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THE WHITE HOUSE

WASHINGTON

December 13, 1976

MEMORANDUM FOR ROGER PORTER
]

FROM: JIM CAN TP YN

SUBJECT: "Tax Po Issues”

On your December 11, 1976 decision memoranda on
"Tax Policy Issues":

Issue 1 -- The Domestic Council favors Option 1
Issue 2 -- The Domestic Council favors approval
Issue 3 -- The Domestic Council takes these positions:

—-— Retain accelerated depreciation in high unemployment
areas.

-— Delete utility religf package reductions

-- Delete 2 percentage point surtax rate reduction

-— Delete financial institutions reform

~— Delete BSOP

-~ Favor ending withholding on dividends to foreigners
—— Retain sliding scale capital gains tax

-- Delete home insulation credit

-- Retain limited Employee Retirement Accounts

~—- Retain education tax credit proposal

—- Delete exclusion of charitable contributions from

minimum tax

~
Issue 4 -- Domestic Council opposes new stimul’us
-






































































































THE WHITE HOUSE

WASHINGTON

December 9, 1976

MEMORANDUM FOR: JIM CANNON
FROM: ALLEN MOO _
SUBJECT: EPB meeting on tax initiatives

The attached memo addresses the basic question of how many,
and what kind of optional tax packages should be forwarded
to the Bresident for his consideration and subsequent
recommendation. Required EPB decisions are identified as
follows:

(1) Should the President be given a recommendation on
the need for stimulus and preferred revenue
target?

(2) Should the social security tax increase be
phased in earlier or later?

> (3) Should the individual income tax cuts be phased
in (under the low revenue-pickup plan) in order
to compensate for social security increases, or
should the full cuts begin December 1, 19772
I think you should be aware of the following:

® Economic Stimulus initiative

The continuing disappointing rate of economic
recovery raises the question of whether the President
should consider recommending a special economic
stimulus initiative.

e Balanced budget, FY '79

Any additional stimulus seems to interfewr with the
stated goal of a balanced budget for FY ' 79 -- a
target already generally considered to be infeasible.

e Social Security increases

Social security taxes are scheduled to increase as
follows:
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a. Taxable wage base increases from 15,300 to
16,500 on January 1, 1977.

b. Current law requires a .4 percent rate increase
on January 1, 1978.

c. Current law requires another wage base increase
to an estimated $17,700 on January 1, 1978.

d. The President's proposed .6 percent rate increase
to finance the short-term Social Security deficit
did not pass. Therefore, the short-term problem
is exacerbated. It is now estimated that a .9
percent increase is required to bring short-term
cash flow into balance. A combination rate
increase and wage base increase could also finance
this problem.

e. A .9 percent increase for 1978 added to the
already legislated increases would mean a net
increase of over $185 for the wage earner re-
ceiving $17,700 (and an equivalent $185 increase
for the employer).

An increase of this magnitude would have a major dampening ef-
fect on the economy and offset currently proposed tax cuts.
Therefore, the paper lays out several options for phasing in the
Social Security tax increases.

Phased tax cuts

The paper also describes options for phasing in the

President's proposed tax cuts. The phasing is done in

part to help directly offset the Social Security in-

creases. So-called Phase I cuts (assumed effective

January 1, 197%) &he—remarming—3o—percent wWould egua/l 70%
roposed cuts omed Phase [T cuts (for Tanuary 1,1973) ' 20%,
ncreased revenues.

The paper also discusses two options for increasing
Federal revenues (i.e. the balanced budget for FY '79
issue) -- a "low revenue-pickup" and "high revenue-
pickup" option.

of



DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

December 8. 1976

MEMORANDUM TO THE ECONOMIC POLICY BOARD

From: David F. BradfordKF?za

Subject: Tax Options for Forwarding to the President

1. Introduction

As the recent discussions have suggested, a bewildering
array of possible tax programs is potentially available for
inclusion in the FY 1978 budget. Treasury staff has been
asked to prepare this memorandum, in cooperation with OMB
and CEA staff, to assist the EPB in narrowing the set of
alternatives to be presented to the President.

The decisions required from the EPB are:

. Should the President be given a recommendation on
the need for stimulus and preferred revenue target?

. Should the social security tax increase be phased
in earlier or later? :

. Should the individual income tax cuts be phased in
(under the low revenue-pickup plan) in order to
compensate for social security increases, or
should the full cuts begin December 1, 19772

These issu are explained below.

2. Background

The starting point is the set of currently outstanding
Administration tax proposals. These are listed, together
with the revenue consequences in FY 1977, 1978, and 1979, in
Table A-1 at Tab A. Under the assumed economic projections



and OMB's present expenditure estimates, the renewal of all
these tax initiatives would yield budget receipts for FY
1979 of $442.7 billion and a deficit of $26.3 billion.

The proposals included in Table A-1l consist of all out-
standing Administration initiatives that have not been made
obsolete by the Tax Reform Act of 1976 or by other leg-
islation. Tax proposals that have been dropped from the
list of Administration initiatives because of legislation
are: limitation on artificial accounting losses; minimum
taxable income provisions; unemployment tax increases;
revisions in estate and gift taxes.

Further changes must be considered in the structure of
the individual income tax cuts and the timing of the social
security tax rate increases as a result of the individual
income tax changes in the Tax Reform Act of 1976 and of
Congressional inaction on social security tax increases
since the presentation of the FY 1977 budget. Changes in
the Administration's individual income tax cut proposal are
required because instituting the original proposal would
result in tax increases for a great many taxpayers. Changes
in the social security tax increases may be considered
desirable to prevent an excessive jump which would take
place on December 1, 1978, when the Administration's pro-
posed increase would coincide with an increase mandated by
current law. Sections 3 and 4 of this memorandum discuss
basic options in these two areas.

Additional changes are called for in the tax program if
it is desired to move toward closing the budget deficit in
FY 1979. Sections 5 and 6 of this memorandum lay out
packages of tax proposals designed to raise, respectively,
$4 and $8 billion relative to the program summarized in
Table A-1. Two versions at each level are described,
differing most importantly in their phasing of the social
security tax rate increase. The objective is to enable the
EPB to choose a preferred alternative at each budget level,
so that one package at each level may be contained in the
material presented to the President.

In this memorandum it is assumed that an effort will be
made to trim the budget deficit in FY 1979 and therefore it
considers only packages of tax proposals which will raise
revenues relative to the existing program. However, it may
be considered desirable, in view of the development of the
economic situation in recent months, to consider a tax



program which is less stringent. It may be, for example,
that the President will wish to go forward with a tax
program at the existing projected revenue, or he may wish to
add an additional stimulative element to his program by
measures such as are described in the companion memorandum
on incentives for private investment. If this is the
decision, it would be desirable to review the overall -
proaram once again. The tax packages presented in this
memorandum express a strategy which emphasizes individual
income tax cuts and improvement in incentives for cavital
formation, centered around the proposal to integrate indi-
vidual and corporate income taxes. In a similar way. the
tax program should be reconsidered as a whole if lower
revenue targets are selected than are assumed here.

3. Changes in Individual Income Tax Cuts

The Administration's jndividual tax cut proposal made
in October 1975, had three principal components:

. Increasing the personal exemption from $750 to
$1,000;

. Changing the standard deduction provisions to a
flat standard deduction; and

. Reducing marginal tax rates.

Because of the taxable income credit feature of the
individual cuts in the Tax Reform ACt of 1976, the President's
original proposal would result in tax increases if it were
substituted for current law. This memorandum includes
revised versions of the president's proposal designed to
meet two constraints:

. Increase the personal exemptions from $750 to
$1,000.

. Assure that tax liabilities are not increased for
anyone relative to 1976 law, except as a result of
the repeal of the earned income tax.

It is possible to accommodate these obijectives at two
levels of tax cuts, one roughly equal to the original proposed
cut and one at a lower level which could be used to raise
additional revenue. These alternatives are described as -
successive phases in the summary tables which are presented



at Tab B. Phase I, accounting for approximately 70 percent
of the total tax cut, is assumed effective on January 1,
1977. It consists of replacing the per capita, taxable
income, and earned income credits with the $250 increase in
the personal exemption and a reduction in tax rates. The
second phase, phase II, comprising the remaining 30 percent,
would be effective on January 1, 1978, in the low revenue-
pickup option. It provides further reduction in the lowest
tax rates. '

The lesser of these cuts, the phase I cuts, are essentially
the minimum amounts compatible with the constraints. In
designing the deeper, phase II cuts, an effort was made to
take into account the impending increase in social security
rates. The deeper cuts are sufficient significantly to
mitigate the social security tax increases. The phasing has
been designed to time the second income tax cut with the
social security rate increase on January 1, 1978. It would
be possible, to introduce the full program of income tax
cuts at once on January 1, 1977. This would, of course,
have revenue implications for FY '77 and '78.

4. Social Security Rate Increases

The way in which the social security system is financed
is an important variable in the options presented in this
memorandum, Table C-1 at Tab C indicates tax rate and base
increases for social security taxes already scheduled under
current law. Despite these scheduled social security tax
increases, additional increases are necessary if the trust
funds are to remain solvent. The increase included in Table
1l of 0.6 percentage point (half paid by the employee and
half paid by the employer) on January 1, 1978 would result
in a full one percentage point increase on January 1, 1978
when combined with the current statutorv provisions. It has
therefore been assumed that a change in this timing is
necessary. Two alternative recommendations presented here
are:

. Increase social security taxes 0.3 percentage
points on January 1, 1978. another 0.3 percentage
points on January 1, 1979, and a further 0.5
percentage point on January 1, 1980. This is
described as Option A in the tables at Tab C and
as the Earlier Social Security Tax Increase
Program in the tables at Tab A.




. Increases in social securitv taxes of 0.6 per-
.- centage points on Januarv 1, 1979 and of a further
- - 0.6 percentage points on January 1, 1980. This is
described as Option B in the tables at Tab C and
as Later Social Security Tax Increase Program in
the tables at Tab A.

Table C-1 at Tab C summarizes the implications of these
alternatives for the tax rate paid bv the emplovee. The
emplover contributes an equal amount. The remainina tables
at Tab C show the receipts implications of these alternatives
as well as the social security tax burdens implied for
workers at various wage levels. A discussion of other
aspects of the social securitv financing problem is given at
Tab E.

The tables at Tab D of this memorandum provide data on
the combined social security and individual income tax
liabilities for individuals with different family and income
situations under the various options which have been presented.

4. Low Revenue-Pickup Options

The two low revenue options are desianed to increase
budget receipts in FY 1979 by $4 billion above that specified
in Table 1. Two alternative packages for generatina this
additional revenue pickup are presented in Tables A-2 and A-

3 at Tab A. These alternatives differ onlv with respect to
the timing of social security tax rate increases and inclusion
of the Administration's program of reducing capital gains
taxes on individuals by means of a sliding scale mechanism.
Table A-2 illustrates the case of earlier social security

tax increases which permits the slidina scale provosal,

while the program described in Table A-3 has the later

social securitv tax increases but does not include the

sliding scale provosal. Tables A-6 and A-7 indicate main

ways in which revenues are raised relative to the Administration's
previouslv proposed proaram. -

5. Hiagh Revenue-Pickup Options

The two high revenue-pickup options are designed to
increase budaet receipts in FY 1979 by $8 billion relative
to the current tax program as shown in Table 1. These
packages are described in Tables A-4 and A-5. Aagain, these
two alternatives differ only with resvect to financing the
social security svstem and the inclusion of the sliding
scale for cavital gains. The ways in which additional
receipts are provided are indicated in Tables A-8 and A-9.



~ _As in the low revenue cases, even modifying the previously
proposed tax initiatives in the wavs suggested here still
reduces receipts below those aenerated by extensions of
current law. Thus, the high revenue ootions still include
tax cuts. However. to increase revenues by $8 billion
requires that the Administration's tax program must be
severelv modified.






















































Table B-1
Proposed Net Changes in Individual Texes 1/

(1976 law, 1976 levels of income)

($millions)
- - Phase T Phase II  :
Adjusted Gross : Effective : Effective : Total
Income Class . January 1, : January 1, : Phase I and
‘ U, 1977 T2/ 1978 " 3/ : Phase 11l
($ 000 )
Less than 5 - 30 - 139 - 169
5 - 10 . - 122 _ - 602 - 724
10 - 15 - 756 - 679 -1,435
15 - 20 -1,405 - 548 -1,953
20 - 30 ' -2,267 - 478 -2,745
30 - 50 -1,169 - 159 -1,328
50 - 100 - 474 - 45 - 519
100 or more - 119 - 10 - 129
TOTALS -6,342 -2,661 -9,003
Office of the Secretary of the Treasury Dec. 7, 1976

Office of Tax Analysis

1. Excludes effects from repeal of earned income credit transfers.

2. Replace the per capita, taxable income and earned income
credits with a $250 increase in the personal exemption (from
$750 to $1,000) and reduce tax rates.

3. Further reduction of the lowest tax rates to mitigate payroll
tax increases.



Table B-2

Proposed Income Tax Burdens 1/

- - - Single Individual

(dollars)
: H Proposed Tax
¢« Current @ 1977 : 1978
Wage : law : : Change @ . Change : Change
income : 1976 : Tax : from : Tax : from : from
: tax : : prior : : prior : current
: year : : year : law
5,000 363 356 -8 331 =24 =32
7,000 714 712 -2 687 -25 =27
10,000 1,331 1,321 -10 1,296 =25 =35
15,000 2,409 2,387 -22 2,362 =25 =47
20,000 3,667 3,633 =34 3,608 =25 ~59
30,000 6,790 6,735 =55 6,710 =25 -80
40,000 10,535 10,455 -80 10,430 =25 105
50,000 14,897 14,805 -92 14,780 «25 -117
100,000 41,420 41,295 =125 41,270 =25 -150
* Dffice of the Secretary of the Treasury December 8, 1976 —

Office of Tax Analysis

1/ Tax calculations assume deductible expenses equal 16 percent of income.



Table B-3

Proposed Income Tax Burdens 1/

Married Couple, No Children

(dollars)
: Proposed Tax
: Current 1977 : 1978
Wage : law : Change : : Change : Change
income : 1976 T from : : from : from
ax Tax
: tax prior : : prior : current
: year : : year : law
5,000 130 126 =4 99 -27 =31
7,000 448 434 =14 384 =50 =64
10,000 948 933 -15 883 =50 =65
15,000 1,882 1,830 =52 1,780 -50 =102
20,000 2,905 2,782 -123 2,732 =50 =173
30,000 5,384 5,174 -210 5,124 -50 =260
40,000 8,522 8,274 248 8,224 =50 =298
50,000 12,200 11,910 -290 11,860 =50 =340
100,000 34,610 34,270 =340 34,220 =50 =390

Office of the Secretary of the Treasury
Office of Tax Analysis

1/ Tax calculations assume deductible expenses equal 16 percent of income.

December 8, 1976



Table B-4

Proposed Income Tax Burdens 1/

Married Couple, Two Children 2/

(dollars)
: Proposed Tax
¢ Current 1977 : 1978
Wage : law : Change : : Change H Change
income : 1976 T : from : : from : from
ax. Tax
: tax : : prior : ¢ prior : current
: year : : year :_ law
5,000 -- - -- -- - --
7,000 135 126 -9 99 =27 =36
10,000 651 594 =57 544 -50 -107
15,000 1,552 1,430 =122 1,380 =50 ~172
20,000 2,530 2,302 -228 2,252 -50 =278
30,000 4,904 4,534 -370 4,484 -50 =420
40,000 7,934 7,49 ~440 7,444 -50 -490
50,000 11,510 11,010 =500 10,960 =50 ~550
100,000 33,740 33,110 =630 33,060 =50 -680
Office of the Secretary of the Treasury December 8, 1976

Office of Tax Analysis

1/ Tax calculations assume deductible expenses equal 16 percent of income.

2/ Tax calculations assume no earned income credit under current law.



Table B-5
Single Tax Rates

"Marginal Tax Rate

Taxable Current : Pronosed Law
Income Law : 1977 1978
Bracket Rates :Change from: Rates :Change from: Rates
:prior year : :prior year :
(5 000)
0 - 14 14 -3 11
5 - 1 15 - 15 -2 13
1 - 1. 16 16 16
1.5 - 2 17 -1 16 16
2 - 3 19 -2 17 17
3 - 4 19 -1 18 18
4 - 6 21 -2 19 19
6 - 8 24 -2 22 22
8 - 10 25 -1 24 24
10 - 12 27 27 27
Above 12 CGoovevennn same as current law ........... )
Office of the Secretary of the Treasury Dec. 7, 1976

Office of Tax Analysis



Table B-6

Joint Tax Rates

: Marginal Tax Rate
Taxable : Current : Pronosed Law

Income : Law : 1977 : 1978
Bracket : Rates :Chgnge from: Rates :Chgnge from: Rates
R : :prior year : :prior year :
0 - 1 14 14 -3 11
1 - 2 15 ' 15 -2 13
2 - 3 16 16 16
3 - 4 17 -1 16 16
4 - 6 19 -2 17 . 17
6 - 8 10 -1 18 18
8 - 12 22 -2 20 20
12 - 16 25 -1 24 24
16 - 20 28 -1 27 27
20 - 24 32 32 32
Above 24 C ..., same as current law ............. )
Office of the Secretary of the Treasury Dec. /, 1976

Office of Tax Analysis



Table B-7

Head of Household Tax Rates

-

- - : “Marginal Tax Rate
Taxable : Current : Pronosed Law

Ircome : Law : - 1977 : 1978
Bracket : Rates :Change from: Rates :Change from: Rates
5000y : iprior year : :prior vyear :
0 .- 1 14 14 -3 11
1 - 2 16 — 16 -2 14
2 - 4 18 -1 17 ’ 17
2 - 6 19 -1 18 18
6 - 8 22 -2 20 . 20
8 - 10 23 -1 22 22
10 - 12 25 -1 24 24
12 - 14 27 -1 26 26
14 - 16 28 -1 27 27
l6 - 18 31 -1 30 30
18 - 20 32 32 32
Above 20 I G same as current law ....... eel)
Office of the Secretary of the Treasury Dec. 7/, 1976

Office of Tax Analysis






Table C-1

Proposed Social Security Tax Structure

Rate of Tax on Employee Wages

Yéa;: N Tazzzle CurrentOAHSDI Rggggosed
' Base 1/ Law : Option A : Option B
1976 15,300 5.85 5.85 5.85
1977 16,500 5.85 5.85 5.85
1978 17,700 6.05 6.20 6.05
1979 19,200 6.05 6.35 6.35
1980 20,700 6.05 6.60C 6.65
1981 22,500 6.30 6.85 6.90
1982 24,000 6.30 6.85 6.90
Office of the Secretary of the Treasury Dec. 7, 1976

Office of Tax Analysis

1/ Current law wage base assuming the Case I forecast.



Table C-2
Estimated Receipts Resulting from Proposed
Social Security Tax Rate Increases

(8 millions) !
: Fiscal Years

Proposal .~ I978 1979 .. 1980 : 1981 . 1987 .
Option A: ‘
0.3 percentage point combined rate increase 1/1/78.. 1,877 2,978 3,288 3,592 3,874
0.3 percentage point combined rate increase 1/1/79.. 2,085 3,288 2,592 3,874
0.5 percentage point combined rate increase 1/1/80.. 3,836 5,987 6,457
0 1 N 1,877 5,063 10,412 13, 17T 14,205
Option B:
0.€ percentage point combined rate increase 1/1/79.. 4,169 6,576 7,184 7,748
0.6 percentage point combined rate increase 1/1/80.. 4,603 7,184 7,748
TOTAL .« e eteete e tetaeee et et eeeeese e 169 11,179 14,368 15.%496
Office of the Secretary of the Treasury Dec. 7, 1976

Office of Tax Analysis



Table C-3
Proposed Social Security (OASDHI) Tax Burdens

(Dollars)
:_Current Law :: Proposed Law )
Taxable : : ¥ 1978 : 1979 : 1980 : 1981 1/
Wages : 1976 : 1977 :: Option : Option: Option : Option : Option : Option : Option : Option
: : Y A : B1/ , A : B : A : B : A : B
3,000 176 176 186 182 190 190 198 200 206 207
5,000 292 292 310 302 318 318 330 332 342 345
7,000 410 410 434 424 444 444 462 466 480 483
10,000 585 585 620 605 635 635 660 665 685 690
15,000 878 878 930 908 952 952 990 998 1,028 1,035
20,000 895 965 1,097 1,071 1,219 1,219 1,320 1,330 1,370 1,380
3¢, 000 895 965 1,097 1,071 1,219 1,219 1,366 .. 1,377 1,541 1,552
40,000 895 965 1,097 1,071 1,219 1,219 1,366 1,377 1,541 1,552
50,000 895 965 1,097 1,071 1,219 1,219 1,366 1,377 1,541 1,552

Uffice of the Secretary of the Treasury
0ffice of Tax Analysis

1/ Increase over prior year attributable entirely to current'law.

December 7, 1976






Table D-1
Proposed Combined Income Tax and Social Security (OASDHI) Tax Burdens 1/

Single Individual

{Dollars)

¢ Current

Proposed taxes

Wage law : Low revenue package : High revenue package
income 1976 :Socidl security option A:Social securty option B:Social securty o tion A:Socfal securty option B
: taxes 1977 : 1978 : 1979 : 1977 : 1978 : 1979 : 1977 . 1978 : 1979 : 1977 : 1978 : 1979

5,000 655 648 641 649 648 633 649 648 666 674 648 658 674

7,000 1,124 1,122 1,121 1,131 1,122 1,111 1,131 1,122 1,146 1,156 1,122 1,136 1,156
10,000 1,916 1,906 1,916 1,931 1,906 1,901 1,931 1,906 1,941 1,956 1,906 1,926 1,956
15,000 3,287 3,265- 3,292 3,314 3,265 3,270 3,314 3,265 3,317 3,339 3,265 3,295 3,339
20,000 4,562 4,598 4,705 4,827 4,598 4,679 4,827 4,598 4,730 4,852 4,598 4,704 4,852
30,000 7,685 7,700 7,807 7,929 7,700 7,781 7,929 7,700 7,832 7,954 7,700 7,806 7,954
40,000 11,430 11,420 11,527 11,649 11,420 11,501 11,649 11,420 11,552 11,674 11,420 11,526 11,674
50,000 15,792 15,770 15,877 15,999 15,770 15,851 15,999 15,770 15,902 16,024 15,770 15,876 16,024
100,000 42,315 42,260 42,367 42,489 42,260 42,341 42,489 42,260 42,392 42,514 42,260 42,366 42,514

Office of the Secretary of the Treasury December 8, 1976

Office of Tax Analysis

1/ Tax calculations assume deductible expenses

equal 16 percent of income.



Table D-2
Proposed Combined Income Tax and Social Security (OASDHI) Tax Burdens 1/

Married Couple, No Children

(Dollars) !
¢ Current : Proposed taxes
Wage  : law : Low_revenue package : High revenue package
income : 1976 :Social security option A:Social securt option B:Social securty option A:Socfal securty option B
: taxes : 1977 : 1978 : 1979 : 1977 : 1978 : 1979 : 1977 : 1978 : 1979 : 1977 : 1978 :+ 1979
5,000 422 418 409 417 418 401 417 418 436 444 418 428 444
7,000 858 844 818 828 844 808 828 844 868 878 844 858 878
10,000 1,533 1,518 1,503 1,518 1,518 1,488 1,518 1,518 1,553 1,568 1,518 1,538 1,568
15,000 2,760 2,708 2,710 2,732 2,708 2,688 2,732 2,708 2,760 2,782 2,708 2,738 2,782
20,000 3,800 3,747 3,829 3,951 3,747 3,803 3,951 3,747 3,879 4,001 3,747 3,853 4,001
30,000 6,279 6,139 6,221 6,343 6,139 6,195 6,343 6,139 6,271 6,393 6,139 6,245 6,393
40,000 9,417 9,239 9,321 9,443 9,239 9,295 9,443 9,239 9,371 9,493 9,239 9,345 9,493
50,000 13,095 12,875 12,957 13,079 12,875 12,931 13,079 12,875 13,007 13,129 12,875 12,981 13,129
100,000 35,505 35,235 35,317 35,439 35,235 35,291 35,439 35,235 35,367 35,489 35,235 35,341 35,489

Office of the Secretary of the Treasury
Office of Tax Analysis

1/ Tax calculations assume deductible expenses equal 16 percent of income.
‘ 1

December 8, 1976



Table D-3
Proposed Combined Income Tax and Social Security (OASDHI) Tax Burdens 1/

Married Couple, Two Children 2/

(Dollars) 1

Current : Proposed taxes .

Wage : law : Low_revenue package : High revenue package
income : 1976 :Socidl security option A:Social security option B:Social securty option A:Social securty option B

: taxes : 1977 : 1978 : 1979 : 1977 : 1978 : 1979 : 1977 - 1978 : 1979 : 1977 : 1978 : 1979
3,000 176 176 186 190 176 182 190 176 186 190 176 182 190
5,000 292 292 310 318 292 302 318 292 310 318 292 302 318
7,000 545 536 533 543 536 523 543 536 560 570 536 550 570
10,000 1,236 1,179 1,164 1,179 1,179 1,149 1,179 1,179 1,214 1,229 1,179 1,199 1,229
15,000 2,430 2,308 2,310 2,332 2,308 2,288 2,332 2,308 2,360 2,382 2,308 2,338 2,382
20,000 - 3,425 3,267 3,349 3,471 3,267 3,323 3,471 3,267 3,399 3,521 3,267 3,373 3,521
30,000 5,799 5,499 5,581 5,703 5,499 5,555 5,703 5,499 5,631 5,753 5,499 5,605 5,753
40,000 8,829 8,459 8,541 8,663 8,459 8,515 8,663 8,459 8,591 8,713 8,459 8,565 8,713
50,000 12,405 11,975 12,057 12,179 11,975 12,031 12,179 11,975 12,107 12,229 11,975 12,081 12,229
100,000 34,635 34,075 34,157 34,279 34,075 34,131 34,279 34,075 34,207 34,329 34,075 34,181 34,329
Office of the Secretary of the Treasury December 8, 1976

Office of Tax Analysis

]

1/ Tax calculations assume deductible expenses equal 16 percent of income.
‘ 1






December 8, 1976

Sbcial Security Payroll Tax Options

".  The revenues provided by current payroll tax law are
not sufficient to finance the current old age, survivors,
and disabilty benefits provided by the social security
system. If the tax law remains unchanged, the combined old
age and disability trust funds will be exhausted by the end
of 1982 given the economic assumptions used in the 1976
Trustees Report. This disability fund will be exhausted
during 1979.

The 1977 Budget proposed a 0.6 percentage point in-
crease in the combined tax rate for employers and employees
(0.3 percentage point increase in both the employers and
employee share) bringing the total 1977 OASDHI tax rate to
12.3 percent. An increase of 0.9 percentage points was
proposed for the self-employed.

The Congress failed to act on this proposal. Because
of the delay, a larger tax increase is now required to keep
the trust fund solvent. Assuming an effective date of
January 1, 1978, the required tax increase is 0.9 percent.
Current law already schedules a 0.4 percent increase on
January 1, 1978, in the portion of the payroll tax dedicated
to hospital insurance. At the same time, the wage base will
rise automatically from $16,500 in 1977 to an estimated
$17,700 in 1978. If an increase of 0.9 percentage points is
added to the increases already scheduled, a major tax
increase is imposed on wage earnings. A family with a
single wage earner receiving $17,700 or above would expe-
rience an increase of over $185. An equal increase is
imposed on the employer of this wage earner and most economists
believe that a portion or all of the employee's share of
the payroll tax is ultimately passed on to workers and
consumers. A payroll tax increase of this magnitude will
also have a major dampening impact on the economy and will
impose cost push inflationary pressures by increasing labor
"costs for the businessman.

For these reasons we have phased in the payroll tax
increases in the options presented in the main body of this
paper and have integrated the payroll tax increase with the
Administration's proposed personal income tax reductions so
as to offset the burden imposed on taxpayer's in various
income classes.



The options discussed above rely solely on tax rate

- inmcreases to provide sufficient revenues for the social
security system. The same revenues could be obtained with a
lower tax rate if the payroll tax base were increased.
Options involving a higher tax base were considered last
year, but were rejected because, given the current benefit
structure or the structure proposed under the Administration's
decoupling option, a higher tax base results in higher
benefit payments in the long run thus worsening the social
security's financial problems in the future. A higher tax
base is favored by those who would like to see a larger
share of the costs of the system in the short and long run
paid by higher income taxpayers. This paper assumes no
change in last year's decision that base increases are not
desirable, and we have made no attempt to integrate a set of
base increase options with personal tax reductions.

The Social Security Administration has estimated that
the following combinations of base and rate increases would
solve the short-run financial problems of the trust fund.

1. A base increase to $18,300 in 1978 (compared to
current law's $17,700) combined with a rate
increase of 0.7 percent in 1978 and 0.2 percent in
1980.

2. A base increase of $22,800 in 1978 combined with a
rate increase of 0.3 percent in 1978.

3. A base increase to $28,500 in 1978 with no rate
increase.

If last year's decisions is reversed and if base
increases are deemed desirable, additional options should be
investigated to reduce the tax increase implied for 1978 and
to improve the integration with personal income tax reductions.
A base increase would also require a re-examination of the
benefit structure recommended in the Administration’'s
decoupling proposal.
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THE WHITE HOUSE

WASHINGTON

December 10, 1976

MEMORANDUM FOR ECONOMIC POLICY BOARD
EXECUTIVE COMMITTEE MEMBERS

FROM: L. WILLIAM SEIDMAN MXW/S.

SUBJECT: Tax Policy

A draft memorandum for the President, prepared by the Tax Divi-
sion of the Treasury, designed to reflect the Thursday Execu-
tive Committee discussion is attached.

Treasury will have the tabular material referred to in the draft
memorandum ready for distribution tomorrow afternoon.

Please contact my office with any suggestions you have on the

paper or if you feel that there is a need for the Executive
Committee to meet again on this subject this weekend.

Attachment






































































































































