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EXECUTIVE SESSION

Thursday, March 3, 1977

United States Senate,

Committee on Finance,

Washington, D, C.

The Committee met, pursuant to notice, at 11:08
o'clock a.m., in Room 2221 Dirksen Senate Office Building,
the Honorable Russell B. Long {Chairman of the Coﬁmittee) *
presiding.

Presené: Senators Long (Chairman), Byrd of Virginia,
Ribicoff, Gravel, Bentsen, Hathaway, Matsunaga, Moynihan,
Curtis, Dole, Roth, Laxalt, and Danforth.

Also present: Michael S%ern, Staff Director; Gordon
S. Gilman, Ch?éf'Minority Counsel; JcsephiHumphreys,
Professional Staff Member; Al Buckberg, Staff, Joint

Committee on Taxation.

The Chairman. The meeting will come to order,

I'am going to suggest, if I may, and we might try it
ta,ﬁime;cm two, and see if it works, I'am going to suggest
that in addition to using that early bird rule for people

asking the first gquestion, that we do the same thing with

regard to seating so that when we come here, if you are
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the first in the room, just move your sign up here, move

f?" 2 your tag up to the nearest table, and that way those of"
3 us who are here working will be placed together in a tight
j!!' ' 4 knit group where we can talk to one another more conveniently
3 and we won't leave all of those gaps in between for those
6 who are not on the scene,
' 7 For example, Senator, I would suggest you move up. Senaor

8 Hiansen:is in:thevhospital{i.sco why don't ‘youlmove o ‘his place,

? so wesare incdcocloser-group.andk:cam demonstrate vmiswally,

- 10 Senator, what I have ig mind.
. U Let me -tell you what.:is wrong about; WHat, we o -1
f? 12 did yesterday.
iﬁ‘.&ﬁ. 13 This is one of the little embarrassmehts about these
&w’ « 14 opén sessions, when we talk-these things over and we then
Cf _ 13 run a scorecard and do a tally sheet on where we wound up, -
;, 16 I think we want to reconsiderrdndssay, ‘'Well, now, is that
o 17 how we want to do it?
18 For example, Mike Stern gave me a copy -~ did you

19 send a cQpY to every Senator of this tally sheet, Mike?

20 : Mr. Stefn, Yes, sir.
21 The Chairman. Now the way this tally sheet reads, it
‘I' 22 looks as though we are recommending an increase of $9.5
@;} 23 billion in the budge% deficit recommended by President

1

. L Carter.

25 Now there are some things that I think we ought to
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be done. But if the President thinks that he can do it,

reconsider our approach on because a lot of this is not
so much what you do as the way you do it, whether you lodk
good or you look bad.

Just for starters, the Prgsident has recommended that |
some savings be made :ini some unintended benefits in the f
Social Security program where we have some doubts .that 4
Congress is going to go 'along with it, so we take i§‘6Ut-

But locking back on it, if we took a less peésimistic
view or took the attitude that there is merit to Fecommend
it, and it would be nice if it could be done,that gf
we can't do this, perhaps we could do something of equal
merit that Qould save some money in the way of curtailling
some of these windfall benefits that we never really
intended, then we could make the same saving.

ﬁow if we make that estimate,»as the President has
done  in his budget, it makes us look. Now if we want to,
and I have no objection to putting an asterigk alongside

some of these thihgs to say that we query whether that can

if he think that that is sufficiently within the realm

of the possible, that he thinks it's worth putting in his
budget, we say, all rxright, we're willing to go along with
that assumption, but you understand that we have our doubts
about it.

So I'd be perfectly content to put an asterisk alongside




. that type of budget item. Then by doing so, if\it proves
f-. " to be an unrealistic estimate, when we come down to the

3 end of the line and end up with a bigger deficit than weé’.
[ql' 4 had estimated, not because of somet?ing we did, but because
-~ s he had an unrealistic estimate to begin with. He was

) overly optimistic about something that we put a question

; mark alongside of that we didn't take out because he

8' thought he could do itf | .

g Now if you look at it on that basis, and also 'I think

' 0 éﬁ’these tax increases, I think we ought to consider thaﬁ

s N on a somewhat different basis.

:j ’ .]2- For ex$ﬁple, some of these things that we think --
,‘.C 2 our Republican gfiends would recommend that there be some
Q;j A y further tax cuts, but they want to accompany that with

ij s spending cuts and I don't think they would be urging

;7 - y a further tax cut beyond what is being recommended by the

« ” Administration. Basically, their position would be that if

e ‘; you cut,; you should cut spending. And when you cut spending,

- 0 you ought to further cut taxes. But they’are not recommending

6 that you have some of these tax cuts unless you can have
z‘ the spending cuts.

vg Now suppose you go through this thing and show us,
’3 Mr, Stern, where some changes could be made that would at
) least keeb us from looking as though we were being

4
'25 fiscally irresponsible. \
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Mr. Stern. If you want to take this sheet of paper
thatiis in front of ydu called, "Fiscal Year 1978 Budget
Récommendations,” aqd flip it over to the backside, where
it says, "3. Expenditure Programs: Committee Recommendation
by Program,"” the first item is Social Security.

If you.look at the legislative program under-$ocial
Security, the President had recommended that about $800
million be saved by legislative changes to eliminate or
modify low priority Social Security benefits. And yestapday
or the day before, you had thought ;hat it was unrealistic
to achieve savings of that magnitude.

The Chairman. What page is that?

Mrx, Ste?n. Thissis on page 22 of the blue book,

Charxt 7.

The Chairman. Aall right.

Mr. Stern. For example, both the FcrduanQLCaryer
budgets recommended saving $400 million by abolkishihg:certairs
retroactive paymentsAfor people who éan now get up to
a year's wortb of retroactive payments, Second, applying
the earninggs limit on an annual basis only'to cut out the
situation where a person who simply doesn't earn during
one month of the year even though he's not retired, he’'s
eligible f&r benefits during that month. That would save
another $200 million. Andther one, to lower the automatic

increase amounts for persons with reduced benefits. That
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would save another $200 million. Placing a limitation

on student benefits would have saved another $100 million.

So all told, that was a program which together with some

other benefit changes netted out at about $800 -million
worth of savings.

You had decided two things. Number one, that it was
unrealistié to assume enactment of this, and also, you
wanted to allow $500 million for possible other new
legislation. If instead, you simply start with a net'
savings of $800 million that®s in the budget, that would
reduce the increife in your deficit by $1.3 billion. 1In
other words; $9,.5% billion that the Committee decisions up
till now have increased the éarter deficit, you would save
$1.3 billion that way. Namely, you would indeed assume
that $800 million savings and also nét be providing $500
million. The assumption there would be that if you
wan£ to do something like Senator Laxalt proposed, you
would make it effective beginning Fiscal Year 1979,
rather than Fiscai '78.' You would ﬁhase it in one year
later, beginning one year later.

The Chairman. Well, first let's take the items that
President Carter has there. If we simply take the
éttitude that all: these: suggestions by wdy of economy
have merit to recommend them and the President thinks that

they are feasible and thinks that they can be done :—Zhe ,
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thinks enough of them to put them in his budget ~- if

we simply leave them there and if we want to, put an
asterisk alongside th?m7%aYthat this may prove to be a very
optimistic estimate, 'Eut,theszesident:ﬁeemed ta think

so, and unless and until it has been tried, we are in no
position to say it can't be dcne.

Then on that basis we avoid putting curselves in a
position of sending a report over there that sayé the
Senate Finance Committee is recommending a $9.é billion
increase iﬂ this deficit. That would reduce it down by
about $1.4 billion.

Furtheémore, it may be that you can't make these
savings but that therevarersome other savings that our
staff could recommernd to us and maybe other Senators might
haveiin mind that you might be able to make in lieu of
some of those, and if so, that would save in the same
general area and you might make it up that way.

So that if we simply said, all right, now we have
a query about this; a lot of this has merit to recommend
it but we have our doubts that it can be done. Then if
it proves to be in error, that' is their error; that
if it comes down to the end of the road and this was
not possible, noﬁody‘thought enough of it to move it, or

#lse when it came to a vote it failed to pass, then they

just made an assumption that could ' not be sold.
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But it doesn't leave us in a position that we'are the ones
that ran this deficit up by this particular amount..

Now in thinking about this I've seen some of these
things that the President sent down that the Congress wasn't
going to buy that we wound up looking like we were the
ones that wouldn't balance the budget, because he sent
down an unrealistic assumption and we are the ones that
said, No, we don't think it’is‘realistic.'

I think that we would do better just to say, Well, it
would be nice if you could_do all of that. But if he
thinks enough of it to recommend it, let's just leave
it there and see what happens, |

And if we can't save in that area, maybe you can save
on some things along this line. I personally could vote
for some of these. But I am not in a position to say that
the Senate.will not do it. And the fact that we do not
say that the Senate will not do it puts us in a better positig
as far as bookkeeping is concerned.

I would make that recommendation with regard to the
Carter items.-'I think we just make ourselves look bad by
saying it cannot be done. |

Senator Hathaway. In other words, we are not locking
ourselves in.

The Chairman. No.

I

Senator Hathaway. There may be some items there that

bIl
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we wouldn't go alohg with.

The Chairman. Let's take an illustration. Far beyond
this, some years ago President Ford sent us a recommendation
that &ﬁdlthat he would suggest that we not have the cost
of living increase that would automatically go into effect
under existing law.

He had no more thance of passing that than I have of
making a quick trip to Mars and back today. But at the
same time, when we knocked it out, it looked as though we
were a bunch of budget busters. The President recommended
a balanced budget by “making some economies and we are the
ones that séid, no, it can't be done,aand knocked it out.

If we just let the thing sit there and it didn't
happen,‘if at the end of the yéﬁr we had a deficit by that
item and we said, all right, now he 'thought it could be
done. It looked to us like that was a very doubtful
assumption, but he thought he could put it over, Okay, let
him try it and see what happens. And on that basis, when
you come down to the end of the road, it's not us who
was the budget buster. He just made a very bad assumption
that he could not deliver on.

Yes?

Senator Moynihan., If I add up the column on page 22,
chart 7, it comes to $2.5 billion. And are we picking

among these items that we think will be =-- -
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[ 4
Mr. Stern. Yes, just only those that . e

areassociated with the Carter budget, which is roughly

the top half. It's the first item, "Bar Certain Retroactive
Payments," -$0.4; "Apply Earnings Limit on Annual Basis
Only," «~$0.2; Lower Automatic Increase Amounts for Persons
with Reduced Benefits," =-$0.2. Skip the next ‘ifém -- that is
the Ford buéget,not the Carter budget. "Reduce Student
Benefits" !gsin the Carter budgét, -$0.1. Then "The
Other Benefic Changes," +$0.1,

So that Vhole prégram is a gross decrease of «$0.9 and
a gross increase of +$0.1, for a net of -$0;8.

Those were done only so that you could see that there
are other kinds of low priority benefits you might want
to look at. If you don't like those, you might still be
able to achieve savings in some other waye

The Chairman. The point is if we £ake a less negative
attitude about these on the basis that it is not necessarily
something I am going to vote for but it is something that
the Presiden@ wants to recommend and it would be nice if
you coula make:these economies, or if not, you might be
able to substitute something for it that our staff could
recommend, then it puts us in a far better image than it
does by takinq a negative attitude about these savings. It

makes us look like a bunch of budget busters, and I think

it would be wiser to take the' attitude that if the President
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thinks enough of it to recommend it, we will pass it along
to the Budget ngqittee or something, but that we have
some doubts about it but that we did not take it out.

If he thinks he can do it, we are willing to give him
the benefit of the doubt.

Senator Hathaway. We are going to put that explanation
in our report?

The Chairman. That is what I would suggest if you
would like to.

In other words, each one of these things that we think
has some doubt about it, flag it, and then at the end of
the year, Sénator Moynihan, we would just run a check out
and see how théy came out.on those asterisks and see
what actually happened on those items later on..

But now it would be a lot better, if these estimates
are not realistic, it would be a lot better for the White
Homse to change it as an adjustment of their budget rather
than us to change something that didn't look realistic
and look like we aretthe ones' that busted the budget by
refusing to go along with something that couldn't be
sold. A

So we simply flag these items and say that there is
merit to recommend these suggestions, agd pgrppps ;hgy
can be done, that we have our doubts Lut;if?it can be done,

fine. Otherwise, maybe someone can think of some other
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economies that would involve some unintended windfall

benefits in the Social Security program or similar expenditures

to help to balance thisg budget. And if so, fine}! we
would expect to support them,

Now that just makes us look a great dekl better than
it does for us to take a negative attitude that it can't
be done.

Senator Curtis. Mr, Chairmaﬁ, I got here late and
I apologize. But I have given some thought to this and
I concuf with your theory on this, ghat we need to protect
ourselves from points of order later on., But .we cannot at tﬁ
same time - - leathhefchargehas?budget busters because these
recommendations df the Administration no ddubt will be

started out in the House, If they have the votes to

pass it over there and they do wome over here, with a
stfong vote in the House and a ;trong endorsement of the
President, some of them may be sustained. That 1s what we
do not know.

While I'think that this procedure of looking at the
budget and having the whole Congress‘looklat the budget at
the beginning of the year is ai/wholescme thing, I think some
of the mechanics that we are laboring under, .that:.the
appropriate‘committee ought to take a look at that. It

just seems to me that it is pretty awkward.

There may be an item in here calling for dn expenditure
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that I do not approve of but my better judgment tells me
that the Senate will pass it. Well, what do I do? Do
I vote to put that in this early budget or become a budget
buster or do I vote no, realizing it is going to be
an unrealistic figure?

So I think:that your approach is justifiable, but I

also think that we ought to make an expression that some

~of the mechaniecs of this ought to be looked at.

The Chairman. If we do these proposed savings in the
Carter budget that way, we will be in a far better position.
and frankly, it will be less subject to challenge when it
goes to the.éudget Committee than it would if we sent a
$9.5 billion item over there. If we sent over a recommended
59.5 billion inerease in ‘the deficit, they'are going to
chop that thing all to pieces and the changes we have
recommended willlnot mean much.

Those who are in favor then of just leaving these items
in, let's say with an asterisk alongside them to indicate
that these are items that are speculative at best, say
aye.

(2 chorus of ayes}

The Chairman. Opposed, no?

(No response)

The Chairman. The ayes have it.

Senator Bentsen. Let me check., I came in late., We
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are in effect resc¢inding some of the things we talked about
yesterday and we will not be in a position of busting this
budget.

Is that correct, from what you have said?

But in the report you will cite the problems that they
will be confronted with. Is that right?

The Chairman. That®s right, that's right.

-Senator Bentsen. That is fine,

&

The Chairman. Now we will take'your item, Senator

Laxalt.

Mre Stern, you suggested $500 million on this item

Qe

that you wanted with regard to uﬁg garnings test.

Mr. Stern. Actually, Sénator Laxalt's item itself,
in his phase, has only $100 million in Fiscal Year 1978.

Senator Laxalt. It's only $100 million in Fiscal '78.

Mr. Stern. It'is actually only $100 million in
Fiscal Year 1978. $500 million was to accommodate other
things, including the Laxalt ameQdment.

The Chairman. You say this only required about $100
million in *782

Mr. Stern. Under the phasing proposal that Senator
Laxalt suggested be phased in quite gradually; in the
first year it would only cost $0.1 billion in Fiscal Year
1978.

The Chairman., All right, well, if you do it that way,
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then the net increase on this page is $100 million.

Senator Laxalt. Right.

Mr. Stern. That'is correct.

TheaChairman. Okay. Then without objection, then,
we will recommend the phase-in of that Laxallt amendment.

Now let's take the next item then where we can take
a little more optimistic view and hand in a :betterpreport
Card.. ...

" Mke Stefnt .The next thing we want to look at is on
page 30, Chart 9, Social Services.

The Carter budget proposed a $200 millidn increase in
socia} services and the Committee had tentatively agreed
on a 31 billion increase.

You‘might, instead of going from $200 million to $1
billion in one year, you might do it over tﬁo years, In
other wordé, you might have a $600 million increase.

The Chairman., ~It cuts ; the increase in half,

Mr. Stern. Yes, sir.

The Chairman., That was my suggestion at the time and
I would suggest that we just cut it in half.

Senator Curtis., Refresh ﬁy memory as to what that
billion dollars was about.

Mr. Stern. Well, you had tentatively agreed to look

at the possibility of consolidating several social service

programs and increasing the authorization in total by a
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billion dollars., And that compares with an increase of
$200 million in the Carteér budget, although the Carter
budget doesn't do it by consolidation; it just provides
additional money for child care.

S0 under this proposal, instead of going right to
$3.5 billion, you would go to $3.1 billion in Fiscal '78
and then contemélate going to $3.5 billion beginning in
Fiscal Year 1979,

Senator Bentsen., It ends up in an increase over the
Carter budget of how much?

Mr. Stern, $400 million instead of $800 million in
Fiscal Year 1978.

The Chairman. If there is no objection then, we will

- make that change.,

Senator Bentsen. Mr. Chairman, I will vote against it.
I am going.to vote against the increases beyond the Carter
budget in general.

Senator Hathaway. Any of them?
Senator'Bentsenc Any of them,

Senator Eyrd. I voted against it yesgterday and I
want to vote against it again %odayfif:~itw‘i§ ‘an increase
increase tﬁat-y&ﬁ are pfoposing.

The Chairman. I am Ealking about a proposal to cut
the increase in half,

Senator Byrd, Well, I will vote for that,
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The Chairman., Then I take jt that is agreed to. What
is the next item?

Mr. Stern. The next legislative item is on page 34,
"Unemployment Compensation." The Carter budget proposes
an additional $400 million for extending emergency
benefits. These are benefits which up until March 31lst of
this year pay up to 65 weeks of benefits and recommending
ar. extension. The President i§ recommending up to 52
weeks of benefits rather than up to 65 weeks of benefits.

We had mentioned earlier that a study of the
beneficiaries shows that the average family income is
$10,000 féf persons receiving emergency benefits and that
the Commiéfee might want to consider some kind of needs
test, and if you did, you could save some of those funds,
particularly for people who have incomes of $10,000. And
if you did that, you could save $200 or $300 million.

Just for budgetary purposes, you might want to provide
$0.2 billion instead of $0.4 billion, just half the amount.

The Chairman. And frankly, to me that makes all the
sense in the’ﬁorld because I think we ought to do that.
People making $10,000 a year, by my lights, should not
be dfawing unemployment benefits., But that doesn't mean
that you héve got to agrée that you are going to vote for
it. It is just that I think that that is an assumption

that I think we could afford to make. And by doing that,
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we would better our position by about $200 million on this
item, |

Mr. Stern. This is not family income before they
get the unemployment benefits., This is family income while
they are getting the unemployment benefits.

Senator Byrd. This is the income over and beyond
the unemployment benefits?

Mr. Stern. It'is about $8,000 and $2,000. That is,

a typical case is a wife whose husband makes $8,000 and

she gets $2,000 worth of unemployment benefits.

Senator Hathaway. What does that actually come to,
the reductié;?

Mr. Stexn, The actual amounts of money?

Senator Hathaway. How much would we actually save if
we eliminate all of the $10,000? |

Mr. Stern. Since that is the average amount, our
guessvwould be,eliminate anywhere from ha;f to three-
quarters of the benefit payments.

Senator Hathaway. At least half.

Mr. Stern. .Yes.

Senator Hathaway. Where were the others that you
mentioned, the other day that ye could save dn‘_:’

Mr, Stern. In unemployment?

Senator Hathaway. Yes.

Mr. Stern. Well, our suggestion would be instead of
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having a program pﬁase out after nine months, as the
President recommends, have it phase out after six months
because after six months it will be September, which is
a period of relatively higher employment on the unemployment
cycle.

And it seemed to make‘more sense to us to phase

the program out at that point rather than phasing it out

while unemployment is on the rise again.

senator Hathaway. How much wouid that save?

Mr, Stern. Probably $100 million.

Senator Hathaway. So that would wipe out the whole
thing?

Mr, Stern. No. Our assumption in this pamphlet,
you are going from $400 million down to $100 million was
probiably that you would save about $100 million by needs
testing and about another $100 million by having the
program go for nine months rather than twelve months more.

Qne reason for that'is that needs testing will take
a little bit of preparation by the employment offices so
we assume that you couldn't do it for about three months.

The Chairman. We would just assume we could save-
that money, about half this $400 million.

Senator Hathaway. That is based on the current
anemployment rate?

Mr, Stern. It is based on the economic assumptions
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‘extending benefits at a cost of $400 million, we could find

a first budget recommendation we are recommending. Bill,

) 20
in the Carter budget which projected a declining unemployment
rate over the course of the year.

The Chairman, We will just assume that while we are

some: ways to save some money in connection with that program
of a couple hundred million dollars. That's a big
program and a lot of things are subject to criticism andinvq;ve
a lot of potential savings, I think you could save about
$200 million in connectioﬁ with that. That makes us look
$200 million better off.

Senator Hathaway, That is projecting a declining
unemploymen£<rate. We are not sure of that aé the present
time becausé we have not- had the economic stimulus.

The Chairman. Pleasecunderstand that this is only

we could come along with a second budget resolution and
say, "Well, it éoesn't look as good now as it did then.”

Yes, Senator Dole?

Senator Dole, Mr, Chairman, I am sorry to be late
and absent. We are having Ag hearings and we are talking
to Louisiana rice growers this-morning,

The Chairman, You had better get back over there,

T
I think that maybe Senator Bentsen has <«  same idea,

Maybe somewhere along the line we hope to have some

flexibility on the exployment tax credit, and if I am not
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here I hope that Lloyd will raise that issue.

We will try to get to that as soon as we can.

And I am sympathetic teo that. But if there is ﬁo objection
then, let us recommend a saving of $200 million heres.

Now what 1is the next item?

Mr, Stern. The next item of legislation is ﬁeélth.
On page 42 of the blue book, Chart 13, the legislative
changes in health proposed by the Caxter budget are
$800 million in savings and $400 million in increased
benefits. And you have accepted fhg $800 million in savingé.
The staff feels that the legislative proposals here are
probably not the best way to spend an additional‘$400
million, If you want to, you could cut back to say $200
million. In other words, just allow $200 million for
benefit increases of one sort or another, rather than
$400 million during the coming Fiscal Year,

The Chairman. Meanwhile, our staff has some ideas,
how, administratively, if we could make them do it, that
they ought to be able to save a lot more than that.

So I really thihk in this area that on the overall
that is a safe estimate, If wé ¢ould just make them do
some of the things they are talking about..

I think we ought to put an asterisk alcngside that
$700 million at the top, that limitation on reimbursement

expenses because so far they have not even worked up a
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proposal. They are just talking. That is just conversation.
And they have not even gotten down to concrete proposals.
But we ought to try to control those reimbursement rates,
but I think we ought to make it clear that so far this

is just in the conversation stage. It is not even a
concrete propesal, so far as we know. But they jﬁst say
that it ought to be done, ;nd they are going to try to

do it.

But I would not take it out. I would just leave it
there but I would flag it, so that they know and we know
what this is. .

Then without objection, we will make that modification.

Senator Hathaway. We are also putting a nétation in
there, too, about what Mr, Constantine said the other day,
that evenbif we eliminatéd that $800 million, that they
could save that mﬁch on the current law, which would give
us some money +1€~ we felt that the cut from four to two
was too great to go béck up to four.

The Chairman. Administratively, yesSy They think that
tﬁey should be able to save about-$7do million over there
just by doing the administrative changes ﬁhat ought to be
done. That is what Constantine thinks, -Ard some of it
can be done there. I am éure that there are some that they
cannot do, but that is a saf; estimate,

All in favor of that, say aye.

(A chorus® of” ayes)




»

®
N

10

-

12

13

i4

15

16

17

i8

19

20

21

22

23

24

25

23

The Chairman.- Opposed, no?

(NO“Eesponse).

The Chairman. The ayes have it. Whaf is the pext item?

Mpe C8térna~. What'overall figureido you want to have
as the revenue cuts?

Yesterday, you‘agreed at $22 billion.

Senator Ribicoff. What page are you on?

%. Stern. If you look atgrage 50, Chart 16; you
can see that the Carter budget for tax cuts in 19f8 was
about $16 billion, Ways and Means bill is about $17 billion,
and the figure you had agreed to yvesterday was $22 billion,
which is $6.1 billion higher than the amount in the
President's budget.

| So you had not taken into account the possibility of
maybe having a net figure where you would add some tax
increases.

So you might want to pick a figure lower than $22
billion and assume that to the extent that you go above
whatever figure you choose, you will have offsetting
tax increases.,

The Chairman. Let me tell those of you here a thought
that occurred to me overnight.

Now we.arrive at that $22 billion figure by working
on a two-track basis, We try to arrive at a figure that

one, would assume that the Republican alternative might be

=o'y
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sugcessfulover on the floor, and also that they might not.
be successful,

So by going on a two-track basis, one,:that the
Administration's program might prevail with a few Democratic
édd—ons, and another, that it might be defeated in F¥avor
of a Republican altefnative.

By moving on a two-track basis we arrived at. a $22
billion figure. That makes us look bad, as though we were
recommending a great big tax cut to increase the deficit
beyond the budget and I think we ought to go on just -

a one~track basis and do it this way. |

We ought to say with regard to what the Republicans
are going to suggest on behalf of their leadership, that
they are going to suggest an even larger tax cut than we
are recommending here, and they are going to suggest that
this be acéompanied by a cut in spending, and that if the
spending cut and .the tax cut go ‘into effect, that they
would wind up, I assume, with no biggér budget deficit than
the Administration is recoémending.

Is that correct? That is about what yourhad in mind,_‘
I believe. Or at least -no bigéér budget deficit than we
Democrats in this Committee are recommending.,

Senator Danforth. Yes, I think it is just sort of
a question of the terminology that we are using. I am

not sure.that I would necessarily tie a tax cut to a spending
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cut on a one-to-one basis. I do think that it is kind of
an unreal situation when you are dealing with this budget
recommendation because you put something in Area A and you
leave it in Area B because you do not know whether or not
it is going to come out of there.

I mean if I had to write this letter by mysélkf, I
would, for example, @elete the $1.6 billion increase in
counter-cyclical revenue sharing and put that moﬁey in the
$22 billion.

So it would be a subtraction. But what you are dealing
with here is just trying to keep your options open so you
end up pushiﬁg it up more than it would otherwise be.

I am not sure that this is a deficit-increasing

' proposal because I gluéss Senator Curtis has pointed out,

and he'bas got the figures to back him up, when you reduce
tax rates, historically, that is, over the last 15 years
or so, every reduction of tax rates has been accompanied
at the time that the rates have been reduced by speculations
as to loss of revenue; whereas, in fact, revenues have
been increased because of the stimulative effect to the
economy of the reduction.

So I am not sure that this is really a budget busting
operation. But I would not say that necessarily I would tie

every dollar of tax reduction to a dollar of cutting some

on the other end.
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The Chairman. All I am saying is that we should not
present something in-here that on beﬁalf of the Committee
locks like a big budget busting operation when that is
not what it is at all. Actually, we are trying to
accommodate two points of view, one point of view being
that we would reduce taxes and reduce it by perhaps a little
more than, perhaps a billion dollars more than the Carter
Administration, andther item being that we would reduce
taxes more than that, but that we would reduce spending to
offset it.

One of them is a Democratic suggestion and the other
is a Republiéan suggestion. And I think that what we ought
to do is just make it clear that we have these two approaches

Now we will be in a position to decide,to know before
the second budget resolution which approach is more likely
to happen. When the President's taﬁ‘package comes up ou;
there, I will assume that on behalf of the minority, there
will be an amendment offered that would substitute for
the Carter tax program an alternative that moves you in
the direction that you are suggesting here.

Isn't that right?

Senator Roth. Well, may I make this observation, Mr.
Chairman?

There is a Republican alternative., In all candor, I

don't think the Republican alternative is much better
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than the Carter package and I intend to offer a permanent
tax reduction across the board at an appropriate time.

So I think that the decision we came at yesterday,
the‘language, I might read that again, might solve the
problem: "In recommending these amounts for revenue
reduction and outlays, the Committee recognizes that the
Senate will be considering alte;natéxproposals to stimulate
the economy and thaé:these proposals, while keeping within
the same overall budgetary impact, may well involve
larger revenue reductions and smaller outlays than. have
been included within the various budge?arf categories."”

That cértainly covers what Senator Danforth was
talking about. It covers what I am. But I think the point
that¥ Pat made yesterday is very important, that we retain
the flexibility to consider these alternate approaches.
The Senate can work its will. And I think this language,
which HMike really developed, at least keeps the door open.

" The Chairman. Right. Well, and I think we 'aught to
do that but I don't thinkkthat we ought to put that in
the figure to increase the tax cut f£igure over on the
other end.

Now if your proposal succeeds, if you have a big tax
cut and you are able to accompany that with a spending cut

and move us in that direction, then a second budget resolutig

will have to be drafted on a different basis. And that is

n
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fine. Whichever wéy the Congress wants to go is the way
that the second budget resolution ought to go,

But basically, I think that you are protected and it
makes clear what you have in mind and it protects also
your fiscal integrity, when you simply put the language in
here and put an asterisk at the apprépriate point and say,
now there is going to be an alternative offered to this.

Yes, sir?

Senator Laxalt. One of the problems we have here is,

'

in connection with what Senator Danforth indicated, is the
treatment of revenues.
- Now our theory, ‘as propounded’ by our: economists, is

that historically a tax cut will result in the generation

" of new revenues. But the Master Chart submitted here today

does not provide for that kind of alternative.

Now we are told that we can have additional revenues
by virtue of our tax cut.approach:of 'upto $15-.billion.

My gquestion is, recognizing it is all speculation and
we are going to know a lot more in four or five months,
what provision is there, Mike, in our responsibility here
for taking care of the alternatives that the Chairman has
suggested?

Do we have aﬁy flexibility in having different
approaches depending on the type of program that we eventuall

settle upon?
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Mr. Stern, ~The figure that appears both in the
letter that you submiﬁ to the Bﬁdgét Committee and the
budget resolution that is approved by the Congress is
simply one overall net number for revenues.
So.ifvthat number is $22 billion, that means that you

can come up with any program that yvou want to that has

$22 billion.

' =
For example, it could be a $30 billion program with

tax increases of $8 billdon ox it could be $22 billion of
tax cuts or anything.

Last year, for example, that issue was resoclved by
having some tax increases and some tax cuts, which neited
out at a figure, I believe it was $15 billion that was
provided in the budget resolution.

So whatever number you agree on, it’is an overall
number ané that is a number that you can werk within. It
doesn't represent many one proposal. You can scrap any
proposal, just sc that whatever the €ommittee comes up with =

Senator.Bentsen. Mr. Chairman, if I may just for
a moment.

I do not want to be votiné for something that results
in a net substantial increase in this deficit. I want to
stay with the President on thatt And I am not going to

go on record voting for something that does.

One of Paul's problems is the argument by economists
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does th}s kind of tax cut actually increase revenues enough?
I have found in the short time that I have been here
it depends on who does the figuring and I found that iFf .
Treasury was for it, it would be something that would
generageta lot of revenue, and if they were nat for it,
it wonld. not generate a lot of revenue,
That has been my experience., If I offered a tax
cut that they were not agreeable to, it just did not seem
to cause much in the way of revenu: generation.,
So I dc..not know who is making’the projection. I

keep remember that old slogan on computers, you know, that

word "gar-~go," garbage in, garbage out,

So it depends on what assumption you put in that computer.

I don't know what you are putting in.

‘The Chairman. Here is what you are stuck with whether
you like it or not. You are going to have an estimate
that is prepared by the Treasury, an estimate that is
prepared by that joint committee staff, and if you push
them hard enough, you might be able to get them to consult
some outside advisers like the Whartoh Schooi of Business or
the Chase Econometric Center, or something as, that, to
look at what those people think also., But they have some
procedures,~I regret>to séy, that I do not understand to
this day, that they call standard procedures.

What do you call them over there, those procedures that
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you use to decide how much feedback there is on one of
these?~~'

Mr, Buckberg. Well, it is a fairly complicated
relationship. The econometric models are a collection of --

The Chairman. When you call it standard procedure,
what kind of procedure do you use to estimate how much
feedback there is in one of these tax proposals?

Mr. Buckberg. Well, there is really no standard
procedure. The idea is simpl¥yyou try to estimate how
the benefits would go from,who would get the inéome
benefit from reduced taxation and how that would change
their income and What the tax receipts would be from the
increase,

This‘is standard.

fhe Chairman. All I know is that on certain measures
such as the investment tax credit, I have felt for many
years that there was more feedback in that measure and
I thought the facts proved it. To me, I am positive in my
mind that there is more feedback on the investment tax
crédit than the joint committee staff comes up with or
the Treasury comes up with,

And I have pushed them on that to where they finally
have modified their position somewhat. .

But I would just say that there's aboutra .30 pPercent

feedback factor in that item. "All I can tell you is that
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when you suggest tﬁat you have got more feedback than
the Treasury says you have or that the joint committee
is willing to give you credit for, you are just sort of
tuck with what the Master said to Pontius Pilate, He
said, "Thou sayest," which I always took to mean that is
what you said, but you are thé only authority for - that
statement,

Senator Bentsen., Let me say, Mr. Chairman, that I
have found from personal experience that I have proposed
a tax cut two years ago and the Treasﬁry gave me an..estimate
on what thehlqsses were and they wefe opposed to that tax
cut at’ that time:, Then the Secretary of the Treasury came-
out for it and all of a sudden, the losses from it were
cut substantially in the computer projections,

So I get a little concerned about the input.

The Chairman. 'If you think that that is something, you
ought to see the way they do it down at HEW.

Mr:*Matsungagabhas something.

Senator Matsunaga. Mr. Chairman, the projected
deficit, of éourse, depends on what we project as the
estimated revenues, and according to the Ehart on page 438,
we have an estimated Ford budget deficit of $414.3 billion,
whereas, the Carter estimate is only $2 billion in excess;
and yet, by reliable figures, we have been using, both in

the House and in the Senate, a percentage decrease in
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unemployment would increase revenues by as much as $16
billion and the Carter budget proposes a decrease of
unemployment by as much as 3 percent by 1980, possibly,ll
percent. So that if we decrease the unemployment rate by
1 perce&t, there ought to be an increase of $§16 billion,
and yet, it shows only an increase of $2 billion. -

So why could we not increase the estimated revenues
so that we do not have that $6 billion deficit which we
are proposing over and above the Carter budget?

The Chairman. Is that in your estimate?

Is that in the esktimate ,the possibiiity of some reduction
in unemployment?

Mr. Buckberg. Yes, Mr. Chairman. The wery beginning

on page 12, Chart 2, "Reduced Unemployment." The unemploymen

>

rate will.,go down and the assumption is the Carter program

will be more of a stimulus.

The Chairman. But the Administration is taking credit
for some improvement in the economy in this budget?

Mr. Buckberg. Yess

The Chairman. With fegard to this revenue figure,
here is what IAwould suggest we do,

I would suggest that we proceed on the basis that we
simply have' language to indicate that this alternative is
going to be offered,.more than one alternative, perhaps,

and that if they do, that is a new ballgame, that you would

r
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expect to make reductions in spending, as well as a further
reduction iﬂ taxes, as an alternative to what the
Administration is recommending.

But dssuming that khe alternative is not agreed to,

I still think tHa€t if.Senatébr ROoth offered his tax credit,--~
Senator Ribicoff has left, but he is a co-sponsor -on this
thing, this tax credit for young people to go to college

or we have é vote on day care for working mothers that,

as we had discussed in yesterday's meeting, that those
proposals would still be agreed to and that they ought

to be in thq budget because I think'the Senate would vote
for them and I think the House is likely to agree to them
when they are proposed.

So whether yoﬁ are for it or not, I just think in
terms of a realistic éstimate, we ought to: put at least
about a billion dollars in here to ¢over such items as
that with regard to the further tax reductions.

Now to fail to do that means that at some point you

‘have got to get it in that budget resolution if you want

to vote for éome additional tax cut.
So I think we ought to haﬁeva billioh dollars in there
for that figure. What figure would you suggest, Mr. Stern?
Mr. Stern. Well, with a billion dollars, that would
mean about $18“billion instead of $22 billion. That is,

you would assume that to the extent that you wanted to cut
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taxes more than $18 billion, you would find some way of
raising taxes to briqg the qgt_effect down to $18 billion.

The Chairman. We would have about a billion dollars
in there so that if the Senate votes for some of these
things, that we know it will vote for if it has an
opportunity either on the Tax Reform Act or on this
Carter economic package, that we have anticipated that
and that we are not told that it cannot be done because |,
it is not in the budge; and nothing was considered and
it is therefore out.

Now I think you are going to need that to get
it agreed to in conference if ybu put SOmething like that
on there,

Senator Roth., The bill that Abe Ribicoff and I are
sponsoring would cost a billion.

The éhairman. As yau know, there are some suggestions,
I have suggested inladditionctolyours:rin the child care
area that would cost at least that much. But I would
suggest that we settle for the billion dollars additional
tax cut with:the understanding that if we go beyond that,
we would expect to find a way £o pay for it.

For example, I fully intend to vote for an energy bill
that is going at least as far as we did last year when
we passed it but the House would not accept it. And they

said if we could find a way to pay for it, they would take it.
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But time ran out oﬁ us so we did not get a chance to do it.
But we ought to go back to them and we ought to measure
up and we ought tb put a tax on té pay for it.

The Administration is going to make a recommendation
that probably goes far beyond what we were trying to do
last year., I hear by the grapevine that the President
is thinking about recommending a tax dncrease far beyond
anything we have suggested to pay for some ofvthose~things.

Yes, in the energy area -- all I -am saying is, 1 think
that we ought to say all,right, we expect to recommend
at least a billion dollars of tax reaucticns which would
have to be covered out of the deficit, but make it clear
that we expect to recommend a lot more tax cut than that.
But £he rest of it Qe hope to pay for by tax increases
on something else,

For example, you could put it on tobacco, you could
put it on whiskey, you could put it on energy, you could
put it on whatever you wanted to put it on. But we ought
to take the view that we will plan to pay for the rest of
it, |

Senator Danforth? ' .

Senator Danforth. I would like to -=-_

Mr, Stern. You are talking about 51 billion more thap t}

Ways and Méansibill andi$2«billion;more than the President's
bill’in fiséal ‘78, so the savings would be §$4 billion, com-

pared to what --

pe
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Senator Danfo£th. It seems to me that the sole point
of picking one.figure versus another is to provide ourselves
withl:a maximum amount of flexibility to propose tax cuts
for 1978,
Now the problem, as I'understand it, with what you

are talking about is you are saying that we should simply

flag in this letter the fact that if we propose further

" tax cuts over and above, .what is it, $18 billion?

Mr. Stern. $18 billion,

Senator Danforth. Over and above $18 billion, we will
make up for Fhat by tax increases somewhere else,

The Chairman. Or cuts in spending.

Senator Danforﬁh. That is right, That is what I
want boipoint out, that there are at least four ways that
occur to me that we could make it up. One is by tax
increaées on some other item for some other people. The
second is by spending cuts. A third is by increased revenue.
And granted, there is no way to absolutely prove in advance
what the increased revenue is going to be. But what we
are dealing Qith here is projections. And I think that that
is a third wayvthat we should recognize.

And a fourth way is to, I think that it is not entirely
fair to talk only about deficits in one year,in 1978, and
our alternative is and will be that instead of rebates this

-

year we have permanent tax reductions which would begin this
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year, that we would have less of a deficit in the present
Fiscal Year.1977, and somewhat more tax reductions for
next year. So there are at least four ways that the
aggregate deficit would be reduced or at least offset.

So my problem in drafting this letter is that I am
concerned that however we do it, it is going to come back
to haunt us at some future date, unless we provide

expressly for tax reductions of, say, $22 billion.

The Chairman, Well, if you are going to have to provide

for a:tax reduction of $22 billion, you are going to have
an indicat@qn'that that_is realistié. long before the
second budééthtasoluﬁion comes before the Senate,

In other words, when the Senate starts voting on
this economic stimulus package, I would assume at that
point that involves a lot of revenue, and at that point,
we are going to be able to détect what philosophy a
majority of that 8enate is going to reflect.,

Now when you go to conference with the House and when
you pass a bill, you will know about which direction that
you are goiné to move in.

Now you iﬁdicate that there are four different ways
you ﬁight finance it. That is right. In other words, you
might manage to, if there is something you might want to

do, you might manage to fit it in one way, you might manage

another. You mdght find a third alternative., Rut if all
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that fails and you think asamuchcafofouruproposal.ig =~
Senator Roth does,of his suggéstion of a tax cut,so young
peop}e can go to college on that college‘tuition tax credit,
you had better have something in here so you can budget
it, because if you do not, the whole thing is likely to
go down the drain because of it. Or you go to gonference
with the House and you have got a proposal that would go
to a vote if you get there. But those conferees would
never et you get to a vote on the House side because they
said it is not budgeted. Or ﬁhey make a point of order from
the Budget Committee over therej; it‘is not in the budget,
and therefore, it cannot be done.

Sa here you are fighting for something and you have
got the majority of the Senate, mNaybe it is a 90 percent
majority with you but you cannot get it to a vote on the
House side because they stick 'you with a‘point of order
and then they refuse to agree to it because it is not
budgeted.

That is why there ought to be something in here to
cover the proposals that Senators are going to make.

Now what I am suggesting from my poiht of view is
less tax cuts than I am planning to vote for. I am willing
to take the burden of trying to raise some money to pay
for some of this. ﬁut I personally do not enjoy all of

this charade of pretending out here that we have done all
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of these thingé for all of these people, go ocut there on
that floor and vote for $50 billion of tax cuts and come
back'from conference with 15 cents of tax cuts left because
there was nothing in the budget to cover all of that.

And that being the éése, I think thét we ought to
put about a billion dollars in here so that we can at leask
do some of the things we are talking about; otherwise,

I think that when we say, well, we want to cut: all of this
spending and it does not work out that way, then you

will want to do this other thing and it does not work out
that way, you want to put this big tax increase in and
that gets knocked out on you, as has happened to us on the
floor last time., You recall, we were going to take away
some of these deductions for gasoline. Well, they knocked
it out on the floor by a close vote.

So when all of that goes down the drain, if you
want to do something about this, you still had better have
your final fallback position, that you have at least some
room in the budget for some of this,

Yes, sii.

Senator Léxalt. Well, the basic problem is here that
we are dealing in projections and the projections were
based upon assumptions, and we are hung on the assumptions.
And I do:not know hoﬁ you overcome that.

Senator Matsunaga. If the gentleman will yield, I
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would like to come back to the earlier point I made and
ask Mike this question.

This projegtion of total revenues of $416.3 billion
for '78 and $14.4 billion by the Ford Administration, now
ar2 these reatistic figures ér has the Committee itself
projected its own éstimate and found it to be different?

Mr, Stern. I will let Mr. Buckberg of the Joint
Committee answer it.

Mr. Buckberg. These are the joint committee estimates,
but you will note that the titles and revenue is oh the
present law. So it is before any, Qhat the revenues would be

before a tax change, including the effects of the President's
recommendations for the stimulus program or what the
Ways and Means Committee has reported to the Houée,

These are the results if you did nothing.

Senator Matsunaga. And these éstimates come from
the Administration?

Mr, Buckberg. Well, they are =~ yes, these are
the Administration estimates.

Senator‘Matsunaga. So that you have not come out with
your own estimate as to the total revenues?

Mr. Buckberg. We have not, but our estimators have
gone over the way these estimates have been made, particularl
the components of thém, and I‘don't think we would have

very great -- we would have no difference of opinion using
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the same economic estimates if the question is whether we
might change the economic estimate,

Senator Matsunaga. What has the experience been,
especially'the immediate past, let's say the last five years?
Has the Administration's estimates been below or above
the actual revenues?

Mr. Buckberg. Well, in recent years, I think the
last several years, I think they have tended to Qe generally
a little bit above, although last year, I think at leask
for Fiscal '76, they came above. Several years before that
they were below, or rather the estimate overestimated
what actualiy turned out to be because the economy didn't
perform as well as they thoﬁght it might.

Senator Matsunaga. Qell, I believe, Mr. Chairman,
that if the staff can cone ﬁp and pe?haps recheck the
figures, énd if the staff can come up with a figure which
shows the projected revenues to be even a billion dollars
more, then we could have that billion dollars in the
budget without increasing the projected deficit and
appearing to be budget busters,

The Chairman. Well, bﬁt they cannot do that today.
How soon do we have to send that letter o¥er to them,
Mike2?

Mr. Stern., Well, it is due by March 15th. The _

question is whether a re-estimate at this point would
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actually wind up with +.& higher figure bhecause the
estimates in both the Ford and Carter budget did not take
into account the severe snow in the Northeast.

So it might well be that you would actually have a
lowe; estimate if you —--

The Chairman. I think we had better go ahead with
what we have here,

Mr. Roth?

Senator Roth. I was just going to urge that we
accept the Chairman's proposal. I think it makes good sense
that we are putting in this language to protect the rights.
And as I understand the Finance Committee and the Chairman,
wé are all going to speak up and try to protect that right,
even though we may not support the specific proposal.

But I would like to suggest, Mr. Chairman, that it
does bother me, going back tc what Lloyd gaid, that you
have these proposals.and they have no feedback written into
them. The Treasury can play with it if they are for it
or against it.

I would‘like to go back and show what happened in the
days of Presidént Kennedy. The Treasury éstimated that the
tax cuts were going to result in an $89 billion loss of
income and in fact, it was a plus $54 billion. That is

a pretty major error.

And I think we ought to have some means in this Committee
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of dealing with revenue and expenditures to better estimate
what the impact of these are, and I would urge that this
Committee consider some.

Mr. Buckberg. Senator, this is partly coming back
to Senator Long's earlier statzment. When we make a
revenue estimate, that is the estimated effect on.receipts
of a particular tax change, we usually estimate if there
is going to be an increase in the tax what the immediate
effect is on those ﬁaxpayers or the reverse if there is
a decrease in tax.

We do not try to bhaild intérthe estimates any
subsequent economic benefits or losses from that particular
proposal., It is too difficult to trace anyrone through
the economy. It is possible, when you get the full size
of a package, to take that sort: of a ® change and say,
this will be distributed into the economy in one or two
ways, and build that into the overall economic performance.

But then if you try and re-estimate the subsequent
effect on revenue, you really have a very small change
beyond that, and there are always matters of timing that
affect these things.

Senator Roth. To re-emphasize the point I am making,
I am not an econcomist, but I’understgnd that there are
projects to try to feed in the backplay of revenue for these

various proposals, and I just think that this Committee
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ought to have the ﬁest information, the best projection‘
available, and I suggestion that the Committee might cons
this problemn.

The Chairman. Thank you.

Senator Bentsen. Mx, Chairman, I would have to stay
with the deficit.more closely as proposed by the Carter
Administration. I agree with the Chairman that we ought
to have some changes in the tax mix. But I do not want
to be in a position of saying that I am going to vote
for an additional billion dollars in cuts above what has
already beenﬂproposed without the iﬁcreases from other
sources of'tax collections being shown at the same time.

So, therefore, ¥ would have to vote against it.

The Chairman. Well, let's vote on it.

Those in favor, say aye.

(A chorus of ayes)

The Chairman, Opposed, no?

{A choxus: of:inoces)

The Chairman. The ayes have it,

Senator Danforth. I just want to point out, Mr.
Chairman, that.my reason, I think, is the.opposite of
Mr. Bentsen's.

The Chairman. I suspected that. Now how much of an
increased deficit do we recommend when we make all these

chdnges that were suggested here?

45
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Mr, Stern. The way we stand right now is a

deficit khat would be.$3.3 billion higher rather than the
$9.5 billion higher in the President's budget, and that
would be $2,1 billion on tﬁe revenue side and $1.2 billion
on the outlay side,

The Chairman. I think that that'is a wise recommendatio
or the whole. Frankly, if we send it over much higher

than that, they are going to take out the éiﬁﬁﬁerQE@ﬁﬂywaY

»,
A

and it would be better for us to recommend what we think
it ought to be rather than have them do it for us.

Senatog Hathaway. We are going4to flag all the changes
that we made today?

The Chairman. Right, with the appropriate explanations.

Senator Bentsen. Mr. Chairman, as Senator Dole said,
I witl be proposing when that :tax packagé comes cover, some
change in the employment tax credit. I am going to try
to find a way to stay withinvthat ceiling in the process,
and that is not going to be easy.

I am not sure whether Senator Dole, what he is
proposing in‘that regard.

We may neéd a tax cut in addition.

The Chairman. No further business,

(Whereupon, at 12:15 o'clock p.m., the Committee

recessed, to' reconvene subject to the call of the Chair.)






