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.an enclosure ~- I have not had a chance to study it and give

EXECUTIVE SESSION

)

TUESDAY, MARCH 13, 1977

United States Senate,
Committee on Finance,
Washington, D.C.

The Commiftee met, pursuant to notice, at 10:10 a.m.
in room 2221, Dirﬁsen Senate Office Building,'Hon. Russell
T. Long, {Chairman of the Committee) presiding.

Present: Senators Léng, Byrd, Ribicoff, Nelson,
Bentsen, Hathaway, Haskell, Matsunaga, Moynihan, éurtis, “
Hansen, Dole, Packwood, La#alt, and Danforth.

The Chairman. The Committee will come to order.

I would think that the first order of business should
be to vote.on thése nominations that are pending before the
Committee. I announced that we would vote on them today.

I know of no question about Mr. Morris, Mr. Thomas D.

Morris and Ms. Arabella Martinez. Senator Talmadge sent me

it the attention that it deserves. He does have some question
with regard to the Champion nomination.

So I would suggest, if there is no objection, that the
Committee should voté to confirm the nominations of Mr.

Thomas D. Morris and Ms. Arabella Martinez for their positiong
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in the Departmen£ of Health, Education and Welﬁa:é and
that we wait on the Champion nomination until Senator Talmadge
is present to discuss it with us. If there is no objection,
then that will bé agreeéfto.

Mr. Stern?

- Mr. Stern. I wanted to mention this item listed as
number four on ghe Committee Agenda. It is pretty much pro
forma, but sométhing that is reéuire& by the budéet process
in order for the éenate to be able to act on the tax cut
bill.

What I‘am referring to is, after a budget resolution
passes the Congress, the amounts in the budget resolution are
allocated to each Comnﬁttée. Then the Committee has to file
a report of how they are going to use them, program by
program.

You ﬁéve before you a sheet that is headed Allocation
for Amounts Allowed in the Third Budget Resolution for
Finance Cormittee programs dated March 15th. It is in the
material in front of you. -

On the back of that sheet, it shows what amounts the
Budget Committee assumed for budget authority and outlays
for the programs undervthe jurisdiction of the Finance
Committee.

Mr. Chairman?

Senator Nelson.

The Chairman. Senator Nelson?
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Senator Nelson. If I may interrupt momentarily, I will
not be able to be here this morning, nor tomorrow, because
I am working with staff on the formal analysis of the Ethics
Committee Repoft.which we are taking up on Thursday; so I
will leave my p?oxy on certain issues with Senator Haskell.
My query is on thase issues on which T have not left a
proxy, if they come up, will the Committee be polled on roll
call votes on éhy other issues? .

The Chairman. I would like to, Senator if you would
leave us just the telephone number of extension number of
where you éreywe will txry to conﬁact you and announce your
position immediately as we can. Is that all right?

Senator Nelson. On:those on which I have given a proxy
to Senator Haskell, that Qould be easy enough; but if it were
an issue tha# qulraiséd that I have not thought about, I
would like an hour or so at the end of thé date to cast a
vote, if I may.

The:Chairman. All right.

. Senator Byrd. Mr. Chairman?

The Chairman. Senator Byrd? = ~

Senator Byfd. In that same connectidng I assuﬁe the
Committee will not be marking up the tax bill this afternoon
because there is legislation in the Senate today that some
of us would have to:be there for.vl

The Chairman. I believe that several Senators have
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problems, including the fact that the Senate is meeting,
so I am not going to try to hold us to an afternoon meeting.
I do think we should try to do what we can this morning;

Mn.séern?'

Mr. Stern;. The amounts shéwn on the table as being the
Budget Committee assumptions in fact accomodate what the
Finance Committee recommended to the Budget Committee late
in Jaﬁuary. }What,we are recommending to the Comﬁitte; is that
the allocation report ' . the Finance Committee files simpiy
use the Budget Committee assumptions based on what the
Finance Committee recommended in the first pléce.

Basically, it is somgthing that you have to do procedur-
ally under the Budget Act in order to take up the tax cut
bill when you want to on the Floor.

* The Chairman. Not knowing any better how we would do it
than that,~I would think we might just as wéll.go ahead and
recommend it this way. If someone wants to make some sugges-
tion, we would be happy to entertain it.

Senator Danforth. Mr; Chairman, if I may inquire, under
;he stimulus proposals, special payments and refundable
rebates, how locked in are we to those speéific iteﬁs?

Mr, Stern. We can certainly be more specific abou;
what is called for. If you like, we can simply delay filing

this report until the Committee has completed its action on

the tax cut bill.

-4




¢ o

4

¥
#

10

11

12

13
14

- 15

16

A7

18
19
20
21

22

23

24

25

1-5
The only importance of thisurapchtiis that parliamen-

tarily this report must be filed in order to take up the
tax cut bill. |

If you want to, we can éimply wait and we can file it
at the time yoﬁ:complete your actions, so we will know exactly
what the label is.

Senator Danforth. Or simply aggregate those two sub-
figures, or delete the breakdown?i |

Mr, Stern. We can do it in a wayﬂthat will not present
any problem.

The Chairman. Can we just hold this matter up until we
file the tax cut bill?

Mr. Stern. You can.. Actually, Mr. Humphreys points
out if you simply add those two numbers tpget&er, tﬁen theré
will not be any guestion. Wé‘spell it out here to sho you
w hat the Budget‘éommittee's assumptions are. You do not have
to use the same breakdown« |

Senator Hansen. Wpich two numbers?’

' Mr. Stern. In ihe nmiddle of the page there is an
item,_“Stimulug\Prpposals, Séecial Payments, Refundable
Rebates." o

The Chairman. We would be better off to accumulate
those figures. Without objection, we will agree with Mr,
Danforth's suggestion and add those figures together.

You can put an asterisk and explain what that means.
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v

Mr. Ste?h; isgce&nﬁsay something in the narrative,ﬁi%hn

I M L e v

{ﬁét-chaﬁééfﬁ I cannot see any reason not to file.

The-Chai¥man. Without objection, we will file it.

Do yéu kndw of any other matters we should bring up?

Mr. Stern,. The next item is the tax cut bill.

fhe Chairman, All right.

Mr., Shapiro, I think you would probably know best about
presenting tﬁis to the Committee, since you have'been‘through
the same exercise on the House side.

I would suggest that you go about explaining this to the
Committee and-help move us to tﬁe point of making i?me
decisions in the way that‘most appeals to you, reserving the
rightAofseve:y Senator to make suggestions and amendments
as we go along. |

Mr. Shapiro,l It may be helpful if I begin with an over-
all summa:§ of the program that is the Administration's
proposal and what the House did to it in a brief summary
fashion, and then going into the budgetary effect from the
standpoint of the current resolution, then we will go through

What you héve before you is a series of pamphlets that
the staff has prepared. The first one that I am referring
to is the one that says, summary of H.R. 3477 as a heading,
the numbered pamphlets go through the economic situation,

pamphlet number one. Pamphlet number two is the individual
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tax reductions part of the bill. Pamphlet number three
deals with the business tax reductions. Pamphlet number four
is a summary of the testimony of all the witnesses that
appeared,ﬁefore the Committee as well as all of those who

had written stééements but:who Aid.not'testify.

We have summarized all of those in an outline. If you
lock at the Table of Contents, it is outlinedué&.thevarious‘
aspects of the biil. If you take the first pamphlet summary
of H.R. 3477 and turn to page 11, that may be helpful to
start as an outline of what the Administration has suggested
and what are the Wafs and Means Cbmmittee changes.

Let me just say on page 10 that Table 1l is the House
bill -- I thbught it would be better to gtart off with the
Administration proposal anaehowing you what the House did.

One point under the Administration proposal is the

* refund. The Administration proposed a $50 refund for every

taxpayer.A It is a refund of taxes of $8.3 billion, so all
those who paid taxes would get a refund of $50.

. The next line, there is a refund in;excgss of tax
iiability. Some people who &id not pay~arr their taxes who
would get a refﬁn& in excess of that amoun£° For example,
a family of four would have $50 times four members, would
be $200. If their tax liability, they only paid $125 in
taxes, nevertheless, they would now get $200, $75 in excess

of the taxes they actually paid. That is treated as a refund
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in excess of tax liability. That is the $1.3 billien in &hat
table.

There are two criteria that determine those who can
get refunés in excess of tax liability. The first category
are those who are eligible for éhe,earned income credit.

As you may recall, the earned income credit-was enacted in
1975 which gave a 10 percent credit for the first $4,060 of
earned incomé. That was phased‘ouﬁ?for taxpayeré betwéen
#4,000 and 58,000; so taxpayers who made over $8,000 would
not get any credit, - }v‘v e RS ;;:v*ﬁgggg;“_'

Once again, they would get an amount in excess of the
tax liaﬁility;;jEEZEEQAémépistration.allowed a refundable
rebate for tbose who are eligible fgr-the earned income
credit. |

In order n@t.to h&ve a notch -- this is the second
category I.am dealing with now -~ for tho#e taxpayers who
may have $8,001 to get no refundable credit, the Adminigtra-

tion proposed allowing a refundable credit for all of those

who are eligible for earned income credit, except for the

fact that they may have income above $8,000.

Therefore, as long as a family maintained a household

‘with dependent children and had earned income, they could

r

get a refundable cash rebate even though they had more
than $8,000.

This means that those families who would not be eligible
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for refundable credit, would esgsentially be those who did
not have children. A husband and wife, for example. They
are not eligible for earned income credit. That is a big
category. of thoée who could not get a refundable credit.
The Chairmén. Let me see if i understand it.

- You are talking about a husband and wife who are not
eligible for the earned income credit because they have no
children. Are'you saying that‘they would get the $50 tax
credit even thougﬁ they paid no tax?

‘Mr. Shapiro. They would get the $50 only to the extent
they paid taxes. They could not get an amount in excess of
the tax liability.

The Chairman. Assum;ng they paid $35 in taxes, that is
all they can get? .
Mr., Shapirég» That is correct.

The.néxt.category are payments to Social Security,

8SI and Railroad Retirement beneficiaries. This is essentialll

the same provision as the 197 Tax:Réduction Act. It would
give a $50 payment to every beneficiary and Social Security
This is thé Administration proposal. It is a éne time,
1977, fiscal year '77, reduction of $l;.4 billion.
Let me go piece by piece, and I will show you what the
Ways and Means Committee did to the refund portiocn of the

Administration proposal. If you loock down at the bottom of

g
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the page at the Ways and Means Committee changes, the reasanitf’
is the Ways and Means Committee, not the House, because the
House did not pass the bill until after you held hearings.
We publisﬁed this pamphlet in time for your hearing, so we
did not know what. the House wouid do on the Floor. Essen~
tially, this is the House bill.

The first thing the House did was to provide a phase-out.
They said that the refund would not be available for those
who made above $25,000, a phase-out between $25,000 and
$39,000.

All of those taxpayers who had income of above $30,000
could receive no $50 refund. Those who received between
$25,000 and $30,000, their refund would be phased down.

For example, if a famlly had $27,500 of income they
would get ocne half of the rgﬂuncf » They would get $25 rather
than $50.

| The second item was elimination of double payments.
The tax was very much concerned that many people would

get.both a tax refund, a $50 refund tax liability, and were

] o SR

.alsoon the Soc’ial Security ro¥ls. They would” get a -

$50 Social Security payment and a $50 tax refund and get a
double payment. There are a great many double payments and
a great deal of concern in the Ways and Means Committee
about this aspect.

The Ways and Means Committee provided a provision to
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eliminatevdouble'payﬁents. This would match the Social
Security tapes against the tax refund tapes to eliminate
all those who get a Social Security refund s they would
not get.a'tax refund also. That would bé a sa;ing of $§3060
million. h | |

When we talk about proposals before the Finance
Committee, I would like to point out that we found out,
subsequent to thé‘House action, that some of the provisions
to eliminate the double payments do not do all that they
expected. We dé not pick up all of this revenue.

IE the‘Einance Commitfee wanfs to eliminate double
payments to the extent that the House thought they had done,
a few morelchanges would be necessary in order to aqcomplish

that. When we get into the changes, we will bring those to

your attention. o

Those are the two revenue pic&-ups in the refund provis-
ion that the Administration proposed.

Next, the House made some changes where they expanded

: théicgvexagey“making more people available for the $50 refund.

There are some people who do not pay €axes, and of course,

are not on Social Security. The big category are tﬁose who
are welfare recipients, those who receive AFDC payments.

The Ways and Means Committee afid the.House expanded this
$50 rebate to cover_ail those individuals. That cost $600

million.
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The next category under there are payments to other
program beneficiaries, a small item of $100 million. If
you look under footnote 4 on page 10, you will see that these
are specified-' They include recipients of black lung
henefits, state‘supﬁlemented ssi benefits, and veterans
compensation and pension benefitsg.

Thoge categories that were added to the $50 payment
amounts to $100 ﬁillion.

Those are the changes that the House made on the
Administration's refund.

Next, going to the top of the page under item number
2 under thg Administratiop proposal is the increase in the
standard deduction. Under present law --

The Cha;rﬁan. What page are you on?

Mr. Shapiro.. Page 11 under the Administration proposal,
talking abdut the increase i% the standara deduction;

This is a permanent tax reduction of the Administration’s
proposal. The rebate, of course, is a one-time rebate on

1976 tax liabilities. The increase in the standard deduction !

Under present law, you have a percentage standard
deduction of 16 percent, but there is a minimum standard
deduction and a maximum standard deduction.

On single returns, the minimum standard deduction is

$1700; on joint returns, the minimum ztandard deduction is
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$2100. There is a maximum standard deduction.fOr‘g“ngle
returns of $2400. For joint returns, the maximum standard
deduction is $2800.

As a‘part'qf the simplification program, with respect to
the permanent t;x reductions, tﬁe»édminiStxation proposed a
flat standard deduction. There original proposal was to go
to the maximum levels that presently exist,_that is $2400
for single retﬁrﬁé and $2800 for joint returns.
When the Administration testified in the House in the
Ways and Means Committee hearings there was some criticism of
the fact that-there was a marriage penalty to this one aspect.
The marriage penalty is much broader in respect to the tax
laws. In the case of the standard deduction, there'is a -
marriage penalty. Let me ghow you how this wo?ks.
If you have two single people at the maximum --
The Chairman. I really think that marriage penalty
problem is goihg to require an effort of this Committee.
You might just as well put it up on the board.
. Mike, why do you not go to the blackboard?

Mr. Shapiro. Let us start out with the present ceiling.

on joint returns of $2800. Single returns, it is $2400. We

will have another one at the bottom that says marriage
penalty. In present law, it is between $1300 and $2000.
Phe next column would be the Administration proposal.

For joint returns, it is $3000. For single returns, it is.
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1-14
$2200. .The marridge penalty is 51400.

The next column would be the House.bill. The House
bill:-has $3000 for joint returns, $2400 for single returns.
The marriége penalty is $1800.

The Chairmén. Eet us undeistand what that is and how
it gets to be that way. It might be good for Mr. Woodworth
to help you éo explain it. He knows something about this
problem.

This is something we are really going to have to pender
over. It is a touchy problem. It really is one that
challenges the statesmanship of a Senator to see what we
should do about it. .

Mr. Wocdworth. lSenatsr Long, the point is that under
present law it is just not a single figure. fo really see
the picture, yoqlhave to have two figures under present
law, and eéch one of those, the minimum as well as the‘
maximum.

The Chairman. Give us your help;

- Mr. Shapiro. Joint returns would be $2100 to $2800.
be $1300 to $2000,

The Chairman. I want the Committee to understand this.
I do not want to make this decision myself. There is no
way you can solve this thing and make everybody happy.

This is one of them. No matter which way you go, somebod]
-

Yy

~f
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up your mind on this. There is no political answer; you
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3 } get hurt no matter what you do.

We ought to try to do what we think is right.

=

5 Go ahead‘aﬁd explain it.

6 |l Mr. Shapiro. The reason you have a range under present
7 || Jaw is that you have a percentage, 16 percent of adjusted

8 gross income. .What you had in the past was the so-called

9 || low income allowance, the minimum standard deduction, so all

10 taxpayers would get a minimum. That is $2100 on joint

11 || returns, $1700 on single returns.

o 12 Even if 16 percent of adjusted»gross income is less than
- 13 | those .amounts, that would be the minimum,

{ij!!f% 14 The maximum s a ceiling. You have a cut-off from the

? - .15 | xevenue standpéi@ts even if 16 percent of the adjusted gross

16 || income is in excess of $2800 for joint returns and $2400
_ 17 for single returns, a taxpayer could not take more than that.
18 If the itemized deductions were in excess of $2800 or
19 $2400, they would itemize their deductions. The effect of thig
20 is that a taxpayer has an election to itemize his reductions
1 to take the grea£er, the itemized deduction or standard
29 deduction. '

23 The minimum standard deduction in the past has been used

24 || With the personal exemptions in order to keep parity with the

<:) 25 | poverty level. It keeps those below the poverty level off the
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~original proposal and went to the proposal that you see in
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tax rolls .and the maximum standard deducticn has been increased
from time to time by Congress in otder to encourage more
people to take the standard deduction and not itemize

their dedﬁctions. i -

However, éé a result of haﬁiné a percentage minimum
standard deduction,ahfle maximum standard deduction, there
has been é.great deal of confusion on the tax returns and
taxpayers have éome problems in f£illing out fheir tax
returns.

As far as the Administration's permanent tax reduction
program and simplification program, they have proposed an
increase in the amounts to the maximum level and making it
permanent.

The original proposai before the Ways an& Means Committesd
were the maximﬁm‘levels in present law, the $2800 and $2400.
In the heafing there was a great deal of concern about the
marridge penalty.

When the Administration came before the Ways and Means

'

Committee in the mark~up session, they revised their ’
the middle column: $3000 on joint returns, so they went up
$200 on joint returns. They went down $200 in single
returns, therefore they reduced the marriage penalty to
$1400, very close to the minimum under present law, a

$1300 marriage penalty at the lowest end under present law.
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Theirs is $1400.

In the Ways and Means Committee, the Committeé did not
believe they could raise taxes on those people who are at the
maximum wﬁo fi;ed single returns. If you reduce the $2400
ceiling to $2206, in effect you'have tax increases on
approximately 2 million people on an average of $50 per
return.

Therefore; the Ways and Means Committee agiéed with the
Adnministration in'going up to $3000 but at the same time
retained the present maximum of $2400, therefore the marriage
penalty under- the House bill is $l800.

Senator Curtis. May'I ask a question right there? I
want to make sure I understand what the marriage penalty
is. . |

If Mr. Jones lives in Detroit and files as a single
person and”Mr, Smith lives in Chicago andAfiles as a single
person, are they penalized? Do they get any benefit, if they
are, in truth and in fact single people, maintaining
separate households? |
’ Mr. Shapiro. The way the marriage penalty is referred
to in this context, let us assume that two people are at
the maximum, like in the House bill, $2400. If they are
single and file two returns, each of them get $2400.
Together, they would be getting $4800. If they marry and

file a j31nt return, they would be-limited to $3000.

a
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Senator Curtis. Are you talking about two people,
totally unrelated, living miles'apart?

Mr. Shapiro. A man and woman who are getting married.

Senator Cﬁrtis. I am talking about the two single
returns that aré supposed tao haée the advantage. Are you
referring to two people living together at the same address,
or are you referring to two people totally unnrélated, living
miles apart?

Mr. Shapiro. .The marriage penalty is a penalty if tﬁey
do get married; what would they be losing from a tax stand-
point, F;r two people who could ﬁe living toéether, if they
got married, the penalty would be from the standard
deduction point of view.

Senator Curtis. What prevents us from providing that
two people living together af the same address would be.
presumed to'be married, and therefore coula not file separate
returns, as far as the standard deduction? That they can
pro rate it, but they would have to do it that way.

-What would be wrong with that?

Senator Packwood. Are you talkiné about rates in this
case, as well as standard deductions?

Mr. Shapiro. You would have a number of administrative
problems in ﬁhe.Internal Revenue Service.

Senator Packwood. You would presume that anybody who

lives at the same address, you would presume that they were
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married for the purposes of filing a return?
Senator Curtis. Yes.

Senator Packwood. Two men included?

Senaéor Curtis. No.

Mr, Woodworth. Senator Cuftié,'IAdo not think that would
solve the problem. 1In any event, the problem is what happens
when you have two single people, = man and a woman who are
living apart ahd\then decide to marry? Let us suppose that
they are both taxpéyers at the present time.

The problem which comes up is that théy do not appreciate
seeing their tax §o up when they éet rarried.

Senator Curtis. They have a different set of values.
I was never pgnalized by being married; I have been blessed.

Mr. Wood&orth. It all depends on how the‘marriage
goes.

Senator Moynihan. You referred to the marriage penalty.
That refers, in fact, to the actual cost to the married

couple., That is a perceﬁtage, the percentage of tax they

pay?.
j Mr. Shapiro. - Exactly. -

Senator Moynihan. The way that you are suggesﬁinggit -
not that you have the intention of suggesting it -~ it is

a greater sum under the present law. It would be $4007

Mr. Stern. Mike will reflect ycﬁr point, which is a

' good point, is to assume a 25 percént tax rate, Then we will
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know what the actual tax penalty will be,

The Chairman. 'If those people are paylng an average of
30 percent when the two people marry, if you take the
extreme case of.$2000, when those two people marry, they
incur an annual tax liability of $600 a year, compared to
siﬁply retaining their status as two single people living
tggether. When they formalize that relationship with a
marriage contract, they assume a tax liability of $600 a
year, and that is not exactly'an incentive for people to
formalize éheif relationship and do all the kinds of things
that we think of as being avpért'of the American ideal, and
it sort of sets the stage when we saw the show on "Sixty
Minutes" awhile back wheg the pecple went down to the
Dominican Republic, got a quicky divorse and enjoyed Christmas
and New Yeur's yeek—end and then married after the first of
the year, and the tax savings paid for their vacation.

0f course, the Internal Revenue Service is getting after
that. It does raise the question of the equity involved.

It is not fair that two people pay $600 more in taxes by

virtue of being married than they do if they were single.

It is a tough, troubhlesome problem.

As I understand it, Mr. Woodworth, does the Administra~-
tion propose to move this over in a single column, or would
you still have two single columns in the Administration

proposal and the House bill?
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Mr. Woodworth. The Administration proposal would set

the figure at $2200 for a single person‘and 53000 for a
married couple. That is the middle column in the chart.

The,dhairm;n. Would that vary, as that first column
does? ‘ . .

Mr. Woodworth. No, it does not. It is just one column.

Senator Bentsen. They removed the percentage.

Mr. Woodwér%h. They remové‘the percentage and go to a
single figﬁre. 2hét‘is important from the standpoint of
gimplifying thé tax return as well as from the standpoint
of dealing with the marriage penaity.

On the returns that are being filed this year, the
computation of the standard deduction is the second largest
cause of errory,and that ig one of the reasons that we would
like to go to‘a single figure which can be tucked right into
both te .tax table and the rate structure.

Senaﬁor Haskell. Larry, how does this work again, sin
before marriage?

.Mr. Woodworth. The concern that has been expressed is
£hat when you have two single people —--let us take the
House bill. Under the House bill, each of them would get
$2400 apiece, a standard deduction of $2400. In other
words, the two of them together are getting $4800.

If they live together and do not have the marriage

ceremony performed, they will continue to get that. If they
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have the marriagé ceremony performed, they get $3000
instead of $4800 as the standard deduction.

Senator Haskell. This only affects folks who get the
standard deduction.

Mr. Woodworth. That is co;rect, but that happens to
be up to’75 percent of the taxpayers.

senator Hathaway. That does not include the number of
wives who do'nof work after thej get married. I£ can be a
benefit. |

Mr. Woodworth. This is not necessarily a penalty. If
both people are not working, if only one of them is working
and if the income of one of them is higher reslative to the
income of the other.

Senator Hathaway. What is the statistic of married
women working?

Mr. Wéodworfh. Women working generally, as I under-
stand it now, it is about 40 percent, 47 percent, 1 am
told.

* Senator Hathaway. Mar:ied women?

Mr. Woodworth. Married and single.

Senator Hathaway. You do not know the percenfage of
each?

. Mr. Woodworth. I am told that 47 percent is just
wives.

The Chairman. Senator Packwood?
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Senator Pécﬁwood. Mr. Chairman, you are right about
the political trap that this presents and I think the singles
are badly discriminated against. I do not think we should
widen this gap beéween single and married.

Prior to 1975, everybody h;d the standard deduction. I
am not going to argue that today. The group that is most
Qiscriminated against is the head of household that is given
a standard deduction baséd on the singles rate, but they
are usually widows or divorcees with children. Normally
only one wage—earner in the family, and dependents on
occasion, elderly dependents if not children,‘and they get
the lowest standard deduction and probably they are in the
worst situation.

At an appropriate time, I am going to move to change

J

that. I am not'ébing to fight the battle about singles;

At— least té? heads of households, this.is not increasing
the marriage penalty in any way.

We should recognize the problem, I will move it at the
gppropriate time.

Senator Haskell. Could we ask Sécretary Woodwprth to
comdent on Senator Péckwoodsproposal? I would like to get
Larry's input.

Mr. W@o&worth. It does create a problem. I know this
is not the intent of your proposal, but it does have the

effect of giving those who are divorced an advantage over
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those who remain.married.

Suppose the two, you have a couple with two children that
are divorced, each of them claiming head of household status
for each child. They would each ggt the $3,000 in this
case instead of the two of them‘together getting $3,000, so
their tax would Sé very substantially decreased if they were
to obtain a divorge.

Senator Péckwood. Is it not true that at least your
£ igures show, or ét least the evidence Ivhaﬁe,ﬁin most
divogce cases it is one parent claiming the deductions for
all of the children? If the person were not é'head of
household, they could not claim the higher standard deduc-
tion.

Mr, Woodworth. That may be the way it is now. If it
gets to be a subétantial tax difference, I am sure that at
ieast some'of them will rearrange that -- pardon me.

Even if you do not -- suppose somebody, one of them

gets head of household status. Still, one of them would

-gill. Even that is substantially better than they would
get if they were married.

Senator Packwooa. You are.saying that there is a divorcel
bonus that is substantially better, if they both take the
Lower deduction?

Mr., Woodworth. Yes, but not that much better.
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Senator Packwood. A difference o£;$600!intthe. Adminis—~
tration bill. You are taking the very group -- they are
usually womeniand usually with minor children or a dependent,
and giving them the lowest standard deduction when they have
on the average, in terms of their wages, a lower wage scale
and higher obligations, and we give them the lo&est possible
standdard deduction.

Senator Curtis. What is wrong with having the joint
return exactly twice, the single, as far as the standard
deductions?

Mr., Shapiro. It is a big revenue cost. It depends which|
way you want to go. If you want to move the joint return
up, it is a tremendous revenue cost. If you move the singles
down, you are going to have a lot of concern Among single
people who.ﬁave[tax reductions.

Mr, Wéodworth. The Administration pfoposal goes in the
d irection you are just saying. It does not go all the way
there, because there are substantial revenue costs involved,
but .it does have the effect of coming closer to the result
-;hat you just recommended than any of the other alternatives
you have before vou.

Senator Curtis, What is wrong, as a possible solution,
to permit married people to file on the basis of separate

returns as far as the standard deduction is concerned, and

nothing else?
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Mx. Shapiro; That would be a very 1argé revenue loss,
to do that. If you are saying instead of the $3000, every
married return had $4800 under the House bill or the Adminis~
tration bill, $4400.

Senator Curtis. It seems éo me if you have an inequity,
you either have ta raise one group toc the other or lower
one to the other. .There,is no other way.

Mr, Shapiro. What the Administration is doing is
moving in that difection. If you wanted to, you could moﬁe
closer.

For example, the Administration has $2200 and $3000,
joint returns. The Committee could go to $3200 and $2200,
the Committee could go to $3100, $2300. You could widen that
gap.

The gap is narrower than in the present..law. The maxi-
mums are 52800 and $2400. If you look at the HOEEE%%%EF.

e i

proposal, it is $3000 and $2200. You are trying to-Make the

‘gap so it is not so wide, so thst married people have some~

what similar treatment than single returns, but to go all

k3

the way would be a.large revenue loss in this bilL%;gn;qgs

gt Vo
.

¥

you took it all from the single returns.
Senator Curtis. Was not this problem accentuated when
we injected into the tax system the maximum standard

deductien?

- -

Mr. Woodworth. It has been a problem ever since you had
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income splitting and had the standard deduction which dates
back to 19487 That is when the problem began, and you have
had some conflict in this area all of that period of tiﬁe.

The.point of view of the Administration in this respect
ig, we know we are dealing with a difficult problem., We do
not pretend that there can Se a complete solution to the
marriage penalty problem in this bill, but we do suggest that
it would be desirable not to make the penalty worse than it
is under present iaw.

Senator Curtis. One more question.

It is entirely possible tha£ two people in the same
household file single returns and avail themselves of a
$4800 total standard deduction and make no contribution to
any charitable or religioﬁs or educational caﬁse whatsoever.

Mr. Woodworth. That can 56%1 be true if they are
married. You understand that?

Senator Curtis. Yes. If another couple, similarly

situated, gives hundreds of dollars to good causes, they

likewise are penalized because the standard deduction is in
jieu of otﬁér deductions, ané if they have no other deductions,
%heyi&é%éuﬁc gafngv’ : -1“

" Mr. Shapiro. The point that you are making is those
who take the standard deduction do not benefit from the
charitable contribution, because they only get a deduction

for their charitable contribution when they itemize their

"
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deductions? ‘That is true. But I would think that would
be a separate issue from the marriage penalty.

If you are loocking at the standard deduction as to its
effect on charitable giving and itgmizéd deductions in
general, that is a point that c;n be condidered by the
Committee as to whether or not you are going to raise it,
because when you raise it, you encourage more people to take
the standérd deduction rather than itemize their-deductions.

That is probébly a separate issue to be considered, és
oppoéed.to the marriage penalty, which is looking at the
difference between tbé'amount for single and joint returns.

Senator Curtis. It is true it is separate, but it goes
to the whole point of discrimination between taxpayers.

The people of iow and modest income have had removed any
tax incentive that they have had to contribute to a chari-
table causé.

The Chairman. Senator Packwood?

Senator Packwood. Larry, youlindiacated that the Adminis-
tration has tried to lessenh the marriage penalty?
| Mr. Woodworth. At least not increase it. It depends
on whether you are looking at the minimum or maximum.

Senator Packwood. Evefy time I see the gap widen, I
tend to count it as a penalty on singles. Be that as it
may, will it be the Administration's position when the tax

reform recommendations come down to reverse the trend and try
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to go in the opposite direction so we will again penalize
singles to a greater degree.

Mr. Woodworth. I do not think the Administration has
made up ité.ﬁiga'on that issue, as far as the tax reforn.
Basically we aré trying to hold.the present situation, as
nearly as we can to what we think it is now to give us the
maximum opportunity to deal with it, come tax reform.

If you chénge it appreciabiy now, then it becomes more
difficult te deal.with.the problem later on, because there
would be additional revenue involved in making the adjust-
ment. The problem that we have, Senator Pack&ood, it depends
on which group of people we are looking at, as to which
group thinks that a discrimination exists.

This is a problem insofar as two singles éetting married
are concerned. The theory, of course, originally was that
the standafd deduction had to be larger, somewhat larger for
a married couple than for single people because their living
expenses tend to be so much greatery, but usually not twice
as great as that of a single person.

. That is the theory of the present standard deduction, as
I understand it; | |

Senater Packwood. The present difference in the

standard deduction?

Mr. Woodworth. That is correct.

Senator Packwood. Would not that same theory normally
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apply to heads of households? Their expenseé are usually
higher than a single person's?

Mr. Woodworth. Yes, but probably less than that of a
‘ You are forced into a quandry on that.

married couple;

Senator Packwood. I am cufious. Looking at the
statistics that I assume you will still be responsible for,
because it was prepared ;ast year by the Joint Committee,
in 1975, the avgrage'adjﬁséedi éross income for heads of -
household was §8295; . and:™ . for married counples filing
jointly, $16,778%.

So married couples have incomes almost twice as big,
and yet heads of households have expenses almost as much.
You only have one wage earner in a head of household,
usually, and dependents. |

The evidence here is a substantially lower wage.

Mr.fWéddworth. I do not think that there is any doubt
that the wage tends to be lower. The tax also tends to be
lower; they are then in a lower tax bracket.

I understand your corcern with the standard deduction

.for head of household. Any time you turn in this area, you

meet another problem. The problem that you meet, the way
you said, there is an additional benefit in a divorce
situation. I am not saying there is not something in what

you say also on the grounds that heads of households undoub-

tedly have more expenses than that of a single persocn,




10

n

12

~ 13

14

- 15

16

17

18

19

20

21

22

23

24

235

1-31
generally.

Senator Packwood. What it always boils down to is the
problem we had in the tax reform bill last year, the simpli-
fication will.éiye everybody $2400 standard deduction,
period. That is simple. .

Then you get to the problem of equity.

Mr. Woodworth. Here, you actually have conflicting --

what makes it even more difficult, you have confiiéting

]

standards for determining what is equity.
Senator Packwood. I agree.
The Chairman. We are going to be confronted with the

same problem from a’ different point of view when we look at

t he welfare bill. Here is a man who is keeping company with

some lady and if they have children, evVen if they are not
married, and somébody éayé, why do f;u not marry and do it
the way that other people do it. |

The fellow says, hell, I cannot afford to marry. In the

first place, you are going to lose all that welfare money.

Second place, I am going to have a big tax increase. By the

k

.time I get through with all of that, I cannot afford it.

The govermmant is going to take what they are giving us and

mtting a blg tax on us.

But actually this society is pretty much built on the
concept that it is desirable for people to assume the burden

of having a family, if they are going to carry on.a. family
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relationship and have children. The heck of it is, when
you put a big marriage penalty on them for doing it, $450
tax a year, it seems not only unfair, but also taxing people
for dbing justvwhat sociéty should want them to do. .

Senator Packwood. Mr. Chairman, I am not going to

quarrel with this philosophy, and that may have been the
p hilosophy in the mid-30's when the unemployed were adult

male heads of households. . . VL AL PR

P

3Thev€hairman; Marriage has not,goné out of style, even
now.

Senator Packwood I£ has not gone out of style, but
we have.come to a realization that there are a lot of women
in the work force, & lot of them make it a career.‘Tﬁeydd

do not necessarily have- children.

———m—

PPy

T say. the . athic of ﬁhis country is to get married and
for womentéo quit working and have children, it ié.ﬁéﬁ,the
ethic anymore. |

The Chairman. I am not saying that it is. I am saying
that it is tough encugh to get somebody to assume the burden
:the way it is now without adding a big tax penalty on top
of it, and I really think everybody would do well to study
this from just that point of view.

How big of a burden do you want to place on that
relationship? If you do not want people to get married,

it is easy enough to adopt policiés to bring that about. If
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' | you do think that it is a result that we‘wouid like to
(].' 2 encourage in that set of circumstances, which saves us a

3 | fortune further down the road with regard to low income famil-

ies when they start having their children, I find myself

o

3 ﬁhinking that~it is desirable not to have this marriage
§ penalty greater than you have to.

7 As I understand it, is this not a case of looking &t it

8 from the point of view of tax reform, the Administration is
9 looking at a‘marriage penalty going from $1300 to $2000 and
- 10  you are:gaoing for one figure, and your idea was to go

11 toward the low end of it.

o 12 You would recomme;d you would come up with a marriage
< 13 || penalty of $1400?

% 14 Mr. Woodworth. That is correct, exactly.
—;i ' - 15 The Chairmdan. That was the Administration’'s judgment.

16 The House ﬁhen loocked at that situation and the House‘said,

17§ they do nét want to vote to raise anybody's taxes. If they

18 do what gﬁwg are suggesting, that woﬁid;mean that you would

19 | have to raise the tax on single peopie, so rather than do that
20 -éhey said, let us find an answer that does not raise anybody's
21 taxes.

22 To do that, they took the $2400, which is the high

23 | figure for the single return, and they take the high figure

24 || and do not raise anybody's taxes. For the single return, it

@
X
CJ. 25 | varied from the $1700 to $2400. All right, if'you are not

4
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going to raise ahybody's taxes, you then gd for the high

figure, the $2400. Then, instead of the marriage return

' warying from $1300 to $2000, it then moves towards the higher

figure, $1800.

Your thougﬁt is that it shéuld move towards the lower
end of the scale, the $1400 figure?

Mr., Woodworth. That is correct.

The Chairhan. If you want’to solve the political
aspect of it by tiyiﬁg to do more for the joint return, tﬁe
costbbecomes pretty much prohibitive, does it nbt, if you
want to wipe-it out, reduce the mérriage penalty by raising
the $3000 to $3400.

What does that do to you? What would the cost of that

be in terms of revenue?

That is another way of trying to meet the same problem.
Mr. Woodworth. I am told $2 billion.

The Chéirman, $2 billion?

Mr. Woodworth. Yes.

- The Chairman. What would it cost to do it the way you

>

 -are talking about doing it, the way the Administration

proposes?

Mr. Woodworth. The way the Administration proposes it
would cost about $800 million less than what the House
proposed. .

The Chairman. To do it the other way would cost about
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Mr, Wocdworth. That. is correct.

Senator Moynihan.. Mr. Chairman?

The-Chairmap. Senator Moynihan.
Senator Moynihan. On the ﬁarriage penalty, there is
a sense, is there not, that in a sense the joint return is
a marriage bonus? Who are we ta1king about?

Is it not the case where ydu have a married'couple with
only one person woﬁking that the tax system provides an
incentive; where you have two persons working, it is a
disincentive.- |

Mr. Woodworth. That is right.

Senator Moynihan. That is half of the families in one

~group and half in the other,

Mr. Woodworﬁh; Since about 47 percent of married women
are workiné, I would think that is approximately correct.

Senator Mdynihan. That is a problem worthy of your
talents, Mr, Chairman.

- Mr, Shapiro. This whole marriage penalty is broader

than this one aspect. You are getting into the aspect of
rates, different rates on single returns, joint retﬁrns and
head of households. When we have joint returns, it depends
whether one or both spouses work in the income distribution.
It is” a much broader éroblem.

Senator Moynihan. There are rates that reward a married
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couple with only one working.

Mr. Shapiro. That is correct.

Senator Packwood. Most rates.

Mr..éhapiro. When you have a split between 80 percent
of the income owned by the one ;pouse, joint return rates
are more beneficial. If you go below the 80-20 split, one
wage earner gets less than 80 percent, the separate would
tend to be.better. ’

This is a brdad area and probably should be addressed in
the broader tax reform consideration.

The Chairman. Senator Hanseﬁ?

Senator Hansen. What is your off-the-cuff understanding
of what the facts are in filing a joint return? Do some
80 percent of those situations reflect income from only one
spouse?

Mr. Sﬁapiro. Let's see if we can get that information.
We will get that information.

The Chairman. Would you put another set of figurescon
there, just to try to see how it works. See what this would

k)

wst.

Suppose you make that $3000 figure $3100, and then for
the single return, instead of making $2400 as the House had
it, you make it $2300. How does it work out then?

Mr. Shapiro. The revenue effect over the House bill

' »
would be a $100 million increase over the House bill.

-
-
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As you can,éee, the marriage pen&lty is $1500, getting
closer to thé minimum under present law. The tax increase
is $375, getting closer to the Administration's figure at
the low end asiweil. ‘
Senator Hathaway. How many:singles are being afﬁectéd?
Mr., Shapiro. Approximately 1.8 million single people
would be affected. The average tax increase would be
approximately $25. | | .
The Chairman. How many people would that be?
Mr. Shapirc. 1.8 million.
"Sénaﬁbniﬂathaway. What percentage of thé total is that,
of the total singlesé
Mr. Shapiro. We are checking to make sure; we think
the estimate is a little less than 10 percent of the taxable
single returns,itaxéble single returns. A little less than
10 percent‘would be affected.
Their-average tax increase is $25.
The Chairman. I do not want to vote now,kbut that is

what appealsAto me. Between the taxpayers involved, I think

‘those on the jdint returns are those that are getting the

worst of it with that marriage penalty. That reduces the
marriage penalty. It benefits those on joint returns.
How many would you benefit by doing it that way?
Mr. Shapiro. You would be benefitting approximately

st .

.49 million, a little less. The reason for that is that you
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' have the $3000 lével, All of the levels would go up

$100.

The Chairman. Presumably, you would benefit the children
too. Many of those family units have children.

By coﬁtrast, if you did it.that waj, by making that
shift, you would have 49 million taxpayers who would be
better off and 1.8 million taxpayers who, by my theory of
tax equity, are.getting an advahtage over the others that
only pay an average of $25 apiece, and applied to an average

state.. like mine, that is 36,000 people one way compared
to twenty times that many the other way .who wéuld benefit
from it, and it just moves in the direction of tax equity
and justice, it seems to me.

Senator Hathaway. Since we are going to.go to conferencs
on it, we should make it $3200.and $2200 and then we would
wind up with $3100 and $2300.

The éhairman. If we can get the Senate to go along with
that, the House would be delighted to compromise on that
figure. To me, it makes muqh better sense than what the

.House has in their bill. I think it is a better way to go.

I am not upset about your suggestion, Senator Packwood,
about the heads of households.

Mr. Woodworth. I think that we can say that the

Administration would much prefer the option that you just

said over the House bill.
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The Chairman., It seems to me that that would be

probably a better way of doing it. In other words, you have
1.8 million taxpayers on the one hand who pay an average
of $25 or more. You have 49 million others who would
benefit on the 6ther’end of it.

If it moves towards justice, 49 million compared to
1.8,

Mr. Shapiro. Under the House bill, the $2400 ceiling
would affect approximately 25 million returns. That is over
the House bill. Only ~1.8 million‘would have an increase -
'in‘t;#;sm over. the présent law. So they would only have an
increase in the present law.

It would not be an increase over the present law, except

for 1.8 million of that 20,000.

Senator Cu£§is. How many people would it take off the
tax rollsfi&;;::a the number of people that would be taken
off by the Administration proposal?

Mr. Shapiro. This would probably put a few more on the

tax rolls, because when you go from $2400 down to $2300 —-

(Pause) . ' -

The net efféct would be to put :200,000 on the ﬁax rolls
compared to the Houée bill. Primarily that is being done
because you are going from the $2400 down to $2300.

The threshold is »30ing down $100.

The Chairman., With regard to the number of pecple who use
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the simplified férm, woﬁld this give you more or less using
the simplified form, if you did this, for the standard
deduction? j

Mr, Shapiro. This would give you more than the House
bill.

The Chairman. About how many? Can you giwve me a
~“guess?

Mr. Shapiio. Probab%z 600;000.

The Chairman. You see, the only advantage of doing it

the way the House did it comparéd to what you would do if

vou made this-change, you would benefit ten times as many

people as would have a right to complain on the other end.

The only reason thatfﬁauidﬁéuggest the House approach
rather than this, it seems to me, would be th#t we did not
want to vote fo::a tax increase under any circumstances.

It seems td me that when you get on this Committee, the time

comes when the government is as deep in debt as it is, |

there comes a time when you have to vote for a tax increase.
. That seems to me like the most logical answer to it.

I would just as soon not vote on this today. Let
everybody think.about it., I wish you would get up some
charts and explain it so everybody could see this. Overnight
somebod¥ might have a better suggestion. Offhand, it seems
to me” this would be about as favorable an answer as we

can find to a very difficult problem.
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There is no perfect answer to this one. It watildbke
a better answer. It'moves towards tax justice and more tax
equity than what the House had.

I do not know of any perfect answer. If anybody thinks
of one, I would'like to know abbut.it.

Mr. Shapiro. Would you like me to move on?

Going to table 2 on page 11, the item 3 in that category
is a small chahge that is being made as far as the Adminis-
ttation's simplification program. The idea in this simpli-
and not have to use computations - for example, subtracting
the personal exemption and standard deductions that
approximately 95 to 96 percent of the taxpayers under the
simplification program caﬁ go directly to tax £ables.

In order to do that, in order to put , into the tax

tables a éeneral tax credit ;.-it - is the proposal- -

_‘fﬂhd‘

éo have a $35 credit to go to the aged and the blind
additional personal exemptions to make the computation
iater.

This is $100 million, and part of the simplification
program.

The next item is item number 4.

Senator Curtis. They will get two credits?

Mr, Shapiro. They get two personal exemptions today in

the general tax code. The temporary tax reductions that were




¢ &

% Ce

10

11

12

13
14

- 15

16

7

18
19
20
21
22
23
24

25

~got two?

_get the same number of credits as he would exemptions.

b. usinesses get. The Administration propased having a 2 percent

1-42
extended gave a tax credit of $35 to each dependent, It did
not go to the double exemptions that axe available for the
aged and blind.
Senator Curtis. If the dependents are aged and blind?

Mr. Shapixo. Yes.

Senator Curtis. If the taxpayer was aged and blind, he

Mr. Woodworth. Two exemptions, but not two credits.

Mr. Shapiro. This would give him two credits. He would

The Chairman. Did the House agree to it?

Mr. Shapiro. The House agreed to do it,

The Chairman. Why do we not agree? It is a part of
the:simplification?

Mr. Wood@orﬁh; iYes:

The Cﬁairman. Those in favor, say aye.

(A chorus of ayes)

The Chairman. Opposed, no?

- (No response)

The Chairman. The ayes have it.

Mr. Shapiro. The next part of the bill are the business
tax credits.

The Administration proposed an alternative election.

Under present law there is a 12 percent tax credit that all
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increase, so for'four'years, to 1980, all buéinesses could
elect a 2 percentage point increase so that they could get
a 12 percent investment tax credit,.

As aﬁ‘alté:native to that election, the Administration
proposed giving‘employers a 4 pércént rebate of their share
;f'the Social Security taxes. These are the FICA Social
Security -taxes that are paid by emplovers. _That would be
refundable. You could get that in excess of tax liability.

It is a fourvyear program so the employers from tge
business standpoint of this ’padﬁge . the Administration
proposes could elect a 2 éercentéée‘point increase in the
investment’ta# credit or a 4 percent refund of their employer’
share of the Social Security éaxes:

Once you have made your elgction, it would be for the
four vears. |

When fhis came 5efore the House Committee, the Ways and
Means Committge was very much concerned that cne of the major

problems in our economic situation was unemployment and

believed it would be appropriate to try to deal directly

.with unemploymeént, to provide a stimulus to encourage the

hiring of new employees.

Therefore, the Bouse went to the New Jobs Tax Credit.
The concern the House Ways and Means Committee had with the
Administration proposal is that they believed that presently

there is a 10 percentage point investment tax credit. The
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additional two pércentage points was so marginal it probably
would not make businesses do much more for 12 percent than
they already would do with the present 10 percent.

With respégﬁ to thé—4 percent.employers' refund in
Social Security tax, the Ways a#d Means Committee believed
that was too small to have any major effect on unemployment.
In effect, it‘gﬁs just a refund. Therefore, it tried to
provide a stim&ius in the businéss sector to pro?ide new
jobs, therefore they provide the New Jobs Tax Credit.

The credit is a 40 percent credit on the incremental
increase of émbloyees above the base year, which is 1976.

It is based on the FUTA éyétéﬁ; Federal Unemployment Taxes.

The Chairman. I think you bave got to the point now
where we had better turn that board over and use the other
side. I do not.see much point in explaining what this
business ééx credit against tax liability is. I do not
know anybody who is pushing for it.

If somebody wants to come in here and make a big fight

for it, we will go into greater detail on it. I do not know

- of anybedy who'is‘fighting for that fight now, but I do

now that the House gave a big endorsement to what you are
talking about right now. That is the big confribution of
the House Ways and Means Committee. They must be pretty
proud of it, because they fought for. it and they got a

big vote in the House for it.
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What. was the vote?

Mr. shapiro. 370 to 7. That is roughly it, but it
was a very large vote on that, The choice in the House was
between the New Jobs Tax Credit or the Administration's
proposal.

If they voted against the New Jobs Tax Credit, the
provision that would have been enacted was the Administra-
tion!s investment tax credit or the 4 percent payroll
reduction. |

The vote imn the House was 341 for and 70 against, I am
told. .-

Senator Curtis. Let me ask you somethingzaboutvyour
fiqures heref What about tﬁe,phus and minus?

Take, for instance, item number 4. The Administration
proposal has a minus .9. Item number 4 here has a plus .l.

Mr, Shapiro. That means that the change in the Ways
and Means‘bill picked up $100 million over the Administra-
tion's.

. Senator Curtis; It would not increase present revenues?

Mr. Shapiro. No. -

Senator Curtis. - You mean so you could change &he_
.9 to .87

Mr. Shapiro. That is correct. It is a rounding of
numbers.

+

Also, Senator, if you look at the lefthand side of the
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page, table 1 in the House Ways and Means bill, you will |
see”.7. The rounding is why it is not .a.'

This table shows the changes in the Tevenue from what
the House did over the Administration.

Senator Péékwood. Refresh‘my)memory. On the House
proposal,the basis was 1976, but you only get the credit
when you are above 103 percent of the base?

Mr. shapiro. That is correct. Perhaés it would be
helpful to go to some examples.

The Chairman. Why do you.not give an example.

Mr. Shapiro. Let me give ydu some of the background
first, so you can understand what the Committee did.

The base££e;r used in th;ir system is the FIITA tax
returns, the Federal Uneméloyment Tax Act, and it ié an
existing forﬁ, a return done by all employers, so it is a
lot simpler; not a new system that has to be done. You do
not need new forms. The structure is there,

You just take that one column, already on.the FUTA

return that every employer has to file. In addition, the

:1eve1 is $4200. That is a low level.- Therefore, it does

not reflect a nﬁmber of salary increases that would be
taken into account if you had Social Security to $16500, if
you had an employee at $10,000, you woudld go to $12,000

and it would be a credit which is a safary increase.

Generally speaking, you are talking about a $4200 level

IIIII.I..IIIIIIIIII---___‘_;
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where salary incieases‘would not be reflected.

They use 1976 as the base year. It is a closed year;
all the figures are already there, because each employef has
to file their EUTA return.

In addition, the House recégnized two factors with
respect to this 103 percent, this 3 percent adjustment that
Senator Packwood referred to.

First, theie is generally é normal growth in employment.
In addition, you Ead certain revenue restraints in order to
deal with;thennozmél growth pattern and tgying to keep the
employment tax credit somewhat similar to the revenue balance
ofvthe Administrationffiguzes.

The 3 éercent adjustment figure was used in order to
say that you had to have an increase above your 1976 FUTA
wage base, plus'3'pereent.

Let mé use an example which may help you. If we assume
that you had 1976 wages of $100,000 and 1977 wages of
$128,000 -- Mike, would it be helpful? Maybe we could put
these on the Board. Let us see.
| 1576 wages of $100,000; 1977 wages of $128,000. Maybe
we should put the 3 percent adjustment, 1576 wages as
adjusted would be $103,000.

If you subtract that, you have a $25,000 increment.
That, presumably, represents new employees. The credit

under that House bill is 40 percent, a credit of 40 percent of
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that increment, So you apply 40 percent to the $25,000
figure and you would have a $10,000 credit, so the employer
in this particular case could reducenhis taxes, a credit
against tﬁxes,‘éf'slo,ooo.

The House has a ceiling .

- Senator Curtis. Why would it not be just by increasing

N X ek,

Q@ées?*”'“

| Mr. Shapiro. The wages are $4200. You could increase
wages if you had employees below $4200, you could have part-
time employees, CETA employees, Most of your full-time
employees would not be below $4200. That is the reason the
House went to the FUTA base, because it had that low level
of $2200. |

There could be some factors taken into account; If you
had more partétipe employees, seasonal employees, that could
have adjuséments that would affect that $4200.

Mr. Woodworth. I would be glad to point out later haw
the problem that you indic;te does exist in the proposal.

. Mr. Shapiro. The House also has a ceiling so no
_;mﬁloyer could get more than $40,000.- He would be limited
to $40,000 for éach employer year. This was a compromise
that was worked out in the Ways and Means Committee.

Let me give you some background on it. The original

proposal before the Ways and Means Committee was a credit of

25 percent.with no ceiling. An employer could take 25 percent
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on all their incremental wages without any ceiling, An

a mendment was proposed in the Ways and Means Committee to

try to provide more of a benefit to small businesses, there-
fore to iﬁcreaée that 2S'percent to the higher level.

Having considered various élternatives to have the
exact revenue, they did not want to go above the same revenue
figures that the Administration proposed and they had a
ceiling of $40,000.

Therefore, with that ceiling, they could raise the
25 percent credit up to 40‘percent. That was a quid pro
guo: 40 percent increase, increasing froﬁ 25 percent to
40 percent, with a ceiling of $40,000. Thereby, this would
effect, in generally, approximately twenty-four new employees.

As you can see, the House tailored its provisions to
small businesges'because most'larger businesses would hgve
much more éhan the $40,000 limit,

All business could get it, but $40,000 would be the
maximum amount that all businesses could get,

' Senator Hansen. What was your estimate of the number
-éf new jobs that the $40,000 tax credit would provide?

Mr. Shapiro. It would be twenty-four people for one

‘employer,fhe maximum with that $40,000 cap, it wpuld

cover approximately twenty-four new employees for each
employer.

Senator Moynihan. Senator Hansen said provide, if I
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understand the Héuse acted to reward new hiring. This is
after the fact, not designed ~- well, it is a reward if you

can anticipate this benefit.

Mr.'Shapirb,- For 1977, it would reward new employees

" in 1977.

Senator Moynihan. Not so much provide, but reward.

Senator Hansen. Would it not be fair to assume that
most businesses, if they are going to be encouraéed by this
sort of provision ére going to be perfectly well aware of
what the limits are? I stated it incorrectly.

Senator Moynihan. To -reward new hirings'by small firms.
Mr. Shapiro. That was the House approach, yes.

The Chairman. Let.me ask you one thing about this. As

I understand it, that is geared to a person'é earnings -- it
. . ! J
only applies to the first $4200 of an individual's pay?

Mr. Shapiro. Yes.

The Chairman. If a person,is more complicated than

/

that and the person has to apply it to the individual he

hired?
Mr. Shapiro. No. Under the Federal Unemployment Tax

Form, that is an annual form reported, that figure is on the

form. This proposal does not take into account where you

P

have to trace each new emplovee, no tracing. You do'not have

to keep a record of hours.

The Ways and Means Committee explored alternative
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; proposals to trace new employees, to look at each additional

hour. They were concerned about the complexity of trying
to do that.

The. FUTA rgturn has this tota;. It has on the return,
on a certain liﬁe, it says totai taxable wages. All the
employer has to do is take that one’figure off of this return

and he has got it, without any other figuring.

The Chairman. Suppose that a person is in the 48 percent

tax bracket, whicﬁ‘is a corporation return. He hires one‘
employee at $20,000. He is going to save 48 percent of thatv
in taxes, and you get a 48 percent tax creditvin addition

to that? |

Mr. Shapiro. 2 48 pe;cent credit on the first $4200;
$1680 would be his tax credit, in addition to his regular
deduction for-wagés that existé under present law.

The Chéirman. 88 percent of hiring that $25000 employee
is to be covered, if he is paying the 48 percent tax, by the
deduction plus the tax credit?

- Mr. Shapiro. 88 percent of the $4200, 48 percent of
his salary abovée $4200. §

Senator Packwood. Why is this not an inducement to
hire a lot of part-time, $5,000 employees?

Mr. Shapiro. When that was raised with the House, the

feeling was that they were trying to get those unemployed

work. Generally speaking, .the unemployed people would be
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hired at the lower level.

Senator Packwood. You are better off to hire two
$5,000 employees than one $10,0007?

Mr.'ShapiﬁqQ. Cleabiy, that is the case. There is
incentive to hire part-time and.seasonal employees. There is
a disincehtive that has been provided in the House bill +o
hire one 510,0007employee and hire two $5,000 employees.

The way that works, you have to increase foﬁr total
wages from 13877 over 1976. You cannot just hire one $10,600
or hiré two $5,000 and therefore get an additional $4200.

Senator Packwood. You have two factors,vthe wage factor
a nd the number of employees factor. I am going to presume
that most payrolls, given static employment, are going to :E}e
more than 3 percent above 1977 over 1976. That is a guess;

I am just assuming.

Mr. Sﬁapiro. Not above the $4200 level. , That is the
difference in thisqcase.

Senator Packwood. I understand the $4200 level. You are
talking about two factors: one is your total payroll and

]

the other is your $4200 base?

Mr. Shapiro. And your 3 percent adjustment.

Senator Packweod. I understand the 3 percent adjustment.
You could prébably fire a $10,000 worker and hire two
$5,000 workers and still be substantially above the 3

percent because of the natural increase of your wage base

A
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| anyway, based upbn cost of living escalators.

Mr. Shapiro. That is correct. That is a fact. If you
have salary increases generally, then you could fire and
h ire. Thét couldrhappen;

Senator Packwood. What is.your estimate, an off-the-
top-of-the head guess? A 5 percent increase in the average
oﬁ wages this year?

Mr. Shapiro. The wages would go up in the neighborhood
of the 6 percent to 7 percent range. Let me make an
observation on the House bill.that will deal with that.

There is a penalty, a disingentive, to fire someone;
to theextent that it can.be proven that'an employee has been
fired in order for the employer to get the benefit of
hiring two; they would lose twice the amount af benefit
that he would otherwise get. Clearly there are administra-
tive probléms with that; it was put in there as a disincen-
t ive.

Senator Packwood. Do you have to go to Federal Court
to prove that?

7 Mr. Shapiro. The IRS would detefmine that.

Senator Haskell. Mr. Chairman, what‘I would like to
do, I have a variation here —- maybe Senator Bentsenhhas-
one -- but I would like my variation put on the board side
by side,. wz.: = .

Senator Bentsen, do you have a question? Go ahead.
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Senator Bentsen. I would like to make a comment, if

. I may, and then I will show a second variation to what is

being proposed.

What Qe are trying to achieve here is that we are trying
to find a way, vaiously, to enéourage employment. We know
the investment tax credit. Some of us feel that that is
important to try and help modernize manufacturing capacity
in this countiy;r'

The problem we run into is the vast majority of the

fnvestment tax credit is used by the large corporations and

you find it in small business where you have a concentration

of manpower or an intensigy of investment in people.

Some people have said this isAsomething for Big Mac;
not really, because it applies on the House side only if they
are franchised individual ownerships.

The bié’problem_we have in this country is trying to get
the unskilléd hired, trying to get the low income people
hired.

.You can go down and you can look at the classified
gection with all kinds of requests for people to fill jobs,
but they are skilled jobs. So that the big problem is
trying to get these folks off the welfare rolls that do not

have the skills and the training, and in small business, you

find many of those jobs offered.

This is not a perfect solution, any more than the investment
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tax credit is, but most of it will be utilized by small
business which is up against the wall today, trgipg:to
compete against big business: You have to keep the incentive
large enough so_that they will hire these people. You have
a cap put on this by the House and by the Administration
of about $2:4 billion.

I have a proposal, and Senator Haskell does. Mine will
gtay within the $2.4 billion and will call fér an option to
Iperthosentby that individual or that corporation to:use the
investment tax credit or the employment tax credit. Frankly,
the one that.is being proéosed by fhe House -~ and I am
trying to modify it -- is not the one that I would have
liked to have seen, but mine will‘cost substantially more.
I have tried to take carelof that. ’

The Secretary of the Treasury has made a point that
you can have a double dip in the situation, that you could
have somebody who is an entrepreneur in the 70 percent tax
credit and actually would have a net profit if that person
stayed home. I frankly thinklithat that is a straw man and
,;hat it is easy to take caré of. -

The way you take care of that is to the extent'that
they get that credit, they do not get a deduction as an
expense for that employee's salary.

Again, you ought to let them have the option of choosing

between that investment tax credit and this employment tax
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credit.

Frankly, I would take the cap off. It does_no£ make
that much difference. That way I would answer the other
objection of the Secretary. I would take the cap off of
the $40,000, beéause what we aré trying to do is to get
people hired and put them back to wcfk and I would:be
delighted to see Senator Haskell's option and propose my
cption to it.

Senator Haskéll. Mr. Chairman, if I could ask Mike Eo
put up just along the same column, and Bob Shapiro, you can
tell him how -ta do it, but my ameﬁ&ment would increase: the
credit from a 40 percent po a 50 percent factor, so Bob, would
you tell him?v )

Mr. Shapiro. Are you keeping‘the 103 pereent?

Senator Haskell. I am coming to that in a minute.

I am putting the 103 down to 102.

Mr. Shapiro. 7You would have everything except the
third column:.there, which would be $102,000. He would have
a 50 percent credit, so it would be $13,000 and you would

k]

have ==

Senator Haskell., Then there would be-a total credit
ceiling of $50,000 instead of $40,000.

Mr.Shapiro. The House bill has a $40,000 ceiling.
Senator Haskell would haye a $50,000 ceiling.

Senator Haskell. I would address what Senator Packwood
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is saying, which‘ig a very realistic comment. I would raise
the total wage cap, so-called, from $103 ;;;;;gé to 109,:.
and Bob, would you explain to us what that does?

Mr. Shapiro.' The concern that the House had was directed
to the peoint that Senator Packwéod mentioned earlier that
you want to make sure that you actually had additional employ-
ees and did not just have adjustments, firing one $10,000
and replacing him with two $5,000.

It did not give the credit except to the extent that
your total wages for 1977 was above the total wages plus
103 percent for 1976. You really had an incrémental increase
in total wages,.not just the wages subject to.the FUTA
retarns of $4200.

Senator Haskell is saying that that 103 percent may be
too small, that 3 perdent adjustment, because efigomé ofethe
concerns tﬁat Senator Packwood indicatéd earlier where they
could manipulate it. Therefore, Senator Haskell is proposing
to increase the 3 percent adjustment only for wages, not

for -the amount of credit, but for the total wages to prohibit

2

-manipulation by firing one and hiring two smaller ones, so

you would have that limit at a 5 percent adjustment, so that
the total wages for 1977 would have to be in excess of 1976
widfes, plus'lOS percent in order to get any of the incremental

credit.

Senator Haskell. Senator Bentsen referred to the
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go-called double dip and Secretary Woodworth testified to
that and I went along with Senator Bentsen, where you get
a credit you cannot get a deduction.

The éurpose of this obviously, I think the problem in the
nation is not so much economic étiﬁulus as jobs. As I read
it, as I look at The Wall Street'Journal, the major corpora-
tions are doing very well. They are doing mucb better than
they have before, and their earnings are good.

The problem is, for two vears running, ;Qén'have had

in excess of 7.3 percent - umemployment, and the idea is to

get people batk to work.

This is designed as a complement to_. the bill that we
passed last Thursday, I believe it was, the Public Service
Jobs. This is to induce éhe private sector té put people
to work. This is using a rifle as opposed to a shotgun. ’

I woﬁid submit, Mr. Chairman, that it is the small
business sector in our nation that needs some help. That is
the reason for the $40,000 cap on the House bill, the
$50,000 cap in my bill.

7 Small business employers, more than 50 percent of the
work force, by and large they have gotten, in my opinion, the
short end of things since the investment tax credit, I
believe is taken -- the investment tax credit goes to about,

a tremendouz portion of it, to about .2 percent of the

corporations of this nation. .
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I have it iﬁ a letter here, if I can fiﬁd it. I
think that the investment tax credit is the wrong &ay to
go and I think, because large business takes advantage of
that, and this is designéd to help small busimgss, and that
is the whole purpose of this pa?ticularﬁprpposal.

Mr. Shapiro. Let me make one observation that Senator
Haskell has in.the proposal that Mike is putting up now.
One of the reason why he can make these adjustmehts go to
50 percent and aléo not go above the Hoﬁseapill is that
in the House bill it deals with the problem that Senatocr
Bentsen mentioned.

There are some people in the 70 percent bracket that
could make money by hiring people and telling them not to
come in and they would be better off. In order to deal
with that probléﬁ; the adjustment that was made -~ you see
where it séys the $13,000 under the Haskell proposal? The
$13,000 credit, 15 percent increment. The $13,000 allowed
as a credit would be disallowed as a deduction for wages.

- For example, where you see the 1977 wages of $128,000,

-if that were only the wages, the FUTA‘wages, the $128,000

would be reduced by $1§3060 so the employer can only deduct
$115,000 as a deduction for the wages. He would still get
his full $13,000 credit.

What this does.is prevent someone from having a double

dip by .getting) excess of 100 percent, and the way you
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compensate for that is by increasing the credit from 40

percent to 50 percent. That is what Senator Haskell has

" done. He has prevented the double dipping that he and

Senator Bentsen also referred to by disallowing the $13,000
ag a deduction on the wages. .

The.Chairman. ‘It seems to me that there are two things
that both thgi?enators‘agree'on one principle, and I think
that we might be well-advised to get that part of it agreed
to tenatitively; Qe could change it back if we do .not agrée
that it is right.

It seems to me ,as-though it makes so much sense to say
you are not going to have the kind of potential of getting the
kind of fiasco where somebody pays somebody to make a profit
by putting somebody on because they get 110 percent tax
advantage for the worker staying home.

it sééms to me, for starters, we ougﬁt'tc definitely
buy the principle that both of these two amendments have,
and that is to say that where you take the credit you cannot

deduct for the credit you have already taken for this jobs

-credit. If you do that, I think that it makes a better

proposal.

I would suggest that we decide that much this morning.
Mr. Woodworth. The Treasury would also support an
amendment of that type.

Senator Curtis. May I ask, Senator Dole is at the
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Agriculture Committee. He has a proposal for a subsidy
at a dollar of the minimum wage for hiring the hardcore
unemployed. Is there any reason why that should not be
considered at this time? Are they.related?

Mr. Shapiio. It would probably be considered in P

substitute for this, because the revenue restraints_of‘havihg

both -- this is not targeted to the unemployed. The House
discussed this;‘let me give you the House views 6n‘this.
It is up to this écmmittee to decide how you want to
substitute this or how you want to tailor this.

You can tailor this to dealing with hard?core unemploy~
ment. You can do it with a number of proposals. There are
‘practical administrative problems.

One is that it is very difficult to do it under the
Senator Dole propbsal because you have to keep track of
hours, or Aumber of employees. The record-keeping is much
more difficult than here.

From the standpoint of targeting it to the unemployed,
you have potential problems of having two people going for
‘a job, one unemployed for twenty-six weeks, one “.unemploved
for twenty weeks and the discrimination is the one who is
unemployed for the twenty~-six weeks whiere the credit would
be available would get the job just because hé has been
unemployed the longer.

These are the types of problems that convinced the Ways
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and ﬁeans Committee not to target in this proposal. They
were very much concerned about the hard-core unemployed, but
bélievéd this concept was not the best way to deal with it.

Senator Curtis. My concern is merely to protect the
rights of Senator Dole.

The Chairman. I would suggest that, by all means, we
protect the Senatoxr's rightsf This does not prejudice his
iights at all.

Senato; Curtis. Are you a co-sponsor with Senator
Dole?

Senator Bentsen. No.

Mr. Shapiro. I do not think this would affect Senator
Dole's amendment. It would be a substitute and not affect
it. |

ThemChairmap. Under thé procedural rules which we
work by, nobody is ever locked in. He cah offer it however
he wants to. It see;s to me that since the two Senators have
both had this -- and I think it is a shortcoming of
the Administration-proposal -- we should start off by agree-
ing to that part of it, that.both Senators suggest that
we knock out the double dip aspect of it. ' |

You cannot take the deducticn on the part that you
have already claimed the credit for.

All in favor of that, say aye?

‘Senator Curtis. Let me ask a question. This is the
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The Chairman. Proposing to modify the Housebpropesal

to this extent.

SenatorZCurtis. Is the Administration supporting the

House proposal?

The Chairman. No, but Larry, your position is if the

House proposal stayed in here, you would favor this?

Mr. Woodworth. That is cofrect.

Senator Curtis. It is nota&voté to accept the House

proposal?
The Chairman. No, it is not a vote to modify it.
-Senator Curtis. All right.
The Chairman. All in févor, say aye?
(A chorus of ayes)
The Chairman. Opposed, no?
(No reéponse) )

The Chairman. The ayes have it.

Seriator Bentsen?

- Senator Bensen. Let me explain the option that I would

be proposing as'an option to Senator Haskell's amendment.

What we have here is an amount of $2.4 billion that we are

trying to stay with it. I believe that you need the option

of the additional tax credit made available.

In this country today, we are utilizing 78 to 80

percent of our manufacturing capacity. That does not tell the
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" whole story. That 20 percent of the capacity that is not

-

,Exeing utilized is generally made up of the old plantsg, of

- that which is the least efficient, that makes us the least

inflation, putting out a product at a reasonable cost to

consumers in this country.

output, the United States rates at 17.5 percent, that is
the lowest of any of these nations: Japan, West Germany,
France, Canada, Italyy United Ringdom and a whole list of

others.

So we are becoming less competitive all the time.

We have seen what has happened in Englané’where their
manufacturing is out of date-and no longer competitive,
We are'éﬁﬁﬁing‘ah even ’smaller percentage of our real
nationai 6ﬁtput back into manufacturing capacity.

I strongly support the Administration on that positio
of having the additional investment tax credi:, but I

disagree with them on the employment €ax credit.

We can put an employment tax credit option in here fo

what, in effect, is generally small business, which is
labor intensive companies if we will do it in this manner.
I am proposing that the cap be taken off to '+ answer:one

of the Secretary's arguments,r%- still means that it is go

competitive in the world market, and in trying #o! hold down

When it comes to an investment in manufacturing capacity

in this country as compared to national output, real national

1-64
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tc be mostly small business that utilizes thig, and it still
means that it i4 going to be the lower income people who
are generally going to be hired.

I also heard the Secretary say that that was one of
the problems with it, that it,w$s low~-income people being
favored in this gort of situation, but in that same sense,
testimony was talking about the tax cut which was favoring
low income people.

I think that &e ought to be consistent with that. This
is a carrot, this is an incentive, for the private enter-
prise peopleL 

We are talking about public service jobs. The cost is

' $8,000 to $10,000 there. We are talking about public works

jobs that are costing us $30,000 a year. I voéed for those,
but I wanted té see people put back to work. I sure would
rather pay-them for working than not working. I would like
to have the carrot and incentive to really try to get them
into the private enterprise system where they have found
long-term jobg, productive jobs.

: One of the real problems in trying to take care of
inflation and unemployment at the same time is most of

the things we utilize are counter-productive. When we try
to take care of unemployment, we push inflation up. When

we try to take care of inflation, we push inflation up.

Here is a chance of having something that will help, that
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; will help put peéple back to work but will also lower the
u nit costs of production because your wages are less. '
-3 . In a competitive society, that gets passed on to the
consumer, so ydu are fighting inflation and recession at the
same time.. '
"There is not total equity in this employment tax credit.
' I had another proposal that I thought would be much more
effective, but‘it cost a lot mofe money and I reéognize at
the present time,‘with these budget limitations, we cannot
do that, but I would like to see this as an cption.
Then I would ;ike to use the 103 pércent; as used by the
House, but say that they get 22 percent credit --
Senator Haskell. Could we have this put on the Boarxd,
Senator? .

Senator Bentsen. Yes.

-—2a éz.peréent credit, and that worﬁs out to almost
$1,000 per new worker, and that means no cap. It means that
as many of these folks that can be hired, they will have
that incentive to do it and_the estimates that we have say
-that that will 'say within using the investment tax credit
as an option to it or this employment taxvcredit will stay
within the $2.4 billion.

Each of them adds up to about $1.2 billion.

Mr. Shapiro. I think we have revised estimates. I

think you can go from 22 to 25 percent.
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Senator Bentsen. T just revised it to 25 percent.

Senator Byrd (presiding). That 25 percent takes the
place of 40 percent?

Senator Bentsen. Yés, sir. ‘;t is an option to the
investment tax credit, as the Aéministration proposed.
Those that are capital-intensive will have that option
available and small business, which is labor intensive,
will have this option available.

Senator‘Byrd.‘ Does the Committee wish to vote on either
of these? B

Senator Haskell. I think it might be beﬁter,"Mr.
Chairman, if we could hear them all and maybe even think
of them.

Senator Moynihan. Could I ask Secretary Woodwerth and
Mr. Shapiro, what are we to understand in terms of the- change
from the Aéministration;prpposal to the House proposal?
I very much share Seﬁator Bentsen'é concern about investment.

There really is not any single more cdnspicuous fact in the

American economy in thirty years than the low rate of

3

investment in terms of expenditures for plant and equipment

as a proportion of GNP.

We are at about 27 percent of the German and a third
of the Japanese. We are very low. The Germans, I believe,
have been maintaining an average of 24.3 percent of GNP;

we have been at 7.8 percent.
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Now we are at the levels of investment that we
associate with pre-industrial societies. The Administration
calls for an investment tax incentive; the House has shifted
to something else.

Is that gdﬁething that the Administration wants? No,
says Dr. Woodworth.

Secondly, sir, if you do not want it, why do you not
want it? And,'if I may ask —- I do not want to be obsessed
with this, but it is something that has Fo be obsessive if
you come from my part of the world. -~ what will be the
regional impact? This is a measure,:the House has decided
to reward new hires. Certainly there is no way to suggest
a uniform fate of new hifing around this country. It is
nuch higher in some regioﬁs, much lower in others. |

The rates, I think you would note, the most recent
figure for September in new hirings in manufacturing is
3.2 per 100 employees, while in the state of Pennsylvania,
it is 1.7 per 100 employees-: one-half.

I have spent a lot of time lately trying to bring

Enlightenment to the state of Pennsylvania in these matters.

There will be a real differential, and we will be increasing
employment in places where unemployment is doing the least
than in places where unemployment is higher.

Dr. Woodworth, I would like to hear your views. Mr.

Chairman, I hope you do not mind. There are several
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implications, add X am prepared to heér about that.

Mr. Woodworth. Yes. We are glad to comment on that.

First, on the investment implications, I think that the
Administration féels that it is very important that there
be an investment incentive in tgis bill. We think that
the idea is initially to get a market for products and
do that by providing funds for individuals to spend. How-
éver, once that is begqun, we think that it is iméortant that
investment, capital investment, pick up.

We also recognize that there is a need for capital
formatlon in the longrun and we tend to make proposals in
t hat regard while dealing with that, but we think that it is
particularly important that business understand that there
is an investment incentive in this package and that they are
not being overlooked in this regard.

Senatﬁr Moynihan. There is, or was?

Mr. Woodworth. We think there needs to be, and there
was in the Administration proposal, and we Fhink that there
;s not in. the House bill.

Senator Mdynihan. Does the President ask us to vote
against the House bill?

Mr. Woodworth. The President asks you to vote against
this feature of the House bill? ’

Senator Moynihan. He does?

Mr. Woodworth. Yes.
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Senator Moynihan. He does? That is the first time

that we have heard that.

Senator Hathaway. If consumer demand picks up, why do

- we need the extra incentive for business to invest? They are

naturally going ﬁo invast to keép up with the increase in .
consumer demand.

It seems to me the stimulus we ought to be providing
at this time is just consumer-oriented stimulus and not the
investment stimulus.

Mr. Woodworth. The great bulk of this bill is towards
consumer siimulus, no doubt about.that, the great bulk of
it.

Senator Hathaway. Why not all of it?

Mr. Woodworth. About‘$2.5 billion out of-close to §$15
billion overall, so that it is small, but the Administra-
tion belie&es, and the President feels, that it is important
that there be some, even though minor, investment stimalis
in this bill and that further stimulus undoubtedly will be
proposed in subsequent legislation.

- But certainly it is true that capital spending is very
low now. One of the reasons for capital séending being

low is because demand is up, but once demand gets up, the
cost of that capital spending is also important and the

investment credit is a determinent in lessening that cost,

very appreciably.
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So it is veiy important., We think also there is an
important psychological impact insofar as capital spending is
concerned to have some investment stimulus in this package.
We are no£ sugdgéting that it be a major item now, but we
do suggest that’it be included énd included at least on a
minimal basis. .

Senaéor Hathaway. Mr. Chairman, I wonder if I could
ask Secretary Woodworth =--

Senator Byrd; Go ahead, Senatecr Hathaway.

Senator Hathaway. It seems to me that it is more
psychological than real. |

Mr. Woodworth. It is both. We think that it is
psychological,‘and that is important. In addition to the
p sychological factor, a 2 percent increése in.the investment
credit is two-thirds of the investment stimulus that Congress
saw fit tofprovide last time around, so tﬁat it. is a

.significant factor.

N s

Senator Hathaway. How do you -argue ééainst hiring?
Mr. Woodworth. First of all, we have not been shown thaﬁ
fﬁhere is any real, positive hiring inCentive, or not very
much positive hiring incentive. We guestion that. .We think
that, first of all, that by the use of a marginal type
credit, which is what this is, that all employers who are

not in the Qosition to hire because .their markets do not

justify an increase in their labor force, naturally will not,
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and we do think that there is some area. of discrimination
as far as the country is concerned.

,Senator Moynihan. Would you speak to that?

Mr. Woodworth. Yes.

We think, as you indicated; that it does tend to
discriminate against New England and the Midwest relative
to the South and the Far West.

Senator Haskell. May I ask a question here?

vapeople in‘New England and the Midwest are not
hiring and people in the West‘and the Southwest are not
hiring, are you saying thé£ peopie in New England and the
Midweét are investing, but that the people in the West and
the Southwest are not? |

In other words, is there any more discriﬁination, assuning
more depressed econemies in your section of the country, is
there any more discrimination involved in a job incentive
than there is in an additional investment credit?

Mr. Woodworth. We think there is substantially more.

The reason is that the job incentive that you have here is

ment.
The investment credit is not a marginal one. It goes
to the replacement of the existing, warn-out assets as

well as additions. In other words, the investment credit is

not an incremental proposal; under existing law, it is not.
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Therefore, it does not have the~typé of impact of
helping only éhcse who are necessarly expanding above the
level that they were at before.

The.investment credit helps those who are purchasing
new equipment whether that brinés ﬁhem up above the level
of their prior level of capital spending or not. There is
a significant and important difference in the sense that it
is nat increﬁehtal. |

Senator Haskéll. T do not want to interrupt -the Senadtor
from New York, but I do have one question I would like to
ask the Secretary, if I may. ‘

In view of the fact that we already have a 10 percent

investment credit, and now the Administration is proposing

an additional 2 percent, Qhat new investmeht — not an
investment thatiWould be made anyway —-- what new investment,
in your opinoin, will be induced by this édditional 2
percent? oo

Mr. Woodﬁorth. I cannot give you‘a‘measure of it, at

least not now. I will try to get such, if we have one.

_We think that a 12 percent investment-credit will provide

i ¢

more of a stimuius than a 10 percent investment credit,
just as the Congress thought that a 10 percent one would
provide more of a stimulus than.a 7 percent one, which was
the last lefel of thé credit.

Senator Haskell. I might say, Mr. Secretary, what we
a
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are looking for is stimulus of investment. I think we ought
to zero in on what investment will be made ét 12 percent
that will not be made at 10 percent. I would hardly think
it would be that much, but that happens to be a personal
opinion. . .

I think that the way to stimulate investment is to say
that you have one year to take advantage of the investment
credit,‘tﬁen no more investment credit. Then you would
see people rushing to invest. I know I could not get that
passed. |

Mr. Woodworth. An investmeﬁt credit has the effect of
reducing the net cost of capital goods, insofar as the
employer is concerned.

Senator Ribicoff (présiding). I wonder if the Senator
would yield?

If this question has been answered, go ahead --

Senator Moynihan. Would the Chairman mind if I recapi-
tulated what I understand tc be Dr. Woodworth's answer?

. He said the Administration, the President would prefer

.ﬁs not to accept the House substitute; but rather to adopt

the Administration proposal which concentrates on investment.
Secondly, he said that the House substitute would have

a definite bias in the stimulus and it evolved away Ifrom

the Midwest and Northeastern states toward the Southern and

Southwestern states. Is that right, Mr. Secretary?
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Mr. Woodworth. That is correct.

Senator Moynihan. Thank you.

Senator Ribicoff. Having just gone through a fighﬁ on
the Floor on the employment bill -- so I am not going to talk
about any partiéular state. Whét.i am interested in is
what would create more jobs, what is the potential of the
employmené'pool in America to create tweﬁty-four jobs as
against the éofential of Senator Bentsen, which is unlimited?

Basically, are not most of the jobs in America in large
sized employers instead of with the small employers?

Mr. Woodworth. I do not know. I can say that most of
them are; but certainly a large proportion of them are.

We figure, in the Fouse bill, that the flotr or threshold --
in other words, the fact fhat you have to havé a level of
'employment of 103 percent or more last year befor; you get
any credit;-— would probably cut out abouﬁ 30 percent of the
job opportunities.

We think, and our analysis would suggest, that the
$40,000 cap would cut out-apout 36 percent of the job
.;pportunities.f Between the two, we bélieve that 66 percent
are cut out of the proposal.

Senator Byrd. Is this not a very unrealistic proposal,
to cut off a pool that represents 66 percent of job
potermtial? If we are passing this program -- and there is

a lot about it that I do not like at all -- but supposedly to
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ﬁ' have more job opportunity, to create more jobs, why should

we be passing a program, or advocating a program, that
deprives us of a 66 percent pool for creation of jobs?

Mr.‘ﬁoodwdxth. We think it would be better for you to
modify it and not have that resﬁlt. In that respect, I
have to say that Senator Bentsen's proposal -- while we still
do not like the fact that it is what I would call an
incremental érédiﬁ, we would view it more favorably than

™
either the House Eill or therprovposed bill of Senator
Haskell.

Senator-Packwood. In your Administration bill, you
rectify the problem that Senator Moynihan is talking about.
You have a 4 percent unemployment credit and ycu do not have
any base, as I recall it. |

Mr. Woodworth. That is %orrect.'

Senator Packwood. Even if your industry is depressed,

you are going to get a 4 percent credit, if you choose to

~go to that credit, for hiring.

Mr. Woodworth. We do think that that is more desirable

.by far because ‘it does give it to that 30 percent that are

referred to. If you take the ceiling off; you would get
relief on the 36 percent but you would still not have an
opportunity to provide any relief for the 30 percent that
are below the threshold.

Senator Packwood. It also, to the extent that you are
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which cuts off approximately 30 percent. The $40,000 cuts
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2 percent; as I recall it, on the Railrocad Retirmend payments,

if any of the eastern railroads would be coming up to the
X03: percent standard. |

‘Mr. Woodworth. The ones that have discussed it with
me, I think that it was clear that they will not benefit
from the House credit. '

Senator Ribicoff. What combination would the same amount
of money, would produce the most jobs for the country as a
whole?

Mr. Shapiro. Senator Ribicoff, if we are talking about
jobs, we have to put into perspective a number of things. -
You have labor—intensive,verguSHCapitalqintensive. The
capital-intensivg'industries prefer the investment tax
credit; the labor—intensive industries prefer the jobs
éa#Acredié.

You have certain thresholds you have to meet in certain

-

'capsu\ that take many of the people of the work force out

éf being able to get benefits out of the 103 percent cut-off,

off another portion, somewhere in the neighborhood of 35 to
36 percent.
Senator Bentsen, in recognition of that concern, has

an alternative that goes to both aspects. He has the investment
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tax credit, as proposed by the Administration to deal with
the capital-intensive industries as the Administration
proposed it; to deal with the labor-intensive industries
you have ﬁhe jobs credit without any ceiling, that those
would would not benefit, who would be below the 103

— A= .,

percent.x'-- )

Senator Ribicoff. I do not want to get into a situation
where we are going tq play labor-intensive against capital—v
intehsive. I thiﬁk the objective is to get jobs.

'If the Bentsen proposal would get the most jobs for
the country as a whole, is that not our objecﬁive, instead of
playing ongusection of t@e country agafhst another section
of the counhtry? What program wibtqielp the entire United
States?

Mr. Shapiro. I think it might be a fair statement to
say that'SéDator Bentsen's proposal would get more jobs
overall fhan Fhe Administration's proposal. There is a

question about , Senator Haskell's proposal.

In all candor, the jobs tax credit is a new proposal.

k]

.There is no experlence as to how it would be takenT as to

how many employers would really use it, With the $40 000

AR

ceiling in the House bill, thexe is a question of the

real impact.

“Senator Curtis. Are we not confusing the matter of

equity between taxpayers, rather than focusing on the total
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jobs, even if an'industry is lOW'labor-intenéive. If they
buy a2 new machine, it takes jobs to produce that machine,
does it not?

Mr..ﬁoodwdrth- We certainly agree. To look at the
secondary market effect that yoﬁ are referring to --

Senator Curtis. I always thought that the purpose of
the invesﬁment credit is that if it induces‘a farmer to buy
a tractor that otherwise he would not buy, someone has to
produce the raw materials. Somebody has to design, somebody
has to manufacturer, somebody has to transport, somebody has
to wholesale .and retail, insure ;nd finance.

I domt think that you have made any case here that the
investment credit does not create as many jobs as the one
that carries the title ofnjobs credit. -

I realize thatithe difference between taxpayers might -~
the taxpayér who could not buy a new machine, the taxpayer
who cannot, in any way, take 6n new employees, is discrimi-
nated against. The only measuring stick you have is the
total jobs in the economy.

: Mr. Shapiro. It is very difficult to measure how

many jobs each of these proposals when you have alternatives.
Let me make a few general observations that the Committee
has to consider.

One of the points that the Housecconsideréd in their

decision is the point Senator Haskell made. They did not
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believe that a 2 percentage point increase would make that
Business do that much more for 12 percent that they did not
do already for 10 percent. Many of the jobs would be created
with theféxisting 10 percent credit and would continue to
be created.

Therefore, they put all the business sector in the
New Jobs Tax Credit, thinking that it would create more
jobs because fou already have the 10 percent investment credit
for the large business. That is the House approach..

Now there is a concern that larger businesses are
concerned. Not only do they not get the 2 percentage point
in the investment tax credit, but there is a ceiling in the
House bill of $40,000. Qi& T R T e,

Another factor before the Committee is tﬁat you have
some buéineséesfthat will not get anything out of the
proposal, éhe Senator Bentsen proposal, the House bill or
the Senator Haskell proposal in the sense that they do not
pay taxes. They need a refund in excess ofttaxes. That is
where there is:some interest in the Administration's 4
credit.

I think there is a question as to how many new jobs
wauld be created by their propcosal; clearly some. We have
heard from the railroads. They would use this ~- for

example, ConRail would use this to hire more people. I do
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not know to what extent those businesses who would get
the refundable credit would use it to hire new people.
Senator Bgntsen's proposal sort of meshes these various
aspects bj giviqg the investment tax credit as proposed by

the Administration and the jobs.tax credit without the

The disadvantage he has that the House_had, when you
reduce the benefit to smaller businesses by going from the
40 percent credit to the 25 percent credit, there is less
incentive; again by taking off the ceiling there is more of
an incentive to the larger busineéses.

I guess there are a series of compromises that have to
be considéred as to what direction, and the Committee has to
decide. |

" Senator Bentsen. What we are trying to do is what you
stated, trYipg to get people back to workland trying to find
a less expensive way to do it. There is no one at this
table who can tell us to what degree an employment tax credit

is going to work. It is something that has been tried in

holding a carrot out here for this employer.
Under my provisions, it would be $1030; under Senator
Haskell's, I think it would be $2060, about double, as I

understand it.

What we are talking about is the substitution for the
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4upercent of the Social Security tax that.geﬁs up to a
maximum of $38, as I recall, per employee. I do not think
that is much of an incentive to hire an employee, $38.

I think the $1,030 that I proposed in my amendment is
a reasonable ineentive to get tﬁese people hired and it
will in particular -- I think the Secretary made the point
that is géipg to be encouraging the low income people and
the lower saiari;d people to be hired. I think that is
true, but those afe the tbughest ones to get hired. Those
are the ones that generally we had to take care of in the
welfare system. ‘

I think one of the most denigrating things that can
happen to an individual is to tell them that they have
no productive role to fulfill in society, thaé you are going
to put them ésidé; you are going to take these one people
where you'éee 25 and 30 percent gpemploymént rates, pgrticu-
larly among the blacks and say,‘aﬁhe.gdbféfY‘hasvpd rolé for
~rEm to £ill. You are going to put them on the shelf.

I think it has a longterm social and economic impact

.on this country. I think we really should zero in on these

people. Here is a chance, the best thing we have seen so
far to try to encourage the hiring of these kinds of these
kinds of things.

‘What I have tried to do is offer an alternative to what

the House did, and what the Administration did to try to see
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1 that where we have the problems of modernizing plants, as

2 ~ the Senator from New York has so.eloquently sgtated, that
2

3 | they have a chance to use that investment tax credit to make |
C:]I' 4 tﬁem more competitive, in turn, to help small business to }
5 | compete by taking the cap off t§ get to more workers and get
é more people hired. |
7 We have stayed within the $2.4 billion; a lot of thought |’
8 and a. lot of time'and a lot of study has gone into this
9+ proposal. It is a series of compromises.
10 Senator Curtis. Annual costs?

1 Senator .Bentsen. Yes, sir.

- Senmater Haskell...I would:-likeifo.say,if we ave going tagn the

{ e 12
o 13 job credit route, I would hope that we would make it sub-
:]| ﬁ 14 stantial. I understand the Senator from Texas’ proposal.
-

15 || His is a $1,000 job as opposed to a $2,100 on the one that

o 16 I have proposed, and when a cap is targeted at small

17 businesses -- and my understanding that 53 percent of the

ST 18 | private employees in the nation are within the SBA's small
) 19 | hisiness definition.
20 ’ ‘I personally feel that to add 2 percent ta the invest-
21 ment tax credit is unwise. I do have the figures now.
29 In 1972, for example, .2 percent of the corporations
Qj!' 23 in this nation received the benefits, over 70 percent of
2 the benefits, of the investment credit. I would hope

25 that we would experiment now with a proposal that targets
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in on jobs and targets in on small business. That is why,
obviously, I propose my proposal over Senator Bentsen's,
or the one by the Administration.

" Semator Laxalt. Mr. Chairman, I would like to be
protected on thé record proceduially to cover another
deficiency in addition to those being pointed out. Every-
thing we discués here presupposes a health business. We
talk about“incfemental hiring, investment tax credits and
so on.

Senator Moynihan has indicated that he has some businesses
in hig area that are not all that healthy. I think as a
result of the drought we are experiencing in the West we

are going to come out with some businesses that are not

for thepprotection of the recorxd, to be able to flesh out
some progrém, whether it is on the basis of a refundable.
credit that has been suggested by Senator Kennedy or
something else; but we would like leave to protect curselveé
in the record to flesh something out to take caée of this
.;pparent deficiency, Mr. Chairman.

Senator Ribicoff. If I may ask, as to the suggestion of
Senator Laxalt, what would be the actual cost for a refundable
£ ax credit along the lines suggested by Senator Laxalt?

Mr. Shapifo. $900 million in fiscal '77; §3.5 billion

in fiscal year 1878. That is the investment tax credit,
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1 refundabled. 200 0. 7

o2 Senator Ribicoff. In addition to the $2.4 billion?
3 Mr. Shapiro. This is based on a 10 percent credit.
4 Mr. Woodworth. We believe, Senator Ribicoff, that the

5 refundable investment credit is a proposal that deserves
5 study and it is bigger, however, in terms of cost. We

7 think that it is appropriate under the present conditions.

8 We would like to have the opportunity of studying that
¢ | 2 nd seeing whethef, in our major tax revision, something of

10 | that type might be incorporated or should be incorpocrated.

B 1 I think .that the Administration has an open mind on that
jf 12 {| issue but is reiuctant to see you act on it now because it
c; ‘ 13 is a major s;ructural change in the tax law and we wouid
'Qj.l?' 14 like to reserve those for the tax reform and fevision proposals
a 15 | £ his fall.
% 16 Senator Ribicoff. What would have the-greatest‘impact
S a7 on helping the economy, the suggestion of Senator Laxalt or
Cﬁ 18 cutting down the number of $50 rebates?
; 19 . Mr. Woodworth. We think, first of all, that the first
20 ,;timﬁlus that is needed is a markeét-stimulus and a market
’2] stimulus is bes£ provided by the $50 rebate.
22 The particular advantage of it is the fact that the
éj!' 23 rebate is a one-shot éroposition, so it does not use up
24 revenues that perhaps should be devoted to other purposes ‘
C’ 25 in the longrun.
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Senator Laxalt. The Chairman has brought up an option.

"We wouldilike to protect ourselves, to bring up a piece of

legislation. We will have a good discussion here that we
will go bf way of the tax credit or the rebate or some other
kind of relief éf the type I ouflined-

Senator Haskell. If I may, I would hope we could get
some figures also on making the job credit refundable.

Mr. Shapiro. We do have some -of those. It aepends on
the proposal. It is in the neighborhood of $200 million, to
make the jobs tax credit refundable. It depends on the
v arious proposals. There are seéarate proposals.

Senator Haskell. $200 million, as opposed to $3.5
billion, making the investment credit refundable?

Mr. Shapiro. Becausé it is incremental.- The invest-
ment tax credit, if you talk about keeping it at the 10
percent, pfobably vou have a significant amount of fax
credit that has been carried over.

Senator Easkell. It happens that my proposal, which is
not.refundable, the revenue is $2.2 billion as opposed to
ﬁthe Administration’s $2.4 billion. -

If I should amend that to make it refundable, I come
up exactly with the Administration, am I correct? I guess
I am. That might be a good thing to do.

-Senator Danforth. Mr. Chairman, I am not sure what

the drift of the discussion is, or where we are heading. I

v
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take it what we é;e‘doing at this point is simply throwing
out all of our own ideas about how to solve it with particu-
lar reference to this point as to what to do about business
and business hiring, making it possible for businessvto
employ more people in the privaée sector.

I would like to simply throw out a couple of proposals
that I do not think have beenrmentionéd today. One is for
a permanent tax reduction aimed at small corporafions aimed
at the first $100,000 of corporate income; reducing the
corporate tax rate for the first $100,000 to 18 percent.
That would target in at the small businesses,'the ones that
are so often in trouble, the ones which are so often facing
failure and recognizing as one of the witnesses pointed out
last week that -- what is it, Senator Hansen? Something like
a 66 times greater rate of growth in employment which is
attained iﬁ small business than in the large corporation.

Senator Hansen. I believe that is correct.

Senator Danforth. The second préposal, I think, going

to Senater Moynihan's position, if you want to target areas

-0f high unemployment, if the object is to provide jeobs, not

simply to complicate the Internal Revenue Code, the way to
do that is to target changes in depreciation schedules, more
rapid depreciation, for investment in the areas of high

unemployment.

Senator Ribicoff. I would suggest that there are many
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ideas being generated here, that the Chairmaﬁ has indicated
that he did not want to go this afternoon, that we would
meet again tomorrow morning at 10:00 ofclock. Any member who
has somehthougﬁts.and idéas and would like the staéf to cost
them out should not ﬁesitate to present their thoughts and
ideas informally through their staffs, or themselves person-
ally, to Mr. Shapiro or Mr. Stern, bringing. forth the
information to the Committee as é whole. '

We are not gogng to vote on anything. I have come in
late because I have been p;esiding over the Department of
Energy hearings, but it is very obvious that Qe are talking
about a couple of the basic decisions that are going to
determine{mégézthis Commit;ee is going to do..

Senator CuFtis. Mr. Chairman, the Minority has a
Policy Luncheon right now.

Senatof Ribicoff, I think in all fairness --

Senator Dole. Mr. Chairman?

Senator Ribicoff., Senator Dole?

" Senator Dole. Lots of us have other committees, too.
I have a somewhét different version of‘the_jobs tax‘credit.
We will have an opportunity to offer that tomorrow? !

Senator Ribicoff. I cannot speak for Senator Long, but
I am sure everybody will have an opportunity to discuss it.

I think that, without objection, the Committee will

stand adjourned until 10:00 o'clock tomorrow morning.
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(Thereupon, at 12:30 p.m. the Committee recessed to

reconvene at..10:00 asm. on Wednesday, March 16, 1977.
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