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EXTENSION OF THE EXPIRING TAX CUT
PROVISIONS

TUESDAY DECEMBER 9, 1975

U.S. SENATE,
- CoMMITTEE ON FINANCE,
Washington, 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 CaArRMAN. 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 for legislation 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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- . PRESS 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 Expiring
Tax Cut Provigions

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 freasury,
will testify hefore the Committee on Tuesday, December 9, at 10:00
A.M. in Room 2221, Di;ksen Senate Office Building.

Senator Lon§ noted that the followingpprovisions 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 minimun
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,Q00 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 equal to 10 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 $4,000
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 taxable 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 CrairmaN. Our first witness will be the Honorable William E.
Simon, Secretary of the Treasury. B

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-
ment which I would like to summarize to the best of my ability, sir.
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Mr. Chairman, it is always a pleasure to appear before the Senate
Finance Committee, especially on this occasion when you begin your
:arduous 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 ¥ederal tax system and
mz’zf" 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 approxi-
mately $10.8 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 1t 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. 4

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
(i‘rovernment 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 1062 the Federal budget

-exceeded $100 billion for the first time 1n history. By fiscal year 1971

it exceeded $200 billion. By fiscal year 1975 it exceeded $300 billion,
and a figure of $428 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, - N

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 outlalys 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 o
Federal spending a high and damaging rate of inflation would reap-

ear, with all of its resulting harm for our economic system and the

ivinﬁ 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 pointed 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 prevailed
during 1961-66. :

If we were able to achieve this goal through cooperation with the
Congress, it would be our objective in succeeding 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.

1 See p. 37.
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THE TAX REDUCTION ACT OF 1975, THE HOUSE BILL (H.R. 10612), AND THE
. PRESIDENT’S - PROPOSALS . 4

" 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. 10812—and, the President’s October 6 proposals.*

PERSONAL TAX CUTS

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 realining the tax rate structure to relieve
the middle income taxpayer of onerous tax burdens on industriousness
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 larger tax bités are being taken from their pay-
¢hecks and entrepreneurial incomes. The rewards to 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-

ether, 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.
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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 percent—4 percent in the case
of utilities—for the years 1975 and 1976, 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 provi-
sion intended to encourage investment is most effective when investors
may regard it as permanent, for then they may take it into account
over the full range of their investment planning horizons fre%‘xently
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 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 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 implibations of any such grogram 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. Bf’ 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 vear 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-aglvisedly 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.

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

1 8ee p. 42.
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. I'm going to ask each Senafor to limit himself 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.doin
here may be just a complete exercise in futility. The President has sai
he won’t sign an extension of the tax cuts unless we have a spending
ceiling for 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 and that
‘procedure would enable the Congress to come up with the figure that
would be appropriate for 1977. Now, unless I miss my guess, this Con-
gress is going to back the Budﬁet 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 tﬁe President’s budget, they will come up with a figure that
they think is the amount that this Government should spend in 1977.
ow, the President’s spending cuts in any 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 are 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

roceed in an orderly fashion that we ourselves have provided by
law to control our own spending tendencies. And if we do that, it

"will be a confrontation where eitﬁer someone will have to back down

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, L L

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 Cuamman. 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 1s what is at stake, it seems to me.

Secretary SimonN, 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 })olicy 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 $114 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

oing through starting the time the President submits his budget to

ongress in January. All we are asking the Congress to do is to pass
a joint resolution to limit the ?rowth 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 Fannin ¢

Senator Hansen. He had to leave the room.

The CHAIRMAN. Then Senator Mondale. ' '

Senator MonpaLE. Mr. Secretary, would it be fair to say that, if
I ﬁtsk %ou 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 Smaon. 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 targéts. They then passed it out to
the various departments and we negotiate with the OMB on 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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i S(;nator MoxpaLE. So you don’t know what goes into the $28 bil-
ion -

Secretary Simon. 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, indeeg, they identified areas that could
readily be cut as far as the growth in spending is concerned. That is
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 ﬁnallf the ranking member of the com-
mittee on the minority side, Mr. Bellmon, asked him this question, and
mag'be you will try to answer it -
~ Secretary SimoN. Will you give me his answer too ¢

Senator MonpALe.-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 ¢ut
in spending later in that same year.

"~ Now is there some other explanation ¢

Secretary Siaron. Well, I don’t have an evil political mind. Maybe
I ought to after having been down here 3 years, but I don’t. But
the point of the matter on this proposul 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 8 months in the fiscal vear 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 about 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 MonpaLk. 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 ¥ou 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 SimoN. 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 13-percent increase in budget
- expenditures in 1977 over 1976. Even the £268 billion cut, still allows
us $25 billion growth in spending. The fact of the matter 1s 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. i

Senator MonpALE. But, in fact, there are some very severe internal
debates going on concerning this, There is probably good evidence that
Secretary Sc%ﬂesinger 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 MonpaLE. But we haven’t gotten that.

Secretary SimoN. No; but it will be up in January.

Senator MonpaLg. But you are asking for the cut now.

Secretary Simon. 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 MonpaLe. I think Senator Bellmon’s question remains un-
answered.

The CuairMaN. Senator Bentsen.

Senator BEnTsEN. 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 are looking for some responsibility on both sides. I think every-
one on this committee wants to see some cuts in Government expen i-
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 %ut 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 Spendinggy this country.

ecretary 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 want.to do this with

the Budget Committees so that we can retain the integrity of these com-
mittees,%enator.

Senator BentseN. 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 thinEGthat is one thing we ought to
really explore in this committee and see if we can bring it about.-

Secretary SmmoN. 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-

losive political issue because of the self-interests who are protected

y 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 process——

Senator BenTseN. I would like to see simplification given a try.

Secretary SimonN. 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 Smmon. 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 BEnTseN. I think we can get the public behind it.

Secretary Simon. Sodo I.

Senator BEnTseN. I think that is a political force we can look for.

Secretary Siyon. SodoI. ‘

Senator BENTSEN. Would the Treasury consider sending up that
kind of major reform { - .. ~

Secretary Srmon. 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
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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 Srmon. Our (i)reliminary computer work is that if you
{ust maintain the standard reduction, just wiping everything else out

ike 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 BENTSEN, Mr, Chairman, I know you supported this idea
o in years past, Mr. Chairman. I think the time has come to take another
serlous look at this about the simplification of the—-

The CuArrMAN, 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
cr%%its, 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

ercent rates. Somebody will say: “25 percent is too much for that
ittle 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. V%ﬁston 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 CrarmaN, 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 BENTSEN. Yes.

[Senator Bentsen’s news release follows:]

BeENTSEN CALLS FOR END To CONFRONTATION, URGES CoMPROMISE To EXTEND

Tax Cur
Deecmber 9, 1975.

a WasHINaTON, D.C.—Senator Lloyd Bentsen (D-Tex.), a member of the Senate
Pis, 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. . .

*It 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 avold 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
beneflt of the President’s specific recommendations on cuts so that we can estab-
lish a meaningful spending ceiling,” Senator Bentsen said.

The CHAIRMAN. Senator Packwood. . .

Senator Packwoop. 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 an«f (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

licy, because that is a temporary rate if you will. Let’s look at the

ong-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 lpeopla 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

~ think 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 going
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~ to be after T gone, but then you are geing to hold hearings for a

ggar to try to find what has happened, and nobody will ever remem-
r what was said. It is just like energy.

Senator Packwoop. 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 Sison. We are. We have a 10-percent interest rate on the
prime rate of corporations and—— -

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

Secretar{'l Snon. Oh, I don’t know anybody or any body of opinion
t_}mt thought we were going to be worse off than that. I never said
that.
~ Senator Packwoob. I have no further questions, Mr. Chairman.

The CuairMaN. Senator Haskell # 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
couﬁd 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 programs 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 ﬁave a few questions. How many would be removed from the tax
roles if we raised the personal exemption up to $1,0007?

Secretary SimoN. The President’s program anticipates about 2 = "7

million people are removed from the roles under that program.
Senator Curtis. How many people are there over 18 in the United
States now ?
Secretary Siyron, Well, that can be supplied. I don’t know.
Senator Curris. 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.
o Secretary Siaron. I can supply all of that for the record, Senator
urtis.
[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 lability in 1975

) Millions
1974 1aW. e e mmmm e e m e m——mm e ————————— 69. 6
1975 law, without earned income credit. - o 5.0
1975 law, with earned income credit o e 64.0
House bill, without earned income eredit_ oo 65. 0
House bill, with earned income eredit.o. e oo eeeeem 64.0
Pregident’s plan, without earned income eredit el 62.5
President’s plan, with earned income credit e 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 ¢

‘éecretary S1aonN. December 81, 1976.

Senator Curtis. 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 Curtis. 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 Siaon. 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. Anc{ fine, we would be glad to debate all of
these issues.

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

Secretary SiaroN. That is correct, Senator Curtis.

Senator Curtis. 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 y

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.

Senator Curtts. 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 T 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
phe]fonﬁdence of the great majority of the people back home. That.
isall,

The Crarrman. Senator Ribicoff.
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Senator Risicorr. 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 (1uestion that concerns most of the Senators and the American
people. We are unwilling to buy a pi% in a poke giving any President
of the United States, whether 1t 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
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 and the
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 bilﬁon. I would like your
comment on that.

Secretary SiatoN. 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 Risicorr. Well, we are asking you to tell us where that will
come from,

Secretary Siaton. 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 Risrcorr. 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-
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cuss where those expenditures are coming from and you can make
your case and Congress can maks 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
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 Rieicorr. 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 ﬁublicly. I back you 100 percent and the other point
of view will not have my support. ~

The CrAIRMAN. 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 1s 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-
tlotn? now to say: “Precisely where do you intend to make these
cuts

I know that you cannot keep spending more money all the timeé 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 for 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 1n 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 ﬁreat thing to say you are for
education but almost one out of every three Eersons 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 examples I have cited has been the failure to
take the hard position that I think now is called for and that the
Secretary 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 trying
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 Simon. 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 & 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 HanseN. Thank you.

The CrAIRMAN. Senator Hartke.

Senator HARTRE. 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
think 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. A fter 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 Stmon. 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 Harrre. 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 Siaton. 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,ornotatall. .

Senator Hartke. Well, I have heard this theory entirely.

1Secretm'y Simon. It is not theory. It is what goes on in the market-

ace.
P 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
1s a basic fact. That is, if it is not a fact——

Secretary Siaron. Well, I didn’t say “if.” o

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 %eop}e who
are presently on the tax rolls would be removed by the President’s
program. Is that not right?

Secretary Siaon. I think it was 1.5 million.

Senator HarTxEe. All right.

Secretary Siaon. 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 Staron. No.

Senator Harrke. No? Well, Larry Woodworth says yes. He is my
expert. Who is yours?

ecretary Siyon. Our figure is that it is in excess over the House

bill—

hSenator HarTre. Let’s put his name in the record so we will have
that.

Secretary Siaron. Bill Goldstein.

Senator Hartxe, Bill Goldstein versus Larry Woodworth.

Mr. Secretary, what really disturbs me is——

Secretary Simon. Here comes Larry back again.

Senator HArTKE. Larry, remember what you told me about the 4
million people? »

Mr. WoopworTH. 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 admin-
istration this;‘gerpetuation of a myth: That is, very simply, that the
Congress spending is the cause of inflation. '

Secretary Simon. May T get back to the——

Senator HArTkE. Oh, we will argue that later.

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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gercent. I don’t know whether we figure on the same percentages
asis but—— - }

Secretary Siamon. 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 'I(‘;easury, 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 HArRTKE. 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 Me-
Kxgcken has said, academic economists have traditionally done?
and—

Senator HARTKE. 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-
in%to Mr. Woodworth.

ecretary SimoN. As compared to what? As compared to the 1974
law ? Is that what we are talking about ?

Senator Harrke. Mr. Woodworth 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 would like to go on further but my time is up.

The final passage of the ERDA bi]f 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 ¢ ~ A

The Cuarrman. 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 Ror#. Should I proceed, Mr. Chairman.

The CrAIRMAN. Yes,

Senator Rorm. 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

1 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 SiyoN. 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

e(zuation, 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 é‘ust 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 114 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 1t 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 8 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-

ommendations as to major cuts in spending. .

Secretary Sirox. The President has said, Senator Roth, 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 Rori. 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 gomg 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 tl;e
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, T 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 things. 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

o over that again.

B Secretary SimoN. 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 theé lower end, and indeed assists most of them, but that
the additional moneys are put into that $10,000 to $25,000 class.

Senator Rorm. 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 recent(liy 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 Siaon. 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. .

e Senator Rorm. I hate to interrupt Eut I do have a vote. I would like

™o,  to call a 5-minute recess and reconvene at the end of 5 minutes.

gA short recess was taken. ]

enator Haskerr. How are you, Mr. Simon ¢

Secretary SiyoN. 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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- ~Sécretary. Sron: Nog 88 -I explained, Senator Haskell, this has
been:one of the.problems due to-timing. In October, the President had
tor atldress-tho edoribmic -aspects-of extending the tax 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 American people have,
it could only be done accom%g.nymg 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 Hasgern. I'm sure—and I'm saying this for the record be-
cause sometimes I think we go through a medieval ballet in this hear-
ing process—but let me say this. . ‘ '

lly, Mr. Secretary, just for the record, it seems to me a little
bit—well, I 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 oing to be keen, but at the
same time to say we are going to have a %28 illion 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 MonpaLE. 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 thou%ht 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 block'm% an extension of the temporary tax cuts?

Secretary SimoN. No; I would like to see, Senator Mondale, an
extension and indeed the inclusion of the additional amount for all of
the 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
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 1t 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 MoNpALE. One of the ;iler lexing 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 budget. 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, will 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 a poinb-of.order;: I mean we have gotten:that: fari»80 I don’:ece
how you caix take the: position: that.you are:taking=without reanlly-at
the same timerdemanding-a fundemental reform-of:the:: A ot
and the budget process. - e T

Secretary Simon. Well there is a difference of opinion-———m-

Senator MonpaLe. 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 MonNpaLE. No there is not. Does anybody argue that it——-

Secretary Simon. All right, Senator Mondale, let’s assume that
your statement is correct. The President 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 MonNpaLE. 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 saﬁziaccommodate 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

ressure we get from the administration and that is what we have to

eal with on the budget committees. Now how do you explain that
two-track system? T

Secretary SimoN. You notice there is t....ys goi .. 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.

enator MoNpALE. Why are you capable of being so specific on spend-
ing increases? 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 MoNpALE. 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 1f 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?
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. -Secretary SmoN. You know, you have to make sura when addressing -

the administration’s position, and what. you are talking about is the

earned income credit, in rememberinﬁ that the earned 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 MonpaLE. 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 MonpALE. But you are taking it away and are creating a
disincéentive for Americans to work and you are imnposing 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 you square the rhetoric

of work versus welfare with a policy that I think is telling people to " -

quit working. , e .

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

Senator MonpaLE. 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 é)IMON. ‘When one looks at the total welfare program, the
overlapping one that you alluded to at the outset, then we have to
r(;mﬁmbell)'s also that business in this country still provides 85 percent
of the jobs.

Sena]‘tor MonpaLE. Oh, yes, and I'm all for it. But I can 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 CuairMAN. Senator Byrd.

Senator Byrp. 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
ll)}%vlt:d. I hope you don’t get penalized on your time limitation—$350

illion.

Senator Byrp. Now is that with or without the tax reduction?

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

- Senator Byro. The extension of what ?

Secretary SimonN. The revenues would be the $350 billion.

Senator Byrp. Now if the prc.snt law is not extended, what would
be the estimate of revenue? ' ‘
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" Secretary Sooi! Betwebil ‘10 billon and $12 billion moré. We are
ooking for the exact fifuire n0¥ dub'of the tovente estimate. °
. Senator Byrb. Wéll'then' it ¥'indeétstand it correctly, the admin-
istration prog‘oses outlays of $395 billion - ‘
' ‘Secretary SimoN. Yes, Sir.” © - © S

Senator Byrp. And it proposes revenues of $350 -billion?
" Secretary Smuon, Yes, Sir. o _

Senator Byrn. So that the administration envisions and is prepared
to recommend, as T understand those figures, a deficit of $45 billion.
' Secretary Simon. That is correcti)es;t. Approximately recognizing

‘that revenue estimates are tenuoiis at

-* Senator Byrn. ‘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. Secretar% . _ ‘

[The Department of the Treasury subsequently submitted the fol-
lowing information :] - : '

F180AL YEAR 1077 RECEIPTS

In fiscal year 1977, receipts are estimated to be $354.6 billion under the Presi.
dent’s program 4nd $367.9 billlon under the extension of the Tax Reduction Act
of 1975, a difference of $13.3 billion. ‘

* Senator Bywp, Mr. Chairman, I would like to ask unanimous con-
sent to, insert. in the record at this point or the appropriate point the
editorial 'from the Wall Street Journal which the Sectetary men-
tioned earlier. ,

The CrAIRMAN, 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 759% of their food on their
collective farms, which have an effective marginal tax rate of about 909%. 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 salution, 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 up, there is a “revenue” loss of
909% 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. They 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 839 for the

highest income classes. The marginal tax rate on interest and dividends rises
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steeply. to a of 989%. The country is smothering incentive and growth with
thewp‘{ncnd;gg high rates, and should be aggreseively turning over Lp‘ubllc acre-

States economy to a lesser degree ig beltig depiressed by high mar-

nal' tax rated, and the problem is being intesified b, ,the‘ta_!'!ui'e‘ofconm
to appréciate the importance of their adverse incentivé effects, President

has proposed the'correct solution, cutting $28 billion in taxes and reducing pro-

Jected government spending by $28 billion, which by our analysis would spur.

o agat(:;?xw government spending)-to private plots (lower marginal tax rates).

" non-inflationary . economic ‘growth by converting public, collective disincentives

into private incentives, = . . o «_ B
* The lberals in Congress, though, act on the erroneous economic assumption

“that growth is spurred by spending, not by permitting the g)rodncuve sector to

keep Hmo:,e of what it produces by taxing less output away from it. The tax bill
the House last week extends the 1975 tax reduction on thée grounds that
fallure to do so would withdraw about $1 billlon 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 gfoup and puts it in another. Thétax-cut
exteénsion 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. ‘ i ' : '

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 beé discouraged by the high marginal tax rates. In the
name of “equity,” 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 cuts 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. In these
terms, President -Ford could successfully defend his veto with the public,:if
not on Capitot Hill, all the way to November. S -

The CHAIRMAN. Senator Hartke. S -

Senator Harrke. Would the Senator yield, Mr. Chairman? I would
%kidt% know where the figures came from that you just gave to Senator
- Secretiry Smmon. From the Treasury Department.

Senator HARTEE. Are they in this book [indicating] ¢

Secretary SmoN. I think so.

Senator HARTkE. I just think they are wrong. That is the only reason
I raise the question. a

Secretary Simon. Our revenue estimates? I know you don’t mean
that they are always wrong, but—— o | '

Senator HARTKE. No, I just think you quoted incorrectly from your
estimates. :

Secretary Simon. Well, they are looking at the book when they give
me the numbers, Senator Hartke, ‘

Senator HARTKE. Well I just think——

Secretary Smmon. Here it is.

[The Department _of the Treasury subsequently submitted the fol-
lowing information :]

85-992 O - 763
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‘ AUni'ned'-( budget recetpts in. fiscal rear 1076 are estimated at $206.7 billion under

the President’s program.and $301.2 billion if major provisions of the Tax. -

Reduction Act of 1975 are extended along with changes to maintain the average
rate of withholding. Thus the President’s program costs an estimated $4.5 billion
on of the Tax Reduction Act of 1975, atter taking into account

. more than exte A
- gecondary effects on the economy. _ ‘ .
- Senator HArTKE. Oh, no, that is all right, if they are correct.

Secretary Simon. This is from the OMB Fall Review, from the
Unified Budget Receipts. . :

* ~ Senator Byrp, That would mean the recelpts are estimated to
‘increase by $50 billion, which i« about 15 percent, I guess.

Senator HarTke. OK. Mr. Chairman, I don’t want to delay this, but
it is my understanding that you gave an estimate of $350 billion and

your report here shows $368 billion. You did say for fiscal year 19771

Secretary Siamon. I don’t have that in front of meé 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. ‘ |

e CHAIRMAN. Mr. Gravel. ) o »

Senator Graver. 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? In other words,
wl'g;mt $40 billion or $45 billion ¢

retarsy N. We did not go into this exercise this past summer
with the OMB 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 tg 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 achieving 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 @ 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 3 years?.

Secretary SiMoN. 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
ll:_mg_ing? on the Congress or would it simply be psychologically

indin

Secrgta Simon. 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 aireeed to in the Congress, and I believe
that would be satisfactory. Whether it would be legally binding or not
I could not answer.

Senator Graver. 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
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- have to come 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 Simon. And, of course, that is a wash program because
gpay us out of tax rec_eipIt,s. « T _
enator GiRaveL. Well, I just use that as an example., We don’t

th
. know what is gointg to happen next March or next June. So if you try

to play a game of binding either in legal terms or in psychological
terms, of binding 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 yeart

Secretary SimoN. 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 SimoN. 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 Graver. Well, I think we are confused on our side. I wonder
if it would be wise just to io through the normal process,

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

Senator GraveL. I appreciate that the growth is based upon the
judgments of the administration. And if the Congress is truly going
to be in a i%sition to appropriate the money, we must exercise our
judgment also. : ‘

Secretary Siaon. Sure. -

Senéztor GrAVEL. So you may have differences of judgment in that
regard. g :

Secretary SrmoN. And we do. -

Senator GRaveL. 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 Graver. 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 Graver. Thank you.
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 Senator Fliwrss, Mr. Chairman; T woold just lik for the Treasury

‘figures the Secretary is usinf on the estimated unified budget
e

| ‘Deémrtmeﬂt to verity the figurés again, - -

soretary Simown. Sure. : R
Senator Harrre. And all I would like to'do is eall attention toithe
A receipts

for October 8, 1975. My understanding is that your answer "pmbagl'
should stand corrected because, with the present tax cuts m"effecty,
the November 10 current services estimate for fiscal year 1977 show
an estimated $372.6 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. R S ‘

Secretary SimoN. Let us reconcile those figures and I will supply
those for the record, Senator Hartke.! B

Senator Byro. May I—— a

Senator HARTEE. Mr. Chaitman, I do want to ask some more ques-
tionsif I can.

The CHAIRMAN. Senator, if you will pardon me, I will leave it in
your complete charge and I will go vote. ’

Senator Rora. Could I just make one comment?

Senator Harrke. Certainly. '

Senator Rotu. 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 would hope 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 ot
opinion in every single office as to what forms he had to fill out.

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

Secretarv SimoN. Why sure it does and the complexities.

Senator Rorm. 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 HarTkE. 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?

1 Bee information supplied at pages 28 and 34.
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o Secreta TMON, I dldn’t brmg a.n of those numbers.

;: Senator "What T'm trymg to ﬁnd out is-how much the un-

5 em loyment is really costing us,

Smvon. Unem glo yinent is eostmg us ‘slightly in exceas of

e $20 billimt the Federal vemment level. Y

Senator Hartee. How - mueh is that over the eetlmate of what it

- was going to be:for 1975

Secretary Simon. I think we a 9?rett,y well on the point a8 to the
6 was concerned and I beheve

it Wag——
nator. Hmmm 1 believed they asked for $5 bilhon in September
Secretary Simon. Yes; they wanted $6 billion in 1975 and $20

billion in this year.

Senator Harrke. I'm talking about addltlonal money beyond that
to loan to the States because their funds had expired.
Secretary SimoN. Oh, the additional moneys.

Sénator That is right,
Secretary Staon. I will get that.
Senator Money the President asked for and Congress had

to appropriate 5o the Federal Government could loan it to the St.ate
unemployment compensation funds.

Secretary Simon. I will (fet the number.

Senator . Would you supply that number#

Secretary Sryon. Yes, sir,

[The Department of the Treasury subsequently submitted the fol-
lowing information :]

There was a supplemental request for $5.5 blllion in November. The Oongress
approved a similar request for $5 billion last February.

Senator Harrke. Do you take the same assumption that for every

‘1 percent of unemployment there is $16 billion ‘t.ax revenue figure or

factor?
Secretary Simon. I had had our economists look at that and they
come up with number from $12 billion to $15 billion.
~ Senator HArTKE. $15 billion or $16 billion ¢
Secretary Simon. $12 billion to $15 billion. That is a ballpark figure;

Senator HarTre. 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 HArTRE. Yes,

Secretary Simon. Full employment bemﬁ defined as 4 percent?

Senator HarTrE. I'm talking about full employment. You have

rcent unemployment now. I'm talking about 8 percent times $16
bl lion, which is $128 billion.

Secretary S1mon. No; you have to bring it down to 4 percent if you’re
going to go to full e loyment.

Senator Ha ou consider 4 percent full employment? g

Secretary Smox That is what I consider the antiquated notion of
full employment. I consider full employment today at 5 pereent and
not 4 percent.

Senator HarTkE. Allright. Even if you have that, even if you have
3 percent times $16 billion, that is $48 billion.
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Secretarv Staon. That would stxll leave you--—-
thS%n?itqi ‘Harrgz. You eould practlcally ehmmate at least part of

e defici ’

- Secretary Smmon, That would leave you thh a deﬁcit from $68 bil-
lion to $73 billion or whatever we end up with.
_ Senator Hartke. When Secretary Shultz was Secretary of the
Treasury, he came here with a full employment budget. ‘But you have
not been giving us 4 full employment budgwet defieit. -

Secretary Smmon. No.

Senator You have flven us an actual deficit. )

Secretary Simon. Yes; and I will prov1de the full employment deficit
ora surplus for the record

Senator HarTke. All right.

[The Department of the Treasury subsequently submitted the fol-
lowing information :]

F180AL YEAR 1976 BUDGET DEFICIT UNDER ACTUAL EXPECTATIONS AND CONDITIONS
of FuLL 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 deﬂclt:s
would decline to about $8 billion and $3 billion, respectively.

UNIFIED BUDGET RECEIPTS, OUTLAYS, AND DEFICITS, ACTUAL AND FULL EMPLOYMENT

[In billions of dollars]
Fiscal years
1976 m
Mmdont's ogram:
Actual wth ............................................................. 296.7 354.6
Full omploymnt. ....................................................... 351.5 398.4
Increase for full employment. ... ... omeem e ccrciceiconae 43.8
Extension of tax cuts:
AUl AN o oo ceiiceiciccccseccccerancnacnnteanetanae 301.2 ;
Full employment ... oo eccieciceeecnccatccncnnaaacan. 356.7 410,
Increase for full employment. .. ... oo iiciiaecaccccncracana- 55.5 Q.3
Fresidont’
it 370.0 295.0
Full omploymcnt. ....................................................... 35.7 385.2
Increase for full employment. .. ...cooenemceiaicciaeecrcaccacnmcnennn -10.3 ~9.8
Extonkscl&n ?' hu’: wts ....................................................... 370.0 423.0
Full omploymont. ....................................................... 359.7 413.2
Increase for full employment. .......ooeenerniceraeerecccancccccnaaan -~10.3 -9.8
Defict (- .
A‘)&?f A e ~13.3 —40.4
Full omploymcnt ........................................................ -8.2 +13.2
increase for full employment. ... ... euoeemieiieiccecnarcccacaacaan 65.1 83.6
B v —68.8 ~55.1
Full omploymm ............................................................ -3.0 -3.0
Increase for full employment. ... ... ... .iiiciiciiccicinaccacaanas 65.8 s2.1

Source: Office of the Secretary of the Treasury, Office of Tax Analysis,
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- this-country is involved in 4 real debate

R S
_ Senator Harrxe, But what T'm tnyingeto sry: very simply is-that
t ‘ 3 inv( o between whether or not there
18 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.

It is a theory that all you hive to do is cut down on the Government
lg:ﬂ inyolved in the private sector as the method of controlling
inflation, - - .

Secretary Sraon. I guess Ican talk——

Senator Harixe. I just want to say——

Secreta.r; Stmon. I just want to—oh, I'm sorry. .

Senator The result of that has been one of the most severe
recessions we have had in this histm% of this country. It just seems to
me that we are on the wrong course. I would hope that we would give
a8 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 {lou, to agree with that. I know you
have been here a long time and I think you are a great guy. Thank you
for your appearance here today. . . .

Secretary Simon, Thank you.

Senator KE. One moment please. I have something to say for
the record at this time. A number of com%)anies indicated to the com-
mittee 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 d:g | :

[The prepared statement of Secretary Simon follows:]

STATEMENT BY HON, WILLIAM H. SIMON, SECRETARY 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 com-
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 6f 1975
expire on December 81, Federal tax receipts will begin to increase January 1,
1976, at an annual rate of approximately $10.8 billion in additional accrual of
individual and corporation income taxed. 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.

—
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‘There 18 reasot for giving the calendar attéxiﬂon. Tax changes not éyx{chronlu(f

C - with t,he.caleadar year are disruptive. But, I would remind you, the legislation
- beforg you in

ludes permanent changes in the Federal income tax structure, and
these changes ought to be made only in the context of thelr consistency with long-
range fiscal objectives. If we legislate a permanent réduction in Federal revenues,
whenever we do 80, unless we simultaneously legislate a reduction in the level of
Federal expenditures, we merely delude our copstituents that we are providing.
them a tax cut, We only substitute the capricious tax of inflation for the iiicome
tax we seemingly cut. - / * Lo
This 18 why President Ford proposed on October 6 that $28 billion'be perma-

nently cut from the income tax system along with a corresponding cut from
the level to which Fiscal Year 1977 expenditures would climb if Fiscal Year 1976
programs are allowed to grow as presently projected. We can control the share
of GNP channeled through government only if we discipliné ourselves to set
tax and expenditure policles in barmony with our goals, This is the intent of
the Congressional Budget and Impoundment Control Act of 1974, which is
universally endorsed, and this is the spirit in which changes in' tax structure
which reduce the capacity 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 said on October 8 that he would consider a tax cut unaccepta-

" ble that weas 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 incorporateé
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.

THE OVEBALL FISOAL CONTEXT

. Before going to the immediate issuie 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 risé in budget spending which has been a major force behind the
inflation of recent years.

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 billlon and a figure of $423 billion is in
prospect for FY 1977 without some restraint—a fourfold increase in just 16
years! Federal government outltays 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 80 pércent greater than that of the economy {tself, 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- deflcits that are un-
precedented in peacetime. The Federal Government (including the agencies)
will have been forced to borrow over $350 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 18 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 resuit 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 N FEDERAL UNIFIED BUDGET OUTLAYS, BY FISCAL YEAR, 1961-76

1Dollars in bildons]
) Incresss
Fodoral proudlw:; Percentage Surplus’
outlays yaar increase ot deficit
7.8 6 & -3, 4
?36. 8 sg\ 0 8 -7, é
1.3 4, 4, -4,
186 1. 6. -5,
18.4 oY I TN .o =-1.6
g& 7 16, - 13.8 -3.8
3 23, 12.% -8.7
e s VI ¥
s }% 5 iy
31,9 20. ; -za.g
46. 5 14, 6. -14.3
4 1. 8 -3.5
4.6 56, 2& ~43,6
0.0 45:4 1 =700

" Source: Economic Report of the President, February 1975, table C-64, p. 324, for yesrs 1961 through 1974 1975 figures
from Final Monthly Tressury Statement of ﬂoodpls :‘l'ld Outlays of the bghod $t & mmn% fo?' wM }rom .?5!“; 1,
1974, through June 30, 1975; 1976 estimated figures from the White House Fact Sheet, Oct, 6, 1975, . |

v 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
Hving standards of our people. Inflation was & 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 economie prospects and could well cause an even more serious
secession later on. As President Ford pointed out in speaking of the Federal

“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 thé magnitude of the
deficit is so great and acceptance of its size and growith 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 he, proposed to hold the
deficit to $40-$44 billion. In effect, this would amount to a deflcit level in FY
1977 equivalent to the FY 1975 figure. It is noteworthy that if Fiscal Year 1877
expenditures could be held to $395 billion, the increase over 1978 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 seek 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 achleved only if we tle tax reduction and
expenditures together.

A

THE TAX REDUOCTION ACT OF 1975, THE HOUSE BILL (H.R. 106132), AND THE
PRESIDENT'S PROPOSALS s
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, 10812), and
the President’s October 6 proposals. In addition to the $14.6 billion of “‘temporary”
cuts in personal and business income taxes, the Tax Reducation Act provided
srg(.g Plllllti:n in-rebates of 1974 tax llabilities and payments to social security
plents. .

4
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The $14.6 billion can be broken -down Into $4.7 billion®6f business income tax
reductions and $9.9 billion of personal income tax reductions.

~ COMPARISON OF TAX CUTS RELATIVE TO 1972-74 LAW
{Dollars in billions assumes 1975 income levet]

Tax Reduction President’s
Actof 1975 H.R. 10612 Droposst

Individual cuts: '
- Standard deduction changes......cccceccccrcracacccccencrenann
Exemption/taxable income credit...
Personal exemption. . .cc.c.......

" Retochanges......ocecencunannnn 3
Eamed income credit) ... cccoueereeiiiiiriceienereelaenaaan | IR T L AN

House purchase credit. .o e e eceeeiaas L
T 9.9 12.7 - 20.7

ness cuts: ;

Investment credit. ....oveeeeeeeccraseeccmcescacnacnomosacannnn 13,
Smal) business rate snd surtax exemption changes................ 1 . 1,
2-parcent corporate 1ate reduCtion. ... eeeeeeccineom it cieten e e : 2,
6-point utility pACKSES. e oo ccnner e ecicicceccecsetctac et e et s aasennanen

1 Includes both refundable and nonrefundable portions.
1 Includes extra 1-percent credit for ESOP's.

Noto: (For additions! detail see annex tables 21 and 22.)

Of the $9.9 billlon of personal tax reductions, approximately $8 billion—the
changes relating to personal exemptions and the standard deduction—wére 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 1978, 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. 10812 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 permaneicy 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
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 &ince 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
gince 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



L

-89

‘do—-avoid an increase In tax bufd\eiiiéand does 80 In a manner which gives due

attention to tax structure, equity and simplicity without runnlng the risk of

) lncreased inﬂatlonary blas

PERSONAL TAX CUTS

The Tax Reduction Act of 19756 contains several complicated provisions in-
cluding a $80 per exemg on 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 $30 but may be as much as 2 percent of taxable income, with a maximum
of"$240 for both married couples and for single taxpayers. In contrast the Presi-
dent’s proposal recommends a simple personal execption of $1,000 and a flat
standard deduction of $2,5600 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 bave 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 cccupied 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 53.3 percent
of the additional tax reduction proposed by the President (Table 4). At the same
time, the maximum level of tax-free jncome is raised for both single and joint
returns as compared to 19756 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 38.9 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 $116.7 billion while they would pay 25.8 percent of
$108.7 billion under the President’s proposal. Those with income under $105,000
receive some $5 billion less than the President proposed.

Furthermore, aside from the earned income credit which 18 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. 5

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 llabilities 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 $10,000 (Table
18) and for families with four children until adjusted gross income exceeds
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$16,000 (Table 19). In contrast, the Presldent‘s proposal gives signifieant 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 13) and for a family with $15,000
AGI and four children is $257 (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 subsmntlal
payment at tax settlement time, I shall return to this topic below.

In summary, the President’s tax recommendations for individual tax redue-
tions are simple to understand and generous to virtually all taxpayers. I strongly
urge the enactment of this comprehensive and equitable package as an important

_component of the total expenditure restraint and tax reduction program,

RUSINESS TAX OUTS -

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 1978
and 1976. H.R. 10612 extends this period for 4 more years, through 1980. The
P’resident’s proposal would make the increase permanent. It {s 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 $25000 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 utllitied 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 5-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 electlon, 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,

Bxtend to January 1, 1981 the period during which pollution control
facilities installed in pre-1969 plants may qualify for §-year 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 ig sold.

As compared with H.R. 10812 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
tlﬁe ;a;nsg din tl.mth H.R. 10612 and the larger program of reductions proposed by
the en



&

/1

41
. : | EARNED INOOME CBEDIT ,

A further provision of the Tax Reduction Act of 1975 which is scheduled
to expire at the end of this year is the earned income credit, under which tax-
payers who maintained a shared residence for a dependent child recelve 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
if the credit exceeds tax lfability, the balance is paid to the taxpayer.

This provigsion has represented a significant departure from the traditional

structure of our. personal income tax. Ostensibly it was designed as an offset

to the Soclal 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 rellef from Soclal 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 “welfaré” 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 the publica-
tion 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 svithholding. .

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.R. 10612, the substitution thereunder 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-
lies with medium and low income.

Thus it i8 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 problem of inflation. The
President’s program of tax cuts and spending imitation 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.
1 recently had occasion to discuss such matters in my testimony on November 7
before the Joint Bconomic 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 thrust of the President’s program is directed at

—

- what we percelve 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 the 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 decisionmaking power to individuals and
families in determining how they will use thelr income. These actions would help
to improve the eficiency 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 explerts
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 belleve 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 i8 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 $134 trilllon economy, there obviously are uncer-
tainties in predicating potential changes in economic activity and the specific

- impact of fiscal policy recommendations. In preparing 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, & 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, gradnal reduction of unemployment to the 7 to 734 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 vnder 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-
:ltrair}’t in the immediate future as a result of the President’s policy recommenda-
ons.
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OONCLUSION

Certaln aspects of our mutual task are clear. The tax cuts which have been
roposed by the President in his October 6 message should be adopted. But that
8 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 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 joln 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 dbring an acceptable plece 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 concelvable human problem. We must begin now to halt this
trend for the good of those very people who {ll-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

. T&x Rateféchedule for President's
e T October 6, 1975 Tax .Reduction Proposals
' (Married Taxpayers Piling Jointly)

4 Taxable income 1 Present rates :Proposed rates
- bracket : (percent) :  (percent)
$ 0 $1,000 . 14 12
1,000 - 2,000 15 14
2,000 3,000 16 15
3,000 4,000 17 15
4,000 6,000 19 16 -
6,000 8,000 19 17
8,000 10,000 22 21
10,000 12,000 22 22
12,000 16,000 25 25
16,000 20,000 28 29 %/
20,000 24,000 32 4 1/
24,000 28,000 36 36
28,000 32,000 39 39
32,000 36,000 42 42
36,000 40,000 45 45
40,000 44,000 48 48
" 44,000 52,000 50 50
52,000 64,000 53 53
64,000 76,000 55 55
76,000 88,000 58’ 58
88,000 100,000 60 69
100,000 120,000 - 62 52
120,000 140,000 64 64
140,000 160,000 ' 66 66
160,000 180,000 68 68
180,000 200,000 69 69
200,000 - 70 70
Office of the Secretary of the Treasury October 6, 1975

Office of Tax Analysis

1/ 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
80 that on balance the changes in rates reduce taxes
even for those affected by the increased rates.

N

/\
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Table 1-3

Tax Raté Schedule for President's
October 6, 1975 Tax Reduction Proposals
(8ingle Taxpayers)

Taxable income ‘ t Present rates :Proposed rates
< bracket 3 {percent) : {(percent)
$ 0 . $ 500 14 12
500 1,000 18 13
1,000 1,500 16 15
1,500 2,000 17 18
2,000 3,000 : 19 16
3,000 4,000 19 17
4,000 5,000 21 by}
5,000 6,000 o 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 . k! k! )
18,000 20,000 36 36
- 20,000 22,000 k}:} as
22,000 26,000 40 40
26,000 32,000 45 . 45
32,000 38,000 50 50
38,000 44,000 55 5%
44,000 50,000 60 60
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 69
100,000 - 70 70
Office of the Secretary of the Treasury October 6, 1975

Office of Tax Analysis

4
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Table 2

Distribution of Tsx Liabilities sad Reductions Under the President's Proposal
at 1975 Levels of Income as Compared to 1972-74 Law, by Size of Adjusted Gross Income -

— —(billions of dollarg) —

T el R . ameam ] e
0- $5,000 2.0 0.8 1.2 s 59.9
$5,000 - 10,000 14.1 9.1 5.0 . 2.0 35.3
10,000 - 15,000 23.1 17.6 5.5 26.6 2.8
15,000 - 20,000 23.7 19.5 4.2 20,2 17.7
20,000 - 30,000 28.0 2%.7 3.3 ©16.0 . 118
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
100,000 + T 2 2.4 —0.1 Y : a0
Total 129.4 108.7 ) 20.7 100.0 16.0

Office of the Secretary of the Treasury December 8, 19°

* Office of Tax Analysis

1/ Based on unrounded liability figures.
Note: Detail may not add to totals due to rounding.

9



s

A

Table 3
a:’19m fsfcg as .a%%%‘?'?,’?u.%ﬁm Income
(millicns of dollars)

3 . - Components . 2
Mjusted Gross - $1,000 :  Standard Deduction Change :  Rate Reduction : Total

Income Class ;  Personal Bwesption H H H
$ 0- $5,000 515 608 102 1,225
5,000 - 10,000 1,908 1,961 1,098 4,967
10,000 - 15,000 2,548 925 2,040 5,513
15,000 - 20,000 2,056 342 1,788 4,186
20,000 - 30,000 1,867 A 1,287 3,308
30,000 - 50,000 802 3 206 § '1,037
50,000 - 100,000 330. s 48 383
100,000 + g0 1 10 -9
TOTAL 10,105 4,026 6,380 20,11

Office of the Secretary of the Treasury

Office of Tax Analysis

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

December 6, 1975

Ly
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Distribution of Tax Lisbilities and Redections Under the President's Proposal
at 1975 Levels of Income as Compared to 1975 Law, by Size of Adjusted Gross Income :

Myosted Gross  § bassd on | 1 Io7e e i T | aieeeabe g § rercmtase

Income Class : 1975 law 1/ : Liabilicy : reduction i tax reduction 2/ : tax liabilicy
Cooorrnnonnnnn cveee D11110n8 OF AOLIATS.ceccucceececcenee) (eovecccaneesPOECORtesanosanass)

$ 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 2.1 12.6 3.5 29.6 16.5 o
15,000 - 20,000 21.9 19.5 2.4 - 20.5 1.0

20,000 ~ 30,000 26.8 2.7 2.1 17.5 7.7 &
30,000 - 50,000 16.6 15.9 - 0.7 5.6 40,

50,000 - 100,000 12.0 1.7 0.3 2.4 2.3

100,000 + 5.4 9 0.1 0.6 .8

. TOTAL 120.5 108.7 11.8 100.0 9.8

Office of the Secretary of the Treasury } _ December §,1975 .

Office of Tax Analysis

1/ 1Includes effect 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. ’

{
2/ Based on unrounded liabilicy figures. . o, |

Note: Detail may not add to totals due to rounding. Minor differences may arise in totals appearing on
other tables due to the different methods used in estimating these income distributioms.
1 !

' -
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Table 5

at 1975 mx-mmM-% 33,“1'»‘5 m&muﬁ:tﬁ ﬁ?u Income
(ad11icns of dollars) N
Ajusted Gross : Standard  : % ] Bome : Total : m :mm
Income ¢ Deduction : + Inoome : Purchase : Tax : Paped Income : Plus
__Class _: Chmge : $30Credit : Credit : Credit  : Reduction: Credit (Quilavs) ; Outlays
$ 055,000 502 208 . 2 6 835 890 1,725
5,000-10,000 1,062 1,190 250 53 2,555 p7e) 2,78
10,000-15,000 374! 1,505 0 14 2,023 - 2,023
15,000-20,000 527 1,0 0 156 1,762 - 1,72
20,000-30,000 240 824 0 176 1,240 S 1,240
30,000-50,000 46 257 0 68 m - m
‘ 50,000-100,000 8 ™ 0 - 19 102 - . 102
100,000 + 1 15 B | 20 » - _ 20
TOTAL 2,% 520 2» 625 8,908 1,113 10,021 -
OFfice of the Secretary of the Treasury ] - December 6, 1975

Office of Tax Analysis

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

(
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Table 6 ‘ A e
. Maximm Levels of Tax-Free Income
Under the Presidant's Tax Reduction Proposal -

‘ . . and under H.R. 16612

(zulﬂadhomtﬁm

Meodmum tax-free iNOGES

———

H.R. 10612 ! president's
Proposal -

2
E

) le ‘ ,
%ﬂlﬂl 2,560 2,800 . 2,790 . 2,970

no 3,830 4,500 3,610 - 3,840

1 dependent 4,790 5,500 4,300 * 4,570
2 dependents 5,760 6,500 5,500 5,850
3 dependents 6,720 7,500 6,490 6,900
4 dependents 7,670 , 8,500 7,300 7.m
Single, over 65 :
no 3'310 - 3,“ 2,5” Z,m
- Married, joint returm ,
i over
no dependents 5,330 6,500 3,260 3,460
Office of the Secretary of the Treasury ' December 6, 1975

Office of Tax Analysis

1/ Underlying Consumer Price Index assumption: for 1975, 161.2; for 1976, 171.5.
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Table 7

-Distribution of Tax Liabilities Provided in H.R. 10612
as Compared to 1972-~74 Lavw at 1975 Income Levels,
by Size of Adjusted Gross Income

T Tax : Tax : T Percentage :Percentage

¢ Liability : Liability : Distribution:Reduction
Income t Based on 3 under @ Tax : of Tax : in Tax

—_Clasa _ : 1972-74 Law 3 H.F. 10612 : Reduction : Reduction :Liability

($000) Cevovvennonconneed BL1740N8 cseerceersnese) Cenvasensopercenteeeees)
Up to 5 2,0 1.2 0.8 6.5 40.6
5~ 10 14.1 11.1 2.9 23.2 21.0
10 - 15 23.1 20.0 , 3.1 24,5 135
15 - 20 23.7 20.8 2.9 22.7 12.2
20 - 30 28.0 25.9 2.1 16.’6 1.5
30 - 50 16.9 16.3 0.6 4.9 3.7
50 - 100 12.1 11.9 0.2 1.4 1.4
100+ _9:4 9.4 A 03 0.4
Total 129.4 116.7 12.7 100.0 " 9.8

Office of the Secretary of the Treasury
Office of Tax Analysis

* Less than $50 million.

December 6, 1975

~r
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Table 8

D“ttibutiou of Tex Liabilities Prcvided in B.R. 10612
= e as Compared to 1975 Law at 1975 Income Levels,
by Size of Adjusted Gross Income

< : 1 Tax -~ - ¢ Tax 1 1 Percentage :Percentage
s t Liability ¢ Liabilicy : ¢t Distribution :Reduction
Income 1+ Baged on : under 1 Tax g of Tax t in Tax

Class 11975 Tax 1/ : H.R. 10612 : Reduction : Reduction _:Liability
(8000)  (eeveveneenseecesd BA1140NB e evsscnesecss) (eeveeneerpercentenessss)

Up to 5 1.2 1.2 LI 1 =0.6

5=- 10 11.5 11.1 | 0.4 10.3 3.4

10 - 15 21.1 20.0 1 1.1 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 "7 71643 0.3 6.7 1.5

50 - 100 12.0 11.9 0.1 1.9 0.6

100+ 9.4 9:4 L 0.4 0.2

Total 120.5 116.7 3.8 100.0 3.2

Office of the Secretary 6f 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
esrned income credit. The refundable portion of the earned income credit
is treated as an expenditure item, rather than a tax reduction.

b
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.,;Table 9 -

Distribution of Tex Lisbilities Provided by H.R. 10612
as Compared to the President's Proposal st 1975 Levels of Income,
by size of Adjusted Gross Income

-~

o~ T Tax 1 Tax 1 Higher Tax Lisblilty 1 Percentage
) 1Liability : Lisbility : Under H.R. 10612 ° .: Distribution of

SV _Adjusted Gross : under iPresident's: : Lisbility
’ —Jncome Class :H.R. 10612; Proposs]

R 10612y Propossl :Awcunt : Percent  FN.j0612 President

("ulco-o'-o-uﬁs billions .eceeees) (--o>oo.oo'”fcﬁntoaooﬁooo-ono)

$ 0-$ 5,000 1.2 0.8 0.4 ' 5.0 1.0 0.8
5,000~ 10,000 11.1 9.1 2.0 253 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+ 94 94 01 01 81 86

=T ‘l‘otial. © 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.



e ' S ablelo:
X ’ ‘ Proqid;nc'c ttoposod ¥ign
'rc Lubnuiu for smn rcrqon without bependenn.

with Itemizod veductiond of
16 ‘Percent of. Adjusted Gross Income Y

iiiOPOsad
Reduction from
1972-74 : 1975

Tax Liablility
l972~7 :t 1925 1 Proposed

L b

- * Adjusted”
<,‘ . : - Grosa

Income !___ ; Law2/: 1976 Law Low : _Llaw
$ 5.000 g 40 8 406§ 307 $ 183 § 97
7,600 89 7% 641 ; 248 155
10,600 1,506 1,476 1,222 - 219 249
15,000 2,589 - 2,559 2,307 282 - 252
20,000 3,847 3,817 3,553 -~ 294 - 264
25,000 5,325 5,205 5,015 310 280
so;ooo T 6,970 6,940 6,‘655 ' 315 285
" 40,000 10,715 10,685 10,375 . 340 310
50,000 15,078 15,048 14,725 353 323
100,620 41,600 41,570 41,155 445 415

0ffice of the Secracary of the Treasury . December 5, 1975

Office of Tax Analysis

1/ 1f standard deduction oxceeds itemized deduction, family uses standicd
deduction.

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

A
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Pt

, lhbloull
mudqnt'o h;qpoua Plan
“Tax Lisbilities for lllily with. Io.norcndnntt,
Filing Jointly with Itemised Deductions of
. . 16 Pbreant ot Adjultod Gross Income v
; o : N K] froposcd
.~ Adjusted : Tax Lia 11 ty : Reduction from
Gross 1 972-7A 1975 1, . Proposed : 1972-74 : 1975 .
_Income b Lew M’—lmm i Lev ;  Law
$ 5,000 $ 322 $ 170 $§ 60 $ 262 $ 110
7,000 658 - 492 335 323 157
10,000 1,171 1,08 800 m 254
15,000 2,062 2,002 1,750 312 252
20,000 3,085 3,025 - 2,780 ~ 305 245
25,000 4,240 4,180 3,950 290 230
30,000 5,564 5,504 5,328 236 176
40,000 8,702 8,642 8,444 258 T 198
50,000 12,380 12,320 12,080 . 300 240
100,000 34,790 34,730 34,440 350 290

Office of the Secratary of the Treanury B _ December 5, 1975
Oifice of Tax Analysis : ‘

1/ 1f standard deduction exceeds {texized Jdeduction, family ures standard
deduction.

2/ Assumes that taxpayer is not eligible for the Home Purchsse Credit.



;" : V'~. . ~- ’ . ' -~ «"‘1-: j c . "- . W ‘2 - .
L L Prestdent'd ﬁ'moiod Panc e T
' Tax u»iutiu tor! Pamily with 1. Dcpondont. L '

P4ling Jolitly with Itemized Deddctions of : ’ L .
16 Porcont ! Adjusted cmo “Ancoms y s

of
-
L

1 e ax LisbLitty “ ked:::m‘:zo{- _
- ""1'#72'-'77."":"1'975' Proposed i . 1672-74 3 - 1975
Gceme i Viee iiue®i D5teim o le i ie
$ 5,000  $ 200 & 7 8 o $ 200 & 1
7,000 526 3te U 336 . 19
10,000 1,028 ©° 938 . 640 6 . - 298
15,000 . 1,897 <1 1,807 - 1,335 - 362 272°
20,000 2,897 2,807 2,530 -~ %7 mn
25,000 . 4,030 3,90 3,660 . 37 280
30,000 5,924 . 5,23% . 4,988 336 246
40,000 8,406 8,316 . 8,054 352 , 262
50,000 12,028 11,938 © 11,630 . 398 . 308
100,000 34,355 34,265 33,860 495 405

Office of the Secretary of.the Ireasury December s, 1975 .
Office of Tax Analysis ‘ . ‘

1/ 1f stmdrd deduction exceeds itemized deduczion,\fmny uscs ttandard
deduction.

2/ Assumes that taxpayer 1is not eligible for the Home Purchase Credit.
Algso assumes that taxpayer is not eligible for the Earned Income Credit.
Tsxpayers maintaining a home in the United States for a dependiént child
are eligible for the Earned Income Credit (BIC) if they earn less than
$8,000. 1If eligible for the EIC under 1975 law, taxpayers with earned
income of $5,000 would have no tax lisbility and would veceive $227 in
direct payments from the Government. Texpsyers vith earned income of
$7,000 would have tax lubiliclu of $286.

/A



. : s .President's Ptopoud Plen '

. m mum:u- for Family 'tda ,3 Dependents,
- Filing Joint Return with Itemized Deductioms. of

o 5 16 Terceotof Adjusted Gross Tasome 1/
: :) . T - T Proposed :
< oo oAdjusted 1 ._'....!!‘-3&_@._.3.?__' lon
_ Gross 3 1972-74 7+ 1975
e dncome 4 Lev 1 L
: s 5,000 $ 98 ¢ oL 8 o S 8 9% 8 o
T 7,000 s02 . 186 60 - 2 126
10,000 886 709 - 488 a1 . 224
15,000 - 1,732 1,612 1,325 407 387
20,000 2,710 - 2,590 2,280 -~ 430 310
25,000 ~3,820 3,700 3,370 450 3%
30,000 5,084 4,964 - 4,648 436 316
40,000 8,114 °  7,99% 7,664 450 3%
50,000 11,600 11,570 11,180 510 3%
100,000 33,920 33,800 33,280 640 520
Office of tha Secretary of the Trelsu;y Dacember 5, 1975

Office of Tux Analysis

L/ " 1f atandard deduction exceeds itenized ,.doductlm‘, family ugsaes stancard
deduction.

2/ Assumss that taxpayer is not eligible for the Home Purchase Credit. .Aleo
-assumes that taxpayer is not eligible for the Earned.Incoms Credit,. Tax-
‘payers maintaining a home in the United States for a dep¢ndent child are
eligible for the Barned Income Credit (EIC) if they earn less than. $8,000.
If eligidle for the EIC under 1975 law, taxpayets with eatned income of
$5,000 would have no tax liability and would receive $300 in direct payments
from the Government,  Taxpsyers with income of $7,000.would have & tax
~11ability of $86. . - : e -2 L .
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A Table 14
. . President's Proposed Plan
Tax Lisbilitins for Yamily with 4 Dependents,

 Mling Joint Return with Itemised Dedustions of
16 Percent of Adjusted Groes Income 1/

&iguc;c . Tg‘ m.b‘gmy . , mﬁ“?""" u.pj____
¢ Grose : 1972-74 3 1975 : Proposed : 1972-76 : 19i5
Income s Lew ¢ Lgﬂ 3. 1976 Law _ : Lav 3 Lew
¢ 5,000 ¢ 0. 8 o0 § o $ 0o & o
7,000 170. 0 0 170 0
10,000 603 372 . 190 413 182
15,000 1,402 - 1,222 Q65 437 257
20,000 2,335 2,155 1,816 -~ 519 339
- 25,000 3,400 3,220 2,830 570 3%
30,000 - 4,604 4,424 6:008 596 416
40,000 7,529 7,349 6,896 633 . &53
50,000 11,015 10,835 10,280 735 $58
100,000 33,050 32,870 32,120 930 750

Office of the Sccretery of the Treasury Dccemboe 5, 1975 -

Office of Yax Analysis

. 1/ 1f standard deduction excceds itemized deductfon, family user standurd ‘

deduction. . .

2/ Assumes that taxpsyer is not eligible for the Home Purchase Credit. Also
assumes that taxpayer is not eligible for the Barned Income Credit, Tex-
payers maintaining @ home in the United States - for a dependent child are
eligible for the Earned Income Credit (EIC) if they earn less than $8,000.
If eligible ‘for the EIC under 1973 law, texpayers with earned income of
$5,000 would have no tax 1iability and would rveceive $300 in direct
payments from the Govermment. Taxpayers with income of $7,000 would
have no tax 1iability and would receive direct payments of §100.
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~ i : " Table 1S

H.K, 10612

‘Tax ulbuluu for Single Perecn Hmpnt. Mu.
* with Itemized Dedustiocns of-

F R T U

16 Percent of Adjusted Gross Incme }/

t t “Propoxed
:-f' - Ag:::,d i : 1972-74 ¢ l!;;%i%l“l'ropoudw: 19—;2-0251‘?‘.%%??—-
o Jucoute : Luy 3 Joaw ow__ Law __: _Low
$ 5.000 $ 450 8 404§ 380 s 10 4
B 7,000 889 1%, 1 136 63
10,000 1,506 1,476 1,353 153 123
15,000 2,589 2,589 2,352 237 207
120,000 3,847 3,817 3,607 ~ 240 210
25,000 5,323 5,295 5,085 e 210
30,000 6,9 6,90  6,% 260 210
40,000 10,715 10,685 10,475 220 210
50,000 15,078 15,048 14,838 240 210
100,000 41,600 41,570 41,360 240 210

0ffice of the Secretary of the Treasury
0ffice of Tax Analysis

December 5, 1975

1/ 1f standard deduction cxceeds itemized deduction, fanlly uses strudacd

daduntion,

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

f\
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- fex-Liapilities:for Yemily with No'De
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. Table 26

A.R., 10612

te,

Filing Joidtly with Itemined Deducticns of

16 Percent of Adjusted Gross Income 1/

Mjuag‘l ‘ : - ab . : Fropossd
Groas : -74 . 1975 ' opose s 1972« 1975
Income 1 lew Lawd/i 1976 lev :  jew Lav
¢ 5,000 $ 322 ¢ 10 ¢ 170 ¢ 152 0
7,000 638 . 492 480 178 12
10,000 : 1,171 1,054 982 189 72
15,000 2,02 2,00 1,840 222 162
20,000 3,085 3,025 2,845  ~ 240 180
25,000 4,240 4,180 4,000 240 180
30,000 5,564 5,504 5,324 240 180
40,000 8,702 8,642 8,462 240 180
50,000 12,38 12,320 12,140 240 180
100,000- 34,790 . 34,730 34,550 240 180

Office of the Secretsry of the Treasury

Office of Tax Analysis

Decembor 5, 1975

1/ " If standard deduction excecds itemized dGeduct:ion, rnaﬂy uses standard

deduction.

2/ Assumes that taxpayer is not eligible for the Home Purchase Credit.
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Table 17
w2082
" Tax T4abfiitiss for Family with 1-Depandent,

7 ¥{ling Jointly with Itemised Deductions of .
. 16 Percent 4f Adjusted Gross Incoms }/ -

g . . [ . s : $
e e
Income 1. Low i !g!‘ Z!; 1976 Lew 3
$ 500 . $20 § 713 & 29
9,000 526 386 6
10,000 - 1,08 9% O { N
15,000 1,897 1,807 1,60 207 17
20,000 2,0 2,800 2,65 . w0 1%
25,000 4,030 3,940 3,79 " 280 150
30,000 5,32 5,23 5,08 240 150
40,000 8,406 8,316 8,166 240 150
50,000 12,026 11,938 11,788 240 150
100,000 34,355 34,265 3,115 240 150
Office of the Secretsry of the Treasury ] _ December 5, T}Tﬁ”"

Office of Tax Analysis

1/ 1f standard deduction exceeds itcmized deduction, family \{sea stardard
deductiovn. . g -

2/ Assumes that taxpayer is not eligible for the Home Purchase Credit.
© " Also assumes that taxpeyer ie not eligible for the Earned Income Credit.
. Taxpayers maintaining a home in the United States for a dependent child

sre eligible for the Earned Income Credit (EIC) if they earn less: than
$8,000. 1f eligible for the XIC under 1975 law, texpayers with earned
income of $3,000 would have no tax ifability and would receive $227 in
divect payments from the Government. Taxpayars vith earned income of
$7,000 would have tax liabilities of $286. .

83992 0~ 76 -3
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v : : 62, ¥ SR
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£ . . . . 3
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. 3 - Table 18 S -
. | | BB, 10612 |
Tex l.hbluttu :or Yamily wtth 2 Dependents,
Filing Joint Return with Itemized Deduétions of
" 16 Percent of Adjusted Gross lncou pYA
B ‘, oy K] : : Proposed
L Adjusted ) ___Tax Lisbility o ;ggg_c_giog from
B Gross 3 1972-74 : 19I5 :  Prcposed 1972-74 1975
Incoms 1 lay : Lre 2/ 1976 Lav ;  Law - :  Lav
$ 5,000 $ 98 § o & o $ o $ o
7,000 402 186 186 216 0
10,000 - .886 709 709 177 0
15,000 1,732 1,612 1,540 192 7
— 20,000 - 2,710 - 2,590 2,470 - 280 120
25,000 3,820 3,700 3,580 240 120
]
30,000 5,084 4,964 4,844 240 120 .
40,000 8,114 7,9% 7,874 240 . 120
50,000 11,690 11,570 11,450 240 120
100,000 33,920 33,800 33,690 240 120
Office of tho Secretary of the Treasucy — Decembor 5, 1975
Office of Tox Analysis
y 1£f standard deduction oxcuds itemired deduction, family usa3 sumdard
deduction.
2/ Assumes that tsxpayer is-not eligible for the Home Purchau Crodu:. Also
'‘sssumes that taxpayer is not eligible for the Earned Income Credit. Tax-
payers maintaining a home in the United States for a dependent child are -
eligidle for the Esrned Income Credit (EIC) if they earn less than $8,000.
If eligible for the EIC under 1975 law, taxpayers with esrned income of
$5,000 would have no tax liability and would receive $300 in divect
ot _ payments from the Government. Taxpayers with income of $7,000 would have
& tax liadility of $86.
o
e



EA Table.1d ..
R BEloez :
7 %ak LiMlitied foF Tedtly vith & Dependeats, - . 0

: ﬂ.lh.: Joint Return with Itemized Deductions of
1 Po:ecnt of Afjuo:od thg,a:!‘neop kY

<: Mjusted Lisbiliey : ?c :og‘_q"dg:ou
y Gross ¢ 1972-74 : 1975 1  Proposed : - 1972-74: :* 1975 :
S Incowe 4. dav : Lew2/: Lew i Jaw. i Lew
$ 5,000 $¢ o $8 o $ o $ o & o
7,000 170 o - 0 o 0
- " 10,000 603 72 372 21 0
o ) 15,000 1,402 1,222 1,222 180 - 0
20,000 2,335 2,155 2,005 - 240 60
25,000 3,400 © 3,220 3,160 240 60
30,000 4,604 4,626 4,368 240 60
40,000 7,529 7,349 7,289 240 60
50,000 11,015 10,835 10,775 240 60
100,000 33,050 32,870 32,810 20 60
Office of the Secretary of t'hé Treasury Dc::embcr S, 1975

0ffice of Tax Analysis

'Y/ 1f stendard deduction excceds itemized deduction, family uses standard
deduction. . ‘

2/ Assumes that taxpayer is not eligible for the Home Purchase Credit: Also

- assumes that taxpaysr is not eligible for the Earned Income Credit. Tax-
payers maintaining a home in the United States for a dependent child are
eligible for the Earned Income Credit (EIC) if they earn less than $8,000.
1f eligible for the EIC under 1975 law, taxpayers with earned income of
$5,000 would have no tax liability and would receive $300 fn direct
payments from the Government, Taxpayers with income of $7,000 would
have no tax 1iability and would receive direct payments of $100.

N
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'tabln 20

A eo-puhou o: ‘the: ucbtutv z:tccta Lt
‘of the''fax Reduction M of 1975, -
i*rntdqnt.'- Tax ‘C\xt Ptmnlhmiiu 5 gs 12 on Bunlpcu Income 1/

3

N w8 ~Tax ﬂ 539“ 'F“'IW' !"" H. R, 10612
R “feeevecrsasssscns billim'.......,o.....-....
,;ucnmehocorpo- ( S, ’ AR -’
rate surtax’'exesp- - ) ST
tion t6 $50,000 | A oo
with"& 2 pegocent- oY : S
m point reduction S - -
tho normal tax . =1.% -1.5 . -1.8

Iucnm t-ho rate of i
the investment tax ‘
°“ut to 10‘ . -3.3 -300 -300 R

- 2 po:oonugo int ) .
" reduction ig‘o the . . -

oorponte surtax ~ -2.2_ —
ounuu tax relief ‘ ' .

previously proposed - : -0.6 - ' " —
WIN credit . | . .- -— -
N ‘m“ . ' ’ ."lo 3 : : "7.2 “.s

cretary o e rcuu;y Deoubars, 1975

ce of
otuco of Tax Anal.y.ia -
_/ These ug\a:u show the ditto:enee between 1972-74 law liability
Qnd t.he two tax programs as aopned to calendar 1975 income.

.lloug‘ Dcuib may notadd to totals duo to roundinq.
% Lass than $50 million. '



L TABLE 2l
c°'PﬂT1;9h of,lqdi&?@ggl Tax Cuts = .
o . (8 billions, 197% levéls of income)
1975 Act' o . ‘ .

== increased stdndér&-deduction | $ Zlf_‘~_;
‘ (minimum increased from . .
$1300 per return to $1900 . . oo
, for joint -return and $1600 = .
. : for single person; maximum
A increased from $2000 to $2600
Lo . for joint return and $2300 for
single person) .
-- $30 personglﬁexéﬁption.credit ) - §$ 5.3
-- earned income credit $ 1.5 y
-- house purchase credit B $.0.6
$ 9.9
House Bill
" == increased standard deduction $ 2.5
(same as 1975 Act) , e
-- Eax cre?ig Equalsgg 2%, of taxa?le) $10.2
ncome (minimum per exemption
President's Proposal
-- flat amount standard deduction . $ 4.0
($2500 for joint return and Co -
$1800 for single person) .
© <= increased personal‘exemption $10.1
deduction ($750 to $1000) :
-- reduced tax rates ' ' $ 6.6
| §20.7
Eﬂ* -
"N

1/ Includes the refundable ﬁoftion of the earned income
credit. '
Note: Numbers may not add to totals due to rounding.
) December 8, 1975

S

4



1975 Act

66

TABLE 22

-

Comparison of Business Tax Cuts
($ dbillions, 1975 levels of income)

1ncreased'fhvestm§nt tax credit
for 1975 and 1976 from 7-10%
(4-10% for utilities) _ °

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

House Bill

extends investment tax credit
increase for four years, through

1980

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

President's Proposal

A

Permanent extension of invest-
ment credit increase

Permanent extension of corporate
tax rate and surtax exemption
changes

2% corporate rate reduction
(48-467) :

Six point utilities package

s 3.3 Y

$ 1.5

s 5'7
$ 3.0 2/

$ 1.5

$ 3.0 2/

$ 1.5

$ 2.2

$ 0.6
$ 7.2

I/ 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.

not incurred until 1977.

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

£

Revenue effect

December 8, 1975
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——'Ecqnomc AND FINANCIAL

DE‘ZE..HE’? ENTS

' THE GROWING DEBT BURDEN IN THE U.S,

Since the 1960's, the growth of debt has become increasingly
onerous to U.S. enterprise by raising break-even points which limit
profits, making business more vulnerable to cyclical downturns and
shorténing the magnitude and duration of cyclical expansions. From the

" standpoint of individual enterprise, it has made more fragile the
latter's ability to weather unexpected vie!nltudu that m froquntly
onoounteud in business.

The sounting burden of debt would seem to have become troublesome
only recently in its more dramatic consequences and, perhaps, not even
that in the consideration of some. BRowever, serious difficulties posed
by the debt explosion have been asserting themselves for a decade or
more... They have been averted only because of expansionist economio
policies, which have brought in their train an inflationary penalty.
When economic policy in recent years was directed toward restraint of
the inflation, the increasing fragility of the financial system has
quickly emerged and thereby limited ‘the scops of action by the monetary
authorities along this line.

A variety of measures show
a the increasing debt burden of
Ratio of Debt’ to Gross Nationsl Product the U.S. economy -- each-ylelding
{MNonfinancisl Corporationsy a different perspective on how
: borrowing has made both individual
anterprise and the econowmy at large
more vulnerable to business cycle
swings. Thése show that:

~-

® The sexvicing of the dedt has
become more onerous than for-
-merly as a fixed cost fadtor
to business and thereby provided
an additional constraint on
profitability.

e Debt financing of business has
becowme increasingly a higher
proportion of total sources of
business funds -- one which

< = has become costly and sometimes
: lo”o to5s r T e unavailable during periods of

Voureod ot g e 1 1974 credit stringency except to

* . 407 404 Jong trm crect morkat those with the highest czodit

ratings.
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P £a, 0 T
° nobt-oquuy ratios have risen so high that thd buffer ot oquity that
enterprise needs to resist cyclical or other threats to financial

uu-botnq, due to fixed cluiu of e:edttou. has been uodod.

Though expansion ot dobt in absolute uqnltudo aight bo eonsxdarod
as an associated and necessary feature of a growing economy, it is the
~ more than proportiocnate increase in recent years in relation to the

total value of the output of goods and uxvicn that has fostered the -
lmul ttouhlucn upom noted ahovo. L . .

high of 758 in 1 COMPAX:
ﬁﬁ‘ 1960-64 ﬂ } 1ittle as 50% in the 1950's (ad the

chart on the first pugc shows). While a danger point capnot be
established reliably, thase incnmg in outstanding debt as a
pt:eonugo of outpue have b:ought new risks to buslnou. L

m‘:. \tho nbiuty to urvigg ‘the debt out of cmcnt p:oduction
or. pmﬂ.t siight be considered & more appropriate messure of debt burden --
on the presumption that as long as interest payments aré in some favorable
" relationship with present ox potential income, 1ittla or no difficulty
_ might ba encountered in shouldering the. burden. 1Indeed, if that were
80, more debt might be considered a boon rather than a burden, as long
as it continued to promote the expansion of husiness.

nmvo:, 4 nusber o! -undnrds xeqaxdlng the ability to service the
debt indicates that debt has become more burdensome than fonqzly. :ath.r
than pro-otlnq stability and growth.

® Intotng payments by business as a ‘ntlo of th value of gggmt shovs
& _sharply rising trend for the past two decades. Indeed, the ratio
that interest paymants bear to the value of total output by the
1970's had increased by more than four-£old since the early 1950's.
It was 3.0% in 1970-74, which compares with 2.0% in 1965-69; 1.3% in
1960-64; and less than lg 3n tho 1950's.

® ‘lhouqh thou ratios lith ;ppur low in relation to total output,

even at their increased value for .recent years, their potential drag

- on the ability of firms to survive is placed in better perspective
when interest payments are related to profits. Interest payments as
8 _percent of profits before taxes (plus investory valuation adjust-
mant) were 29% in 1970-74, as compsred w th & percentage of half that
‘a8_recen as 1965-69 one tex of that in the earlier years.
The ntgnificanca of the interest drag on profits might be viewed In -

N N

N
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. the following context: 1n the 1970-74 per!od, earnings might have
. been enlarged by about 308 -~ in the extrems theoretical case. of no

interest charges. Presumably, earnings might be considered the
‘honoticluy and hence enterprise might be better ible to withﬂ
the hptct, o! Sthér fixed and mhblo cost increases.

‘Barlier 1h 1975, the ratio of iqte:ub paid to ‘profits rose .
dnnticany as a éonsequenceé of the uceuion'a ‘effects on profits,
reaching 358 in the firast quarter of 1975, But even nttor tvo quarters
of yecovery in profits, the ratio had declined only tc 268 -- about the
sime as in 1970-74. As the recovery continues, profits may not register
mmmmupwlldmnmzamuth odtq:iu
again as financing requixemants ease and more debt is incurred to’
mest them. (A rising interest tatio is also apparent when related to
that measure of profitability which also includes depreciation allowances

== the so-called "euh £low" -u;uzo. as shown Lu the table.)

R :  MeAsures of Debt Burden LN
(ﬁont ne: cozpoxauonl)
‘Dedtl as Porcenf. ot Het 1nto:ut2 Paid as a Percent of
Corp. Profits -
G:ou Product - Gzou Product corp. P_:oﬂ.t- T 4IVA
originating. - Originating +IVA2 +Depreciation?

1950-54 46.8% S 18 Tia.6e . 2.68
1955-59 - 51.% .9 8.7 3.7
1960-64 57.8 1.3 8.7 $.4
1965-69 62.7 . 2.0~ 13.8 8.3
1970-7‘ . 74.7 3.0 28.6 14.5

v Dobt oquals outstanding short snd long-term Credit Market Liabjlities
from Pederal Reserve estimates.
y Data from Bureau of Boonamic Analysis, Wt o! o:-ue-

!'be increased debt burdcn of business over recent years developed
in large part because of the rowing inadequacy of Finds genératéd from
internal corporate sources and because of the tax aﬁvanuqu of debt
relative to equity financing, as discussed subsequently. 'In 1970-74,
internally. generated funds represented only 728 of the total needéd to
finance purchases of fixed assets and inventories. (This does not
account for financing requirements of such other working capital as
receivables, some degree of liquidity, etc.) During 1965-69, internal o
funds could finance as much as 820 of physical investments and 96%
Quring 1960-64, as shown in the table on the next page.
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- o 94%

relationship of debt to output. ' '

" and to profith, as described :::g::: ' : ’ igg

- ebove, In part, the tax 1965-69 .. 82 %
—=treatment of interest con~- 1970-74 . 72 29’

With recourse to capital .

. markeéts becoming increasingly - ¥

heavy in recent years, the Gross Internal

scquisition of financial S Funds as a Percent of:

resources through debt instru- o -

ments rather than equity was ' : Ca) i

wmal y was -..1. pital Pixed

strongly favored. This led to Expe

: m.d. Hltnce shdet Struce m'uturel» Investment

ture; and to shifts in the 1950-54 YT

tributed to use of debt to
raise funds. Purthermore,
since 1965, the inflation has
inoreasingly favored debt.
instruments because yields

Notda: Calculated from Federal
Resexve.flow-of-funds estimates of
gross internal funds, Capital
soon incorporxated an inflation -on‘t-. pitu:t I:vmﬁ:.m;‘uﬁ""'
. them moxe 1
) premium to make investment includes plant and
. - attractive to the suppliers of ]
L equipment plus residential
_ ‘funds. At the sams time, ‘ construetion,
‘oquiuu became a less depend~ -
able source of external funds
because investors increasingly
viewed corporate earnings and
stock values more vulnerable
to business cycle w_ings.

_ As a result, the debt-equity relationship in the financial stryc-
ture of U.S5. corporations has been transformed substantially, Debt
‘ easingly represented a growing drag on the financial requirements
of ongoing enterprise because its associated £ixed costs of servicing
debt tended to reduce liquidity =-- unless even more debt was incurred,
Purthermore, & new risk was encountered: in periods of credit stringency,
even turnover of debt by corporations may not be easily attainable,

let alone securing incrementzl debt. - . .

_ . ..The monstary authorities, of course, may supply financial resources
" to the credit markets which could permit expansion-of-dedbt to . -
business. But, to the extent that this might result in more inflation
and thereby reduce the purchasing power of profits and other equity
elements, no long-run improvement to liquidity need develop from this
source. o
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"All of the several ways of messuring debt-squity relaticnships

potnt in the same diuct!.on of Wiug distortion.

ot eoul. long=-term funds raised in capital markets by mn!t-
nancial corporations in 1950-54, debt instruments in the form

©

£ bonds, mortgages and long-term bank borrowings amounted to
24 billion. This was more than 2 1/2 times the funds ucntod

by nev net stock issues in thi- period. . , ‘e

The iod subs nt to 1955 shows a rapid rise in this rela-
tionship: _ 1f the additional amounts of external long-term :
funds made available to corporations are cumulated over 1955

ehrﬁh 15745 funds nZE ﬁ debt instruments were 5 122
times that o it sources, as ahmm in t on this

~ -

This measure accounts for th. c\mntod annual um of external

funds only. A more comprehensive measure of the status of debt-
oquity relationship and the ability of enterprise to survive and
prosper is !o\md in t!u balance sheet, on which all funds are repre-
mtod. .

Long-term Funds Ralsed in Debt and in Equity In this connection, the

standard measures of debt-

Markets, Cumulated Totals for 74 ‘ w:‘i:?:fi?mh‘ﬂ are

0
1950
Source: Federal Reserve “flow of lunds™ estimates.
» ’

I

(Nonfinancial Corporations)/. defect f no_adjust-

; ment is made for gains to
the equity share resulting
from inflation.

. While book profits should

“ be diminished by taking
account of the higher
replacement value of
inventories and of the
higher cost of depreciation
charged to fixed assets,
that same inflation increases
the value of the physical
assets already in place.
Such an adjustment increases
the equity or net worth of

enterprise.

U O T G W T U s T T W e B O

1955 1960 1965 1970 1974

Al




" aebt resulting from the inflation, which favors dehtors relative to
' assets, npurchniumrqamtominmoocunmeom

. . zeflect the effects of inflation on corporate accounts are available.

. Two of these measures, vhichuoumlntmmrtonmlmom
the table on pags 7, indicate that the debt-equity ratip has increased
to historical highs in both cases. In these measures, total sssets
are represented by the sum of the book value of !Lmhl ashets plus
(a) physical assets Valued at historical costs or (b) physical assets
valued at replacement cost; while liabilities axe at book values. And
since physichl assets plus !humhl assets must equal liabilities
plus equity (or net worth), two different moasures of equity result --
dm to the two different values for phyucu ansets,

G008 "Curront apt™ dobLAmItY 300 +2h8 PAYECH JU0ME M Surrent Prices with siraeght bag
apresiotion

f ’ «-k .Q‘.‘
- ~ 2
S ~
. *
) . N X1
{Angther adjustment could be ndo to_xeflect tho buxden of

cxreditors. Since monetary liabilities are greater than monetary
inflation;. this typs of Mjusmnt is not’ lw hexe.) |
Several difterent types of mmmt; vhich make adjustments to

As sdjusted for
ourrent costs, the ratio

Ratio of Debt’to Equity™ = of total 1abilities to

(Nonfinancial Corporations) equity are reduced sub-
% — T stantially, as comparsd

with the historical cost
basis. But, even so,.

. the increase since the
late 1950's has been - *
subatantial -- some 48%
in the case of the histor-
ical debt-equity ratio
and about 30V for the.

_ current cost ratio. (If
debt is defined narrowly
©0 consist only of credit
market instruments, a
similar pattern results.
In this case, the histor-
1cal cost ratio has
increased about 64% since
the late 1950's with the

obL L il a1y Current cost ratio increas-
by about 47% over the
1955 1960 . 1965 70 178 9 Teriod.)

© Dut emohs tmtel obibaion.
oo lm-uw-m-nuu.
80 “Yimerise! sour” debt/smuity rare Mmuwm-‘m&
aprevietion spphed % head sarts. !w—.nwaﬁnmm

Ohed 18 haod e Frnrcet snrts ond lulehtnes 79 velved 51 Jook whves. . e

Y
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By any of the above

standards, debt has . ) Debtl-zquity? Ratios
increased substantially : (Montlnancial Corporations*)
since the 1960's. It has : ‘ t
tended .t exode the - - Histoxical Current
foundation upon which the o Costa - tostb
financial well-being of . N
the nation rests., A 1955-39 81.és 60.9% .
reduction in the infla-: 1960-64 88.6 67.8
tion, because it brings . 1965-69 103.0 76.7"
»ore advantage than dis- - 1970-74 121.0 9.1
advantage, surely would . : .
abate this problem to a * Calculated from Pederal
considerable degree, . Resexrve Board estimates
) of assets & liabilities.
But inflation is St -
. only part of the problem 1. Debt equals total liabilities.
engendered by rising A » ’
debt, By introducing 2. Equity is measured on the basis
another set of rigidities, . of: (a) historical cost,
enterprise becomes more : vwhich values physical assets
vulnerable to business at historical prices with
oycle changes, Important straight-line depreciation
in this regard is the applied to plant and. equip-
oconsideration that aight ment; apd,  (b) current .
be given to shifting the RE cost, which values physical’
‘risks and the rewards of agsets at current prices
enterprise to the owners ) with straight-1ine’
of capital. By equalizing depreciation applied to
the rewards to equity and plant and equipment. 1In
debt sources of funds by . both cases, financial assets
tax changes, the increasing and total liabilities are
brittleness and rigidity at book values.

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.
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, TABLES ON ESTIMATED GROSS AND MET GOVERNMENT AND PRIVATE DEBT

1

Table

1)

Te
A

a)

3)
4)

S)

.6)

7)
8)

9)

-. 8Subject
Estimated Gross Government and P:ivate Debt, by

. Major Categories

Batimated Par Capita Gross Govotnnpnt and Private
Debt N -l 1

Bstimated ‘Gross Government and Private Debt rslated
to Gross National Product

. Batimated Net Governnnne and Privata Dobt. by

Mjor categories
Estimated Per c.pita Net Government and Private Debt

Estimated Net Government and ﬂriva*e Dabt related
to Gross National Product

Bstimated rederal Debt related to Population and
Prices

Privately held Federal Debt related to Gross National
Product

Changes in Per Capita Real Gross National Product

' See footnotes at end of tables.

Office of the Secretary of the Treasury June 5, 1975
Office 6f Debt Analysit , . , .
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o e JRIVATELY HELD FEDERAL- DEBT RELATED 10 GNP
N - (DOLLAR AMOUNTS IN BILLYONS'OF: DOLLARS)

- GROSS FRIVATELY. RATIO OF YEAR TO. YEAR -
e o . «ATICNAL  KHELD =~ -DEBT TO  FRICE .
-DEC.31  .RODUCT(4) .DEBT(6) GNP -  CHANGES(7)
. 192 $ S6.7 $ 16.0 16.5¢ :
193 - 8J.1 15.8 . 19.0 -6.0 4 -
1931 £6.9 17.7 26.5 -9.5
193 £6.8 19.4 34.2 =-10.3 .
193, 0.3 21.9 36.3 0.5
193. . 68.6 28.0C . 40.8 2.0
A I O R
193‘ b?o ) 3606 41.8 ' .3‘1
N 193. 67.6 37.9 - 43.3 -2.8. -
193 4%4.8 40.1 42.% =0.5
194, 107.6 42.6 39.6 - 1.0
. 1941 - 1:?8.8 54.0 3809 907
- 194 179.0 95.5 53.4 9.3
194, 202.4 142.9 70.6 3.2
194, 217.4 - 193.1 €8.8 2.1
1945 196.0 228.2 116.4 2.3
194, 221.4 206.1 93.1 -18.5
194 245.0 199.1 -81.3 - 8.7
1% 26102 19200 7305 - 2.6 i
194 260.5 197.7 5.9 . =-1.8
1 311.3 196.6 63.2 5.8 .
195 328.2  193.1 57.1 5.9 -
195% 361.0 196.8 54.5 0.9 -
195, 360.8 200.9 55.7 - 0.7
195: : 37908 20402 5308 .004
195, 409.7 204.8 50.0 0.4
195. 4%3.2 199.4 46.0 . 2.9
195 438.1 198.8 45.4 3.0
1952 456.8 214.8 - 43,2 1.5
1 503.5 212.4 42.2 1.5
- 1961 2.8 217.8 40.1 0.6
196. 514.7 222.8 38.8 1.2
196, 611.8 223.9 36.6 1.6
196, 654.0 227.0 34.7 1.2
1 719.8 225.6 21.3 1.9
196, Ti2.6_ ~ "227.5 23.4 3.3
B SEe e me 4
u"—“ - b %9-:8-—:———.239. ....—.—2_3.7 .-.....-.-.».5.'.5.........
N -1971 1699.1 255.1 23.2 3.4
7 e M 2o
197  1324.0 2801 13? 12.2
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1) Ppivatc corporatc dcbt includes tho dcbt of certain
‘ Federally*sponsored .agoncices. in which thcre is no
;.longer any Pederal proprietary intcrest. The: debt
‘‘of the following ‘agoncies-are incluced’ bcginnxng
- . . these years: FLBs in 1949; FHLEs in 1951; PNMA-
~ .. - Becondary market operations, FICBs. and BCOOPg in

i::: . - 1968,  The total debt for thesc agencics amount to
- . $0.7-billion on-12/31/47, $3.5 billion or 12/31/60, -

K,$38 8 billiOn on 12/31/70, $59.8 blllion ‘on 12/31/73,
and $76.4 billion on 12/31/74. :

" - .2) fTotal Federal securities includes public debt ..
S ’vsecurities and budget ‘agency securit;os.

‘ 3) Per cnpita debt is calculated by dividxng debt
.~—=— -  figures by population of contcrmincus U, 8.
C Beginning 1949, populaﬁioh includes armed forces
overaeas. Hawaii and Alaska.

4) 'Implied lovel of GNP for end of yeax. Cnlculatcd
as an average of the fourth ana first calendar -
quarters at seasonally adjusted annual rates for
the years 1939 through present., Prior to 1939,
averages of two calendar year figures are uscd as-
the best approximation of Decembex 31 levels.

5) Borrowing from the public eouals _gross Federal
debt less securities held in governnént accounts,
" (a unified budget concept)..

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

7). Measured by all item -consumer price 1ndex, December_
- : _to December baais. o

8) Per capita debt expressed in December 1974 prices
(consumer price dndex for all items). ,

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

- -— L

Note: Detail may not add to totals bccausc“bf.:ouﬁdiﬁa.

X
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AFTERNOON' SRSSION -

“The CramMAN. The meeting will compe to order. I'liope that we will-
‘h&g@mc othiér Segtors pregent;in 'alf?ew minﬁmrMm%é to try
to move on schedule, I'm going to call op the Senator frani Massachu--
‘setts, Mr. Kennedy; We.are very pleased to have you with us, Please

'STATEMERT OF HON, EDWARD M. KENNEDY, A, U.S, SENATOR FROM
.'THE:STATE OF MASSACHUSETTS

. Senator Kennepy, Thank you very muéh, Mr, Chairman, L
It is an honor to be herei‘égii.‘n'{:his morning before this distinguished -
committee and to have the opportunity Qo,,geaafy on the pending
House-passed tax legislation and the questions of tax reduction and tax
reform now 'wait;i:ngifg;tion by the Senate. .., . . CC L
- T 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. ; N ‘

~_ Ibelieve there aré 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 exten-
sion of the tax reéuctions enacted last March. The economy is slowly
recoveri %ufmm 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 économy 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 new recession.. ’

There is broad bipartisan agreement that the 1975 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 ingure that this extension is enacted into law,
without further White House brinksmanship that is jeopardizing the
economy. . o S L

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 pro-
posal was untenable from the beginning, both in terms of economic
policy and on practical budgetary grounds. The economy needs to have

‘the tax cuts in #lace 3 weeks from now, on J anuasy 1,.1976, long before
fiscal year 1977 begins, And by.next May, under the con jonal
budget reform procedures, the first budget resolution for fiscal year
1977 will have been adopted, and the central issues of the appropriate
19.77} ];gdget deficit and spending cuts for the fiscal year will be
resolved. - .. - - : N

" 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 5-month extension of
current withholding rates would be appropriate as a compromise. But
such a step would be & tortured compromise—having little to do with



_ sound economics and the ierits'of. tax reductions, Taspayers dught to
" e able to plan ahead. The credibility of both Congress and the sdmin-
istration will stiffér afiother blow, if next spring finds millions of ordi-
.nary tag:ﬁyérq';faclng yet another routid of needless uticertainty gver
" theil withholding rates and take homé ny for the rest of 1976,
< "My view, especially in light of the President’s adamant resistarice
yesterday, to even the reasonable compromise on withholding, is that
‘Congress should enact, the full year 1976 tax reductions now, and then
- override the Pregident’s veto if it actuslly materializes.-And we should
put the administrdtion’s $28 -billion* spending -cut ‘proposal out to
pasture with the WIN buttons, the 1974 tax increase, the opposition
_to New York aid, andall the other examplés of g;ehi_storic economics
and non-negotiable demands we have suffered -from the administra-
tion over the 16 months, ~ A R
The second basic principle to guide us is the remarkable achieve-
-ment of the House of Representatives in enacting what I regard as
the most‘siFni_ﬁéant beginning on comprehensive tax reform since 1969
and possibly since 1954. For too many years, Corllgress in general and
the Senate in particular, have been the graveyard 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 years to deliver on the promise
of tax reform., A o ‘ |
In some ways, the lateness of the present session may be a blessin
in disguise. If we had a little more time, we mi%‘ht 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 oit the House-
gassed extension of tax reductions as a separate measure for imme-
iate 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 re{)ort these tax reform 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
ific 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 on 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 834-35 and 314-107, the
House of Representativés voted, respectively, to reject a weakening
amendment to the minimum tax and to adopt a significantly strength-
ening amendment. o '
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- sands of wealthy taxpayers are able to use the looph .
. law to avoid large amounts of taxes they ought to:pay, or even to avoi
 payihg any tax atall. . e ‘ SRR R
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The reasons for delﬁy onothé‘rtax veforms do’ noﬁa&gﬂly t})the
: X y Sen “veform,
- I urge that it'be included in the bill the committée sends to the Senate, -

minimum tax, The Senate ig thoroughly familiar with
a8 a first installmént on more significant tax :reform to come next,
nEs Ut s oe e Cor PR B TR o

Sprlng-"‘ " oL v e L T . : . }.’._: e 1. Bl
,As the chairinan is aware, the minimurh tax is the imaginative tech-
* - nique enacted by Congress to ingure that all citizens with substantial

‘econoniic income pay at least some {ax, regardless of the various loop-

~ holes and deductions that might otherwise reduce theit tax. The goal

of the minimur tax was to end the flagrant inequity. bly which thou-
oles.in existi

also urge the committee at this time to amena the- pendmglegls-

. lation to include & prdvision for the taxation of capital gains at death.

The existing loophole discriminates in favor. of persons who be-
queath large amounts of accumulated wealth to others in the form of .
capital 8. And it discriminates 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 on to their heirs is the remainder left after
income taxes have been paid.

The unfair advantage created by the capital gains at death loos-
hole is obvious. Often, the preference is worth hundreds of thousands
or even millions of dollars to wealthy taxpa{ers 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 capit:tlegains at death is @ strong incen-
tive for taxpayers to retain appreci prolperty until death, 1n order
to take advantage of the loophole. As a result, capital assets are locked
in; Qa;sayers are reluctant to sell such assets, because they will be
requis
preference, Congress could unlock billions of dollars for future invest- .

- ment in the Nation, dollars that are now frozen because of the unde-"

?wid tax advantage that come into play when property is held until
This reform I favor is not a large revenue raiser, at least in the early
Kears; the so-called tax expenditures for capital gains at death is $4.5
illion, 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 1978, rising to $660 million
in 1985, when the various provisions would be fully phased in.

Too often, in the current capitel 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 rates for capital gains, But we hear very lit-
tle about the need to eliminate unfair and uneconomic existing sub-
sidies such as calxlaita,l geins at death. It is time to close this loophole,
which impairs the flow of capital and makes & mockery of the prin-
ciple of equity in our tax laws,

to pay an income tax on their gains. By reducing this tax -
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- Mr. Chairman, a8 L have come tie lax reaucuon ,

,szonsoftheHouseb assssenbiaiﬁscﬁ licy tonaintain the b
6f the economy. B ult%lthsrs four. arg)s o% "the tax% ‘where 3
believe the committee ul cons;‘ot(- . O ‘
in and the mﬂn\‘ft&ewxlltsk

thFlstr:t, ¥ ‘mmryw”ﬂ%gnt ntii t.h OW-ific rea;t, Gwork bonys,”:
e n continye the Jow- eome ¢ or “wor. .
nwtegs last :March. 'l‘he J for Iow-moou;’xe
workers is'a glanng omission: 1n the I-Iouss t is enoxll'fh to
say hore that thg omission almost certainly occ use
was defemng oni this imiportant questlon to the d shed chair- .

_man of this commlttee, w hss pursued the i 1ssue 80 eﬁectwely m the

Senate..
~ Although the work bonus has been an mporhmt mnova.taon in the
tax laws, its eﬁeot has been blunted to a serious extent b ﬁy the action of
'HEW and many States in treating the credit as an ofiset to benefits
under the me(hcald, AFDC, SSI, and other Federal and. federall;
assisted income security progmms. In adopting the work bonus,
would urge the committes to remedy this defect, as the House did, by
requiring the work bonus to be dlsmgarded in determmmg ugl lilt.y
for such assistance programs.

Second, with respect to the md1v1dual tax reductions, I would urge
the committee to substitute a flat refundable $50 or $55 tax credit for
the complex :formula proposed to the House. The House bill offers a -
2-percent. credit on the first $12,000 of taxable income, or a credit of
$30 for the taxpayer and each dey pendent, whichever is r. Itismy
understanding that a credit of approxlmately $50 could be substituted
é({r téhg 1]I-}louso bill thhout csumng o,ny addltlonal revenue loss at about

0 on

The currenb House a.ppmach is no more satlsfaotory t.ha.n the defec-
tlve rebate with minimums and maximums enacted into law

beheve tha,t 8 ﬁa,t $50 credit is adva.nta,geous for several

neaso
It keys the rebate to the gize of f taxfa.yer’s fomlly. Underthe House
bill, for example, taxpayers at the $12,000. income level will receive
the same $240 rebate—$240 if they are s ]lgle persons, $240 if they are
married couples, $240 if they have no children, $240 if they have one
child, $240 if they have two children, and still be the same $240, even if
they have three, four, five, or six children.

he House version obviously discriminates unfairly against mar-
ried taxpavers and taxpayers wnth children. At this i moome level, the
alternative $30 credit comes into play only if the tsxpayer has seven
~children or more,

By contrast, with a $50 pe c})erson credit, the revenue. loss would be
the same, but the credit woild produce & much fairer distribution of
the tax reductions between sing persons and families at the same in-
come level. It would also provxds more substantial tax relief for per-
sons at lower income levels. But most important, it would end the
gousie bill’s surprising discrimination against the average American

mily.



v, Third, with: reepect €o'the inyesfment oredit, L urge the;committee
- 46 adopt-a provision ¢o inorease:the 10-percent investment, credi oW,
mtpg tax:colle ahd in the House:bill to:16. percent for a gt:ﬁmzqr\é
amount of investment that exceeds, the taxpayer’s average investment
overithé § proceding years: The propoéed shange wow'd provide a
-iinportant additional antirecession and anti-inflat tive to busi-
,nessy by rewarding firms that.continue 40 grow., & <o oo 0
"+, A major drawback of the flat 10-percent investment credit in current
“law ig that it is no incentive at all-for many firms—rit-is,simply a
tax windfall that rewards theny for investments they wmild'-bemakfng,
~anyway. A “net new investment” credit has an important advantage;.
_ it rewards only tliose firms that dre growing, and 1t encourages grow-
-ing firms to engage in even greatér growth. . gl
V mﬁ’he cost of%ﬁe. proposed legislation is estimated at $500 milljon in
1976, which-is & modest price for what I regard as an important lon%;
run innovation in the tax laws and a helpful stimulus.to real growt
in’ our economy. ‘' - - R A
. Fourth, with respect to tax reductions for small business, I urge the
_¢ommittee to .modify the House-passed provisions dealing with the
corporate surtax exemption, so as to.tailor the $2 billion in tax relief
more effectively to help small business. ;- ;. 7 : v
The House provision continues the present 20-percent {ax rate on
the first-$25,000 of taxable business income and 22 percent:on the
second $25,000. But since the tax benefits designed for smaller cor-
orations are also available to all other. corporations, including the
ation’s business giants, much of the tax cut designed for small busi-
ness .goes -instead of the Nation’s larger enterprises, Yet the vast
majority .of the Nation’s small business are at the bottom of this
income scale—625,000 corporations have taxable incomes of $25,000
or less, and another 97,000 have incomes in the $25,000-$50,000 range,
compared: to" much smaller numbers of corporations with larger
* Given the current budget ¢onstraints, perhaps the most promising
agproach, for tailoring dtﬁese benefits to small business would be to
phase out-all or part of the surtax exemption for largée 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
: witil the increase phawd out for larger corporations to minimize 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 them. ~ :
It is time for Congress to insure that small business tax.relief is
g:nuinely directed to small business, and is not siphoned off for the
nefit of large coxf‘gloratibns that do not qualify for such relief under
anly‘: reasonable definition of small business. .
inally, of the $13 billion in individual tax cuts for 1976, the House
bill makes $2.9 billion germanen‘t, and $10.5 billion is made temporary
for 1976 only. Obviously, 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 Co for the
1976 elections. Conceivably, Congress will find itself dealing with tax




0’

cuts £Or the: fourth time'in 18 months. Such ~sp0p»a§d~%: tax laws are
-not wise ]iolxdy,-" ‘Thefe is'ample economio justification to make all the .
individua] tdx outs pérmanent now at their 1975 levels, and I;;urﬁe»
‘the committee to consider this: course as an alternative to .the split
timing reductions in the House bill. . . o oi g -
" In sumy Mr; Chairman; what I'am agroﬁ?qmg‘:bo the committee is a
combinatior f measures thit will enable the Senate t6 deal effectively -
and ‘fairly with the vital igsues of fiscal policy and tax reductions,
while preserving the significant opportunity we.now have to make &
meaningful 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, - © = oo .0 o LT o
- Il aggi\}nanimous consent that a fuller version of my statement be
melu ) L I ! ?«“{.‘\4”: . ‘ . -
The'CaarMAN. 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 this tax
c. - T o .o

Now I'think 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 a8 many of them are, that makes
it more difficult for us t6 override that veto. You get a few people who
are against this feature and a few against that feature, and that adds
to the votes aghinst the veto. So that if one looks at the votes on the
House side, maybe some f)e_oplé would think that a veto could be
sustained but that is largely because a lot of those people are voting
against some of these provisions that the 8ponsors 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 1 am 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 ho’pe 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 hope 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 KeNNeny. My 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.

1 See p. 04,
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;'Y ou snd T have debated thet, issus on a humber,of different occasions, -~
.. and-the Senate has voted on it frequently'and with intreasing su ::R »
s e e byl n | squnty e

ttee will congider the oapigalat
made wit

7 death proposal and the-various modifications that I made with regard - . -
" "4 the stems, whiich Joir are very familiar with, namely the irgvesir’ffént R

credit and the work bonus and the $50 credit.

-1t soems t¢"me, Mr. Chairman, that with,the extraordinady voté in - -
the House of Representatives to mgmen he minimum tax, the pro- .

m\lghtﬁ 'b8 part of the Senate’s action. The-Ways and Means - .
ittee. voted to deny only half of the deduction for taxes. paid,

- butithe .full:House strengthened:that:to deny. the whole deduction::

" That was passed by virtuslly a three to one msajority in-the House.

i DA t hl]:?Zy own view is that, at least with the minimum tax; we'should use

gggrtunity' to enact this important reform.

: 0 L
- .. 1 think that there is a sufficient awareness and understanding and
- importance of at least a bare minimum step on tax reform by the -
. American people that we would actuallj be In a stronger position to
" override the veto than a weaker position. - -~ = -
.~ So I would hope that that feature would be necessarily included in

g

any event.

. The CuamrMAN. Well I have to draft‘ that minimiﬁn tax and I'm

convinced wé can draft a much better tax than that, That'is an add-on

. tax; and add-on in addition to what you are paying. It seems to me
~ that the minimum tax should be an alternative. :

In other words, have a simple method_of comﬁﬁting how much we
think you made the way your banker would look at it if you wanted

“to borrow money. Then if you didn’t pay as much ag 20 or 30 percent
. of that figure or 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. : ) o

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 suggestions and even improve on some of those that
you are ma a.si ’ :
- Senator Haskell? :

Senator Haskerr, Thank you, Mr. Chairman. )
Senator Kennedy, you spoke of course on the minimum tax, My view
is that the minimum tax 18 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 {'our staff would take a look at a bill I
have introduced, S. 512. This bill actually abolishes the minimum tax.

——
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e ‘Thé reason it does'that, is because it starts with repealing 27 sectionsof . ..
"-the Internal Revenue Code and. then repeals others er on and
-7 then it goes back to the simple proposition of let’s tax income. . - .
‘= - Ihave a friend—and I realize I'm making a speech and not asking ~
a question but I will at the end—who has practiced tax law. for about E
80 years. His legal philosophy is somewhat to the right of almost any
member of this establishment. He made the observation to me the other
. .- day'that: “Boy, the Internal Revenue Code is really an absurdity. We
< . start out with a priniciple that we tax-on a progressive basis and then
wo do everything possible to erode the progressivity of the income tax .
- law.” And I don’t know, Senator, whether you would generally agree
with that thrust but I might ask for your comments and—— g

- Senator KennNepY. The chairman of the committee probably remem-
bers a proposition made by the inajority leader some 3 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
T 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 we have done virtually nothing to control tax nditures
which have been growing dramatically over the last 2 or 3 years and
which continue to grow. - e

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 n:(iuim 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 hes pointed out, it is going to
be & Herculean task. I don’t see that in the wind at the present time.
The purpose of the minimum tax was.to put 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 a way as to make it a sieve under a sieve. o

Until the time comes when we are able to give the kind of thought-
ful review required by sound public policy for-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 t”?e done in terms of policy toward the tax preferences which
now exist. - o

- " Senator Haskerr. 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 if.the Sena-
tor would look at it—— , :

Senator KENNEDY. Fine.

The CHAIRMAN. Senator Packwood { ‘

Senator Packwoop, 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 p 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.

/Y
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- Senétoi' HASKF.Lf. ‘Well maybe it is, Bob. The hildédphy 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 in

.ta ask for a special treatment because other people, entirely different,

had a special treatment. This goes on ad infinitum. ‘nd all I am try-
ing to do is end this pyramiding of tax subsidies ... far as the com-

. mercial transaction is concerned. You see my bill doesn’t touch such

oesn’t touch mortgage interest. But as far as
commercial transactions go, it tries to tax incomeé as under normal ac-
counting practices. :

Sdeng,t.or‘ Pacrwoop. Eliminating things like the investment tax
credit? - ‘

Senator Haskerr. It would eliminate the investment tax credit and
accelerated depreciation and that sort of thing, = = . .

Senator Packwoop. On your new sug, estef minimum tax would you'

things as most overalge ({)eopl_e use, such as the charitable deduction. It
t

" just tell me how it would work if you have $100,000 of income from

municipal bonds and no other income but just that ¥ How do you figure
your mimimum tax would work ? I don’t understand it.

Senator Kennepy. 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. - ‘

. Senator Packwoop. Well let me ask a few questions to see if T 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 understand how——

Senator KenNepy. 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 Packwoop. 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 Packwoop. 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. , T

Senator KENNEDY. There are a number of them listed in the Internal
Revenue Code. :

Senator Packwoop. And you make no effort in your bill to change
the ﬁrefer_ences? You simply change the method of computing the tax
on the preferences?

Senator KExNepy. Yes: Basically we are almost going back to what
was initially reported out of the Finance 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 Packwoop. Why not include municipal bonds in the
preference ¢ : 4 :

Senator Ken~Nepy. Well I think there are substantial policy reasons,
apart from tax golicy relating to the consequences for the municipal
bond rlnarket and the ability of State and local governments to raise
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

63-992—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 Packwoop. I have no further questions.
The CramuMAN. Thank you very much, Senator Kennedy. We will
certainly consider your very thoughtful presentation. ‘

Senator KeNNepY. Thank you very much.
[The prepared statement of Senator Kennedy follows:]

TESTIMONRY OF SENATOR EpwArp M; KENNEDY

- It 18 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 Presldent’s most unreconstructed economie
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
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 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 flscal 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, tbere 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 celling—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 the rest of 1976,

My view, especially in light of the President's adamant resistance yesterday,
to even the reasonable compromise on withholding, i{s 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
2ggimsrthe best opportunity it has had in many years to deliver on the promise

reform. .



i

o

In some ways, the lateness of the present session may be a blessing in disguise.
I we had a little 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 a session, as in 1069 or 1971, is
unsatisfactory, The present schedule leaves us no cholce 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
tmportant sections of the bill.

TAX REFORM

I do believe, however, that the Senate ought to vote on at least two specifie

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 on the floor several 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 nnderlying 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. N
—-As the committee is aware, the minimum tax is the imaginative technique en-
acted by Congress to insure that all citizens with substantial economlc 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

_Jloopholes in existing law to avoid large amounts of taxes they ought to pay, or

even to avold 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 109 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—prineipally 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 1978 tax year make clear, there are still many extremely wealthy
individuals who pay no federal income tax at all. According to these flgures, as
the following table indlcates, the ranks of “zero taxpayers” included seven indi-
viduals with incomes over $1 million who paid no federal income tax in 1978;
there were 8,000 persons with incomes over $50,000 and 10,000 persons with {n-
comes over $30,000 who paid no such tax.

Zero
Adjusted gross Income class - taxpayers Cumulgtln
Over $1,000,000. .. -ceoeeoeennenenananane _ 1 7
,000 to $1,000,000 15 g
1000 to $500,000.. - - 142 1
mogg%h 00,000.. .~ : . 2 3& 3 6‘33
Zooocg30.600..‘3.'122222222:2:IZZZZISIIIII.’ZIZZZIIIZI.’IZIIIIIZIIZZIIIIZ'ZZZZI 7,312 10, 400
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And these ’ﬂgﬁies are only the tip of the iceberé. 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 varfous 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-
portant 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: , i

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 14th 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 DEATH

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”—the syndicated tax shelter mechanisms, and capital gains at 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 18 both possible and desirable for the Senate to deal
now with capital gains at death, T ‘

Last September, X introduced legislation, S. 2345, 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 falr 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 & subsequent sale are measured only from this basis.

The loophole for capital gaing at death 1is, 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 capitsl 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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ciriminates 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 on'to their heirs is the remainder
left atter income taxes have been paid. :

The wrifair advantage created by the capital gains 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 appreclated 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” éffect. 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 averaging provision
swould be applied to reduce the burden on gains subject to such tax. And, to prevént
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 he 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
House bill as essential fiscal policy to maintain the health of the economy. But
titere are four areas of the tax cuts where I believe the Committee should
consider specific modifications:

Pirst, T 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 absence 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

orcurred because the Hounse 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 bhonus has heen an important innovation in the tax laws,
its effect has been blunted to a serious extent by the action of HEW and many
states in treating the credit as an offset to benefits under Medicaid, AFDC,
SSI and other federal and federally-assisted income security 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
eligibility for such assistance programs.

Second, with respect to the individual tax reductiong, T would urge the Com-
mittee to substitute a flat refundable $50 or $55 tax credit for the complex .
formnla proposed by the House. The House bill offers a 29 credit on tlie first
812,000 of taxable income, or a credit of $30 for the taxpayer and each dependent,
whichever is greater. It Is my understanding that a credit of approximately $50
coitld 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 flat $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 it 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 rellef 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 18 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 1976 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 109 investment credit now in the Tax Code and in
the House bill to 156% 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 109, 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 6% on the investment tax
credit would be avaijlable to firms that exceed their prior growth record. The
extra 5% credit would provide an immediate antl-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 109, 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 109, investment
credit for its investment in new plant and equipment. But firms that exceed their
prior three-year average investment will qualify for a 5% bonus, or a total credit
of 159% 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 tatlor the $2 billion in tax relief more effectively to help small busi-
ness.

The House provision continues the present 209, tax rate on the first $235,000
of taxable business income and 229, 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 glants, 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 gcale—625,000
corporations have taxable incomes of $25,000 or less, and another 97,000 have
.incomes in the $25,000-$50,000 range, compared to much smaller numbers of
corporations with larger incomes.

A number of glternatives 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 business tax reforin. Congress is beginning to reach a deeper
understanding of the economic impact of tax changes on small business, and I
belleve We can do a better job on these provisions before adjournment.

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 corpor: “‘ons. Given the current budget constraints, perhaps the most
promising approach for tafloring 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 rellef 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 rellef 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 $18 billion in individuval 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 itseM®
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-
tﬁ) consédtlar this course as an alternative to the split timing reductions in the-

ouse bill.

In sum, Mr. Chairman, what I am proposing to the Committee {s 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 meaniugful downpayment on tax reforrh.
I look forward to the report of the Committee, and the enactnient by the Senate
of legislation that fully meets these goals.

The Cuamman. I would like to call a witness from the American
Telephone & Telegraph Co. Is that gentleman in the room? His nama
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 T 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 the law 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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Ts 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. Fuint. 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 wourd 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 CuarrMAN. You can’t have your cake and eat'it, too. That is.
included in these amendments that you are talking about ¢

Mr. FuinT. That is included.

The CHairMaN. Now would the same problem apply with regard
to most regulated public utilities like the electric companies and peo-
ple of that sort ? :

Mr. FrnT. 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 is 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 redetermination, 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-
mum in the latter instance, there ought to be a deduction.

The Cuarraran. 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. L.oNg,
Chairman, Commiltee on Finance,
U.S. Senate,
Washington, D.O.

DEaR M. 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 19
investment tax credit, as provided by Section 48(a) (1) (B) of the Internal
Revenue Code. These obstacles, which are essentially technlcal in nature, are
-enumerated below. ’
-~ 1. Special problem for Utllities.—Under present law (i.e., Section 46(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 109 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 19 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
would 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 .
the 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 Tawx 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 flles its return based on
the amount of qualified investment claimed at the time it flles 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 i1s determined
to be entitled may be lower than the 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 Internal 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-
vestment tax credit actually contributed to the BSOP, unless bad faith on the
part of the taxpayer ean be demonstrated.

3. Audit Redetermination of Additional 19 ESOP Ta» Credit—A similar
problem is 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 Redue-
tion Act of 1975 fails to provide for any adjustment in the treatment of ESOP
contributions in such a casé. Here again, the company would be put in the posi-
tion of having issued stock withont recelving 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 19, ESOP 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 ESOP trust of those
expenses which are attributable to trust administration of this 19, tax credit.

If these four problem areas are not corrected by remedial legislation, American
Telephone and Telegraph Company does not belleve it Is practical to elect the
ESOP tax credit. -

Respectfully submitted,
- R. N. FLINT,

Yice President and Comptroller,
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The CrarrMaN. T 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, woulg we not ?

Mr. FLint. 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
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 CrAIRMAN. Senator Haskell.

Senator HaskerL, I wonder if you could explain to me a little of
your problem. As I understdnd the extra 1 percent, ESOP gives you
aright to take some other additional percentage, normally investment
tax credit? I forget what you—— '

Mr. Frint. No, Senator. The way it would work is at the present
time you are entitled to take 10 percent. If you so elect, you may 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 HaskeLL. 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. Frint. That is correct. -

Senator HaskeLr. And your problem is basically the utility regula-
tory ﬂowthrm’lﬁh ?

Mr. FrinT. To give an example, it might help.

Senator HAsgELL. Yes, sir. '

Mr. FunT. 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 the $10 onto the customer as well.

Senator HaskELL. Basically you would have to pay out the 1 percent
twice, is that what you're talking about ?

Mr. FrinT. Yes, sir.

Senator Haskerr. And if T understand it—well, T can understand
the problem where you have an immediate passthrough on a regula-
tory commission, but the same problem pertains when you have &
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passthrough that—well, let me ask you this: Is it over the life of the
part;(%ular property or i8 it over the life of the accumulated invest-
men |

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 throuﬁh over 8 years. If it
were 15 years, a 15-year groperty,.it would be flowed through over 156
years. We are talking about the 1 percent and that would be used

immediately to buy stock to give to the employees, but you would still
have the liability over the 8 years or the 15 years, or whatever, to
pass it back over,and then you don’t have the dollar.

Senator Haskerr. Thank you. I think I understand.
. The Cuamrman. 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.O., December 10, 1975.
Hon. RusseLL B. Loxg,
Ohairman, Committee on Finance, U.8. Senate, Dirksen Senate Office Building,
Washington, D.O.

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. 10812 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; (8) extension of the restructured
corporate income tax rate and surcharge exemption as currently in effect; ( 4)
broader and fmproved 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

--t0 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,



3

10 -

we recdmmeud approval of House action to continue tax reductions enacted in

the Tax Reduction Act of 1075 as well as congideration 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 post-
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 Investment Taw 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 than in the
uext session of Congress. While the present 10 percent investment tax credit provi-
.slon 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.

_/Restructured Corporate Rate and Surcharge Exemption; Rapid Amoritization

As to other business tax items, we urge that there be a continuation of t\he
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 néeded to upgrade
and protect the general and working environments under the Clean Air Act; 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 misiead the Congress to con-
clude 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
“the 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-
nomie 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 is our view that the Congress has not been sufficiently aware of this situation
anad the urgent need for remedial action,

Corparate Rate Reductions
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 subject, may reach crisis proportions in the not too distant future.
The effect of inflation has seriously aggravated the problem. One step in the direc-
:Ion Oft buttressing capital resources would be a reduction in the corporate income
ax rate,

VAl
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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 inctuding
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 intcome tax brackets. We turn to that subject next,

Reductions for Individuals

We endorse a continuation of the tax reductions for individuals enacted in
1975. This is especlally 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 fromn 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 ner-
sonal income taxes. Real estate taxes, excise taxes, so-called county surcharyes,
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 iIs 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,
President.

[Whereupon, at 2:15 p.m. the committee adjourned subject to the

call of the Chair.]



