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1. Countercyclical Assistance Act

2. Agency Responsibilities under the
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EYES ONLY

MINUTES OF THE
ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEETING
January 12, 1975

- C
s 8 ‘.

ATTENDEES: Messrs. Simon, Séidman, Lynn, Greenspan, Dunn
Baker, Zarb, Dent, MacAvoy, Gorog, Porter,

Collinson, Hormats, Schleede, Kasputys, Areena
- ‘\t’ﬁ"’v- W K R G M e L s u*; o Y AL ATl g, iy hp,. AT e -ee\.r e Ly dpaeegy -‘u.n. .Qh"\ Bidocretind mf:-l

1. Report on IMF Meetings

Secretary Simon briefly reported on the success of the recently
concluded IMF meetings in Jamaica which resulted in a new
Article IV legitimatizing floating rates as a system and
increased access for developing countries to IMF funds.

::T}le Exec‘uﬁve Commxttee _.tev‘iewed', hé advantéges and fhsa, 2T
'vantages of a repeal of the current excise tax on trucks, i
7oAt e P ti'aﬂ.ers and buSes-. ,. .,:’A-l PR P I DRCPCI S LI B R, SN N e R P e

Decision
Mr. Collinson will prepare a draft letter in response to propon-

ents of a repeal of the excise tax reflecting the discussion for
review by the Executive Committee the week of January 19.

3. Food Deputies Report .

The Executive Committee reviewed the Food Deputies Report,
which is attached at Tab A. The discussion focused on the 1975-
1976 world grain supply, the prospects for additional Soviet pur-
chases, and the price outlook.
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COUNCIL OF ECONOMIC ADVISERS
WASHINGTON

January 9, 1975
ALAN GREENSPAN, CHAIRMAN
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MEMORANDUM FOR ECONOMIC POLICY BOARD - EXECUTIVE COMMITTEE
FROM: Paul W. MacAvoy C?Qw4~ CL"‘QB"
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WORLD GRAIN SITUATION

This memorandum summarizes and discusses current
estimates of world supply consumption and trade of grains
and recent changes in these estimates. The basic data
are presented in Table 1.

1 Supply
$ o -The.grain supply- picature for ,1975/76 is DOW, : :easanably R Tog

L sy £+ _,.
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well determlned"with USDA and” private: trade- sources: ey o
?essentlal agreement ‘on the 51tuatlon. Productlon in’ 1975/76

.....

ThlS estlmate 1ncorporates s
the recent reduction of the Sov1et grain crop to 137 million
“métric tons, “and is ‘consequently abdut 1.8 percent lower than’
the preceding (October 31) USDA estimate. Because beginning
stocks are about 8 percent lower in 1975/76 than those

eoming out of the record 1973/74 season, total supply for
1975/76 is estimated to be 8.3 million metric tons (0.8 percent)
lower than a year earlier. The only major instances where
weather could yet make a difference is with respect to feed
grains in Argentina and South Africa. But even if feed grain
production should be reduced in these countries as much as

20 percent, world grain supplies would decline by only
one-half of 1 percent.

World rice production in 1975/76 is projected at
347 million metric tons, 20 million tons (6 percent)
above last year's level which, unlike the case of grains,
was already a record crop. The rice estimate has increased
2 percent since October. The large supply is attributable
to the past several years of high producer prices, an
excellent Asian monsoon, and some increased use of high-



Table 1. World Supply-Demand Balance of Grains and Rice

1 2
1974/75—/ 1975/76—/
(millions of metric tons)
SRt e T Bk D e ey Tbtil'@réiﬁ§~(Whééﬁ}'R&e'éhaffééd"éféiﬂéf"‘3'*f'*"hu’*
Supply:.
Beginning stocks 110.6 g 101.9
Production 921.3 _921.7

A A R s i AR SRR S SRR 0, St 3023:8, o8t e i W SRR

Demand : 3/

Consumption— 3/ 930.0 924.2

Ending stock— 101L.9 99.4

Total demand 1031.9 1023.6
Tradeﬁf 125.9 140.4

Rice

Supplyy -

'f. Beginnlng.sﬁockh
v Productlon :j

) 5 Demand: . _/
“,w_“m.ﬁn'biéﬁppearance3/
Ending stocks—

Total demand

Trade 75 7.2
1/ Year beginning July 1.

2/ USDA projection as of Dec. 19.

3/ Aggregate of differing local marketing years.

4/ Excludes trade within the EC.

5/ 1Includes ending stocks of several important producers whose
stocks are unknown.



yielding varieties.

2. Demand and Price

The reduction of estimated world grain supplies since
October has not increased world and U. S. grain prices.
The reason is probably the trade's expectation that the
" additional Soviet shortfall will not be translated to world
demand

There is disagreement on whether Soviet import capacity

is nearer 2 million (USDA estimate) or 3 million (CIA estimate)
o e it MBEEACAEODS. REX . MOD LR, oL capaci bty - dswindeed wcloge 1120, 30  mikdion

tons for the 15 month July 1975 through September 1976 period,
it will constrain the Soviets from adding more than 3 to 4 million
tons to the estimated 26 to 27 million tons they have already
purchased. Thus the additional shortfall since October may
not add to price. On the other hand, if capacity is 3 million
per month then the Soviets could buy much more. A large increase
could firm up prices.

With essentially fixed supplies, world price movements
in the next several months will depend on such changes in
demand. If feed use increases faster than expected in response
el dO-Tecent . lowex grain. prices;, : the demands.would dnereasel i e aia IR AR
© - -Somé. privatedourées’ pTEdlCt Teed*grain bee_ highey itham' ™™ - "2y S
prinsd A% currently projected by -USDA; - If ingreased feedlng materlallzes :
;together with a. drought—reduced Argentane crOp, feed: gralnﬂ; ';;ge*
Zprives wouldibe'Tikely to-'inctease;” although Ere s w0 ot 1 s ST e e
A approachlng that of last summer appears in the, offlng i/ . e
" iH cOntrist to feéd grains, wheat demand is not 1ik&ly™to be’
subject to near-term unexpected increases and the large
rice supply should help prevent sharp price increases. Food
demand increases with economic recovery are likely in the
industrial countries, but because the income elasticity of
demand for food, especially food grains, is low demand
increases may not be large.

1/ USDA's currently projected consumption of grain would
leave world ending stocks at 99.4 million for 1975/76, down
1.5 million metric tons from a year earlier. However, pro-
jected ending stocks outside the Soviet Union are up by
about 3.5 million tons. These aggregate stock figures are
not as meaningful as those for a single crop in a single
country because different areas and crops have different
harvest seasons. Consequently, there is no date at which
world stocks are reduced to anywhere near these levels.
Moreover, for many small countries and for the U.S.S.R. and
P.R.C., reliable data on stocks do not exist. Therefore,
projected ending stocks may not be a good "bottom line"
figure for judging the tightness of supplies.
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NEW YEAR PORTENDS HILL DECISIONS

The New Year will see important decisions on major anti-recessionary
legislation -- brought closer to resolution by the U.S. House of Representatives
and the Senate before the holiday recess -- after delays of more than three months.

The House and Senate reported out of conference and the Senate passed by an
impressive voice vote a $6.2 billion package which includes a $2.5 billion acceler-
ated public works program, a $1.5 billion program of fiscal assistance to states
and localities, a $1.4 billion authorization for waste water treatment facilities,
2 $500 million extension of the Title X .Job Opportunities Program, and a new
interest subsidy program with expanded funding authorization in Title II of the
Public Works and Economic Development Act (PW & EDA).

Of particular interest to urban economic developers is an amendment proposed

by Rep. Robert A. Roe (D-N.J.) and adopted by the conferees, which changes Title IV
of the PW & EDA to facilitate the designation of cities with population of 50,000

and over.and to cstablish a special funding pot fpr such c1t;es authquzed at s;qp__
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a b111 Wnlch extends Lhe nppala;hzan R83luual Comn*sszan for four ycars and the

Title V Regional Commissions for two years with expanded program and funding

authorizations for the "Title Vs."

While the bills are separate, the deliberations on the multi-facted anti-
. recessionary program and the ARC/Title V bill were closely entwined and the
politics looked at times like a three-dimensional chess game.

In general, urban interests agreed to support the ARC/Title V bill in
Teturn for rural support on the anti-recessionary package. The strategy was to
develop sufficient support fram al) sectors. especially in the House, to prevent
or override a Presidential veto.

Although congressional support for both bills is strong, thec House is
considered the shakier of the two bodies in the event of a veto and an attempted
override. Because of this .situation, the House leadership decided to delay the |

5 initial vote in that body until after the Christmas recess; hoping that wavering
members might be persuaded by constituents during the holiday period to support
the anti-recessionary bill, H. R, 5247.
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: entidl veto are mixed but those expect1na the veto predomxnate.
Pr

Views on_a Presi
redictions on a subsequent override vote, especially in the House, are almost

impossible, particularly in the wake of the House's failure to override the Presidenmt's
veto of the tax cut extension. Many suggest that if the House could not override the
tax cut veto, it cannot override any veto.

Others suggest that the House failed to override the tax cut bill because of
peculiarities attached to that particular situation, and it is, therefore, unwise
to draw conclusions regarding future override votes. (However, for any who would
like to try, the House rollcall on the tax cut override vote is included in this
Legislative Bulletin.

Probably the only sure statement at this time is that the final outcome,
especially in the House, will depend largely on the message that members receive
from their constituents while they are in their home districts over the holiday.

Something for Everybody

Because the anti-recessionary package contains “"something for everybody" and
because it is being linked psychologically f{and politically) to the rural oriented
ARC/Title V Lill (which is expected to &scape a veto despite Administraticon dis-
pleasure with the Title V provisions), it is difficult to determine which factions
would fail to support the package either before or after a Presidential veto.
There is some sense, however, that rural and especially Republican congressmen
are the least inclined to support the program largely because of the total price
tag. This position may be difficult to support, howcver, since the entire
authorlzatxon is included in the congre351onal FY76 budget cellxng recently
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'A "ACCELERATED PUBLIC HORKS PROGRAM T C et '_-. - Vil i

The Senate conferees agreed to accept the language of the so-called "Speaker’s
Bill" (H.R. 5247), passed overwhelmingly by the House in May. It authorizes "the
Secretary [of Commerce] to make grants to any State of local government for
construction (including demolition and other site preparation activities), rero-
vation, repair, or other improvement of local public works projects (including but
not limited to /1) those public works projects of State and local governments for
which Federal financial assistance is authorized under provisions of law other
than this Act, and (2) the architectural design, engineering, and related plarnin~
of local public works projects)."

An amendment suggested by Sen. James McClure (R-Idaho) and accepted by the
conferees would authorize funds only for the completion of planning and archi-
&ggtural work previously bequn. On-site construction must begin within DU days
of grant receipt. =

The conference report accompmying the bill indicates that eliaible proijects
*would include, but not be limited to, the following: demolition and other site
proparation activities, new construction, renovatien, and major improvements of
public facilities such as municipal offices, courthouses, libraries, schools,
police and fire stations, detention facilities, water and sewage treatment
facilities, water and scwer lines, streets and roads (including curbs), sidcwalks,
lighting, recreational facilities, convention centers, civic centers, museunms,
and health, education and social service facilities." ©No funds can be used for the
acquisition of real property. R e
po
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Tied to Unemployment Rate

VWhenever the national unemployment rate is equal to or in excess of 6.5
percent for three consccutive months, the legislation stipulates that first
priority -- and 70 pcrcent of the funds appropriated -- must go to projects in
areas with unemployment rates in excess of the national rate. The remaining

30 percent of the funds must go to projects in areas having an unemployment rate
between 6.5 percent and the national average.

In general, priority is given to applications from local government, although
the conference report suggests that EDA, in administering the program, should not
unduly delay action on state applications which clearly have merit.

The bill goes on to state that "information regarding unemployment rates
may be furnished either by the Federal Government, or by States or local governments,
provided the Secretary [of Commerce] determines that the unemployment rates furnished
by States or local governments are accurate, and shall provide assistance to States
or local governments in the calculation of such rates to insurec wvalidity and
standardization."

Unemployment data generated under the CETA Title II or Title VI programs
might be a good place to start in developing municipal rates.

The bill authorizes 100 percent Federal funding and further allows the
Federal Government to supply the local share on pending grants from Federal and
state agencies. A total of $2.5 billion is authorized for the period ending
Sept. 30, 1977.

pRee

B. AMENDHENTS TO THE PUBLIC NORKS AND ECONOMIC DEVELOPMENT ACT
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1.. House mcmbers Robert A. Roe (D-N.J.J and Bella's. Abzuq (D-N s ¥, inta *
daring move, were successful in adding a new Section 405 to the PW & EDA which
allows for the almost automatic designation of cities with populations of 50,000
and more and authorizes a special funding pot for cities designated under this
new seéction. Specifically, the new Section 405 allows any city, meeting nothing
- more than the 50,000 population requiresment, to be designated as a redevelopment
area upon submission and approval of an overall economic development program.

.-‘.‘L "" 'n;‘l"

In addition, cities designated -usridexr Section 405 become cligikle, upon
submission of a redevelopment plan, to receive grants from EDA to be used subse-
quently by the city in the form of grants and lcans to carry out the redevelopment

. plan. Funds returned to the city as loans are repaid may be retained by the city
in a revolving fund to be re-used in grants and loans.

$ Section 405 authorizes $50 million in PY76 and ancother $50 million for the
transitional quarter ending Sept. 30, 1976, for such grants.

The legislation is clear to say that cities with designation only under
Section 405 may receive grants only from the specially avthorized pot as well,
of course, as from the ather provisions of the PW & EDA which are not restricted
to redevelopment areas. However, cities which already have, or could get,
designation under one of the existing provisions of Section 401 of the PW & EDA

» -3-



continue to be eligible for the full rangye of EDA programs (most notably Titles I
and II) and, in addition, may secure designation and funding under the new Section
405.

Designed for Urban Areas

The new Section 405 establishes a number of important principles. For the
first time, there is a program specially designed for urban areas. Second, the
notion that economic distress is measured by a combination of unemployment and
poverty statistics is challenged by the theory that there is prima facic evidence
that any city of more than 50,000 populatlon is economically distressed in whole
or—in part.

e

Third, depending upon the rngnla*lons established by EDA, cities can be given
flexibility in the use of Section 405 grant funds, including a range of real estate
activities not usually possible under the existing EDA program.

Fourth, Section 405 allows the possibility that cities can set up revolving
funds for local economic development purposes thus, in part, relieving themselves
of the necessity to seek EDA assistance on a project-by-project basis.

The significance of these breakthroughs should not be underestimated,
especially since they may serve as 4n important opening in further amendments to
the PW & EDA to be considered early in 1976.

Address "Capital Crunch"

2. The conferees agreed to the Senate proposal Lo address Lhe "capital crunch”
problem by adding a program to Title II of the PW & EDA whereby EDA is authorized
= ot ngsldlée to @’peLcent~o£ Qhe;xntere'; an any‘}qgn‘lt guaxapyges inder, et
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3. House conferees agreed to extend the authorization for the Txtle X
Job Opportunities Program and to authorize $500 million in FY76 funds to be
obligated through Sept. 30, 1976. In so doing, the conferees expressed their
strong dissatisfaction in the allocation pattern of Title X funds, feeling that
too often these funds were used especially by agencies other than EDA as a sub-
stitute for reqularly allocated funds in the current or future fiscal years. As
a result, the conference added the following language to Section 1006 of the act:
"Punds authorized to carry out this title shall be in addition to, and not in lieu
of, any amounts authorized by other provisions of law."

The confarence report also expresses some dissatiefaction with EDA's heavy
reliance on its computer for allocation decisions and goes on to indicate the
conferces' confidence in the judgment of EDA's experienced personnel and its
desire for EDA staff to exercise such .judgment in making future allocation
decisions.

Other key fealuies of the compromise Title X provision include:

o Strengthening the selection criteria statement in Section 1003 (d) teo
read “the Secretary shall (1) give priority to programs and projects which are
most effective in creating and maintaining productive employment, including

-
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permanent and skilled employment measured as the amount of such direct and indirect
. employment gencrated or supported by the additional expenditures of Federal funds

under this title, and (2) cunsider the appropriateness of the proposed activity to

the number and needs of unemployed persons in the eligible area." (gmphasis added)

This new language should improve the chances of economic development projects
being funded under Title X, and should skew the selection toward "package deals" where
Title X funds will be linked with other funds in one project.

e Establishing a priority system similar to that in the APW program whereby 70
percent of the Title X funds must go to areas with unemployment rates in excess of
the national average when the national average is over 6.5 percent. If the national
average recedes below 6.5 percent, authority to carry out Title X is suspended.

{ e Making it clear that states and political subdivisions may apply directly to
appropriate Federal agencies and that such applications will receive priority.

e 2Amending thc requirement for an equitable distribution of funds between urban
and rural areas to state that such distribution is not necessary if it would require
grants in areas that would not meet the criteria of the title.

C. COUNTERCYCLICAL FISCAL ASSISTANCE TO STATES AND LOCALITIES a/ﬁ}\

The program of countercyclical fiscal assistance to state and local governmentJ /b),
originally proposed by Sen. Edmund Muskie (D -Me.), was adopted by the conferenie\Js
committee for a period of five quarters beginning April 1, 1976.

The jurisdictional question involving the House Government Opnerations Committee
and its chairman, Rep. Jack Brooks (D-Tex.) , was. x:e'peated _%( raisad .b‘y House . cor}f‘?r
A e RGN A lie sk oRpRinh o - LRENRGS t&aélé'taﬁf;lf' UG thel Mir SE 87 fof“'
..théwgrngram. mhe,orsgxnam Heusé pbz!txoﬁ‘wa* for~axtWGQQuarter gfoqra dﬁd ‘Fhe. 4eﬁate -

Lhge. comprenige should. atigw: the Sountes Taial. ms. "‘;
-a,ﬁ*p'bd\‘x‘b‘*& 'Winu"%}sae"sﬁm&pﬁa&m%mﬁ R
'Ffir§t bé “riade : avallable, ané'extend its .tife well baydnd thé timé‘when: General ‘Ravénue
Sharing comes under heavy consideration by the same House Government Operations Com-
mittee.

The program will provide "no-strings" quarterly allocations to states and local

-. - -..governments (of more than 50,000 population) which have unemployment rates in excess

*of 6 percent. Funds will be distributed according to a formula based on recession-
related unemployment and tax effort.l

The entire program is suspended if the -national unemployment rate falls below
6 percent. The amount distributed nationally will rise and fall with the national
unemployment rate. Based on current projections, it is estimated that about $1.6
billion would be allocated over the five-quarter period. P |

—

1A print-out of allocations under this program to state and local governments
based on current unemcloyment data is not available. However, the Subcommittee on
Intergovernmental Relatione of the Senatc Commitice on Government Operations did pre-
pare such a listing in July, 1975, based on unemployment during the first quarter of
1975 which, nationally, averaged 8.3 percent. This listing is contained in a report
#55-304 0 entitled "Statc and Local Governmental Allocations under S. 1359, the Intexr-
governmental Anti-Recessionary Act of 1975."
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D. WASTE WATER TREATMENT FACILITY FUNDS

In July, the Senate adopted the Nunn/Talmadge amendment which would have re-al-
located $9 billion in funds for waste water treatment facilities so that more rural
states, especially in the South and Mountain area would have gained and industrial
states in the Northeast, Morth Central area and West would have lost. This provision
was extrcmely unpopular in the House because of the heavier representation of those
industrial states, and, in fact, the impass on this issue was the primary reason why
the House-Senate conference was delayed for more than three months.

The final compromise was to reject ‘the Nunn/Talmadge amendment and instead authorize
somewhat more than $1.4 billion in FY77 funds to supplement the allocations to the states
that would have gained under the Nunn/Talmadce provision. States that would have loct
money under Nunn/Talmadge will remain at their original funding level.

ACTION ON ARC/TITLE V BILL

In separate but related action, the House and Senate also settled their differ-
ences on legislation to extend the Appalachian Regional Commission and the Title V
Regional Commissions. The House had passed a “straight" four-year extension for ARC;
the Senate had extended ARC deliberations on the part of governors.

In addition, however, the Senate had also tacked an extension of the Title V
Regional Commissions onto the ARC bil) and had expanded both the programmatic and
funding authorizations for the Title V Regional Commissions. It was this last pro-
: vision relating to the Regional Commissions that was unpopular in the House, primarily
because such an arrangemnnt was expectea to reauce gunernatorlal support for fne rest

It 2 ;wort behind the.T1t1g
: Com:m,::slwv :go%ernots, ang froh Gén: Jphnwﬁ!mellaﬂ LIItAn‘k.J ~had SE;L- ;
(D-Mont.) was sufficient to cause the Senate conferces to stand firm. It was the
Senate's unbudgeable position on Title V that caused the House conferees to insist
upon Roe's amendment in Title IV relating to the designation of cities.

oding. P

s, The final arrangement involves a four-year extension of ARC at a total authorized
- fundlng level of $2.811 billion level (which includes funds for the hlghway program
through FY81) and requirements for increased involvement by governors. It also in-
cludes a two-year extension of the Title V Regional Commissions with expanded author-
ity to undertake demonstration programs in the areas of enerqy, transportation, health
care and vocational education. =

In addition, a program for the development of arts and crafts in Appalachia and
the Regional Commissions is authorized. Authority was alsc given tc Califcornia and

Texas to become single-state regional commissions and to Puerto Rico and the virgin
Islands to combine as one regional commission.

The Title V authorization is increased from $150 million to $200 million in
FY76 and a $50 million authorization for the transitional period ending September 30,
1976, is provided.

PW & EDA AMENDMENTS - 1976
Reqular readers of this publication have probably noted by now that the signal:
can switch very quickly on Capitol Hill. This was precisely the case with regard to

the proposed amendments to the Public Works and Economic Development Act (PW&EDA) dis-
cussed in the Nov. 1 Legisiative Bulletin.
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The House Economic Development Subcommittee, chaired by Rep. Roe,had a bill for
a two-year extension of the PW&EDA ready for subcommittee mark-up early in November.
Contained in that bill were several key amendments that would have improved the access
of cities to the EDA program and altered that program to make it more relevant
to the economic development needs of cities.

The proposal made by Rep. Abzug amending Title II to permit EDA to make grants to
local economic development corporations for the purpose of establishing local revolving
funds for economic development activities was combined with the proposal made by Roe
amending Title IV to open up designation for cities. This joint proposal was changed
even further and has now become a part of the conference committcc compromise package
(H. R. 5247) which features the accelerated public works and countercyclical assistance
to states and local governments.

Another proposal, made by Rep. Henry Nowak (D-N. Y.), would have redefined“eco-
nomic adjustment"” under Title IX to include long-term economic deterioration, thus making
cities eligible to receive Title IX funding to address one of the most pervasive economic
problems they face. Although this provision was not included in the anti-recessionary
package, it will most likely be taken up again when PWSEDA amendments are next consid-
ered.

The mark-up session on this composite EDA extension bill was suddenly canceled
when the path was opened for a House-Senate conference on the various pieces of major
anti-recessionary legislation discussed earlier in this lLegislative Bulleiin. This
development, however, should not be viewed as a lack of interest on the part of key
members of the HouDe Economic Development Subcommittee for a thorough examination of

S e A
HEhBER PARTICIPATIO INVITED

The PWEEDA expires on June 30, 1976. Because of the new schedule on all congres-
sional activities imposed by the new Congressional Budgeting Process, both the House and
Senate must begin very early in the new year to consider extension legislation, probably
in late January or early February. Based on previous experience, NCUED will likely be
asked to provide technical advice to staff on both the House and Senate sides relating
to urban economic development problems and solutions as seen in the context of the
PWE&EDA. To help us provide this advice, we will be undertaking a process of informa-
tion gathering especially during the early part of January, prior to the Congress' re-
turn on Jan. 19. We welcome your participation in this process.

kk*

1976 PROGRAM IN PREPARATION

The Board of Directors and staff of NCUED are currently preparing its plans for
the 1976 Legislative Analysis program. As previously, a key part of that program will
involve informing members of legislative activity taking place in the United States
Congress. Clearly, however, NCUED cannot cover every bill under consideration and must
establish priorities. 1t is, therefore, extremely helpful and, in fact, important for
our memhers to lnot us know their views concerning what these legislative priorities
should be.

- -7-



THE DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

ASSISTANT SECRETARY * JAN 7 1976

MEMORANDUM TO: Economic Policy Board

B
FROM: Charles M. Walker (LA
SUBJECT: Returns with increased tax liability

1. Description of affected returns. A comparison
of the proposed compromise 1976 tax cuts with a hypo-
thetical 12-months extension of the recent Congressional
tax cuts indicates that for 1.28 million returns (about
1.5 percent of all returns), tax liability would be
higher under the compromise plan than under the hypo-
thetical Congressional tax cut. The total amount of
increased liability would be about $35 million. Of the
affected returns, 0.82 million would be returns for
single taxpayers with incomes over $10,000. The average
increase would be $27.40, ranging from $7.60 -in the
lowest AGI range to $49. 80 in the highest AGI range.

Tt should be emphasized that these are average figures
for the AGI ranges and not the absolute lowest and
highest increases.

2. Analysis of tax burden tables and other
material For public presentation of tax program. At
the outset, two points should be emphasized. First,
no taxpayer would have a higher tax liability under
the 1976 compromise tax cut plan than under the tax
cut actually enacted by the Congress for 1976. Second,
while we have developed material comparing the compro-
mise 1976 tax cut with the hypothetical 12-months
Congressional tax cut in order to be prepared should
it become necessary during public and Congressional
consideration of further tax cuts to provide such
material, we recommend most strongly against its in-
clusion in any Administration discussion of tax cut
proposals. The hypothetical 12-months extension of
the present tax cut is only one of a number of plans
that Congress might adopt or others might propose.
Obviouslv some taxpayers will gain and others will
lose under the many alternative ways of effecting tax
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reductions. The proper comparison is with the law in
place. For that reason, although we developed for in-
ternal use various comparisons of the President's
October 6 proposals with a hypothetical 50 percent
magnification of 1975 law, such comparisons were never
made public. Instead, the tables published in the White
House Fact Sheet and contained in the Treasury Department
%estimony provided comparisons only with 1974 and 1975
aw.

Attached are the full range of income distribution
and tax burden tables that would accompany the comparison
of the proposed 1976 compromise tax with the hypothetical
12-months extension of the Congressional tax cuts. It
will be observed that none of the returns with an in-
creased tax -liability show up on these tables. That is
because the tax burden tables usually distributed assume
itemized deductions equal to 16 percent of AGI (with tax-
payers in the lower income ranges taking the larger
standard deduction ). The problem group of affected
taxpayers are mainly taxpayers -who have high incomes but
nevertheless take the standard deduction because their
itemized deductions are a small percentage of AGI.

The textual materials distributed in connection
with the October 6 proposal did not state directly whether
any taxpayers would have a higher tax liability than under
1975 law. For example, the White House Fact Sheet stated
only that "the changes assure that withholding will not
be increased and that, in fact, there will be further tax
reductions for the great majority of taxpayers.”

3. Other comparisons showing that owverall tax cuts
may result in increased liability for some taxpayers. A
comparison in October of the October 6 proposals with
what then appeared to be the most likely Congressional
alternative, a 50 percent magnification of the 1975 tax
cuts, would have shown that exclusive of the earned in-

come greQit 1.43 million returns would have a hiéher
tax liability (totaling about $14 million) under the
October 6 proposals.
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3 A comparison of the October 6 proposal to the
hypothetical 1976 12-months tax cut would produce similar
results (1.3 million affected returns and $70 million in
total liability).

In short, if the optional tax calculation is con-
sidered a political necessity for 1976, the same con-
siderations could well dictate its continuation for 1977
and subsequent years. ;

] ; s

£ The increase in some taxpayers' liability despite

the overall deeper tax cut under the October and com-
promise proposals as compared with two hypothetical al-
ternatives results from the decision made in October to
seize the opportunity to use the major tax cuts to achieve
substantial simplification. Thus, the October 6 proposals
substitute a single standard deduction, an increased
personal exemption deduction, and rate reductions for a
gomplex structure of low income allowances, percentage
standard and maximum standard deduction, personal exemption
deduction, per capita exemption credit, taxable dincome
credit and earned income credit. Allowance of an optional
tax computation would abandon that commitment to simplifica-
tion and bring down the wrath of the great numbers of tax-
payers who would undertake the optional calculation (gen-
erally with no change, or an insignificant change, in tax
liability) or would be unable to cope with the complexities
introduced by dual instructions and dual tax provisions.

4. Possible changes in the single taxpaver rate
schedule. The number of affected taxpayers could be re-
duced if the rates for single taxpayers were further re-
duced in the upper brackets. The maximum rate reduction
would be that provided in the October 6 proposals. The
top two taxable income brackets for which reduced rates
were provided by the October 6 proposals are set out below,
together with present law rates, the compromise plan
rates, the October 6 proposed rates, and the modified
compromise plan rates.

¥ - o

. Taxable Income Present Proposed Oct. 6 Modified
Bracket Rates '76 rates Proposal '76 Plan

$6,000-$ 8,000 24 22,5 21 21
* $8,000-$10,000 25 24.5 24 24




gy

The change in single tax rates would substantially
eliminate single taxpayers from the problem group. Thus,
the number of single taxpayers with tax increases would
be reduced from 0.82 million to 0.19 million. The
number of affected taxpayers remaining would be 0.66
million, with total increased tax liability of approxi-
mately $10 million (or an average increased liability of
about $15). The change would cost $190 million.

We recommend against changing the compromise
plan.

-- Would cost $190 million

~- Would increase the number of single
taxpayers having tax increases in
1977 unless additional rate cuts
(beyond the 1977 proposals) are
also provided for 1977 and sub-
sequent years

-- Would further alter the relationship
of married and single tax liabilities
(single taxpayers received the same
taxable income credit as married
couples, which disturbs the existing
relationship of the single and married
tax rate schedules).

Attachments

-
-t



Table 6

Income Distribution of Liability Under
Revenue -Adjustment Act Extended Compared With
Revenue Adjustment Act (Unextended)
(1975 Levels of Income)

o2 Total tax liability. : Tax_Cut Caused by Fxtending Revenue Adjustment Act
AGI class : Revenue : The Act : : : Percent ¢ As percent
($000) : Adjustment Act : Extended : Amount *  distribution = ° of tax
: : . : : : under Act
(eeeveeeees § billions ....... eess) (eevoveennsecconsnovene PETCENL eovssovrncronsscsesnes)
Up to 5 1.5 1.0 0.4 6.5 52923
5-10 _ 12.2 10.4 1.9 28.1 15.2
10 - 15 21.5 19.8 1.7 26.0 8.0
15 - 20 22.4 21.1 1.3 ) 19.9 5.9
20 - 30 ’ 27.1 26.2 0.9 14.1 3.4
30 - 50 ' 16.7 "~ 16.4 0.3 4.0 1.6
50 - 100 12.0 ‘ 11.9 0.07 1.1 0.6
100 + 9.4 9.4 0.01 0.2 0.2
TOTAL 122.9 116.3 6.6 100.0 : 5.4
Office of the Secretary of the Treasury January 6, 1976

Office of Tax Analysis

Note: Estimates exclude net refunds under E.I.C.; they are treated as expenditures.
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Income Distribution of Lgfb}fity Under Proposed 1976 Law
Compared with Revenue Adjustment Act (Unextended)
' (1975 Levels of Income)

- Total tax liability : Tax cut caused by proposal
AGT class 2 Revenue : Proposed : Percent As percent
($000) : Adjustment Act 1976 : Amount ' distribution : of tax
: 3 law : : - : under Act
(vevvnnnn. . S billions .eveveeeenn Y (eveennennnn et eeeaona PErCENt .eevvevann e teeeeeaan
13 ! '
Up to 5 1.5 0.9 0.6 5.3 - 37.8
5-10 12.2 9.7 2.5 24.1 20.8
0 - 15 21.5 18.7 2.9 27.3 13.4
15 - 20 22,4 20.3 2.1 ' 20.1 9.5
20 - 30 ©27.1 25.5 1.7 15.§ 6.2
30 - 50 ’ 1607 16.2 0.5 500 301
50 - 100 12.0 ' 11.8 0.2 1.8 1.6
(RGO ’ 9.4 9.4 * 0.4 0.5
TOTAL 122.9 112.4 10.5 100.0 8.6 ’

Gifice of the Secretary of the Treasury January 6, 1976

Office of Tax Analysis

Note: Estiqates of total tax liabilities exclude net refunds of E.I.C.



Table 9
Tax Liabilities Under Proposed 1976 Law Compared
with Revenue Adjustment Act Extended for Family with No Dependents,
Filing Jointly with Itemized Deductions of
16 Percent of Adjusted Gross Income 1/

Adjusted s Tay 1iability T Additicnal tax
gross : Revenue act : Proposed : cut under
income : extended : 1976 law : proposal
$ 5,000 $ 130'v ‘ $ 88 $42
7,000 448 387 61
10,000 948 ° | 872 76
15,000 | 1,882 1,827 55
20,000 2,905 2,842 63
25,000 4,060 ‘ 4,006 54
30,000 _ 5,384 5,358 - 26
40,000 8,522 _ - 8,481 41
50,000 12,200 12,140 60
Office of the Secretary of the Treasury January 6, 1976

Office of Tax Analysis

1/ 1If standard deduction exceeds itemized deduction, family uses
standard deduction.



Table 11

-~

Tax Liabilities Under Proposed 1976 Law Compared With
Revenue Adjustment’Act Extended for Family with 1 Dependent,
Filing Jointly with Itemized Deductions of
16 Percent of Adjusted Gross Income 1/

Adjusted : Tax liabiii@z | : Additional tax
gross : Revenue act : Proposed : cut under
incone : extended 2/ 1976 law : proposal 2/

$ 5,000 o 0 0
7,000 - $ 289 $ 234 $55
10,000 820 726 94
15,000 1,717 1,635 82
20,000 2,717 2,624 ' 93
25,000 3,850 3,757 . 93
30,000 5,144 5,070 74
40,000 8,226 | 8,140 86
50,000 11,847 11,739 108
Office of the Secretary of the Treasury : January 6, 1976

Office of Tax Analysis

1/ 1f standard deduction exceeds itemized deductioh, family uses
standard deduction.

2/ Assumes that taxpayer is not eligible for the Earned Income
T Credit. Taxpayers maintaining a home in the United States
for a dependent child are eligible for the Earned Income
Credit (EIC) if they earn less than $8,000. If the effects
of the EIC were included, the table would have these
entries (negative numbers represent direct payments to
the taxpayer):

Proposed
AGL 1975 Law 1976 Law
$5,000 - $300 - $150

$7,000 + $189 + $184



Table 13

Tax Liabilities Under Proposed 1976 Law Compared With
Revenue Adjustment Act Extended for Family with 2 Dependents,
Filing Jointly with Itemized Deductions of
16 Percent of Adjusted Gross Income 1/

Ldjusted : Tax liability : Additiocnal tax
gross : Revenue act :  Proposed : cut under
income : extended 2/ : 1976 law :  proposal 2/

$ 5,000 0 0 0

7,000 $ 135 $ 89 $ 46
10,000 ‘ 651 555 96
15,000 1,552 . 1,446 106
20,000 2,530 2,405 125
25,000 3,640 ' 3,507 133
30,000 4,904 4,781 - 123
40,000 7,934 7,799 135
50,000 11,510 11,345 165

- Office of the Secretary of the Treasury January 6, 1976

Office of Tax Analysis

1/ If standard deduction exceeds itemized: deductlon, family uses
T standard deduction.

2/ Assumes that taxpayer is not eligible for the Earned Income

~  Credit. Taxpayers maintaining a home in the United States
for a dependent child are eligible for the Earned Income
Credit (EIC) if they earn less than $8,000. 1If the effects
of the EIC were included, the table would have these entries
(negative numbers represent direct payments to the

taxpayer):
Proposed
AGI 1975 Law 1976 Law
$5,000 - $300 - 8150

§7,000 + § 35 + $ 39



Table 15

Tax Tiabilities Under Proposed 1976 Law Compared With
Revenue Adjustment Act Extended for Family with 4 Dependents,
Filing Jointly with Itemized Deductions of
16 Percent of Adjusted Gross Income 1/

T Adjusted : Tax liabiiity : Additional tax
gross : Revenue act : Proposed : cut under
income : extended 2/ : 1976 law : proposal 2/
$ 5,000 0 0 0
7,000 0 0 0
10,000 $ 308 $ 240 ~$ 68
15,000 1,192 1,078 114
20,000 2,125 1,966 159
25,000 3,190 ~ °3,002 188
30,000 4,394 4,191 ' 203
40,000 7,319 7,101 215
50,000 10,805 . 10,542 . 263
Office of the Secretary of the Treasury January 6, 1976

Office of Tax Analysis

l/ If standard deduction exceeds itemized deduction, family uses
standard deduction.

2/ Assumes that taxpayer is not eligible for the Earned Income
Credit. Taxpayers maintaining a home in the United States
for a dependent child are eligible for the Eanred Income
Credit (EIC) if they earn less than $8,000. 1If the effects
of the EIC were included, the table would have these entries
(negative numbers represent direct payments to the taxpayer):

: Proposed
ACT 1975 Law 1976 Law
$5,000 - $300 - 8150

$7,000 - - $100 - $ 50
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Table 17

Tax Liabilities Under Proposed 1976 Law Compared With
.Revenue Adjustment Act Extended for Single Person Without
Dependents, With Itemized Deductions of 16 Percent of Adjusted Gross Income 1/

Tax liability

: Propcsed

: Additional tax
: cut under

gross : Revenue act
incomne : extended : 1976 law : proposal
$ 5,000 $ 363 $ 334 $29
7,000 714 677 37
10,000 1,331. 1,278 53
15,000 2,409 2,358 51
20,000 3,667 3,609 58
25,000 5,145 5,080 65
30,000 6,790 6,722 68
40,COO 10,535 10,455 80
50,000 14,897 14,811 g6

Office of the Secretary of the Treasury
Office of Tax Analysis

January 6, 1976

;/ If standard deduction exceeds itemized deduction, family uses
standard deduction. '





