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: H.R, 2166
TAX REDUCTION ACT OF 19735

' The bill provides the following tax reductions:

Refund on 1974 tax liability~~The bill Emvides a refund on 1974
tax hability to be paid in one installment beginning in May 1975. Xt
will generally equal 10 percent of tax liability up to a maximum of
$200. ITowever, all faxpayers will receive a vefund of at least $100 (or
the amount of their actual tax liahility if less than 8100). The refund
will be phased down from the maximum of $200 to §100 as a taxpayer’s
income rises from $20,000 to $30.000. The revenue loss of the 1974 ye-
fund is expected to be $3.1 billion. .

Increase in the standard deduction~The bill raises the minimum
standard deduction from $1.300 to $1.900 for single persons and $2.500
for joint returns. It also increases the percentage standard dednction
from 15 percent of adjusted gross income with a maximum of $2,000

“to 16 percent with a maximum of $2.500 for single persons and $3.000
for joint returns, These changes involve a revenue loss of $3.1 billion,
and is expected to vesult in a shift of almost 10 mitlion retwrns from
itemized deductions to the standard deduction.

Refundable credit on earned income.~The bill provides for a re-

fundable credit of 5 percent of earned income up to a maximnm of
- $200-—closely matching the social security tax on the first $1,000 of
income. The credit will be phased ont from the maximum $200 to zero
-as adjusted gross income rises from $4,000 to $6,000. This change in-
volves a revenue loss of §3 billion. - . ]
Increase in the investment taz credit.—The Investment fax eredit
rate is increased for all taxpayers (including public utilities) to 10
percent from 7 percent (from 4 percent in the case of certain publie
utilities). (The additional eredit for public utilitics is limited to $100
million for any one taxpayer.) Tn addition, in the case of public utili-

ties the limitation on the amount of tax liability that may be offset by’

the investment tux credit in a year is increased from 30 percent to 100

percent for a 2-yvear period and then is gradually reduced back to the
BH0-percent level over a B-year period. Tn the case of long lead-time.

property. that is, property that reqnires more than 2 years to construct,
‘the bill further provides that the investment tax credit is to be avail-
able to the extent that progress paymeuts are made during the eonstruc-
tion period (rather than in the vear when the property is nitimately
placed in service). with an initial 5-year transitional rule to phase in

the new system. Finally. the amount of nsed property eligible for the

investment tax credit is inereased from $30,000 to $75.000. The in-
creased 10-percent credit is ta be available for property placed in serv-
ice after January 21. 1975, and before January 1. 1976, {In the cose
of property acquired pursnant to an order placed hefore Janunary 1,
1976..the 10-pereent eredit is to he available if the property is placed

1 service hy the end of 1976, and in the case of construction ocenrring

after January 21. 1975, the 10-percent credit is to be availabls for the
portion of the constraction orenrring Uefore January 1. 1976 regard-
less of when the property is placed in service.) The tevenue loss from
these chanees in the investment eredit is ostimated at £3.9 billion (of
which 81.5 hillion is expected to oecar in 19761, S -
Increose in the corporate suvtaw exemption~-To aid small busi-
nesses, the surtax exemntion (to which the 922-percent corporate tax
rate rather than the 4S-pevcent rate applies) is increased from the
present S25.000 to $50,000. This is expocted to reduce rovenue by
$1.2 hillion. ~ )
Effective date—In general, the provisions included in the Tax Re-
duction Act of 1975 ara to apply for a onc-vear period (for the
“calendar vear 1975). This is because the hill i intended to provide
an_immediate stimulus for the economy.at this time. Tn the case of
individuals. this is a lnmp snm rebate of 1974 tax liahility plus in-
ceased take-home pav as a result of lower withiholdine veflecting the
changes in the standard deduetion and the new earned income credit
In the ense of corparations. the stimulus is the incontive to prm"fmsc:
machinery and equipinent as » vesult of the increazed investment
~ evedit and also redueed taxes, primarily for small businessos as a resilt
of the increase in the snrtax exemption. Tn tax lesiclation to ho acted
on later this year. dealing with enerey and tax veform. the comunit-
tee expects to make these chansmes pern le furt -
reductions and structural changes, .

permanent and provide further tax
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(1) Overall Effect of Bill

ESTIMATED DECREASE IN INDIVIDUAL AND CORPORATE INCOME TAX LIABILITY UNDER H.R. 2165,
THE TAX REBUCTION ACT OF 1975, AS APPROVED BY THE COMMITTEE ON WAYS AND MEARS—CALENDAR

YEARS 1874-76
Dollar amounts in mxthoasl

Decrease ia tax liability

1974-76

Provision
. ) . : Percent
A ; , 11 1975 19762 Amount.  of tolal

Title 1< Granting a 100-percent rebate of 1974 individual income
tax liability up 3 $100 with no phatequt and a 10-percant .
tehate of tax sbove $1 600 with a mazimtum rebale of $200
- with the rebste phased out betwesen 520.060 and $30,000 of ~,

'l'rt‘idjrlmd gross income but not balow 31062, . ovueoiana. $8,125 ..... varaeveenneene 38,125 - 38,2
‘ .

Secs. 201-202: Converting the minimum standard deduc-
tion from $1.300 to $1,500 for single person returns and
$2,500 for {9; ot returns; the parcentage standard deduc-

tiqn from 15 percent to 16 pareant; and thy maximum L S S
standard deduction from $2.000 to $2,500 for single B - :
person returns aed 33,000 for joint RIS e ) $5, 192 5192 24.4.

Sec. 203: Grzoting a refungable tax credit of 5 Opercea! wage
and self-empioyment income with a $200 maximum . . . :
eredit with a phassout of the credit between $4,000 and hd o :

' 35,000 of edjusted gross income .. e L8 .. 2,84 136

Total fOrtithe B oo es e venccceneccr i mavenmranananmrrzn 8,086

. . Iom fos titles 1 and U Individuals, nonhusmn. ..... 8,125 8,086 ..oeenn. 18,211 76.2
Cee Yite 1

Secs. 301-302: mc:easmg the rata of the investment credit
to 10 percent: increasing the amount of used property
ehg‘hla for the iavestment credit to $75,000; allowing L . -
" the investment credit on pregress paymenis S; ana Timit- o (]

. [n% the increase in the credit to $100,000,000% .. _..oennecnn S s ru e ———— W
B ndividuals, busi evesuncana 435 $350 689 37

. © . - Compotaticas_ __.... - 1,937  1,2% 3,187 15.0

A "‘; Total investment credit._...ooeenrereceeocmnananaranae 2,372 L500. 3,872 18,2

- Sac, 303: Increasing the corporate surtax examplion from

$25000to $50,000. .. e L200 .ooneeen 1,200 - 5.6

Tolal !ot tite HI__...... . 3502 1,500 5,072 23.3

B T NETE | — 8,125 1h658 1,50 21,783  100,0

Individuals . e el 8,125 8,521 250 18, 836 79.3

Corporations. .._.eveeeeenn [SOTSTE- | 137 1,250 4,387 0.6

Individuals, nonbusinesS. . ... ccvenoevccerecsrncccmrraenaan 8,125 8,088 ,.youn.... 16,211 76.2

Business (iudmduals 3nd Corporations).u. cuumun. -3 5?2 l 500 5,072 238

. . § [tams in this column are st estimated 1375 income levels,

2 ftems in this column 21 21 estimated 1376 income levels,
3 Under he fangeage of titl2 | this item is viewad as a rebate of a payment deemed to have been made on 1974 md:‘
vidual income tax rather than 2 decrease in tax liabilily,
4 Inciudes tax crafits and of payments, the latier going to tax returns where the tax liability-before the credit is not
big enough fo abserb the credit and to snecwlly designed returns where there is no tax Hability and no tax retuen,
The permanent provision for an tment credit on progress paysments will continue B have effect oa tax liabilities
after 1976 at presant law investment credit parcentages.

Hote: Details may not add to totals decause of rounding.




(2) Effect of Titles I and II

(a) Distribution Table

[By adjusted gross income class—1974 income levels]

Number of returns 2ffected (thousands)

Decrease in tax liability

k) Number Percentage distribution of .
‘ Total shifting total decrease i
| . number Number to the
Adjusted grass income with tax made non-  standard Amount3 By income Cumuy. By i
class (thousands) decrease? taxable deduction  {millions) class fative segment
16,543 4, 99 31, 665 10.5 10.5 i )
8, 697 4,710 6 2,654 16,7 21.2 5.1 i
8,484 697 1,287 1,934 12.2 39.4 g '
11, 428 83 2,674 2,494 15.7 5.0 - !
15,932 0] 2,663 3,136 19.7 74.8 TV !
9, 855 1) 1, 546 2,337 14.7 83.5 . }
9,008 0) 1,016 1,565 9.9 93,4
655 é‘) 1 78 0.5 99.9 10.5
160 0] 2 18 0.1 100.9
80, 687 8,497 8, 851 15, 832 100.0 100.0 100.0
1 For a more detailed description of these provisions see Table 1. : '
. 2 Qo;sn no% include returns representing beneficiaries of the earned income credit who are nonfilers under the 1970 filing ' . ‘
equirements. : : ;

3 Does not include an additional $275,000,000 to cover the credit on wege and salary and self-employment income of : H

earners who are nonfilers under 1970 fing requirements,

4 Less than 500 returns.

Note: Details may not add to totals because of rounding.

(b) Burden Table

.oie

<

‘ISingle person and married couple with no, 1, 2, and 4 dependents (assuming deductible p } exp of 17 p t of i )|
Tax Yiability
Matrried couple with Married couple with Marsied couple with Married coupte with
Single person no dependents 1 dependent 2 dependents 4 dependents
Under Under Under Under Under
. present Under  Reduc-  present Under'  Reduc- . present Under  Reduc-  preseat itnder Reduc- present Under Reduce
Adjusted gross income law H.R.2166 tion faw H.R.2166 tion faw H.R. 2166 tion faw © © 1166 tion faw H.R.2156 tion
~3$201 $3392 28 3178 $206 6 3150 $150 _ 0 -$150 -$150 ¢ -$!50 $150
7 314 322 ~60 382 $208 —l% 7p3 398 -188 296 0 -130 100
467 214 484 190 294 362 2up5 245 -30 275 $28 -23 56
5 22 837 520 317 634 392 302 559 270 289 312 40 212
1,28 196 1,152 885 267 1,010 253 7 615 252 586 350 236
1,79 200 1,57 1,333. 240: , 40 1,192 21 1,261 1, 197 976 805 171
, 200 2,029 1,829 200 1,864 1,678 186 1,699 1,529 179 1,37 123 137
2,935 200 2,516 2,316 200 3 A 200 2,156 1,956 200 1,826 1,643 183
5 200 3,035 2,835 200 , 848 2,648 200 2,650 2,460 200 2,285 2,085 200
5, 680 150 4,170 4,020 150 3,960 3,810 150 3,750 3,600 150 3,330 3,13) 150
6,750 160 §, 468 5,368 100 5,228 5,128 100 4,988 4,888 100 4,508 4,408 100
8,525 100 6,933 6,838 100 6,668 6,568 100 6,398 6,298 100 5,858 5,758 100
10,415 - 100 8,53 8,443 100 8,251 8,15 100 1,958 7,858 100 1,313 1,273 100

% Camputed without reference to the tax tables for returns with adjusted gross income under §10,000.
3 Fora more detailed description of these provisions see table 1 in.the Revenue Effects section of

his report.

)

Note: Details mray not add to totals because of rounding.
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(3) Effect of Title I

(a) Distribution Table

+ {By adjusted gross income class—1974 intome levels]

"ty Number of returns ’
Decrease in lax tiability

" altected (thousands)
Total P tage distributi !
A ?ww aross pumber Humber ercentage distribulion of total decrease i .
ncome class with tax mide Amount By Income By
(thousands) decrease nontaxable {millions) class C}xmutativg segment
03 4,037 3,097 3230 2.8 2. !
103 1,579 1,230 625 8.4 11.2 35.7 I
$510 8273 338 795 9.8 210 i
i 11.428 186 1,197 4.7 35,7 :
$18 15,952 59 2,178 26.8 62. 5} 3.9 :
$1510 52 , 856 16 1,7% 22,1 846 g !
32010 $539. .. 006 3 , 162 14.3 98,9 :
330t 91 £55 ) 65 0.8 , 7} 15.3 :
$100 and gver. 150 3 15 0.2 9.9 {
| (. N 66,956 4,930 8,125 100.0 - 100.0 160.0 ] % ’ .
- : C 1 Less than SO0 retons. . ) *
Note: Details may sot add 1o totals because of rounding. s
. e — e i
(b) Burden Table
[Siagle person and married couple with no, 1, 2, and 4 dependents (sssuming deductible parsonal exp of 17 percent of i ) ;
Tax liability
. Married couple with . Married couple with Married couple with . Marsied couple with
Single persen 0o dependents 1 dependent Z dependents 4 dependents
Under Undsr Under Under Under Under Under Under Under Under .
present H.R. Reduce  prasest HR.  Reduc-  present HR.  Reduc»  present HR.  Reduc-  present H.R. Reduc~
taw 2166 ticn law 2166 ion law 2166 ticn faw 2168 tion faw 2166 tion
si8 $£28 g0 28 0 28 0 0 0 ) [ S g 0 o !
491 291 100 32 222 00 $208 $108 $100 $98 0 $98 ] 0 0
£81 581 159 482 384 100 382 262 100 - 235 $145 100 $28 0 $28
1,087 973 109 837 137 108 694 594 100 559 - 458 - 100 32 $212 100 .
1,482 LI 143 1152 1,037 1s 1,010 $09 101 867 767 100 58 485 160
1,936 1,737 250 1.573 1,415 157 1,408 1,267 141 1, 261 1,135 126 -876 876 100
2,543 2,353 230 2029 1,829 200 1,84 1,678 186 1,599 , 528 -170 1,371 1,233 137
3,145 2,99 200 2.518 2,316 200 2,329 2,128 200 2,158 1,956 200 1,826 1,643 183
3,784 3,534 29 3835 2,835 200 Z,848 2,648 200 2,660 2,460 200 2,285 2,085 00
5,230 5.03) 150 3170 4,020 150 3,950 3.810 150 3,750 3,600 -150 3,330 3,120 (Sawpe
6, 850 6,753 15 5,458 5,358 100 §, 228 5,128 100 4,938 4,828 100 4,503 4,408 108
8,625 8,575 120 6.938 €. 338 100 6,658 6,568 100 , 398 6,298 100 5,858 5,758 100
10,518 10,415 ji: ] 8 5343 8 433 100 8,251 8,151 100 7,958 7,858 100 7,373 7,273 100
1 Computed without reference to the tax tables for returns with adjusted Zross income under $10,000.
Note: Details may not add to totals bacause of rounding, * e




O - ' A ) i
(4) Effect of Title II
(a) Distribution Table
By adjusted gross i class—1974 i levels]
Number of csturns affected (thousands) Decrease in tax liability
Number Percentage distribution of
Total shifting - total decrease ’
| A . number Number to the {
Adjusted gross income withtax made non-  standard  Amount? By income Cumy- By
class (thousands) decrease? taxable deduction  (millions) class lative segment
16,543 4,000 93 Sl 435 18.5 18,5
8,638 4,719 546 1,969 25.4 43,9 3.3
8 158 6 1,287 1138 14.7 £3.6 .
9,194 88 2,674 1 297 16.7 75.3
5,821 ) 2,663 12.4 8.7 18,
2,653 0 1L n 7.0 87} -4
1,528 23) N 1,016 404 5.2 99.9
$50 to $109, 33 %) 13 0.2 100.0 - 8,4
$100and over. . ... 4 ® 2 [0) 100.0
- Totahooooeoeo.... 58,447 9,497 9,851 1,757 100.0 100.0 100.0
rezzg‘r,ee:v :gt! smdude returns representing beneficiaries of the earned incoms credit who are nonfiters under the 197 filing .
? Does not include an additiona) 5275,000,600 to ¢ th ] i
eamers who are nonfilers under 1970 ng reqmremen.g“ ¢ cre “ o w‘age nd salary aud se&f employmeat income of
3 Less than 500 returns or 0.05 percent. : " . { :
Note: Details may not add to totals becauss of rounding. . i R i
(b) Burden Table
ISingle person and married couple with no, 1, 2, and 4 dependents, (assuming deductible-personel exp of 17 p t of § 3]
Tax liability
Married couple with Married couple with Parried couple with Married couple with
Single person no dependents 1 dependent 2 dependents 4 dependents
Under Under Under Under Under R :
present Under  Reduc-  present Under  Reduc-  present Under  Reduc-  present Under  Reduce  present Under Redye-~
. Adjusted gross income law H.R 2166 tion law H.R. 2166 tion law H.R. 2166 tion law H.R. 2166 tion faw H.R. 2166 tion
~$101 $239 $28  ~$5150 $178 0 —$150 $150 0 —$150 $150 0 -$150 $150
a7 214 322 40 282 $208 -55 273 398 --100 198 0 ~100 130 ¢
567 114 434 230 194 362 178 185 285 70 175 $28 0 28
874 113 837 620 . 217 694 493 202 559 370 139 312 140 172
1,438 48 Lisz 1,000 152 1,010 858 152 867 715 152 . 58 450 ‘136
1,996 0 1,573 1,490 83 1,408 1,333 5 1,261 1,190 71 976 905 n
2,549 [} 2,029 2,02 1, 864 1,864 0. 1,63 1,699 ] 13N 1,371 [
3,145 [ 2.516 2,516 0 2,329 2,329 0 2,156 2,156 1,826 1,826 0
3.784 0 3,035 3,035 0 , 848 2,818 0 2 2,660 0 2,285 2,285 0
5,230 0 3.170 4,170 0 3,960 3,960 0 3,750 3,750 0 3,330 3,330 [}
6, 850 05,5508 5, 468 0 5,228 5,228 0 4,988 4,988 0 , 508 4,508 0
8,625 0 6,938 6,938 0 6,668 6,668 0 6,398 6,398 0 5,858 5,858 0
10,515 0 8,543 8,543 [} 8,251 8,251 0 7,958 , 958 0 1,313 1,313 0
t Computed without reference to the tax tables for returns with adjusted gross income under Note: Details may not add to totals because of rounding.

3 For a more detailed description of these provisions see Table 1 in the Revenue Effects section of
this report.
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CRITERIA FOR THE ENERGY PROGRAM

'CONSERVATION

DEVELOPMENT OF NEW SOURCES OF ENERGY

NATIONAL SECURITY

EQUITABLE APPLICATION OF PROGRAM ON A

NATIONWIDE BASIS



1.

2.

WHY AN ENERGY CRISIS?

INCREASED CONSUMPTION BYTHE U.S.

DEPLETION OF RESOURCES IN U.S, -

INCREASEDY IMPORTS OF ’FOREIGN ‘OIL

L.OSS OF U.S. SURPLUS IN LATE 60's OF CRUDE OVIL
GROWTH OF A CARTEL -- OPEC

RESULT: U.S. LOST CAPACITY TO SET

WORLD PRICE OF CRUDE



OIL DOLLAR OUTFLOW

1970 -- 34 BILLION

1974 N 25 BILLION .
1977 - -- 32 BILLION

PRESENT U.S. DEPENDENCE FOREIGN

OlL -- 38%
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ENCOURAGE ENERGY CONSERVATION

1. IMPORT FEES (BY PRESIDENTIAL ORDER)

2, EXCISE TAX AND IMPORT FEE ON OIL

(CONGRESSIONAL ACTION)

3, EXCISE TAX ON NATURAL GAS (37 CENTS

PER THOUSAND CUBIC FEET

-4, PUBLIC EDUCATION



1.

ENCOURAGE DOMESTIC ENERGY PRODUCTION

NEW NATURAL GAS DEREGULATION
CRUDE OIL PRICE DECONTROL

ELK HILLS NAVAL PETROLEUM

CONVERSION TO THE USE OF DOMESTIC COAL

ALASKA AND OFF-SHORE SOURCES



RETURN O’F“.‘v}‘;30 BILLION
$16. 5 BILLIbN INDIVIDUAL TAX ‘ClUTS
$z: BILLION To' NON-TAXPAYEﬁS ($30 PAYMENT) |
$0.5 BILLION HOME INSUVLA'I‘IOlN TAX CREDIT .
$6 BILLION CORPORA’I‘EATAX CUT (DROP RATE 48% TO 42%)
$2 mLLIoN ch smmﬁ AND LOCAL GOVER‘NMENT
$3 BILLION FEDERAL COST ofFSET

TOTAL: $30 BILLION
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RATIONING

FIVE TO TEN YEAR PROGRAM

30% LESS GAS FOR INDIVIDUALS (9 GALLONS

. PER LICENSED DRIVER A WEEK) .

10% LESS FOR BUSINESS

BUREAUCRATIC AND COSTLY .

- NO DEVELOPMENT OF NEW SOURCES
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THE WHITE HOUSE

TO THE CONGRESS OF THE UNITED STATES:

Twenty-six years ago, a freshman Congressman, a young
fellow, with lots of idealism who was out to change the
world, stood before Speaker Sam Rayburn in the well of
this House and solemnly swore to the same oath you took
vesterday. That is an unforgettable experience, and 1
congratulate you all.

Two days later, that same freshman sat in the back row
as President Truman, all charged up by his single-handed
election victory, reported as the Constitution requires
on the State of the Union.

When the bipartisan applause stopped, President Truman
said:

"I am happy to report to this Eighty-first Congress
that the State of the Union is good. Our Nation 1s better
able than ever before to meet the needs of the American
people and to give them their fair chance in the pursuit
of happiness. It is foremost among the nations of the
world in the search for peace."

Today, that freshman Member from Michigan stands where
Mr. Truman stood and I must say to you that the State of the
Union 1s not good.

Millions of Americans are out of work. Recession and

inflation are eroding the money of millions more. Prices
are too high and sales are too slow.

more

(OVER)
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This year's Federal deficit will be about $30 billion;
next year's probably $45 billion. The national debt will
rise to over $B00 billion.

Our plant capacity and productivity are not increasing
fast enough. We depend on others for essential energy.

Some people question thelr government's ability to make
the hard decisions and stick with them. They expect Washington
politics as usual.

Yet, what President Truman saild on January 5, 1949, is
even more true in 1975.

We are better able to meet the peoples' needs.

All Americans do have a fairer chance to pursue
happiness. Not only are we still the foremost nation in
pursult of peace, but today's prospects of attaining it
are infinitely brighter.

There were 59,000,000 Americans employed at the start
of 1949. Now there are more than 85,000,000 Americans who
have jobs. 1In comparable dollars, the average income of
the American family has doubled during the past 26 years.

Now, I want to speak very bluntly. I've got bad news,
and I don't expect any applause. The American people want
actlon and it will take both the Congress and the Presldent
to give them what they want. Progress and solutions can be
achlieved. And they will be achleved.

My message today is not intended to address all the
complex needs of America. I will send separate messages
making specific recommendations for domestic legislatilon,
such as General Revenue Sharing and the extension of the
Voting Rights Act.

The moment has come to move in a new direction. We
can do this by fashioning a new partnership between the
Congress, the White House and the people we both represent.

Let us mobilize the most powerful and creative
industrial nation that ever existed on this earth to put
all our people to work. The emphasis of our economic
efforts must now shift from inflation to jobs.

To bolster business and industry and to create new
Jobs, I propose a one~year tax reduction of $16 billion.
Three-quarters would go to individuals and one-quarter to
promote business investment.

more
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This cash rebateito indiViduais amounts to 12 percent
of 1974.tax payments ---a total cut of $12 billion with a
maximum of $1 000 per: return

B call today on the Congress to act by April 1 : If you
do, the Treasury can send the first check ‘for half the rebate
in May and the second by September.

The other one—fourth of the cut ‘about $h billion will
g0 . to businesses, including farms, - to promote- expansion -and
create more jobs. The one-year reduction for businesses:
would -be in the form of a liberalized lnvestment tax credlt
increasing the rate to 12 percent for all businesses

This tax cut does not include the more fundamental
reforms needed in our tax system.- But it points us in the
right direction.~-- allowing_us as taxpayers: rather than the
Government to spend our pay. :

Cutting taxes, now is essential if we are to turn the
economy around. A tax cut offers the best hope of creating
more. jobs. Unfortunately, it will increase the slze of the
budget deficit. Therefore, it 1s more important than ever

thet we take steps to control the growth of Federal
expenditures. , N :

Part of our trouble is that we. have been self-indulgent
For decades, we have been voting ever-increasing levels of
Government benefits ~= and now.the bill has come due. We
have been adding so many new programs that the size and

growth of the Federal budget has taken on a- 1ife of 1tS~
own,

One characteristic of these programs is that their
cost increases automatically every year because the number
of people eligible for most of these beneflts increases
every year. 'When these. programs are enacted; there is no
dollar amount set. . No one knows what- they wild ¢ost. All
we know 1s: that whatever they cost last year, they will cOSt
- more. next year.

. o i .

It is a question of simple arithmetic UnleSS'we check
the excessive growth of Federal expenditures or impose on
ourselves matching increases in taxes; we will contlnue to
run huge inflationary deficits in the Federal budget.a S

If we proJect the . current built in momentum of Federal
spending through the next 15 years, Federal, State,:and local
government expenditures could easily: comprise half of our
gross:national: product. This compares with 1ess than a third
in 1975. . .

more
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.. I am now in the process of preparing the budget sub-
missions for fiscal year 1976. 1In that budget, I will-:
propose legislation to restrain the growth of a number of
existing programs, I have also concluded that no new
spending programs can be initiated this year, except those
for energy. Further, I will not hesitate to veto. any new
spending programs’ adopted by the Congress.

As an .additional step toward putting the Federal
government's house in order, I recommend a five percent
‘limit on, .Federal pay .increases in 1975.  In all Government
programs tied to the consumer price index -- including
social security, civil service and military retirement °
pay, and food' stamps -- I also propose a one-year maximum
increase of 5 percent. ,

. None of these recommended ceiling 1im1tations, over
which the’ ‘Congress has final authority, are easy to propose,
because in most cases they involve anticipated payments to
many deserving people. Nonetheless, it mustbe done. I
‘must emphasize that I am not asking you to eliminate,
reduce or freeze these payments. I am merely recommending
‘that we slow down the rate at which these payments increase
and these programs’ grow.

Only a reduction in the growth in spending can keep -
Federal borrowing down and reduce the damage to the private
sector from' high interest rates. Only a reduction in
spending can make it p ssible for the Federal: Reserve
System to avoid an 1inf: ationary growth in the money supply
and’ thus ‘restdre balanee to our economy. A major reduction
in the growth of Federal spending can help to dispel the:
uncertainty that so many feel about our economy, and put
us on the way to curing our. economic ills.

' If we do not act to’ ‘slow' down the rate of increase in
Federal spendihg, the United States Treasury will be legally
obligated to spend more .than $360 billion in Fiscal Year
1976~*- even if no new programs are enacted. These are
not matters of conjecture or prediction, but again of simple
arithmetic. The slze of  these numbers and their implications
for our everyday life and the health of our economic system
‘are shocking : L o
D

I submitted to” the last Congress a list of budget
deferrals and recisions. There will be more cuts recom-
mended in the budget I.will submit. Even so, the level
of outlays for fiscal year 1976:1s still much too high.
Not. only 1s it too.high for this year .but the decisions
we make now inevitably have a ‘'major and growing impact on
expenditure levels in future years. This is'a fundamental
issue we must Jointly solve.

more



The economic disruption we and others are experiencing
stems 1n part from the fact that the world price of petroleum
has quadrupled in the last year. But we cannot put all of
the blame on the oll-exporting nations. We in‘:the
United States are not blameless.  Our growing dependence
upon foreign sources has been adding to our vulnerability
for years and we did nothing to prepare ourselves for an
event ‘such as the embargo of 1973

During the 1960s, this country had a surplus capacity
of crude oil, which we were able to make available to our .
trading partners whenever there was a disruption of supply.
This surplus capacity enabled us to influence ‘both suppliles
and prices of crude oil throughout the world. Our excess
capacity neutralized any effort at establishing an effective
cartel, and thus the rest of the world was assured of :
adequate suppliles of oil at reasonable prices.

In the 1960s9 our surplus capacity vanished and, as a:
consequence, the latent power of the oll cartel could emerge
in full force. Europe and Japan, both heavily dependent on
imported 011, now struggle to keep their economies in
balance.  Even the United States; which is far more self-
sufficient than most other industrial countries, has been
put under serious pressure._

I am proposing a program which will begin to restore
our country's surplus capacity in total energy. In this '
way, we willl be able to assure ourselves rellable and -
adequate energy and help foster a new world energy stability
for other major consuming nations.

But this Nation and, in fact the world must face the
prospect of energy difficulties between now and 1985. This
program will impose burdens on all of us with the aim of
reducing our consumption of energy and increasing pro-
ductlion. Great attentlion has been paid to considerations
of fairness and I can assure you that the burdens will not
fall more harshly on those less able to bear them.

I am recommending a plan to make us invulnerable to
cut-offs of foreign oil. It will require sacrifices.
But it wlll work. , v : B

I have set the following nationallenergy goals to
assure that our future 1s as secure and productive as
our past:

-- First, we must reduce o0ll imports by 1 million
barrels per day by the end of this year and by
2 million barrels per day by the end of 1977.
more
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~-~ Second, we must end Vulnerability to economic
o disruption by foreign suppliers by 1985

o ;Third we must ‘develop our energy technology
and resources so that the United States has.
.the ability to supply a significant share.of-
. . -the .enexrgy needs of the Free World bx the end
.of this century. : .

E

To attain these obJectives, we need immediate action
to cut imports. Unfortunately, in the short-term there
are only a 1imited number of.actions which can increase i
domestic supply.\ I will press for all of ‘them. :

1 urge -quick action on 1egislation to allow commercial
production at the Elk Hills, ‘California, Naval Petroleum
‘Reserve. In ‘érder that we make greater use of domestic. coal
resources, I am submitting amendments to the Energy Supply
and Enylronmental ‘Coordination Act which will greatly
increase the ‘number of power plants that can be promptly
converted to coal .

L

Voluntary conservation continﬁes to be\essential but
tougher programs are also needed -~ and. needed now., - There-
forge; I am using Presidential powers to ralse the fee on -
all-fmported crude 0ill and:petroleum: pnoducts.' Crude oili.
fee levels will be increased $1 per barrel on February 1,
by $2 per barrel on March 1 and by $§3. per;barrel on April 1.
I will take action to reduce undue hardship on any geo- .
graphical regilon. The foregoing are interim administrative
actions. They: will be rescinded when the necessary ot
legistation' is enacted. ]

To that end I am requesting,the Cengress to act within
g0: days on.aimore comprehensive energy tax program. It S
includes o o B , -
" Excise taxes and import fees totalling $2 per
: barrel on- ‘product imports and on all crude oii
- Deregulation of new natural gas and enactment of
. a natural gas excise tax. L

- Enactment of a windfall profits tax by April 1
to ensure that oll producers do not profit
uniduly. - At the same time I plan to take -

';Presidential initiative to decontrol the: price.
-of domestic ecrude oil on April 1.

more
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The sooner Congress acts, the more effective the ol1l
conservation program will be and the quicker the Federal
revenues can be returned to our people

I am prepared to use Presidential authority to limit
imports, as necessary, to assure the success of_this program.

I want you to know that before deciding on my energy
conservation program, I considered rationing and higher
gasollne taxes as alternatives. Nelther would achieve

.. the deslired results and both WOuld produce unacceptable

inequities.

A massive program must be initliated to increase energy
supply, cut demand and provide new standby emergency
programs to achlieve ‘the independence we want by 1985.

The largest part of increased oil production must.come
from new frontier areas on the Outer Continental Shelf

and from the Naval Petroleum Reserve No. H'in'Alaska. It
is the intention of this Adminiicraficn te reow Ve akeac with
exploration, leasing and production on those Zrontier
areas of the Outer Continertal Shelf where the environ—
mental risks are acceptable '

Use of our most abundant domestic resource -- coal --
1s severely limited. We must strike a reasonable compromise
on environmental concerns with coal. I am submitting Clean
Air Act amendments which will allow greater coal use with-
out sacrificing our clean alr goals.

I vetoed the strip mining legislation passed by the last
Congress. TWith appropriate changes, I will sign a. revised
version into 1law. : '

I am proposing a number of ac¢tions to energize our
nuclear power program. I will:submit legislation to ’
expedite nuclear licensing and the rapid selection of sites.

In recent months, utilities have cancelled or postponed
over 60 percent of planned nuclear expansion and 30 percent
of ‘planned additions to -non-nuclear capacity. Financing
problems for that industry are ‘growing worse. I am there-
fore recommending that the one year investment tax credit
of 12 percent be extended an additional two years to
specifically speed the constructlon of power plants that
do not use natural gas or oil. T am also submitting
proposals for selective changes in State utility commission
regulations.

more
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To provide the critical stability for our domestilc
energy production in the face of world price uncertainty,
I will request_legislation to- authorize and require tariffs,
import quotas or price floors to protect our energy prices
at levels which will achieve energy independence.

Increasing energy supplies is not enough. We must also
take additional steps to cut long-term consumption. I
therefore propose

- ’Legislation to make thermal efficiency standards
mandatory for all new buildings in the United States.
These standards would be set after appropriate
consultation with architects, builders and labor.

-— A new tax credit of up to $150 for those home
owners who install ‘insulation equipment. B

-- The establishment of an energy conservation
program to help low income families purchase
insulation supplies

- Legislation to modify and defer automotive
pollution standards for 5 years to enable us
to improve new automobile gas mileage ho percent
by 1980. ,

These proposals and actions, cumulatively, can reduce
our dependence on foreign energy supplies to 3-5 million
barrels per day by 1985. To make the United States
invulnerable to foreign disruption, I propose standby
emergency ‘legislation and a strategic storage program of
1 billion barrels of oil for domestic-needs and 300 million
barrels for defense purposes.

I will ask for the funds needed for energy research
and development activities. I have established a goal of -
1 million barrels of synthetic fuels.and shale oil production
per day by 1985 together with an incentive program to achieve
it. - o e

I believe in America s capabilities. Within the next
ten years, my program envisions: ‘ ‘ B

-~ 200 .major nuclearvpower plants,

-- 250 major new coallnines,’ A

- l50 major coal—fired power plants,
-- 30 major new oll refineries,

more
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-- 20 major new synthetic fuel plants,
-f-fthe drilling of many thousands ‘of new oil wells,
~-- the insulation of 18 miliion homes, |

-~ and construction of‘millions of new automobliles,
trucks and’ buses that use much less fuel.

We can-do 1it. In another crisis -- the one in 1942 --
President Franklin D. Roosevelt said this country would
build 60,000 aircraft. By 1943, production had reached
125,000 airplanes annually.

If the Congress and the American people will work with
me to attain these targets, they will be achieved and ‘
surpassed. -

From adversity, let us selze opportunity. Revenues of
some $30 billion-from higher energy taxes designed to-
encourage conservation must be refunded to the American
people in a manner which corrects distortions 1n our tax
system wrought by inflation.

PeOple have been pushed into higher tax brackets by
inflation with a consequent reduction in their actual
spending power. Buslness taxes are similarly distorted
because inflation exaggerates reported profits resulting
in excessive taxes.

Accordingly, I propose that future individual income
taxes be reduced by $16.5 billion. This will be done by
raising the low income allowarice and reducing tax rates.
This continuing tax cut will primarily benefit lower and
middle income taxpayers.

For example, a typical family of four with a gross
income of $5,600 now pays $185 in Federal income taxes.
Under this tax cut plan, they would pay nothing. A family
of four with a gross income of $12,500 now pays $1,260 in
Federal taxes. My plan'reduces that by $300. Pamilies
grossing $20,000 would receive a reduction of $210.

“Those with the very lowest incomes, who can least
afford higher costs, must also be compensated. I propose
a payment of $80 to every person 18 years of age and
older in that category.

State and local governments will receive $2 billion
in additional revenue sharing to offset thelr lncreased

energy costs.
more
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To offset inflationary dlstortions and to generate.
more economic activity, the corporate tax rate will be
reduced from 48 percent to 42 petrcent. -

Now, let me turn to the 1lnternational dimension of- the
present crisis.. At no time in our peacetime history has
the state of the Nation depended more heavily on the state
of the world.. And seldom if ever -has the state of the
world depended more heavily on the state of our. Nation.

The economic distress is’ global We will not solve
it at home unlsss we help to remedy the profound economic
dislocation avroad. World trade and monentary structure
providez'marhets, energy,  food and vital.raw materlals ---
for all naticns. This international system is now in ‘
Jeopardy.

This. Nation can be croud of significant achievements
in recent years in solving problems. and cerises. The Berlin
Agreement, the SALT agreements, ,0ur new. relationsoip -with.
China, the unpreczdented efforts in the Middle East -- are
immensely encouraging. But the world is not free from
crisls. In.a world.of 150 nations, where nuclear technology
is proliferat ing and regional conflicts continue, inter-
national security cannot be-taken for granted :

So let there be no mistake about it international
cooperation 1s a‘vital fact of our ‘lives today. This is
not a moment for the American people to-turn inward.
flore than ever befdére, our own well-belng dépends on
America's determination and . 1eadership in the world

We are a great Nation -— spiwitually, politically,-
mi]itari‘y, diplomatically and ecfnomicclly America's
mmltment to internaticnal security has sustained the
sai:ty of alli es and friends 1n mdﬂj are¢as -- in. the
Middle East, in Europe, -in Asia. Our'turning away would
unleash new instabilities:and dangers. around the globe
which would in turn, threaten our own security.

At the end of WOrld War 11, we turned a similar
challenge -into an histéric. achievement - An old order was
in disarray; political and economic institutions were.
shattered.. In that perieod, this Nation-and its partners
built new institutions, new mechanisms of mutual support
and cooperation. Today, as then, we face an historic
opportunity. ' If we act, imaginatively and boldly, as we
acted then, this period will in retrospect - ‘be seen. as one
of the great creative moments of our history. o

The whole world is watching to see how we respond.

more
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A resurgent American economy would do more to restore
the confidence of the world in its own future than anything
else we can do. The program that thls Congress willl pass
can demonstrate to the world that we have started to put
our own house in order. It can show that this Nation is
able and willing to help other nations meet the common
challenge. It can demonstrate that the United States:
will fulfill its responsibility as a leader among nations.

At stake 1s the future of the industrialized democracies,
which have perceived their destiny in common and sustained
it in common for 30 years. ~

The developing nations are also at a turning point.
The poorest nations see theilr hopes of feeding their hungry
and developing their sociletles shattered by the economic
crisis. The long-term economic future for the producers
of raw materials also depends on cooperative solutions.

‘Our relations with the :Communist countries are a basic
factor of the world environment. We must seek to build a
long~-term basis for coexistence. We will stand by our
principles and our interests; we willl act firmly when
challenged. The kind of world we want depends on a broad
polley of creating mutual 1ncentives for restraint and
for cooperation.

As we move forward to meet our global challenges and
opportunities, we must have the tools to do the Job.

Our military forces are strong and ready. This
military strength deters aggression against our allles,
stabllizes our relations with former adversaries and
protects our homeland. Fully adequate conventional -and
strategic forces cost many billions, but these dollars
are sound insurance for our safety and a more peaceful
world.

Military strength alone is not sufficient Effective
diplomacy 1s also essential in preventing conflict and
building world understanding. The Vladivostok negotiatilons
with the Soviet Union represent a major step 1n moderating
strateglc arms competition. My recent discussions with:
leaders of the Atlantic Community, Japan and South Korea
have contributed to our meeting the common challenge

But we have serious problems before us that require
cooperation between the President and the Congress. By
the Constitution and tradition, the execution of foreign
policy is the responsibility of the President.

Pl
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In recent years, under the stress of the Vietnam War,
legislative restrictions on.the President's capability to
execute forelign and military declsions have proliferated.
As a member of the’ Congress, I opposed some and approved
others. ‘As President,.I welcome the. advice and cooperation
of the House and Senate.

. But, if.our foreign policy 1is.to.be successful we
cannot’ rigidiy réstrict in legislatlion the ability of the
‘President to act. The conduct of negotiations is 111
suited to such limitations. For my part, I pledge this
Administration will act 1n the closest. consultations with
the Congress as we face delicate situations and troubled
'times thrOughout the globe. : : : :

When I became President only five months. ago, I promised
the last Congress a policy of communication, conciliation,
compromise and cooperation. I renew that pledge to the new
members of this Congress. : - : =

" To sum up:

AiAmericaineeds.a‘new direction_which I have sought?to
chart here today -- a change of course which will: :

== put the unemployed back to work;

—- increase real income and prodnction;

- restrain the growth of government spending

- ‘achieve energy independence, and N

' —- advance the cause.of world understanding.

We have the ability. We have the know-how. Intpart-
nership with the American people - Wwe will achieve these
obJectives e o .- :

As our 200th anniversary approaches, ‘we owe 1t to
ourselves, and to posterity, to.rebuild our political: and
econonmic strength Let us make America, once again, and

for centuries more to come, what it has so long been =-- a
stronghold and beacon—light of liberty for the world.

GERALD R. FORD

THE WHITE HOUSE,
'~ January 15, 1975.
## # #
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The Pre31dent 8 State of the Union Address outlined the
nation's current economic situation and outlook, and 'his
economic and tax program which are desioned to wage a
simultaneous three front campaign abalnst recession, in-
flation and- energy dependence :

BACKGROUN

The U.S. economy is faced with the closely linked problems

of inflation and recession. During 1974, the econony

experienced the hignest rate of 1nf1ation since Vorld

War II. Late 'in 1574, vhen a recession set in, unemploy-

mentBrose sharply to over 7 percent the highest. level
years.

Accelerated inflation had its roots in the policies of the
past and several recent developments not subject to U.S.
control. SpeciF1ca11y . .
--  Excessive Federal spending and lendlnp for over
-~ a décade and too mucﬁ money ‘and credit growth

-- Unusually poor harvests contributed heavily to
woild—wide food shortages. and escalating food
prices e

--  VYorld petroleum product prices 1ncreased
dramatically due to the Arab nations' embargzo
on shipments of oil to the U.S., the quadru—
pling of the price of crude oil by the OPEC
nations, and their sharv reductions in
crude 0il production to maintain higher prices.
Hdigher enersy prices were passed through in
the prices of other products and services.

-— The decline in U.S. domestic producticn of oil
and natural gas that bezan in the 1950's also
contributed to higher energy prices.

nore
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An economic boom occurred simultaneously in
the industrialized nations of the world.

There were two international devaluations of the
dollar.

Inflation contributed strongly to the forces of recession:

The real purchasing power of workers' paychecks
was reduced. '

-- . Inflation. also reduced consumer confidence,
- contributing to the most severe slump in
consuner purchasing since World War II. . o
-- Inflation forced interest rates to very high levels,
draining funds out of financial institutions that
supply most mortgage.loans and thus sharply reducing

construction of homes. .

~-~  Federal Government spending and lending programs,

accounting for over half the funds raised. in

. capital markets, reduced the amount of money = ..

available” for capital investments needed to raise
productivity and increase living. standards. g o

CURRERT SITUATION AND NEAR-TERM OUTLOOX

The economy is now in a full-fledged recession and unemploy-
ment will rise further. Inflation continues at a rapid pace
and the need to take irmediate steps to conserve energy will
further complicate the problem initially. '

There are no instant cures. A careful and balanced policy
approach is required. It will take time-to yield full results.
There is, however, no prospect of a long and deep economic
downturn on the scale of the 1930's.. = .. : ~

- . - P
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MAJOR ELEMENTS OF THE PRESIDENT'S ECONOMIC AND TAX PROGRAM

I,

A"$16 Billion Temporaﬁi;5Aﬁti-Recéssion Tax

- ReduétIon, This major reduction in taxes proposed

- *Tor Individuals and businesses is-designed to

" restore consumer confidence and promote a recovery

of production and employment., The recession is
deeper and more widespread than expected earlier,
but the tax reduction -- together with the easing

- of monetary conditions that- has already taken

place -- will support a healthy economic recovery.

‘The tax reduction must be temporary to avoid
‘excessive stimulus resulting.in a new price

- ‘explosion ‘and congested capital markets. The

temporary nature of the reduction is- consistent

- with the long-term economic goals of achieving
-and maintaining reasonable price stability and

II.

III.

raising the share of national output devoted to
saving and capital formation.

Energy Taxes and Fees. Energy excise taxes and
fees on petroleum and natural gas will reduce use of
these energy sources and reduce the nation's need
for importing expensive and insecure foreign oil.
Removal of price controls from domestic crude oil
(together with other energy actions) will encourage
domestic oil production. A windfall profits tax
would recover windfall profits resulting from
crude oil decontrol., Energy taxes and fees are
expected to raise $30 billion in new Federal
revenues on an annual basis,

Permanent Tax Reduction !lade Possible By Energy
Taxes and Fees. The 330 billion annual revenue
from energy conservation excise taxes and fees

and the windfall profits tax on crude oil would

be returned to the economy through a major tax

cut, a cash payment for non-taxpayers, and direct
distribution to governmental units. Tax reductions
are designed to go mainly to low-and middle-income
taxpayers.,

more
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~ One Year Moratorium on. New Federal Spending FPrograms.

The moratorium on new spending programs proposed by
the President will permit the Federal Government to
move toward long-term budget responsibility and to
avoid refueling inflation. when the economy begins
rising again. .

Budget Reductions. The President will propose~

‘significant spending reductions in his Fiscal

Year 1976 Budget. The reductions total more than

'$17 billion, including $7.8 billion savings from

reductions prOposed last year and $6.1 billion
from the 5 percent ceiling to be proposed on

‘Federal employee pay lncreases and on Federal

benefit programs that rise automatically with
'che Consumer Price Index.

more



SPECIFIC PROPOSALS ANNOUNCED BY THE PRESIDENT: '

I. .-

A Temporary, Anti-Recession Tax Cut of $16
- Billion. The President proposed a temporary,
‘tax reduction of approximately $16 billion to

provide prompt stimulus to consumer spending -

. and business investment. The: tax cut is

divided 75 percent to individuals and 25 percent
to corporations, which 1s approximately the
ratio that individual income. taxes bear to
corporate income taxes. The cuts would be:

" A. A Tax Reduction for Individuals of $12 Billion.

1. Individuals will receive a cash refund
equal to 12 percent of thelr 1974 tax
liabllities, as reported on their 1974 tax
returns -now being filed, up to a limit of
$1,000. ‘Married couples filing separately
would recelve ‘a. maximum refund of $500 each.

.. 2. The temporary reduction will be a uniform
.12 percent .for all taxpayers up to about the
-$41,000 income level where the $1,000 maximum
takes effect, and will then be a progres-

slvely Smaller ‘percentage for taxpayers above
:that level.. L

3. The refund will be paid in two equal
-~ installments in 1975 with payments of the
. first installment beginning 1n May and the
second in September.

. :M The proposal does not affect in any way
the,manner in which taxpayers complete and
flle thelr 1974 tax returns. They will file
and pay their tax in accordance with existing
law, without regard to .the tax reduction.
Later they will receive their refund checks
from the Internal Revenue Service. Because

. no changes ‘in deductlons and other such ltems

.. are involved, the Internal Revenue Service

. will be able to determine the amount of the
refund ‘and mail the checks without requiring
further forms and computatlons: from taxpayers.

more
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5. The effect of the tax refund can be
i1llustrated for a family of four as follows:

Adjusted Present - . Proposed Percent
Gross Income = - Tax ' Refund : Saving
$ 5,000 $ - 98- - % 12 -12.0%
7.000 - - 402 . 8. - =12.0%
10,000 g8e7 - 104 -12.0%
12,500 - 1,261 ‘ B 5% SR -12.0%
15,000 -1,699 : . 204 : - =-12.0%
20,000 2,660 3 319 - S =12.0%
40,000 7,958 955 -12.0%
50,000 11,465 - ' 1,000 ‘ - 8.7%
60,000 15,1460 1,000 - 6.5%
100,000 33,340 = 1,000. ~ 3.0%
200,000 ~ 85,620 : . 1,000 - 1.2%

Although the taxpayer will not figure his own
refund, it is a simple matter for him to
anticlipate how much the Internal Revenue
Service will be sending him, by calculating

- 12 percent of his total tax 1liability for the
year (on Form 1040 for 1974, it is line 18,
page 1, and on Form“lOMOA, line 19).

’,B}: A Temporary Increase in Investment Tax Credit
for Busliness and Farmers of $4 billion.

1. There wlll be an Increase for one year in
the investment tax credlt to 12 percent for

all taxpayers, including utilities (which
presently have, 1in effect, a 4 percent credit).
Utilities will continue to receive a 12 percent
credit for two additlonal years for qualified
investment in electrical power plants other
than oil—or gas-fired facilities.

2. This 1ncrease in the credit will provide
. benefits of $4 billion in 1975 to immediately
- stimulate job-creating investment. (In view
of .the need for speedy enactment and the
temporary nature of the increased credit,
this change does not 1nclude the basic re-
" structuring of the credlt as proposed on a
permanent basis in October, 1974.)

more
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\/ﬁ?}3 With respect to utilities, it includes a
7. temporary increase in -the amount of credit

which may-be used to offset income tax.

. . '? ‘Under eurrent law, not more than 50 perdent
- of the income tax liabllity for the year ‘may

be offset by the investment credit. Since
many utilitlies have credits*they have been

‘cunable to use because of this“limitation,
‘under thik proposal utilities will be permit-

ted to use the credit to offset up to 75 per-

.. .cent.of their tax 1iability for 1975,

70 percent for 1976, 65 perecent for 1977. and
so on, until 1980, when they will in five
annual steps have returned to the 50.perient

) ”slimitation applicable to 1ndustry generaliy

. "L‘:v\_

more
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4, The 12 percent credit will apply to
property placed in service during 1975 and
to property ordered during 1975: if placed

in service before the end of 1976. The
credit will also be available to the extent
of construction, reconstruction or erection
of property by or for a taxpayer during
1975, without regard to the date ultimately
placed in service, Similar rules will apply
to investment in electrical power plants other
than oil-or gas-fired facilities for which
§g§712-perc¢nt credit will continue through

Energy Conservation Taxes and Fees. Energy taxes
and fees, in conjunction with domestic crude oil
price decontrol and the proposed windfall profits
tax, would raise about $30 billion on an annual
basis. The fees and taxes and related actions
(discussed more fully in Part Two of this Fact
Sheet) include:

A, Administrative Actions.

l. Import Fee -- The President is acting
immediately within existing authorities to
increase import fees on crude oil and
petroleum products. These new import fees
will be modified upon passage of the
President's legislative package.

(a) Import fees on crude oil and petroleum
products will be increased by $1 effective
February 1, 1975; an additional $1 effective
March 1; and another $1 effective April 1,
for a total increase of $3.00 per barrel.
Currently existing fees will also remain

in effect.

more
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(b) FEA's '"01ld Cil Zntitiements” program will
. be utilized to spread price increases on crude
among all .refiners; and to lessen dispropor-
tionate regional effects, such as New England,
or in any specific industries or areas of
hruman need where oil is essential.

(c) As of February 1975, product imports
will cease to be covered by FEA's '"0ld 0Oil
Entitlements' program. In order to overcome
.any severe regional impacts that could be
caused by large fees in import dependent
areas, imported products will receive a fee
rebate corresponding to the benefit which
- .would have: been obtained under that progran.
The rebate should be approximately $1.00 in
February, $1.40 in March, and %1.80 per
barrel thereafter. S

(d) The import fee program will reduce
imports by an estimated 500,000 barrels
per day and generate about éAOO million

per month in revenues by April.

2. Crude 0il Price Decontrol -- To stimulate
domestic production and further cut demand,
steps will be'taken to remove price controls
on domestic crude oil by April 1, 1975,
subject to congressional disapproval as
provided by 84(g) of the Emergency Petroleum

Allocation Act of 1973.

3. Control of Imports -- The energy conservatiom
measures to be imposed administratively out- '
lined above, the energy conservation taxes
outlined below and other energy conservation
measures covered in Part Two below, will be
supplemented by the use of Presidential power

to limit oil imports as necessary to fully
achieve the President's goals of reducing

foreign oil imports by one million barrels

a day by the end of 1975 and by two million
barrels before the end of 1977.

more
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{‘i;axes Proposed to the CongreSS The President

asked the Congress to pass within 90 days a

‘comprehensive energ gy conservation tax program

which will raise an estimated $30 billion in

‘revenues: on an annual basis. -The taxes proposed

are:

1. Petrdleﬁm”Excise Tax and Import Fee -- An

- excise tax on all domestic crude oil of 32 per
- barrel and a fee on imported crude oil and
~product inmports-of . $2 per: barrel

. 2,  Hatural Gas:Excise Tax ~-- An‘excise tax

- on natural cas. oF 37¢ per thousand cubic feet

~‘(m.cf), the equivalent on a Btu basis to the
'$2 per: barrel petroleum excise tax and import

fee.

more
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3. Windfall Profits Tax -- To ensure that
the end of controls on crude oil prices
does not result in one sector of the
economy benefitting unfairly at the expense
of other sectors, a windfall profits tax
will be levied on the profits realized by
producers of domestic oil. This tax is
intended to recapture excessive profits
which would otherwise be realized by
.producers as a result of the rise in
international oil prices. This tax does
not itself cause price increases, but simply
recaptures the profits from price increases
otherwise induced. It will, together with
the income tax on such profits, produce
revenues of approximately $12 billion.
'In aggregate, the windfall profits tax is
"sufficient to absorb all the profits that
.would otherwise flow from decontrolling oil
prices, plus an additional $3 billion. More
specifically the tax will operate as follows:

(a) A windfall profits tax at rates graduatecd
- from 15 percent to 90 percent will be imposed
on that portion of the price per barrel that
exceeds the producer's adjusted base price
and therefore represents a windfall profit.
The initial '"adjusted base price" will be

the producer's ceiling price per barrel on
December 1, 1973 plus 95 cents to adjust for
subsequent increased costs and higher price
levels generally. Each month the bases will
be adjusted upward on a specified schedule,
which will gradually raise the adjusted base
price to re%lect long-run supply conditions
and provide the incentive for new investment
in petroleum exploration. Percentage deple-
tion will not be allowed on the windfall

oy T P - S 4 &
crelits tex liavilicy.

(b) The windfall profits tax rates will be
applied to prices per barrel in excess of
applicable adjusted base prices as follows:

more
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Portion of price per Amount of tax
barrel in excess of
base and subject o tax

" Less than $0.20 ~© = 15% of amount
_ 'within bracket
©'$0.20, under $0.50 $0.03 plus 30% of
‘ 7 amount within bracket
$0.50, under $1.20 $0.12 plus 60% of
. ' R ~ amount within bracket
$1.20, under $3.00 - $0.54 plus 80% of
o o ‘ amount within bracket

~ $3.00 and over ~ $1.98 plus 90% of
L ~amount within bracket

- (c) . The windfall profits tax does not include
a ‘"plowback’ provision nor does it contain
exemptions for classes of production or
producers. It does, however, include the
limitation that the amount subject to tax may

~_not exceed 75 percent of the net income from

the barrel of crude 0il. The tax will be
retroactive to January 1 1975

_(d) The windfall profits tax reduces the
base for the depletion allowance.

more
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Permanent Tax Reductions and Payments to ilgn-

Taxpayers HEHé‘?ossiblefgz Energy Conhservation ° o

" Taxes. .

| Of the $30 billion in revenue raised annually by

the proposed conservation taxes outlined above,
about. 35 billion is.-paid by governments through-
the higher costs of-enercy in their purchases.
This $5-billion includes: :

<. $3 billion by the Federal government.
L $2 billion by state and local governments,

The President is preposing to the Congress that -
52 billion of the revenues be paid to State and’
local governments, pursuant to the distribution
formulas applicable to general revenue sharing.
The other $25 billion will be returned to the
economy mostly in the form of tax cdts. -As in
the case of the temporary tax reduction, this

permanent change will be diViééd*betWeeﬁfindi“fffﬁ;?1

viduals and corporations on a 75-25 perecent’
basis, about $16 billion for individuals and

about '$6 billion for corsorations. Speeifically, ' " .-:

this would include:

A. - .Reductions for Individuals in 1975 --

Tax cuts for individuals will be achieved in two
ways: (1) througlh an increase in the Low Income
Allowance and (2) a cut in the schedule of tax
rates.' In this way, tax-paying individuals will
receive a reduction of aoproximately $16 1/2
billion, with preportionately larger cuts going
to low-and middle-income families. The Low
Income Allowance will be increased from the
present $1,300 level to $2,630 for joint returns
and $2,000 for single returns. That will bring
the level at whichVreturns are rniontaxable to

what is approxifiatély the current "poverty level™ '

of 55,500 for a family of 4. 1In addition, the

tax rates applicable to various brackets of in-
come will be reduced. The aggregate effects of.
these' chances are as follows: o

nore
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(1975 Levels)

($blllions)
Adjusted ' :”‘Income‘Taz : Amount of Percentage
Gross Income : Paid Under : Income Tax : Reduction in
Class : Present Law : Reduction : Income Tax
(3000) D O T
C - 3 .3 - .25 -83.3%
3 - 5 - 1.3 - 1,20 - =-66,7
5 - 7 4,0 - 1,96 ~‘-49.0
7 - 10 3.9 - 3.38 -38.0
10 - 15 <. 2109 ""40 72 . -2106
15 - 29 ) . 22,8 -.2.70 - -11.8
20 - 50 44,4 - 2,15 - 4.8
50 - 100 - .~ 13.5 - W11 --0.8
100 and over - _13.3 - .03 - 0.2
Total - 130.9 . =16.50% - . =12.6

*Does not includé'paymenté'to nontaxpaYers

The effect of these tax chances can be lllustrated
for a family of 4, as follows

Adjusted - - ,Present Hew e ‘Tax - Percent
Gross Incone Tax I/ Tax Saving = Baving
$ 5,600 $ 185 ¢ 0 - $185 . - 100.0%
7,000 - 402~ ‘110 - . 2922 72.6 .
10,000 - 867 516 - 349 ‘;'40.3‘5
12,500 1,261 961 - 300 : 23.8°
15,000 . 1,699 1,478 - 221 . 13,9
29,000 2,660 2,450 - - 210 7.9
30,000 4,933 4,337 151 - ,%.g

40,000 7,958 7,828 130

I7 Calculated assuming Low Income Allowance or
itemized deductions equal to 17 percent of
income,. whichever is greater.

B. Re81dent1al Conservation Tax Credit (Discussed

in the Energy Section of this ract Sheet). The
President seeks legislation to provide incentives

to homeowners for making thermal efficiency improve-
ments, such as storm windows and insulation, in
existing homes. This measure, along with a stepped-up
public information program, could save the equivalent
of over 500,000 barrels of oil per day by 1985. Under
this legislation:

more
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1. *A 15 percent tax credit retroactive

-+ to January 1, 1975 for the cost of certain

improvements in thermal efficiency in
residences would be provided. Tax credits
would apply to the first $1,000 of
expenditures and can be claimed during

: the next three. years.

-22. At least 18 million homes could qualify
for these tax benefits, estimated to total
about $500 million annually in tax credits.

Payments to Nontaxpayers of $2 billion.
The final component of the $19 billion

- distribution to' individuals is & distribu-

tion of nearly $2 billion to nontaxpayers
and certain low-income taxpayers. For this

..~ low~income: group, a special distribution of

| $80 per adult will be provided as follows:

: l. Adults who WOuld pay no tax.even without
gge tax reductions in A above, will receive
0

2. AdultSHWho receilve less than $80 in such
tax reductions will recelve approximately the
difference.

3. Persons not otherwise filing returns but
eligible for these special distributions

willl make application on simple forms provided
- by the Internal Revenue Service on which they
.would furnish their name, address, social
security number, and income

4. For purposes of the Special distribution,
- "adults® are individuals who during the

_year are at least 18 years old and who

are not eligible to be claimed as a
dependent under the Federal income tax laws.

5.  Since most taxpayers will receive their
\ 1975 income tax reductions in 1975 through
reductions ‘in withholding on wages and
estimated tax payments, the special distribu-
tion to non-taxpayers and: low-income

more
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taxpayers will also begin in 1975.
It 1s anticipated that disbursement,

"based on 1974 income can be made in
he summer of 1975 '

D. Tax Reductions for Corporations The
corporate rate will be reduced by 6
percentage points, effectively lowering
-the corporate rate from 48 percent to
b2 percent for.1975. The resulting
benefit in 1975 .1s estimated at about
$6 billion.

Moratorium on New Federal Spending Programs.

~ -.The President announced that he would propose
.»no new Federal .spending programs except for
.., energy. - He also indicated that he would not

hesitate to veto any new spending programs
passed by the Congress. The need for the

- moratorium is demonstrated by preliminary
. FY 1976 Budget estimates: -

Fiscal Years Percent Change

| i 1974 '<1975‘f '1376; 15/74
Revenues 264.9 280 303 5.7%
OQutlays . : 268.4 314 349 17 %
.Deficitv . T=3.5  32°30 H5~E —

| qNOTE Estimates for 1975 and 1976 are subject to

a variation of $2 billion in the final budget.

Budget Reductions

-The budget figures shown -above assume that

slgnificant budget reductions proposed by

the President are effected. Including re-
ductions proposed in a series of special
messages sent to the last session ‘of Congress,
these budget reductions total more than $17
billion. Of this total, over $6 billion will
result from the proposed 5% ceilling on Federal
pay -increases and on those Federal benefit

“programs that rise automatically with the

Consumer ‘Price Index.

more
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“’s“l.,:-‘ s xf

The following summarizes reductiens in 1976 ‘spending
to:‘be- included in the upcoming budget:.

| FEREAES (Outlays
t A in bllllons)
‘Effeect .of budget reductions e TS
proposed last year (includzng _ e _
administrative actions) . . ... . .. -$8:9. °
Amounts overturned by the ) CN
Congress e ¢ e e o e . . " e e L R ‘1- 1 g ¥
Remaining savings . . . . . bi.8
Further reductions to be proposed: ;:,,ig
Ceiling of 5% on Federal pay W
and programs tied to the iy
CPI . ] L] (] . -’4 . » [ . . 601 S
Other actions planned .. ";J3.6
Total reductions . . . . -;; 17;5r,'5
‘more
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The following lists those programs to which the

5% ceiling will apply and shows spending amounts
for them:

Effect of 5% Ceiling on Pay Increases
‘ -~ and Programs Tied to CPIV
(Fiscal year estimates; Dollars in billions)

] 1676 Ou Outlays Difference
‘e 1975 Y Ehioue th 1975-1976

Programs Affected Outlays ' ceiling j ceiling = (with ceiling)
Social security .. 64.5  74.3 - 71.8 47.3
Railroad . ' e

retirement .... 3.0 - - 3.4 . 3.3 . +0.3
Supplemental

Security _

Income .,..... T 5.5 5.4 +0.7
Civil service

and nmilitary

retirement e . oo . B

payments ..... 13.5 “ 16,2 14.9 +1.4
Foreign Service \ | ‘ l‘ -

retirement ... - S P R | *
Food stamp

program ...... 3.7 3.9 3.6 -0.1
Child

nutrition .... 1.3 1.8 1.6 +0.3
Federal salaries:

ffilitary ..... 23,2 23.1 22.5 -0.7

Civilian ..... 35.5 38.9 38.0 +2.5
Coal miner

benefits ..... 1.0 1.0 1.0 *

Total ..... 150.5 168.2 162,1 +11.7

* Less than $50 million.

The 5% ceiling will take into account increases
tﬁdt nﬂ'f ;lraady occurred since January 1, 1975,
Undsr o Fiaen, after June 30, 1976, adjustments
would Do wasumned in the same way as "before the
establi nnent of the 5% ceiling. However, no
catchup of the increases lost under the ceiling
would take place.

more
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SUMMARY OF THE BUDGET IMPACT OF THE -NEW TAXES AND FEES v
AND THE TAX CUTS

The following table summarizes the estimated direct budget
impact, on a full-year-effective basis; of the tax and related
changes proposed by the President to’ deal with the economic
and energy situations: o

Revenue Raising Measures Estimated Amounts
. ~ ($ billions)
011 excise tax and import fee + 9 1/2
Natural gas excise tax _ .. .+ 8172 .
Windfall Profits tax o T +12
Total L . +30
more
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’ Estimated Amounts

Revenue:Disbursing.Measures; o - (5 billions
Energy rebates: o
Income tax cuts, individuals =~ . -16 1/2
Residential tax credit =~ =~ | - 1/2
‘Hontaxpayer distribution ' ) 2.

Corporate tax cut -6

State and local governments -2
Federal government costs -

'Sﬁbtotal o . -30

Temporary economic stimulus: - ‘

Individual tax refunds -12

Investment credit increase - 4

Subtotal -16

Total Revenue Disbursing Measures 46

The tax and related changes will go into effect at different
times, but all of them during the year 1975:

-- The energy conservation taxes are proposed
to go into effect April 1.

-- The increase in import fees would go into
effect

- §$1 per barrel February 1.
- To $2 per barrel March 1.

-~ To $3 per barrel, if the energy taxes
have not been enacted, April 1.

-- The windfall profits tax on crude oil would
be effective as of January 1, 1975. First
payments of the tax would be made in the
third quarter.

- The permanent tax cuts for individuals and
corporations made possible by the revenues
from the energy conservation taxes would be
effective as of January 1, 1975. The changes
in withholding rates for individuals are
expected to go into effect on June 1. The
withholding changes will be adjusted so that
12 months reduction is accomplished in the
7 months from June through December.

more
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" The tax credit for. energy -saving improvements

to existing residences would go into effect

 .as of January 1, 1975

- The special distribution to nontaxpayers is
- expected to be pald out in the summer of :

1975.

The $2 billion distribution to State and
local governments would be effective with
the second quarter of 1975

The temporary anti-recession tax cut for

individuals will be paid out in two -
installments, in the second and third
quarters " .

The one-year increasefin'the'inveStment~‘
tax credit becomes effective retroactively

;to January 1, 1975

The timing of the various changes suggests a pattern of
direct ‘budget changes as follows. The timing of .the
economic stimulus or restraint will depend, as well, on - -
such factors as the indirect effects of the budget. changes,x
the timing of the pass-through -of higher energy costs to

final users, the extent to which the" changes are anticipated,

and a variety of monetary and financial developments that
arise out of these changes. S

Timing of Direct Budget‘Impact
($ billions)

‘Calendar Years

1975 — 1976

II1 IV I I 11T IV

Energy Taxes

Return of Energy

+0

- 1T o
.2 +5T +12.6 +7.6 " *#7.6 #7.5 #7.5 +7.5

Revenues to Economy

Tax Reduction
Nontaxpayers

S&L Gov'ts - .
Federal Govt.

Temporary Tax Cut .0 -6.1 =~

Net Effect

.0 -3.2 -9.0 =-9.0 =5.6 -7.9 =6.3 -6.4
- 2.0 - - - =2.0 S
.0 -0.5 ~ 0.5 0.5 ~-0.5«0.5 -0.5 --0.5
.0 .0 - 0.8 -0.7 -0.8-0.7 -0.8 -=0.7
7.9 -0.6 -0.8 -0.9 0 0
+0.2 -5.7 - 7.6 -=3.2 -0.1 -2.5 <=2.1 -0.1
more
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INFLATION IMPACT

Both major parts of the tax package require inflation
impact analysis. The excise taxes on crude oll and
natural gas,: combined with the tariff and decontrol of
prices of both "o0ld"” oll and new natural gas, will add
to the general price level immedliately. The consumer
price index 1s expected to rise by about two percent
when these tax and price increases go into effect.
However, this dncrease has a one-time impact on the
price level that, with exceptions 1n some areas, should

not add materially to inflationary pressures in future
years. P ‘ o

The inflationary impact of the $16 billion anti.-recession
tax cut 1s more difficult to assess. While some eco-
nomists may argue that a tax cut will add to the rate

of inflation during the year ahead, others would contend
that under present economic conditions, with unemploy-
ment high and many factories operating well below
capacity, the predominant effect of the tax cut will

be to stimulate spending, and that additional spending
will have only a slight impact on prices.

Whatever the precise price impact of this $16 billion

tax cut during 1975, the most important fact about it
from the standpoint of inflation is that 1t is temporary.
With the recession still under way, the rate of inflation
will be coming down ~- it will be too high, but never-
theless moving in the right direction. After the economy
gets well into recovery, however, too much stimulus would
be sure to reverse the slowing of the inflation rate and,
indeed, start a new acceleration. Thus, -the tax stimulus
must be temporary rather than permanent.

The President has declared a moratorium on new Federal
spending programs for this same reason. Budget expen-
ditures are rising rapidly this year, in part, because
of programs to aid the unemployed. That:1is acceptable
and highly deslrable in a recession to relieve the
burden on workers who are affected. It 1s also
desirable because spending under those programs

phases out as the economy recovers and unemployment
falls. The increased Federal spending is only temporary.

Over the long-term, however, both Federal spending and
lending have ‘been rising much too fast, a fact that
accounts for a substantial part of our current economic
problems. A new burst of expenditure programs cannot-

more



27

help the Nation recover from the current recession ~-- the
impact would come much too late -- but it would surely do
much inflationary harm as the economy returns to prosperous
conditions in the years ahead. Therefore, at the same

time that taxes are being reduced to support a healthy
recovery, policies that would. revive Anflationary pressures
must be avoided after the recovery is underway. The size

of currently projected Federal budget deficits precludes
introduction of new spending programs now that would raise
inflationary pressures later. For thls reason, the President
requested that no new Spending programs, -except as needed
in the energy area, be enacted so that we can regain control
of the budget over the long-run and permit a gradual return
to reasonable price stability.

PRESIDENTIAL PROPOSALS OF OCTOBER 8 1974 REuUBMITTED FOR
CONGRESSIONAL ACTION

In addition to the comprehensive set of economlic and
energy policles discussed in the State of the Union
Message, the President asked that the new Congress
pass quickly certain legislative proposals originally
requested in his October 8, 1974, message. Those
proposals would:

1. Remove restrictions on the production of
rice, peanuts, and extra-long-staple cotton.

2. Amend P.L. U480 to walve certain restrictions
on shipments of food under that Act to needy
countries for national interest or humanitarian
reasons.

3. Amend the Antitrust Civil Process Act to strengthen
the investigation powers of the Antitrust Division
of the Department of Justice.

b, Eliminate the U.S. Withholding tax on forelgn
portfolio investments to encourage such
investment.

5. Allow dividends paid on qualified preferred
stock to be an authorized deduction for de-
termining corporate income taxes to lncrease
incentives for raising needed capital in the
form of equity rather than debt.

6. Create a National Commission on Regulatory
Reform and take prompt action on other reforms
of regulatory and administrative procedures
that will be recommended in the future.
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Strengthen our fihancial institutiohs and -
provide a new ‘tax incentive for investment
in residential mortgages.

Permit more competition between different

"modes of surface transportation (The Surface .

Transportation Act).

'Amend the Employment Act of 1946 to make

explicit the goal of price stability.
(Substitute “to promote maximum employ-

ment, maximum production, and stability.

of the general price level¥ in place of
the present language, to promote maxlmum

_employment production and purchasing

power. ") -

more



.. The President's Energy Progran
(including enerzy taxes and fees)

The President's State of the Union Address outlined the Hation's
enérgy outlook, set forth national energy policy objectives,

and described actions he'is taking immediately and indicated
Proposals he is asking the Congress to pass. :

BACKGROUIID

i

Over the past two years, progress has been made in conserving
energy, expanding energy REM and improving Federal government:
energy organization. Despite such accomplishments, we have ' -
not succeeded in solving fundamental problems and our .lational
energy situation is critical. Our reliance on foreign sources
of petroleum is contributing to'both inflationary. and reces-
sionary pressures in the United States.. World economic
stability is threatened and several industrialized nations
dependent upon imported oil are facing severe economic
disruption. . e . « o . .

With respect to the U.5. energy situation:

-- Petroleum is readily available from foreign
sources =-- but at arbitrarily high prices,
causing massive outflow of .dollars, and at:
the risk of increasing our llation's vulnera-
bility to severe econonic disruption should
another embargo be irposed.

- Petroleum imports remain at high levels
even at present high prices.

- ‘DoﬁeSticvb11 pfoduction:é6ntinﬁeé to .
decline as older fields are depleted and

new fields are years from production; §.C .
million barrels per day in 1974 compared.
to €.2 million in 1973. ’

- Total U.S. petroleum consumption is
- increasing, although at slower rates
_due to higher prices. ' T

f - latural gas shortages are forcing curtailment of
supplies to many industrial firms and denial of
service to new residential customers. (147%
exrected this winter versus 7% last year.) This
is resulting in unemployment, reductions in the
production of fertilizer needed tec increase food
supplies, and increased demand for alternative
fuels =--primarily imported oil.
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- Coal production is at about the same level as in
the 1930's.

- Nuclear energy accounts for only 1 percent of total
energy supply and new plants are being delayed,
postponed or cancelled.

—~ Overall energy consumption 1s beginning to increase
again.

= U.S. vulnerability to economic and social 1mpact o
from an embargo increases with higher imports and
will continue to do so until we reverse current o
trends, ready standby plans, and increase petroleum
&storage

Economic impacts of the four—fold increase in OPEC oil
prices include:

-~  Heavy outflow of U.S. dollars (and, in effect,
‘jobs) to pay for growing oil imports -- about
$24 billion in 1974 compared to $2.7 billion
in 1970. ‘

- Tremendous balance of payments deficits and
possible economic collapse for those natlions.
of Europe and Asia that must depend upon
expensive imported. oil as a primary energy
source. _ .

- .Accumulation of billions of dollars of surplus

revenues in oil. exporting nations -~ approxi.-
mately $60 billion in 1974 alone.

ENERGY OUTLOOK

II.

Near--Term (1975-1977): .In the next 2~3 years, there are
only a réw steps that can be taken to increase domestic
energy supply particularly due to the long lead time for
new production. 0il imports will thus. continue to rise
unless demand 1s curbed.

Mid-Term (1975-1985): 1In the next ten years, there is
greater flexibility. A number .of actions.can be taken

to increase domestic supply. convert from foreign oil

to domestic coal and nuclear energy, and reduce demand --
if the Nation takes tough actions. Vulnerability to an
embargo can be eliminated = - :

iy more
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III. Long—Term (Beyond 1985) Emerging energy sources can
" 'play a bigger role in. supplying U.S. needs -- the results
- of the Nation s expanded energy research and development
program. U.S. independence ¢an be maintained. New
technologies are the most significant opportunity for
,Aopher consuming,natipns,withrlimited.domestic resources.

NATIONAL ENERGY POLICY GOALS AND PRINCIPLES ANNOUNCED BY
THE PRESIDENT

I- Near-Term (1975-1977): Reduce oil imports by 1 million
barrels per day by the end of 1975 and 2 million barrels
bzby the end of 1977, through immediate actions to

é;zlﬁ dey reduce energy demand and increase domestic supply.
¢

$ 7

(A) With nd action, imports would be about 8 million
barrels per day by the end of 1977, more than
20 percent above the 1973 pre-embargo levels.

(B) Acting to meet the 1977 goal will reduce. imports
below 1973 levels, assuring reduced vulnerabllity
from an embargo and greater consumer nation
cooperation. : .

(C) More drastic short—term reductions would have
unacceptable economic lmpacts.

IT. Mid-Term (1975-1985): Eliminate vulnerability by
achleving the capacity for full energy independence
by 1985. This means 1985 imports of no more than
3-5'million barrels of oil per day, all of which can
be replaced immediately from a strateglc storage
system and managed with emergency measures.

(A) With no action, o1l imports by 1985 could be
reduced to zero at prices of $11 per barrel or
more -- or they could go substantially higher
if world oil prices are reduced (e.g., at $7

..per barrel, U.S. consumption could reach
24 million barrels per day with imports of
“above 12 million, or above 50% of the total.)

(B The U.S. anticipates a reduction in world oil
prices over ‘the .next several years. Hence,
plans and policies must be established to
achleve energy independence even at lower
prices -- countering the normal tendency to
increase lmports as the price declines.
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(C) Actions to meet the 1985 goal will hold imports
to no more than 3-5 million barrels per day,
even at $7 per barrel prices. Protection against
an. embargo of the remaining Imports can then be
handled most economically with storage and
standby emergency measures.

" III. Long-Term (Beyond 1985): Within this century, the U.S.
should strive to develop technology and energy resources
to enable it to supply a significant share:: of the S
Free World's energy needs. '

(A) Other consuming nations have insufficient fossil
fuel resources to reach domestic energy :
self.-sufficiency.

(B) The U.S. can again become a world energy supplier
and foster world energy price stability -- much
the same as the.natlon did prior to the 1960's
when it was a major supplier of world oil.

IV. Princlples: Actions to achieve the above national
- energy goals must be based upon the fo11owing
principles , ‘

- Provide energy to the American'consumer at the
. lowest possible cost consistent with our need
for secure energy supplies.

-~ . Make energy decisions consistent with our overall
economic goals.

ot - Balance environmental goals with energy . require«
' . ments. . ; ,

- Rely upon the private sector and market forces
as the most efficient means of achieving the-
- Nation's goals, but.act through the government
~where the private sector, is unable to - achieve
our goals. -

~~ . Seek eguity among all:our citizens in sharing
of benefits and costs of our energy progranm.

~-~-  Coordinate. our energy policies with those of
other consuming nations to promote interde-
pendence, as well as independence.
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ACTIOIS AWNOULICED TODAY BY THE PRESIDDNT

I. ACTIOHS AWHOUWCED £Y THE PRESIDENT TO MEET
EAR-TERM GOALS (1975-1077)

To meet the national joals, the President outlined a con-
prehensive program of lenislatlve proposals to the Congress
wvhich he requested be enacted within 90 days and administra-
tive actions that he will begin 1nplement1np irmediately.

The legislative package is nore effective and equitable than
the administrative program, but the Presicent indicated that
the seriousness of the situation denanded immediate action.
These actions will reduce overall energy demand, increase
domestic production, increase conversion to coal and reduce
oil inports "Hey 1nc1ude '

a) Admlnlstratlve Actions~'

1. Iuport Fee -- Beca*se of the seriousness
the provlen and because time is reauired

ror Congressional action on his legislative
proposals, the President is acting irmediately
within existing authorities to increase the
import fees on crude oil and netroleurn
products. These new 1mport fees would be
nodified upon passage of the “resident's
1egislat1ve paclaoe |

(a) Inport fees on crude oil and petroleun
products undet the authority of the Trade Expan-
sion Act of 1962, as amended, will be increased
by $1 effective Februarv 1, 1975; an additional

31 effective iarcin 1; and anotner $1 effective
Aprll 1, for a total 1ncrease of $3.20 per
barrel. currently existing ' fees will also
reirain in effect.

(b) FiA's ""0ld 0il dntltlements” nrogran
e 'will be utilized to spreac price increases
1 on crude auong all refiners and_to lessen
disproportionate reglional effects, par~
ticularly in ‘the Northeast

(c) As of TFebruary 1075 nroduct inports
will cease to be covered by FEA's "0ld 02il
Entitlerients’ progran. In order to overcomne
any severe reglonal‘lnoaCts that could te
1+ - caused by large fees in inport dependent
areas, inporteo products will-receive a
rebate correspondlng to the benefit which
would have been ohtained under that
A progran,. The rebate should be apnrox1ﬁate1y
: 21.00 :in February, $1.40 in ‘larch, and $1.89
per barrel in April. ‘

(d). This import fee progran  would reduce
imports by ebout 500,000 barrels per day

In April it would generate about §54090 nllllon
per nonth in revenues.
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2. Backup Import Control Program -- The energy
conservation measures and tax proposals |
will be supplemented by the use of Presidential
power to limit oil imports as necessary to
achleve the near-term goals.

3. Crude 01l Price Decontrol -- To stimulate _
g production and further cut demand, steps.
will be taken to remove price pontrcls
on domestic crude oil by April 1, 1975,
subject to congressional disapproval as
provided by 84(g) of the Emergency
Petroleum Allocation Act of 1973.

b Increase Public Education on Energy
Conservation -- Energy Resources Council
will step up its efforts to provide infor-
mation on energy conservation methods and
benefits.-

(B) Legislative Proposals-

l. Comprehensive Tax and Decontrol Program -~
The Presldent asked the Congress to pass
within 90 days a comprehensive legislative

- package whiech could lead to reduction of
-0il imports of 900,000 barrels per day
by 1975 and 1.6 ' million barrels by 1977.
Average oil prices ‘would rise about $4.00
. per barrel of $.10 per gallon. . The package
which will raise $30 billion in revenues
on an annual basis includes:

(a)  Windfall Profits Tax -- A tax on all
domestic crude oil to capture the windfall

- profits resulting from price decontrol.

- The tax would take 88% of the windfall
profits on crude oil and would phase out
over several years. The tax would be
retroactive to January 1, 1975. -

3l N

(b) Petroleum Excise Tax and Import Fee --

An exclse tax on all domestlc crude oil

of $2 per barrel and a fee on imported

crude '0ll and product imports of $2 per
barrel. The new, administratively established
import fee of $3 on crude oil would be reduced
to $2.00 and $1.20 fee. on products would be
increased to $2.00 when the tax is enacted.
The product import fee would keep the excise
tax from encouraging foreign refining and

the related loss of jobs to the U.S.

more
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(c) New Natural Gas Deregulation =-- Remove
Federal interstate price regulation on new

natural gas to increase  domestic production
-and reduce. demand for scarce natural gas

supplies. !

( a) Natural G&S:EXC%§§;T&X‘--fAn excise

tax on natural gas of. 37¢ per thousand

cubic feet (mef), which is equivalent

on a Btu basis to the $2 per barrel petroleum
" excise tax and ‘fed. This will _discourage :
attempts to switch to natural gas and acts.

to reduce natural gas demand curtailments.
Since the usual results of gas curtailments =
is a switch to o01l, this will limit ‘the :
growth of oil 1mports.. -

Elk Hills Naval Petroleum Reserve. The
President is asking the Congress to permit
production of the Elk Hills Naval Petroleum
Reserve (NPR #1) under Navy control.
Production could reach 160,000 barrels
per day early in 1975 and 300 000 barrels
per day by 1977. The oil produced would
be used to top off Defense. Department
storage tanks, with the remainder sold

at auction or exchanged for refined
petroleum products used by the Department
. of Defense. Revenues would be used to
finance further exploration, development
and production of the Naval: petroleum
reserves and the strategic petroleum
storage., .

Conversion to the Use of Domestic Coal.
The President 1s asking the Congress to
amend the Clean Air Act and the Energy
Supply. and :Environmental Coordination
Act of 1974 to permit a vigorous program
to make greater use -of domestic coal to
reduce the need for oil. This program
would reduce the need for oil imports

by 100,000 barrels per day 4n 1975 and
300, 000 barrels in 1977. These amend-
ments would extend FEA's authority to
grant prohibition orders from 1975 to
1977, prohibit powerplants early in the
planning process from burning oil and gas
extend FEA enforcement authority from l97é
to 1985, and make clear that coal burning
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installations that had originally planned
to convert from coal to oil be ellpible
for compliance date extensions. It would

- give EPA authority to extend compliance

dates and eliminate restrictive regional

renvironmental limitations. A plant could

convert as long as its own emissions do
not exceed ambient air quality standards.

II. ACTIONS AﬂHOUTCn3 BY TIE PRESIDENT TO MEET WUID-TLIU

GOALS (19

U

These actions are designed to meet the goal of achieving

the capability for energy independence by 1935. The actions
include measures to increase domestic energy production
(including measures to cope with constraints and strike

a balance between environmental and enerzy objectives),
reduce energy demand, and prepare for any future emergency
resulting from an- embargo

a) Supply Actions

1.

' Haval Petroleum Eeserve MNo. 4 (Legislative
vgroposalz -- The President is asking the
ongress to authorize the exploration de-

velopnent and production of IPR-4 in Alaska

to provide petroleum for the domestic economy,
-with 15-207% earmarked for military needs and
-strategic storage. The reserves in LiPR-4

which are now largely unexplored could pro-
vide at least 2 million barrels of oil per
day by 19C Under the legislative pronosal:

(a) The President would be authorized to
explore, develop and produce HPR-4

(b) The Government's share of production
(approximately 15-207%) would be used to
help finance the strategic storage system
and to help fulfill military petroleum
requirements. Any other receipts go to

the United States Treasury as miscellaneous

‘receipts.
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OCS Leasing (Administrative) -- The President
reaffirmed his intention to continue an
agoressive Cuter Continental Shelf leasing
policy, including lease sales in the Atlantic,
Pacific, and Gulf of Alaska. Decisions on
individual lease sales will await completion
of appropriate environmental studies. In-
creased 0C3 leasing could add domestic pro-
ducticn of 1.5 million barrels of oil and
additional supplies of natural gas by 1935.
There will be close cooperation with Coastal
states in their planning for possible increased
local developient. Funding for environmental
studies and assistance to States for planning
has been increased in FY 1975.

Reducing Domestic Energy Price Uncertainty
(LegisTative proposal) -- Lerislation will
be requested authorizing and requiring the
President to use tariffs, import quotas,
imgort price floors, or other measures to
achieve domestic energy price levels
necessary to reach self-sufficiency goals.
This legislation would enable the President

to cope with possible large-scale fluctua-

tions in world oil prices.

Clean Air Act Amendments (Lezislative

Ero?osagz -- In addition to the amendments
outlined earlier for short-term goals, the
President is asking for other Clean Air

Act amendirents needed for a balance between
environmental and enerszy goals. These

include:

(2) Legislative clarification to resolve
problems resulting from court decisions
with respect to sirnificant air quality
deterioration in areas already neeting
health and welfare standards.

(b) Extension of cormpliance dates throurh
1965 to implement a new policy regarding
stack gas scrubbers -~ to allow use of
intermittent control systems in isolated
power plants through 1935 and requiring
other sources to acihiieve control as soon
as possible.

more
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(¢) A pause for 5 years (1977-1981 model
years) for nationwide ‘auto emission standards

" at -the current California levels for hydro-

carbons (0.9 grams per mile) and carbon
monoxide (9 " grams per mile), and at 1975
standards (3.1 grams per mile) for oxides

‘of nitrégen (with the éxdeption of California
which -has adopted the 2.0 standard). These
standards for hydrocarbons (HC) and carbon
monoxide (CO) are more stringent than now
required nationwide for. 1976 model year's

- cars, The change from the levels now
required for 1977-1981 model years in the
" law will have no significant. impact on

air quality standards, yet they will facilitate
attainment of the goal of 40% increase in
auto fuel efficiency by the 1980 model year.

,.< a) . EPA will shortly begin comprehensive

hearings on emission controls and fuel
economy which will provide more detailed

data for Congressional consideration.

 Surface Miningf(LegiSIatiﬁerﬁrebosal) -

‘The President 1s asking the Congress to pass
a surface mining bill which strikes a balance
between our desires for reclamation and
environmental protection and our need to
‘increase domestic-coal production substan-
tially over the next ten years. The proposed

- legislation will correct the problems which

led to the President's veto of a surface
mining bill last year. o

Coal LeasingA(Administrative) -~ To assure
rapid production from existing leases and to
make new, low sulfur coal supplies available,

‘the President directed the Secretary of the
-Interior to:

(a) ' Adopt legal diligence requirements to
assure timely production from existing
leases. : -

( b) Meet with Western Governors to explore
regional questions on economic, environmental

“‘and social impacts associated wlth new Federal

coal leases.

(c) Design a program of new coal leasing
consistent with timely development and
adequate return on public assets, if proper
environmental safeguards can be provided.
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Electric Utilitles -~ The President 1is asking
the Congress for legislation concerned with
utilities. In recent months, 60%
of planned nuclear capacity and 30% of non-
nuclear capacity additions have been postponed
or cancelled by electric utilities. Filnancing
problems—are worsening and State utility
commission practices have:not assured recovery
of costs and adequate earnings. The transition
from o0il and gas-fired plants to coal and nuclear
has been slowed greatly -- contributing to
.- pressure for higher oil imports Actlons
- involve: -

(a) Uniform Investment Tax Credit (Legislative)
an increase in the investment-tax credit to
eliminate the gap between utilities and other
industries -- currently a 4% rate applies to
utilitlies and 7% to others.

(b) Higher Investment Tax Credit (Legislative) -~
An increase in 1nvestment tax credit for all

- industry; including utilities, for 1 year --

to 12%. The 12% rate would be retained for

two additional years for all power plants

except o0ll and gas-filred facilities.

(c) Preferred Stock Dividend Deductions
(Legislative) -- A change in tax laws applica-
ble to all industries, including utilities,
which allows deductions of preferred stock
dividends for tax purposes to reduce the

cost of capital and stimulate equity rather
than debt financing.

(d) Mandated Reform of State Utility Commission
Processes (Legislative) -- The leglslation
would selectively reform utility commission
practices by: (1) setting a maximum limit
of 5 months for rate or service proceedings;
(2) requiring fuel adjustment pass-throughs,
including taxes: (3) requiring that con-
struction work in progress be included in a
utllity's rate base; (4) removing any rules
prohiblting a utility from charging lower
rates for'electric power during off-peak
hours: and (5) allowing the cost of pollu-

. tionh control equipment to be included in

-~ the rate base.

(e) Energy Resources Council Study
(Administrative) ~-- Review and report to the
President on the entire regulatory process
and financial situation relating to electric
utilities and determine what further reforms
or actions are needed. ERC will consult
with State utility commissions, governors,
public utilities and consumers.
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6. huclear Power -- To accelerate the growth of
nuclear power which supplies only one percent
of our energy needs, the President is pro-
posing, in addition to actions outlined ahove:

(a) Expedited Licensing and Sitine (Legislative) -
A Mluclear Facility Licensing Act to assure more
rapid siting and licensing of nuclear plants.

(b) 1976 Budget Increase (Legislative) -~
An’ increase of 541 million in arppropriations
for nuclear safety, safeguards, and waste
managenment ., :

9. Energy Facilities Siting (Legislative) --

. Legislation would reduce energy facility siting
bottlenecks and assure sites for needed facili-
ties with proper land use considerations:

(a) . The legislation would require that states
have a comprehensive and coordinated process
for expeditious review and approval of energy
facility applications; and state authorities
which ensure that final State energy facility
decisions cannot be nullified by actions of
- of local governments. )

A(b) Provision for owvmers of éligible facilities
or citizens to sue States for inaction.

- (¢) . Provide no. Federal role in making case by
" case siting decisions for the States.

(B) Energy Conservation Actions

The President announced a number of energy con-
servation nmeasures to reduce demand, including:

1. - Auto Gasoline lMileage Increases (Administrative) --
The Secretary of iransportation has
obtained written agreements with each of
the major domestic autonobile mnanufacturers
which will yield a 40 percent inprove-
ment in fuel efficiency on a weighted
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‘of Clean Air Act auto emission standards.
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average for all new autos by 1980 model year.
These agreements are .contingent upon relaxagion
he
‘agreement provides for interim goals, Federal
_monitoring and public reporting of progress.

“Building Thermal Standards (Legislative) --
‘The President is asking Congress for legislation

to establish national mandatory thermal (heating
and cooling) efficiency standards for new homes
and- commercial buildings which would save the
equivalent of over one-half million barrels of
oil per day by 1985. Under this legislation:

(a) The Secretary of Housing and Urban Develop-

‘ment ‘shall consult with engineering, architectural,

‘consumer, labor, 1ndustry, and government repre-
'sentatives to advise on’ deveIOpment of efficiency

standards.

(%) Thermal standards for one and two-family
dwellings will be developed and implementation

- would begin within one year. New minimum

performance standards for energy in commercial

~and residential bulldings would be developed

and implemented as soon thereafter as practicable.

‘(c) Standards would be implemented by State

and local governments through local building
codes.

(d) The President also directed the Secretary
of Housing and ‘Urban Development to include
energy conservation standards in new mobile
home construction and safety standards.

- Residential Conservation Tax Credit -—-
'The President 1Is asking Congress for legislation

to provide incentives to homeowners for making
thermal éefficilency improvements in existing
homes. - This measure, along with a stepped-up
public information program, could save the
equivalent of over 500,000 barrels per day

by 1985 Under this legislation.

(a) A 15 percent tax credit retroactive to
January 1, 1975 for the cost of certain improve-
ments 1n thermal efficiency in residences would

"be provided. Tax credits.would apply to the

first $1,000 of experiditures and can be claimed
during the next three yeers.“

(b) Improvements such as storm windows, and
insulation, would qualify for the tax credit.
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Low-Income Energy Conservation Program
(Legislative) -- The President 1s proposing
legislatlion to establish a Low-Income Energy
Conservation Program to offer direct subsidies
to low-income and elderly homeowners for certain
energy conservation improvements such as insula-
tion. The program 1s modeled upon a successful

Hpilot program’ in Maine.

(a) The program would be administered by FEA,
under new legislation, and the President 1s
requesting supplemental appropriations in 1975

_.and’ $55 million in fiscal year '1976.

(b)  Acting through thé’ States, Federal funds
would be provided to purchase materials.
Volunteers or community groups could install
the materials.

 Applianee Efficiency Standards (Administrative) --

The ‘Presldent directed the Energy Resources

“Council to devélop energy efficiency goals for
‘ major appliances and'to obtain agreements

within six months from the major manufacturers
of these appliances to comply with the goals.

" The ‘goal is a 20% average improvement by 1980
© for all major appliances, including alr condi-

tioners, refrigerators and other home appliances.
Achiévement of 'these’ goals would save the

;equivalent of ‘over one-half million barrels of
‘011 per day by 1985. If agreement cannot be

reached, the President will submit legislation
to establish mandatory appliance efficiency
standards. -

Appliance and Auto Efficienox Labelling Act
(Legislative) -- The President will ask the

Congress to enact a mandatory 1abelling bill to
“require that energy efficiency labels be placed
‘on new -appliances and autos.

Emergency Preparedness

The President announced that comprehensive energy
emergency legislation will be proposed, encompassing
two major components. ‘

1.

Strategic Petroleum Storage’ (Legislative) -
Development of an energy storage system of one
billion barrels for domestic use and 300 million
barrels for military use. The legislation will:
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';authorize the. government to purchase and pre-
N .~ . 'pare the storage facilities (salt domes or steel
Tl : ‘tanks), while compleX institutional questions
o o © are resolved and before '0il for storage is
actually purchased. FEA will develop the over-
all program in cooperation-with the Department
of the Interior and the Department of Defense.
- .All -engineering, planning, -and environmental
‘studies would be completed within one year.
The 1.3 billion barrels will not be complete
for some years, since time is required to
purchase, prepare, and fill the facilities.

- Stanggx and Planning,Authorities (Legislative) --

o The President 18 ‘requestlng a set of emergency
‘standby authorities to be used to deal with
any significant future enérgy shortages. These
authorities would also énable the United States
to fully implement the agreement on an Inter-
national Energy Program between the United
‘States and other natlons' signed on November 18,
.1974.  This legislation would include the
=authority to:

(a) Implement energy conservation plans to
reduce demand for energy,

“(b). allocate petroleum products and establish
price ‘controls. for. allocated)products,

(e) ration fueIS’among-end‘users;

{(d) allocate: materials needed for energy
‘production where such materials may be in short
supply;

(e) 1increase production of domestic oil; and

(r) regulate petroleum inventories.

III. ACTIONS ANNOUNCED BY' THE PRESIDENT TO MEET LONG TERM
GOALS (BE 'Y“ON‘D" 1985) -

The expanded research and development program on which the
‘nation 1s- embarked will provide the basis for increasing
‘domestic energy supplies: and maintaining energy independence,
It will also make it possible in the long run for the U.S. to
export energy sipplies ‘and technology to others in the free
world. Important elements are:

mOl“e
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Synthetic Fuels Program (Adnministrative) -- The
President announced a liational Synthetic Fuels

- Commercialization Program to ensure at least one

million barrels per day equivalent of synthetic fuels
capacity by 1985, using technologies now nearing
commercial aprlication.

1. Synthetic fuel types to be considered will
include synthetic crude from oil shale and a
wide range of clean solid, liquid, and gaseous
fuels derived from coal.

2. The Program would entail Federal incentives
(possibly including price guarantees, purchase
agreements, capital subsidies, leasing pro-
grams, etc.), granted competitively, and would
be ainmed at the production of selected types
of gaseous and liquid fuels from both coal and
oil shale. .

3. The program will rely on existing legislative

: “authorities, including those contained in the
Federal ilon-lluclear Energy Research and Develop-
ment Act of 1974, but new legislative authori-
‘ties will be requested if necessary.

Energy Research and Levelopment Program -- In the
current fiscal year, -the Federal Government has

greatly increased its funding for energy research

and development programs. These Federal programs

are a part of a much larger national energy R & D
effort and are carried out in cooperation with industry,
colleges and universities and others. The President
stated that his 1976 Budget will continue to empha-
size these accelerated programs which include research
and the development of technology for energy conserva-
tion and on all forms of energy including fossil

fuels, nuclear fission and fusion, solar and geothermal.

Energy‘ReSearch and Development Administration -- (ERDA)
The President has signed an Executive Order which

. activates, effective January 19, 1975, the Energy

Research and Development Administration.  ERDA will
bring together in a single agency the major Federal
energy R & D programs which will have the responsibility
for leading the national effort to develon technology
to assure that the U.S, will have an ample and secure
supply of energy at reasonable prices. ERDA con-
solidates major ®2 & D functions previously handled

by the AZC, Department of the -Interior, National
Science Foundation and Environmental Protection Agency.
ERDA will also continue the basic research, nuclear
materials production and weapons programs of the AEC.
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IMPACTS OF NEAR AND MID-~TERM
ACTIONS'ON PETROLEUM CONSUMPTION AND IMPORTS

NEAR TERM PROGRAM

(MMB/D)
, - S : 1975 = , 1977
CONSUMPTION IF NO NEW ACTIONS 18.0- : 8.3

IMPORTS IF NO NEW ACTIONS

6.5 8.0

IMPORT SAVINGS -

Less Service Savings by Shortuterm 1975 1977
Actions: o
Productibn from Elk Hills 0.2 0.3
Coal Conversiov 0.1 0.3
Tax Package 0.9 1.6
TOTAL IMPORT SAVINGS 1.2 2.2
REMAINING IMPORTS 5.3 ‘5.8

MID-TERM PROGRAM

CONSUMPTION IF NO NEW ACTIONS
IMPORTS IF NO NEW ACTIONS

33.9 MMB/D
12.7 MMB/D

Less Savings Achieved by
Following Actions: -

OCS Leasing
NPR-4 Development
Coal Conversion

Synthetic Fuel Commercialization

Auto Efficiency Standards -
Continuation of Taxes o
Appliance Efficiency Goals
Insulation Tax Credit
Thermal Standards

Total Import Savings by Actions
Remaining Imports
Less:

Emérgency Stcrage
Standby Authorities

1985 IMPACT
ON IMPORTS

WWwHHOWMOWM

oo MHOONM

8.0

4.7

- W
~N O

NET IMPORT VULNERABILITY
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INTERNATIONAL ENERGY POLICY AND FINANCING ARRANGEMENTS

BACKGROUND

The cartel created by the Organization of Petroleum .
Exporting Countries (OPEC) has successfully increased .
their governments' price for exports of oil from ‘
approximately $2 per barrel in mid--1973 to $10 per
barrel today. Even after paylng for their own increased
imports, OPEC nations will report a surplus of over.
$60 billion in 1974, whieh must be invested. O0il .
‘price increases have created serious problems for the
world economy. Inflation pressures have been inten..
sified. Domestic economies have been disrupted
Consuming nations have been reluctant to borrow to
finance their oil purchases because of current

balance of payments risks and the burden of future
interest costs and the repayment of massive debts.
~International economic relations have been distorted

by the large flows of capital and uncertainties

about the future.

U.S. POSITION

The United States belleves that the increased price of
oil i1s the major international economic problem and has
proposed a comprehensive program for reducing the current.
exorbitant price. O01il importing nations must cooperate
to reduce consumption and accelerate the development of

"'new sources of energy in order to create the economic

conditions for a lower oil price. "However. until the .
price of ‘oil does decline, internatiorial stability must
be protected by financing facilities to assure oll .
importing nations that financing will be available on
reasonable terms to pay for their oil imports. The.
United States is active in developing these financing
programs. Once a cooperative program for energy con-
servation and resource development and the interim
financing arrangements are agreed upon, it will be
possible to have constructive meetings with the oil
producers.

ACTIONS TAKEN BY OIL CONSUMING NATIONS

The oil consuming nations have already created the
International Energy Agency to coordinate conservation’
and resource development programs and policies for
reacting to any future interruption of oil exports

by producing nations. The four major elements of

this cooperative program are:

more
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An emergency sharing arrangement to immediately
reduce member vulnerability to actual or threatened

embargoes by producers

A long-term cooperative program to reduce member
nation dependence on imported oil, : :

A comprehensive information ‘system designed to
improve our knowledge about the world oil market
and to provide a basis for*consultations among
members and individual companies and :

A framework for coordinating relations with producing
nations and other less developed consuming countries

The International Energy Agency has been established ‘as
an autonomous organization under the OECD. It is open:

to all OECD nations willing and able to meet the obli-:
gations created by the program. This international’
agreement., ‘establishes a number -of conservation and energy
resources development goals but each member 1s left" free
to determine what doméstic measures to use in achieving
the targets. This flexibility enables the United States
to coordinate our national ‘and international energy goals

OTHER U.S. ACTIONS AND PROPOSALS

The United States has also supported programs for pro~
tecting international stability against distorting-
financial flows created by the sudden increase of oil
prices.. Although the massive surplus of export earnings :
accumulated by the producing nations will have tQ be -f*f
invested in the oil consuming nations, it is unlikely
that these investments willl be distributed so as to
match exactly the financing needs of individual imporu'-*
ting nations. Fortunately the existing complex of
private and official financial institutions has, tn the -
case of the industrialized countries, been effective - -
in redistributing the massive oil export earnings to
date. However, there is concern-that'some individual - :
industrialized nations may not be able to continue to-ﬂ=~
obtain needed funds at reasonable interest rates and
terms during the transition period until supplles are
increased, conservation efforts reduce oil imports and
the price of oil declines. Therefore, the United States
has supported various proposals for “reshuffling the
recycled funds among oil consuming nations, including:

more
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Modification of International;Monetary’Fund{(IMFlf
rules to permit more extensive use of existing
IMF resources without further delay;

Creation of a.filnanelal solidarity facllity.as
a “safety net” for participating OECD, countries
that are prepared to cooperate in ‘an effort to -
increase conservation and energy resource develop-
ment actions to create pressure to reduce the
present price .of o%l; » ,

Establishment of a special trust fund managed by

the IMF:which, would extend balance of payments. . s

assistance to the most seriously .affected developu‘

ing nations on a concessional basis ‘not now possible

under IMF .rules. The United States hopes that oil
- -exporting nations might contribute a major share

of the trust fund and that additional resources. might

be . provided. through the sale of . a.small portion of

the IMF's . gold holdings in which the differentialve

.between the original cost of the gold and the

current market price would be added to the trust

fund; and :

An -‘increase in IMF quotas which would make more
resources available in 1976.

These proposals will be discussed at ministerial level
neetings of the Group of Ten, the IMF Interim Committee
and the International’ Monetary Fund/International Bank _
for Reconstruction and. Development Committee in
Washington, D.C. January 14 to .17.

In these meetings, the United States will ‘continue to .
press 1its views- concerning the fundamental importance

of international cooperation to. achleve necessary con-
servation and energy. resources development goals as a.
basis for protecting our . national security and underlying
economic strength . L . ,


































































































