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ENERGY TAX ACT OF 1977

THURSDAY, SEPTEMBER 8, 1977

U.S. SENATE,
CoxMrIriE oN" FINANCE,

Washingtan, D.C.
The committee met, pursuant to notice, at 10:05 a.m., in room 2221,

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

Present: Senators Long, Byrd, Jr., of Virginia, Gravel, Bentsen,
Curtis, Hansen, Dole, and Packwood.

The CHAIPMAN. The hearing will come to order.

STATEMENT OF SENATOR CARL T. CURTIS

Senator CUTms. Mr. Chairman, due to prior commitments, I was un-
able to participate in the energy hearings held in the August recess
by the Committee on Finance. I did, however, have an opportunity to
review the testimony and to study the bill sent to us by the House of
Representatives, and the key provisions of the bill are disturbing.

H.R. 8444 would raise and rebate billions of dollars in what the
Wall Street Journal calls a pea-and-nutshell shuffling with figures.
I have been informed that there is substantial disagreement regarding
the numbers involved and even if we had precise figures the provisions
of this bill would appear to lead to sharply reduced production and
growth rates.

For example, the administration estimated that the national energy
plan will have no significant impact on the growth of real GNP or
upon employment over the next 4 years.

On the other hand, Chase Econometrics Associates, Inc., has reported
that the national energy plan would in 1985 result in-

(1) A decrease of GNP of over 3 percent-in constant 1972
dollars;

(2) A decrease of net exports of more than 25 percent;
(3) A 1.3-percent greater unemployment rate; and
(4) A 4-percent decrease in industrial production.

While I am strongly in favor of letting market price mechanisms
work, I also realize that this committee has no jurisdiction over that
subject. We do have jurisdiction over the crude oil equalization and
user taxes with accompanying rebates and it is essential that these
provisions, if approved, be structured so as not to cripple our economy.

Further, if we have an energy shortage as severe as portrayed by
the administration, we must provide production incentives in any leg-
islation approved by this committee.

(659)
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I ask unanimous consent that an editorial from the Wall Street
Journal of September 7, 1977, be inserted in the record.

[The editorial follows :]
Arthur B. Laffer, professor of economics at the University of Southern Cali-

fornia graduate business school and former chief economist for the Office of
Management and Budget, testifying before the Joint Economic Committee:

The National Energy Plan will raise enormous revenues through new and
expanded taxes. These receipts will then be put back into the economy in the
form of rebates, tax incentives and transfer payments.

A number of economists argue that the destimulative aspects of the higher
taxes are offset by the stimulative aspects of the rebates and transfers. They
conclude that output or GNP will not be much affected. This is clearly the logic
put forth by the administration.

In my opinion, the above view makes no sense whatsoever. If ouput resulted
solely from aggregate demand, one could construe some logic out of the position.
Output, however, results from both aggregate demand and aggregate supply.
The above analysis totally ignores aggregate supply and, as such, is completely
off the mark.

,An increase in tax receipts matched by an equal increase in rebates and transfer
payments will unambigously reduce output and output growth. The bigger the
tax increase cum rebate, the greater will be the fall in both output and employ-
ment.

To see this point clearly, imagine an increase in U.S. taxes of over $1 trillion,
matched by an equal rebate right up to the point where workers and producers
receive nothing for their work effort, and nonworkers and nonproducers receive
everything. Output will fall to zero. While the example is extreme in most in-
stances, the point is clear. Taxes matched by spending reduce output.

The administration's energy package, if put into effect, would raise taxes by an
enormous amount annually. * * 0 Estimates of the ultimate revenue from these
tax increases range well over $100 billion per year. When one compares these
numbers with the total cost of the Vietnam war, over a six-year period, of say
$_00 billion, one obtains the proper perspective of the proposal's magnitude. As
such, the discrepancy between market values and the amounts workers and
producers receive would increase dramatically. If ever enacted, this would con-
stitute an enormous increase in the wedge and would lead to sharply curtailed
production in the market place. Growth rates would be greatly reduced.

Tnz CAm_ TAx IzcREAsE

As the Senate returns from its recess, it finds on its desk the largest peacetime
tax increase in the nation's history. Mr. Carter calls his tax boost an "energy
program," but in fact it is a cleverly disguised grab for the nation's paychecks.

A great deal of pettifoggery has been devoted to camouflaging the enormity of
the tax implications in the energy package. The Treasury, the House Ways and
Means Committee and the staff of the Joint Committee on Taxation have made
estimates of its revenue effects based on a common set of figures. The estimates
vary depending on how the figures are stacked up, but the most common result is
a finding that the House-passed bill would produce "net" revenues of $52.9 billion
between now and 1985. This is a tax increase averaging $6.6 billion a year, not
inconsiderable in itself. But the estimate is so loaded with gimmicks it borders
on fraud.

First, by "net" revenues the estimate means what's left over after various
rebates. In other words, the $6.6 billion a year is what's left over in receipts after
the bill's expenditure. Second, the period chosen is the time over which the taxes
are phased in, thus underestimating their ultimate impact. Third, because the
House bill extends the crude oil tax only until 1981, the $52.9 billion estimate
assumes this tax will expire halfway through the period studied, though it is
both a huge money miser and the guts of the Carter energy program. And of
course, this estimate entirely excludes the administration's 50-cents-a-gallon
standby gasoline tax, which was not included in the House package.

A somewhat more realistic picture can be developed by sorting out the gross
figures in the Joint Committee tables, isolating its 1981 estimates to avoid the
distortion of assuming the expiration of the crude oil tax. This reveals a tax
boost of $18.5 billion a year. But by 1981 the bill's taxes would not yet be fully
applied. In 1983, for example, there would be a new tax of $1.50 a barrel on all
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oil used to generate electricity, surely not a small item. Even on the official
numbers, the Carter tax increase ultimately exceeds $20 billion a year.

Watching the pea-and-nutshell shuffling being done with these official figures,
though, one wonders what other games were played in generating them in the
first place. The estimates of revenue effect depend heavily on assumptions about
how fast the economy will respond to conservation incentives. Will people pay
the gas guzzler tax, or simply stop buying cars? Will industry actually be able
to convert to coal, or will it get stuck with the tax?

An independent estimate by the U.S. Chamber of Commerce came up with con-
siderably higher revenues from both the gas guzzler and industrial use taxes.
The Chamber also calculated the higher taxes the program would cause by gen-
erating inflation and pushing taxpayers into higher personal income tax brackets.
The Chamber points out that as originally proposed the energy package would
increase the federal government share of GNP to 25 percent from 21 percent.

To grasp the general magnitude of the program, it's also useful to go through
a few back-of-the-envelope calculations of what the ultimate tax rates would do
If applied to the 1977 economy. At current consumption levels, for example, a
penny-a-gallon tax on gasoline would yield a billion dollars, so 50 cents is worth
$0 billion. Based on current production of "old" and "new" oil, the crude oil tax
would yield something like $15 billion.

THE CARTER TAX INCREASE

[Dollar amounts In billion 1977 dollars]

Joint Chamber of Final rates
Commission Commerce applied to

Tax staff, 1981 1985 1977

Gas guzzler ....................................................... $. 1 2 12
Crude oil ......................................................... 14.6 12 15
Industrial use .................................................... 2.8 8 God knows
Miscellaneous .................................................... .0 .............. I

Subtotal ............................................ ..... 18.5 22 28+
Gasoline tax ............................................... .................... 35 50

Subtotal .......................................... ..... 18.5 57 78
Inflation Impact ............................................. -................... 16 Sight

Grand total ................................................. 18.5 73 78+

The gas guzzler tax is more complicated. This year the auto industry will sell
about 10 million cars with fuel economy averaging 16 to 17 miles a gallon. By
1985 such a car would be taxed about $2,000, so the tax is worth $20 billion.
If you can cajole someone in the auto business to do a more exact calculation
applying the 198 rates to present auto models, you get a figure of about $12
billion. Even without the new tax, of course, auto sales over the next few years
will tilt toward high-mileage models. But will the adjustment be enormous
enough to Justify estimating the gas guzzler tax receipts at only $100 million?

If you look at the tax on industrial use of oil and gas, finally, you realize that
a good prediction of its revenue effect is impossible. No one has more than the
fuzziest notion what this part of the bill means. (See the attempted explanation
in Notable and Quotable nearby.) Burning the light bulbs of the accountants
and lawyers as they work through that monster will take enough oil to keep the
sheiks in business for at least a decade.

In all, the Carter program would increase taxes by well over $20 billion, and
perhaps more than $100 billion if the administration succeeds in Its attempts
to revive the gasoline tax. To judge the resulting jolt, note that $100 billion is
the total after-tax profit of all U.S. corporations. Somehow the economy would
have to adjust, either by paying the new taxes or by avoiding them, for example,
by closing down Detroit for a year or two.

Now, conventional Keynesian economics holds that taxes won't hurt output so
long as government expenditures at least keep pace. If this were true, the
World's top economic performer over the last decade would have been Great
Britain. The general Western economic problems today are that governments
route too much of income away from productive private uses, that high tax
rates destroy the rewards for production and capricious economic policies and
tenacious inflation destroy the climate for investment to produce jobs and income.
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No matter how the receipts were spent or rebated, the energy taxes would be a
massive new dose of precisely these kinds of poison.

And for what? There is no danger that the earth will run out of energy in
any time span the mind can comprehend. Even the government is not truly
serious about an "energy crisis"; if it were its programs would include produc-
tion incentives. Dependence on imported oil is a legitimate national security
problem, but the answer lies in the ongoing oil storage program and not in a
huge tax increase. The real energy problem, and the real chance for a crisis, is
the government refusing to let market pricing mechanisms work.

The Carter tax increase would do nothing whatever to solve any of our real
energy problems, but it would run terrible risks with the economy on which we
all depend. If Congress does pass this bill, it will be the most ill-conceived
piece of economic legislation since the Smoot-Hawley Tariff of 1930.

The CHAMMAw. The first witness this morning is the Honorable
John Tower. Is Senator Tower here?

I was led to believe that he might be a little late, and we will call
hiim later on.

The next witness is Mr. Robert M. Brandon, director, Public Citizen,
Tax Reform Research Group, accompanied by Mr. William Pietz,
staff attorney, public citizen.

Gentlemen, we are pleased to have you here today.

STATEMENT OF ROBERT M. BRANDON, DIRECTOR, PUBLIC CITIZEN'S
TAX REFORM RESEARCH GROUP, ACCOMPANIED BY WILLIAM
PIETZ, STAFF ATTORNEY

Mr. BRANDON. Thank you, Mr. Chairman. We have a rather lengthy
statement we would like to submit for the record, and just spend a
little time highlighting some of the points that we would like to make
before the committee, and then answer any questions.

We are here to provide our general support for the administration's
energy plan and the House-passed Energy Act. We feel particularly
strongly that the conservation measures in this proposal are worthy
of strong support in the Senate, particularly in terms of trying to
meet our energy needs. We feel that it is very important to consider
the balance between conservation and increased production. As long as
we have finite energy resources, continually speeding up production
and using valuable financial resources to get more and more of our
finite energy out of the ground is a bad bargain. We can save the same
barrel of oil through conservation at a much cheaper price. And we
have some specific examples in our testimony.

Let me turn specifically to several items in the bill.
First of all, the residential tax credits for insulation and other

weatherization. We feel, while they may have some psychological
effect, these credits are basically ineffective in promoting increased
utilization of insulation materials and would go primarily to people
who are already insulating their homes because of the higher price
of home heating oil, gas, et cetera.

In addition, the credits are going to exacerbate an already terrible
supply problem in the insulation industry. The industry is at full
capacity, and we are concerned that the credit and any stimulus in
this area is simply going to bid up the price of insulation to the detri-
ment of the homeowners trying to insulate their homes.

Second, the credits themselves just add to the complexity of the Tax
Code and will be counter to the goals of tax simplification that the
Chairman of this committee and the President has expressed.
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We are concerned about the fact that the fiberglass industry is domi-
nated by several major producers. As a result, there is very little price
competition and prices will just go up as a result of this tax credit.

In terms of cellulose insulation, where boric acid is needed as a. flame
retardant, the same problem exists. Boric acid is produced by a rela-
tively small number of manufacturers, 75 percent of it by just one
manufacturer alone. Again, prices will go up. There will be no pro-
tection for the consumer in terms of keeping prices down.

If there is going to be any move to stimulate residential insulation
beyond where it is now, we feel a much getter approach would be to
provide low-interest loans for those people who do not have the capital
to pay for insulation materials and to provide easier access to FHA-
type loans for other middle income taxpayers.

Let me turn to the gas guzzler tax. We support the gas guzzler tax.
We supported the original administration proposal, although we had
same problems with the small car rebate which has since been taken
off in the House. We do feel that the gas guzzler tax needs to be kept,
and in fact strengthened. We think it provides, more than mandatory
standards do, a consumer signal that will begin to change the mix of
consumer purchases to smaller and more efficient cars. It will help
manufacturers meet the existing fleet standards.

We think that the impact of the tax on the industry will be rela-
tivrely minor; in fact, it will probably just shift the industry toward
producing and selling more small cars.

They have adequate leadtime based on the gas guzzler tax now in
place. Additionally, a number of studies cited in our testimony con-
clude that, with present technology, the industry can meet and exceed
those standards. Those conclusions do not include the use of tech.
nology that is here but has not been utilized very much by the Ameri-
can automobile industry such as diesel engines and lighter cars, mini.
computers in engines and so on.

One of the major flaws in the gas guzzler tax as passed by the House
was the lack of any tax applying to recreational vehicles, light trucks
and vans. Whereas, 20 years ago, 7 cars were sold for every light truck
or recreational vehicle, today for every 1.8 cars sold, there is 1 light
truck, van or recreational vehicle sold.

I was just out in the Northwest. These vehicles are all over the road,
filled with vacationers, and very few are fuel efficient. Unless there is
a gas guzzler tax applied to these vehicles as well, there will be no
stimulus to get more efficient engines or more efficiency out of them.
The recreational use of vehicles, after all, is the area where we could
cut gasoline consumption the most.

We support the crude oil equalization tax. We feel as long as there
are going to be higher prices, and the President's plan contemplatesit and Congress' plan contemplates that higher prices is one way to
go to provide more conservation and to make energy prices more re-
alistically reflect replacement costs, it is absolutely essential that those
higher prices not become an income transfer from consumers to
producers.

The crude oil equalization tax accomplishes that goal by recouping
the higher prices to the Treasury to be returned to taxpayers, basically,
dollar for dollar. We think it is important in this regard that all of
that money be returned. If there is $14 billion taken out of the econ-
omy, that will create too much of a fiscal drag. It is crucial that the
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rebate go back to taxpayers immediately and into the spending stream.
There is some argument that the rebate will have a minimal effect in
terms of conservation because you are simply going to return money
to people after you take it away in higher prices, but that misses the
whole point.

There is obviously going to be an incentive for people to conserve
en egy because they will come out ahead, once they get the rebate and
on top of reducing their energy costs.

The final important point on the crude oil equalization tax is that
unless all of that money is rebated to taxpayers, this bill becomes just
another tax bill, a huge revenue measure that will be used-the money
could be used later on to fund tax reform or welfare reform or any-
thing else. We feel it is important that the money go back now and not
be used simply as a huge tax bill to pay for some other tax programs
down the road.

Let's turn to the industrial use tax and credits against that tax. We
are disappointed that there are not more mandatory efficiency stand-
ards, for instance, in commercial buldings, as there are in residential
buildings,-and would favor mandatory standards in a lot of areas to
provide energy conservation to the commercial/industrial sector which
uses the majority of the energy in the country. But we recognize that
it would be administratively difficult if not impossible to try to dictate
to every business with every kind of standard how to buy efficient
machinery, et cetera.

We feel the fiscal signal that the industrial use tax provides is prob-
ably the best way to achieve savings. It becomes less meddlesome than
standards.

The tax, we think, will provide the fiscal signal to business to con-
serve energy. Business can respond to the tax quite well to convert to
coal. and also to conserve in their industrial processes. For this reason,
we think if conservation in this area is going to be significant, the tax
has to apply pretty much across the board. We cannot simply turn our
back on the fact that there is energy waste in industrial processes and
think there is only energy waste in heating and electrical generation.
We want to try to convert people to coal from oil and gas, but there is
waste across the board, and there is plenty of room for improvement..
We think both the lower tier tax on processes and the upper-tier tax
on heat use and other electric generation is important.

Finally, we think the tax needs to be simple, without loopholes, to
make it more administrable. It is, after all, the biggest energy saver
in the bill.

Turning to production incentives, we think that the promise of
higher prices is certainly the best incentive we know. The price in.
centives in the bill am already quite adequate-$14 for newly dis.
covered oil, offshore oil and hard-to-get and recover oil; $1.75 for
natural gas in the same situation. Those prices are far above what most
energy companies thought that they would be getting a few years ago
and we feel they are adequate. When we look at the profit picture and
cash picture of the energy industry, they seem to confirm our view
that these are more than adequate price incentives, higher than at
present.

For example, Mitchell Energy Corp. has a 30-percent return on
equity right now. In the last 6 years, it has experienced a 1,000-percent




























































































































































































































































































































































































































































































































































































































































































































































































































