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March 6, 1975
MEMO

TO: Jim Cannon

FM: Dick Alliso;#

RE: OMB VIEW OF FIGURES SUBSTANTIATING WALL STREET JOURNAY

EDITORIAL CLAIM

1. Re the Feb. 24 Journal claim "that there are now so many taxes
on individual and corporate saving that to get an increase of
1% in return on investment takes a 20% increase in prices,"”

you asked me to discover OMB's view of this statistic.

2. I have learned that, in OMB's informal view, this statistic

reflects the bias of the economist who prepared it; that bias

is that capital is probably taxed too heavily. The people whom

I talked to “said they would be more comfortable with this ratio:
To get a 1% increased return on investment,

Takes, at the most, a 10% increase in prices;

Enclosure - Basic memo and enclosure
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March 3, 1975
MEMO
TO: Jim Cannon

FM: Dick Alllsonﬁ 5‘ o '

RE: FIGURES SUBSTANTIAING WALL STREET JOURNAL EDITORIAL CLAIM

l. In the Feb 24 Journal, enclosed, an editorial claimed

that "there are now so many taxe nd corporate

saving that to get an increase ¢f 1% in return on investment

Wﬁ‘t—y—fﬁ@

takes a 20% increase in prices."

ures. 7P/??°

——

u asked me

by Art Laffer, former Chief Economist at 0.M.B. and now believ
to be a Professor at the University of Chicago Business School;

The Wall Street Journal has asked another agency, private,

to work out the figures more carefully; and the results
should be known in two to three weeks. [

3. FYI I have discovered an excellent research service

; ] for the White House: it is the OMB Library in the New EOB;/
(|

phone 395 - 3654; my contact, Susan Geiger.

Encl - Clipping &
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EVIEW 69’ OUTLOOK

The rosy g,low that .- attended
‘President For{l’s early relationship
,.with the Dembcratic Congress has
been fading in % bickering over pol-

1 1cy in these nervous times. But there
¢:is really no reason why -the politi-
“cians on both en%s of Pennsylvania
-Avenue should Be losing ‘patience
with each other, and any talk of bi-
partlsan commitmient -to. compro-
mise and action:is inost'welcome:

“Yes, the econorny is in sad shape.

" Yes, it probably wil]l get worse. But
neither the economists who closely
adv:se ‘the Presidentinor the econo-
s u‘nsts who have the edrs of the Dem-
ocratic leadership fordsaw the rapid
deterioraticn of the
- has taken place since

. ate that Congress dxd not
program that derived fro
“'mit, with its emphasis ox

the sum-

ldly if Congress had been”
peditious in pushing through 1
tax.

man Ullman has corrected a good
portion of this mistake, and we still
have hopes that the rest of this
meaningless transfer payment to

last year’s workers will be moved to °

1975 incomes on the floor of the Sep
ate and House. The White House”is

the Ford energy proposals has been

a plus. Mr. Ford can take personal
credit for resisting a gasoline tax
last fall when most of his advisers
and economists of every stripe were
inveighing him to propose one.
Hardly anyone takes the idea seri-
ously now. Congress, though, gets
. credit for insisting -on- taking a
loncer look at Mr. Ford’s oil-tariff

resment Ford and {km"ress

~ lower-income people have a “higher

~ that helped keep the Great Depres-

f ginal tax rate on corporate and per-

{ rate saving that to get an increase of
1 1

The biggest shce of wisdom re-
vealed during the past few months is
that the U.S. economy has both a de-
mand preblem and a supply prob-
lem. Unless Congress acts in a way
that gets at both, it’s more than
likely - that intolerable wunemploy-
ment and inflation will persist.

The ‘economists have looked al-
most soley | at the demand problem:

How do you work off enough of the |

$300 .billion in inventories- so that
business will -be able:to put people
back t6 :work? The supply problem
has been ignored: Once inventories
have .been liquidated, largely
thro,ugh_‘forqed sales at a loss, what
incentive is there for .business to
want to. put people back to work?
Unless business can see a return on
investment instead of further capi-
tal losses, there is no incentive.

“The mistake Congress seems.
headed toward ma.kmg is to concen-
trate the tax cuts in the lower in-
come brackets. This partly reflects
the desire’ by:liberals to use this cri--
sis period to redistribute incomes.
But it also flows from the idea that

marginal propensity to spénd.”
It was this single-mindedness

sion going for a decade. First Presi-
dent Hoover, in 1932, then President
5 Roosevelt, in 1936, pushed the mar-

sonal incomes so high that they ef-
fectively crippled investment. Just
as lower incomes have a hxgher pro-
pensity to spend, higher incomes
hyve a lngher propen51ty to save.

AT e
fiany taxes on mdxvxdual and corp

m return on mvestment takes a

v11hng to give savmgs by ysary
wezSe in the in-

business for buymg new machines
but provides no incentive to get unu-
tilized resources back to work. As
distasteful as the idea may seem to
liberals, a cut in the corporate tax
rate is the most effective way to put
the unemployed back to work.

We are not saying that the tax

cuts should be concentrated on sav- |
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