and is not siphoned off for the benefit of large cor-
porations that do not qualify for such relief under any reasonable definition
of small business.

Finally, of the $13 billion in Individual tax cuts for 1976, the House bill makes
$2.9 billion permanent, and $10.5 billion Is made temporary for 1976 only. Obvi-
ously, If the House bill is enacted, the Senate and House will be required to deal
with these temporary tax cuts again a year from now, before the final adjourn-
ment of Congress for the 1976 elections. Conceivably, Congress will find itself.
dealing with tax cuts for the fourth time in 18 months. Such stop-and-go tax laws-
are not wise policy. There Is ample economic justification to make all the indi--
vidual tax cuts permanent now at their 1975 levels, and I urge the Committee-
to consider this course as an alternative to the split timing reductions in the-
House bill.

In sum, Mr. Chairman, what I am proposing to the Committee is a combination'
-of measures that will enable the Senate to deal effectively and fairly with the

vital issues of fiscal policy and tax reductions, while preserving the significant
opportunity we now have to make a mean.:.gful downpayment on tax reform.
I look forward to the report of the Committee, and the enactment by the Senate
of legislation that fully meets these goals.

The CHAnImAN. I would like to call a witness from the American
Telephone & Telegraph Co. Is that gentleman in the room ? His name
is Robert Flint.

Mr. Flint, you directed a letter to me as chairman of this committee
informing me that- A.T. & T. has considered the 1 percent tax credit
for employee stock ownership. I believe they find it appealing except
from their point of view there are technical problems that would
simply have to be overcome if they were going to adopt such a plan.
As I understand this, to correct those technical defects involves prac-
tically no cost to the Treasury. It is just a matter of providing that the
company, for example, would not have to pay for the start-up costs
out of funds which are beyond the amount of the tax credit provided
for plan contributions. And, in the event that credit were disallowed
in whole or in part., you would want to recapture that money out of
future contributions. But if thelaw were not extended, there wouldn't
be any future contributions and you don't feel that you would be in a
position to recapture these funds from employees after you put the
money or the stock in their hands, correct? Also you have the matter
of redetermination and that involves substantially the same problem.
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Is my understanding correct that if we could clear up these technical
problems, your company would like to participate, as we hoped you
would, in the investment tax credit for the benefit of your employees

STATEMENT OF ROBERT N. FLINT, VICE PRESIDENT AND
COMPTROLLER, AMERICAN TELEPHONE & TELEGRAPH CO.

Mr. FLINT. Mr. Chairman, I will say that we are certainly in com-
plete agreement. We think that employee ownership of stock is great.
We are very much in favor of that. As you know, there are many ways
in which it could be done. Perhaps we would like to have them be
done in some different way. But in any of these four items to -Which
you have alluded, which I covered in my letter, if they were able to be
cured, than I'm confident that we would go ahead and adopt ESOP
using the 1-percent investment credit. There was an item you did not
mention. It is the regulatory problem that we would have. That
would prevent the money being used to purchase stock for employees
and at the same time being used for distribution to customers over the
balance of the life of the plant which generated the credit. We can
only spend the dollar once.

The CHAMMAN. You can't have your cake and eat 'it, too. That is
included in these amendments that you are talking about?

Mr. FLINT. That is included.
The CHAIMAN. Now would the same problem apply with regard

to most regulated public utilities like the electric companies and peo-
ple of that sort?

Mr. FLINT. I believe that is right, yes. There are a couple of ways
in which the regulatory process handles the investment tax credit
I'm talking about the basic 10-percent credit. But in either event the
customer ends up having the benefit from the credit. And so you would
need protection to be sure you didn't have the money used both to
buy stock for the employee and at the same time pass the money onto
the customer. That would be on the first point. On the other points
I'm sure other utilities and nonregulated industries would have the
same problems. Namely, if you have to pay the Government back the
investment tax credit after you paid the money over to the trust,that
is, if it i subject to recapture, it is our view.we should not have to pay
that money back to the Government if it is going to stay in the trust.
On determination, that is where you redetermine whether or not you
were eligible in the first instance, we feel that if amounts are still being
paid into the trust, there ought to be some sort of offset or, as a mini-
mun in the latter instance, there ought to be a deduction.

The CHAIRMAN. I will ask that your letter appear in the record at
this point.

[The document referred to follows:]

AMERICAN TELEPHONE AND TELEGRAPH CO.,
New York, N.Y., December 5, 1975.

Hon. RuSSELL B. LoNG,
Chairman, Committee on Finance,
U.S. Senate,
WaVhilgion, D.C.

DEAR MR. CHAIRMAN: This statement is submitted by American Telephone
.and Telegraph Company in connection with the hearings of the Senate Finance
Committee on HR 10612, the Tax Reform Act of 1975, which was passed by the
House on December 4, 1975.
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My comments relate to four obstacles we have encountered in considering the
-establishment of an employee stock ownership plan utilizing the additional 1%
investment tax credit, as provided by Section 46(a) (1) (B) of the Internal
Revenue Code. These obstacles, which are essentially technical in nature, are
enumerated below.1. Special problem for Utiltes.-Under present law (i.e., Section 40(f) of the
Internal Revenue Code) a regulatory commission may treat the investment tax
credit as a cost reduction to be flowed through to utility customers, in some
cases immediately and, in others, over the life of new business plant associated
with the tax credit. This is a reasonable treatment for the 10% tax credit
(allowed by Section 46(a) (1) (A)), where the benefit is intended to be shared
by a utility's existing shareholders and its customers. But this would not be
appropriate treatment for the ESOP credit allowed by 46(a) (1) (B) where the
additional 1% tax credit is intended to be used to acquire capital stock for
employees. If a regulatory commission were to seek to flow through the addi-
tional 1% ESOP tax credit in reduced rates to customers, the utility company
,vould find itself in the position of having issued stock for which no permanent
capital was received. In other words, the utility company would be paying out
tile ESOP credit twice, once to its employees and once to its customers. This
situation would be injurious to existing shareholders whose interest would
eventually be diluted by the full amount of these new shares.

Legislation should be enacted to provide specifically that the portion of the
tax credit going to the ESOP be treated as equity capital for the employees,
with regulatory flow-through prohibited.

2. "Recapture" of Additional 1% ESOP Tax Credit.-Section 301(d) of the
Tax Reduction Act of 1975 sets out several conditions relative to eligibility for
the ESOP tax credit. One of these conditions appears to be that a corporation
should make its contribution to an ESOP at the time it files its return based on
the amount of qualified investment claitwd at the time it files its return, but
that no adjustment may be thereafter made to ESOP contributions even though
the amount of the tax credit to which the corporation ultimately is determined
to be entitled may be lower than tile amount claimed on its return if business
plant happens to be removed from service prior to its initially anticipated life.In such a case, a portion of the tax credit Would be subject to the "recapture"
provisions of Section 47 of the Jnternal Revenue Code, but the employer would
not be allowed to make a compensating adjustment in the amount contributed
to an ESOP plan. See paragraphs (6) and (8) of Section 301(d) of the Tax
Reduction Act of 1975. This would put the company in the position of having
issued stock to its employees for which no equity capital was received, and would
result in a corresponding dilution of the interests of existing shareholders.

The law should he changed to prohibit the recapture of any portion of the in-
ve.stment tax credit actually contributed to the E)SOP, unless bad faith on the
part of the taxpayer can be demonstrated.

3. Andit Redetermination of Additional 1% ESOP Tax Credit.-A similar
problem i,, created by the possibility that, on audit of the corporate return, the
Internal Revenue Service will determine that property is ineligible for the tax
credit which the taxpayer believed to be eligible when the return was initially
filed. The amount of the related 1% ESOP tax credit would thus be subject to
assessment as a deficiency liability. However, Section 301(d) of the Tax Reduc-
tion Act of 1975 fails to provide for any adjustment in the treatment of ESOP
contributions im such a cas6. Here again, the company would be put in the posi-
tion of having issued stock without receiving equity capital for it.

The law should be changed to allow subsequent adjustments to ESOP con-
tributions to reflect amounts subject to redetermination.

4. Costs of Administering tax Credit ESOP's.-The Internal Revenue Service
has interpreted the Tax Reduction Act of 1975 to require that the expenses of
managing the additional 1% BSOP tax credit, held in trust for employees, cannot
be charged to the trust. This means that such expenses must be absorbed by the
company, with the ultimate effect borne by existing non-employee shareowners.
Without, remedial legislation, the burden of the administrative expense could
discourage corporations from adopting these plans.

The law should be changed to allow a recovery from the EDSOP trust of those
expenses which are attributable to trust administration of this 1% tax credit.

If these four problem areas are not corrected by remedial legislation, American
Telephone and Telegraph Company does not believe it is practical to elect the
ESOP tax credit.

Respectfully submitted.
SPe R.N. FLINmt,Vice President and C7omptroller.
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The CHAIRMAN. I hope that either in connection with this or some
other legislation we pass between now and the time we adjourn, that
we can take care of this. If your company were to participate, as we
had intended and other companies like yours were to participate, we
would need to do this before the first of the year, would we not?

Mr. Fmrr. We would need to have assurances really as soon as
feasible that it can be done. It is not a thing that is easy to be done.
We will be filing our tax return about September 15 of next year. In

S the meantime if you are going to do something, there is a lot of work
That needs to be done, tax payments that need to be determined. So if

it were done by the end of the year, it would give us our sailing orders.
to understand where we stood with respect to the 1 percent investment
tax credit.

The CHrArRmAw. Senator Haskell.
Senator HASKELL. I wonder if you could explain to me a little of'

your problem. As I understand the extra 1 percent, ESOP gives you
aright to take some other additional percentage, normally investment
tax credit? I forget what you-

Mr. FLINT. No, Senator. The way it would work is at the present
time you are entitled to take 10 percent. If you so elect, you My take
the additional 1 percent and use that money to buy stock from the
employer at fair market value, set that stock up in an ESOP, which,
an employee stock ownership plan, put it in a trust, and then it ulti-
mately would be distributed to employees. The 10 percent would con-
tinue as it has been.

Senator IL~KEL. So really when you talk about the ESOP, you.
are just taking the additional 1 percent and you don't get an additional,
2 and 3, and you are just putting 1 percent aside

Mr. FLANT. That is correct.
Senator HASKELL. And yourproblem is basically the utility regula-

tory flowthrough?
Mr. FLINT. To give an example, it might help.
Senator H.ASKELL. Yes, sir.
Mr. FLINT. Suppose you acquired some plant for $1,000 and you-

were entitled to a 10-percent investment tax credit. Now that would
be $100. If a plant had a life of 10 years, we would take that $100
and set it up in a reserve. Every year over the life of the plant we
would release $10 so that it would benefit the customer. At the end
of the 10 years, when the life of the plant is done, the customer has
received the full $100. In the meantime the utility has had the use of'
the funds. You really get a double bang for your dollar. We have the
use of the money, you see, until the customer gets it, but the customer
ultimately gets it.

Now the 1 percent is subject to the same rules. And if you don't do
something we will be taking the 1 percent, which in this case would'
be $10, that is 1 percent of $1,000, and we would be issuing stock to em-
ployees for $10 and then passing th f $I0 onto the customer as well.

Senator HASKELL. Basically you would have to pay out the 1 percent
twice, is that what you're talking g about?

Mr. FuiNT. Yes, sir.
Senator HASKELL. And if I understand it-well, I can understand

the problem where you have an immediate passthrough on a regula-
tory commission, but the same problem pertains when you have a
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passthrough that-well, let me ask you this: Is -it over the life of the
particular property or is it over the life of the accumulated invest-
ment?

Mr. FLINT. As a -general rule, the way we work this, Senator is
that if the investment credit were with respect to 8-year life, that
particular credit would be flowed back through over 8 years. If it
were 15 yeats, a 15-year property,dit would be flowed through over 15
years. We are talking about the 1 percent and that would be used

oooo ' immediately. to buy stock to give to the employees, but you would still
have theliability over the 8 years or the 15 years, or whatever, to

pass it back over, and then you don't have the dollar.
Senator H sxzLL. Thank you. I think I understand.
The CHAIKM-AN. Thank you very much. That concludes these hear-

ings. The committee will -meet in executive session in this room at
10 o'clock tomorrow.

[By direction of the chairman, the following communication was
made a part of the printed record:]

MACHINERY AND ALLIED PRODUCTS INSTITUTE,
Washington, D.C., December 10, 1975.

Hon. RUSSELL B. LoNG,
Chairman, committee on Finance, U.S. Senate, Dirksen Senate Offlce Building,

Washington, D.C.
DEAR CHAIRMAN LONG:

PROPOSED CONTINUATION AND/OR MODIFICATION OF FEDERAL TAX REDUCTIONS FOR
INDIVIDUALS AND BUSINESSES

The Machinery and Allied Products Institute is pleased to have this opportu-
nity to submit its views to the Senate Finance Committee concerning proposed
legislation to continue and/or modify the temporary federal tax reductions
enacted earlier this year. As the Committee knows, MAPI is the national repre-
sentative and spokesman for the capital goods and allied product industries. For
the reference of the Committee, the Institute's position on the Tax Reduction
Act of 1975 was presented to the House Commitee on Ways and Means on Janu-
ary 29, 1975, and to the Senate Committee on Finance on March 10, 1975.

At the outset of our remarks, we commend the Committee for its decision to
consider tax reductions, which may be of immediate consequence to the state
of the economy, apart from the ongoing investigation of issues in tax reform.
Time is of the essence, and the divisive and complex issues of tax reform should
neither interfere with the Committee's evaluation of measures to stimulate the
economy nor themselves be acted upon in haste. In that regard, the Institute's
position on various tax reform subjects recently before the House of Represent-
atives was presented to the House Committee on Ways and Means on July 9,
1975, and we intend to offer our views on the Senate side when the Finance
Committee considers H.R. 10612 and other tax changes in the next session.

In brief summary, we support: (1) continuation of temporary tax reductions
for individuals and businesses beyond 1975; (2) the House-passed extension for-
four years of authority for an investment tax credit at 10 percent; for the longer
run and, as revenue permits, we believe the investment tax credit should be in-
creased to 12 percent and made permanent; (3) extension of the restructured
corporate income tax rate and surcharge exemption as currently in effect; (4)
broader and improved applicability of tax relief provisions with respect to invest-
ments in mainly nonproductive equipment required by law to protect the general
and workplace environment; and (5) when revenues permit, serious considera-
tion of President Ford's recommendation to reduce the corporate tax rate from 48

--to 46 percent.
In general, we share the consensus view that recovery from the severe recent

recession is as yet a fragile thing, the somewhat uncertain path of which might
well be altered by what would in effect be a substantial tax increase. Therefore,
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we recommend approval of House action to continue tax reductions enacted in
the Tax Reduction Act of 1975 as well as consideration of certain other tax
law changes herein suggested. As for tying tax reductions-at the current or some
greater level-to a spending reduction at this time, the Institute takes no posi-
tion. This is a matter which we think must be left to Congress and the Executive
Branch. On the other hand, we do feel strongly that federal expenditures must
be placed under severe control.

Now let us turn to a brief discusison of our specific recommendations.
The Inventment Tax Credit

On specifics, we support the House approval of an extension of the investment
tax credit at the level of 10 percent through 1980. We view this as an important
step in the direction of the well-documented MAPI recommendation that the
Congress approve a permanent increase in the investment tax credit to 12 per-
cent. It is important that this vital matter be dealt with now rather thdn in the
uext session of Congress. While the present 10 percent investment tax credit provi-
sIon does not expire until the end of 1976, the business community needs the
maximum period of time possible for forward planning of its capital expenditures.
Re8trllctured Corporate Rate and Surcharge Exemption; Rapid Amortization

As to other business tax items, we urge that there be a continuation of the
restructured corporate income tax rate and surcharge exemption, as in effect

* during the current year.
Also, we urge the Committee to act now on the matter of relief for taxpayers

faced with basically nonproductive capital expenditures which are required by
law. Here our special concern is with the spending which is needed to upgrade
and protect the general and working environments under the Clean Air Acf the
Federal Water Pollution Control Act, the Occupational Safety and Health Act,
and similar statutes.

As the Committee probably is aware, the rapid amortization provisions for
certified air or water pollution control facilities have not been very useful to tax-
payers faced with these expenditures and they are scheduled to expire this year.
We feel that it would be desirable to extend and improve this mechanism and
to make it available for qualified spending under OSHA and other "environ-
mental" statutes as well. Alternatively, these expenditures could be made eligible
for a 15 percent investment tax credit.

Two supplementary points should be made with respect to this recommenda-
tion. First, the fact that the present provisions in the law providing special
amortization for qualified "environmental equipment" expenditures have not
been used to any significant extent should not mislead the Congress to con-
elude that such tax relief is unnecessary. The current law and regulations have
not been used simply because of severe restrictions which they contain so that
Ahe intended support and tax relief is not available in any real sense. A further
point should be underlined. Capital expenditures not only provide an important
strength in an economic sense, but they are absolutely critical to modernization,
expansion, productivity improvement, and the ability of the United States to
compete in international markets. Financial resources for such capital expendi-
tures are limited and have been very adversely affected by inflation. Substantial
funds are required to carry out legally mandated installation of environmental
and safety equipment and-without implying any criticism of these socioeco.
nomic programs-funds spent for these purposes represent a diversion of capital
resources which would otherwise be available for investment In economically
productive programs. This diversion has reached substantial proportions be-
cause available data indicate that approximately 10 percent of total capital
expenditures flow to investment in environmental and safety equipment. Finally,
it i our view that the Congress has not been sufficiently aware of this situation
and the urgent need for remedial action.
Corporate Rate Redittions

In the context of business tax reductions, we would be remiss if we did not
comment on President Ford's recommendation to reduce the corporate income
tax from 48 percent to 46 percent. Much has been written on the capital shortage
which is developing in the United States and which, in the opinion of many stud-
ents of the gub.iect, may reach crisis proportions in the not too distant future.
The effect of inflation has seriously aggravated the problem. One step in the direc-
tion of buttressing capital resources would be a reduction in the corporate income
tax rate.
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Any such reduction, however, must be assigned a priority among other needed
tax changes in our total federal tax system. We do not urge that the Congress
take this action at the present time in the light of a number of factors including
our strong view that a substantially liberalized investment tax credit is of
overriding importance. In addition, revenue considerations place a restraint on
how far the Congress can go. There is another aspect of the situation which
deserves consideration, namely, assignment of a priority between a reduction in
the corporate income tax rate and significant tax reduction in the individual
income tax rates for middle income tax brackets. We turn to that subject next.
Rcduofion8 for Individuals

We endorse a continuation of the tax reductions for individuals enacted in
1975. This is especially important at this time since continuation of the economic
recovery in the short run will, in large part, depend on consumption expenditures.
We wish to point out that when priorities assigned tax actions and revenue con-
siderations permit, substantial tax relief is required in the middle income tax
brackets. As we use the term, it applies to tax brackets which extend up to ap-
proximately $30,000 in taxable income. Many taxpayers who have reached the
$20,000 to $30,000 taxable income brackets have done so by pulling themselves up
by their bootstraps from lower income levels.

Moreover, they are being punished by excessive tax rates and by'inflation.
Further, in examining the tax positions of these individuals, it is necessary to
look at all levels of taxation including federal, state, and local, not alone per-
sonal Income taxes. Real estate taxes, excise taxes, so-caUed county msrchardes,
are creating what is close to capital seizure.

These comments are offered in terms of goals, equity, and what we believe to be
an insufficient recognition on the part of government, including legislators, that
the middle class--properly defined-in the United States is suffering an intolera-
ble tax burden.We appreciate this opportunity to provide the Senate Finance Committee with
our views on federal tax reductions for individuals and businesses.

Respectfully, -
CHARLES STEWART,

Precedent.

[Whereupon, at 2:15 p.m. the committee adjourned subject to the
call of the Chair.]
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