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Dru.ft
10/6/75
Good Evening:

I have asked for this opportunity to talk with you
tonight because it is important that all of us begin facing
up to a fundamental decision about our future.

For several years, it has been apparent that America
was nearing a crossLoads in our

histor~.

Today we are

there.

To put.t' it simply, we must decide whether we shall

''-~~-~

'·-

continue in the direction of recent years -- the path toward
bigger Government, higher taxes, and higher inflation
or whether we shall now take a new direction

bringing

a halt to the momentous growth of Government, restoring
our prosperity, and allowing each of you a greater voice in
your own future.

If we arc to be true to our ideals
there can be only one unswcr.

~nd

our herit3ge,

- 2 Tonight I want to set forth two proposals that taken
together-- as they·must be

represent the answer I

believe we must choose.

~First,

I propose that we make a substantial and

permanent reduction in our Federal taxes; and,
~~-·~'''"""-'"""~'',_..,

Second, I propose that we make a substantial reduction
in the growth of Federal spending.

Let me emphasize at the·outset that these proposals
must be tied together in one package.

It v1ould be dangerous

and irresponsible to adopt one without the other, and I
will not accept that as an answer for·our future.

As your

President, I want these proposals acted upon together in
the Congress.

Together, they represent one central and

fundamental decision:

that America belongs to you, the

people, and not to your government.

Eilch of you knows from experience aLout tho economic

- 3 struggles of recent months.

You know what it means to pay

more and more of your income just to feed and clothe your
family, to get to work, and to maintain a decent home.

You

know the fear that strikes the human heart when a friend or
member of your family is laid off work.

And you know the

anxiety that comes when these forces seem beyond your own
control.

~he

None of us wants to repeat

experiences of the past

d'

year.

We want steady

price~.

We want steady jobs.

And

above all, we \'lant to have a chance to get ahead again, to
know that our destiny lies in our own hands and not,in

..

h'ashington or some other far away pla·ce.

Fortunately, there are encouraging signs that we have
\\'eathcred the worst of this storm.

'rhe recovery ·that began

this spring is now gathering momentum.
will continue on an upvi,!rd path.

If we act wisely, it

- 4 -

.

Yet we should not be deceived;

All of us must recognize

that just beneath the surface there are still deep-seated
problems in our economy

problems that have been building

up over the years and will not quickly disappear.

If you had a car that needed major repairs and you
asked the local garage to make only

mi~or

adjustments, the

car might_run better for a while but eventually it will
give you serious trouble.
economy.

The same thing is true of our

.-

If we make only minor repairs now but fail to

attack the underlying causes of our economic problems, we
may seem better off for a while, but we will be

ris~ing

far

more trouble down the road.

We must find answers that serve us not only this year
but for years to come.

Here in \VashinCJton, -v.·e can help.
it is here in

h'a~;hinJton

I knm·l that because

that much of l\mcrica' s vi tali ty and

- 5 prosperity have been drained away.

It is

he~e

that one big

spending program after another has been piled on the Federal
pyramid, taking a larger share of your personal income and
creating record budget deficits.

Here the printing presses

have churned out more and more money that is worth less and
less.

Here a massive, often overzealous bureaucracy has

been erected that has become too involved in trying to run
too much of our daily life .

..,.
Over the years, these excesses have played a major role
in driving up prices, driving up interest rates, and holding
down jobs.
problems.

We do not have to look far for our underlying
It can fairly be said tha£ much of our inflation

as well as our unemployment should bear

et

label:

"l'-1ade in

Washington, D.C."

/\s we emerge from this recession, we thus
basic choice:

face~

Shall \ve continue these p.:1 ttcrns in

or sh.-tll we set off in a ne\'l direction':"

the
~vnsh in9 Lon

tvc c.-mnot do both;

. - 6 -

we cannot go down both roads at the same time.

We must

choose.

Tonight, I propose that we enact into permanent law tax
reductions totaling $27.7 billion-- the biggest single tax
cut in our history.

Earlier this year the Congress passed

and I signed a temporary tax cut covering calendar year
1975.

That temporary law will expire at the end of this

year and unless we act now, your taxes will go up again in

.,
January.

I am proposing that we swee·p aw.ay that temporary

law and replace it, effective January 1, with a permanent
Federal income tax cut that will be both iarger and more
equitable.

Three quarters of this permanent reduction \'lill be for
individual taxpayers.
where they belong:

And the chief benefits will be

among \-torking people.

concentr ate~

The \'lOrking men

and women of this country arc the backbone of America --

- 7 sturdy and industrious

but we cannot continue asking them

to bear an unfair portion of the tax burden.

I propose

that we lighten the·tax load for them and for all other
Americans in three ways:

By raising everyone's personal tax exemption from
$750 to $1000;

By raising the minimum standard deduction for single
people to $1800 and for married couples to $2500; and

By lowering our

bas~c

personal income tax rates.

Together, these measures will not only decrease everyone's
taxes but they will also help to make up for the ravages of
inflation and they will simplify the tax returns for millions
of Americans.

The total package represents a substantial

reduction bel0\-1 the rates that \·Till otherwise take effect
this January.

Under my proposal, a family of four earning a

total o f $14,000 a year -- now the average income in the

8
,

United States -- would be entitled to a permanent tax reduction
of $412 a year

a .27 percent reduction.

The other quarter of the tax reduction will be directed
at business in a way that creates more jobs.

If companies

and plants are to regain their footing and to hire more
employees in the future, they must have greater incentives
for investment and they must be allowed some reduction in
their tax rates.

In order to create jobs -- good jobs --

this country must build new plants and new equipment and we
.r

must have a growing economy.

The tax cuts that I am proposing

including a permanent increase in the investment tax credit
and a two percent reduction in the corporate tax rate -- are
'

'

specifically designed for that purpose .

But let us recognize that cutting taxes can be only
half the answer.

If we cut only taxes but do not cut the

growth of governmc11t spending, budget deficit s wi ll

cont i n u~

- 9 to mushroom,- the Federal Government will continue to borrow
too much money from the private sector, we will have more
inflation, and ultimately we will have more unemployment.
Substantial cuts in your taxes must be tied to substantial
cuts in the growth of government spending.

Anyone who has followed the upward leap in Federal
spending can only shake his head in astonishment.

Back in

1962, the Federal budget for the first· time in our history
ran over $100
billion.
..,.
budget doubled in size.

In only eight years, however, the
And now in the coming fiscal year,

unless we act, it \vill double again to over $400 billion.

One of the reasons for this hoqendous growth is that
much of the increase in each year's budget is required by
progrzms already on the books.
first enacted

ye~rs

f'.l<my of these programs \vere

ago, and while individually they might

have seemed manageable then, today -- taken

t.o~cther

--
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they arc

ou~

of control.

They are like a freight train
I

whose lights were first seen far off in the night.
train has been

comi~g

roaring down upon us.

That

closer and closer, and now it is
If we don't slow it down, Federal

spending next year could easily jump to $420 billion or
more -- and that is without a

new Federal program.

sing~e

Therefore, I propose tonight ·that"we halt this alarming
growth by holding spending in the coming year to $395 billion.
That means a cut of $25 billion below what we will spend if
we just stand still and let·the train run over us.

More

importantly, it means almost a dollar-for-dollar cut in
taxes and spending:

for every dollar that we return to the

..
'

American taxpayer, we must also cut our projected spending
by the same amount.

If we allow "politics as usual" to prevail In the Congress,
there will be u temptation to tuke the easy \·my out. , app.rovinq_
the tux cuts and takin-g no action on the spcndin9 cuts.

-

11 ,

That must not happen, and I intend to stop it.

I want to

t

make it clear that I will go forward with the tax cuts that
I am proposing only if there is a clear, affirmative decision
by your representatives in the House and the Senate that
they will also hold spending next year to $395 billion.
will not hesitate to veto any

meas~re

passed by the Congress

which violates the spirit of that understanding.
these actions to be a first step

I

I \vant

and they are a crucial

step -- toward balancing the Federal budget \'li thin three
years.

In January, I

the Congress,(request

that no ne\v spending programs be enacted and that many of
our current programs be held below their projected
\vhen I do, you will hear immediate protests from one gr

L.

or another contending that Washington should keep up an
endless flow of benefits and subsidies.
hard realj tics:

But we have to face

our resources arc limited.

\ve

mu~:t

learn
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to live within our means.

Spending discipline by the Federal Government must be
I

applied across the board.

It cannot be isolated to one area

such as social programs nor can we completely insulate any
area such as defense.

All must be restrained.

I believe

that your Congressmen should stop trying so hard to find new
programs that spend your money, and get to work figuring out
how to make the old programs work better.

We should get rid

of the programs that don't work in order to make room for
those that do.

And in the process, we can begin cutting

back the swollen Federal bureaucracy.

Let me emphasize that what I am proposing is not a
reduction in current spending but in the gigantic increases
that will take place next year unless we act decisively.

I

want to work with the Congress and with you, the people, to
insure that those who deserve the help of our nation continue
receiving that help.

We do not intend to cure the ills of

this economy at the expense of the elderly, the poor,

- 13 or the men and women who have borne our
will be no cutbacks in social security.

na~ion's

arms.

There

Similarly, I will

not permit reductions in any part of our defense budget that
would

jeopard~ze

our national security.

We must maintain

a strong national defense and a strong economy.
,·

Sometimes when fancy new spending programs reach my
desk, promising something for almost nothing and carrying
appealing and often deceptive labels, I wonder who the
supporters think they're kidding.

From my visits with the

American people, I find most of them believe that what the
government puts in your front pocket, it slips out of your
back pocket through taxes and inflation.

They are figuring

out that they are not getting their money's worth from their
taxes.

They believe that the politics of Federal spending

has become too much of a shell game.

And I must say that I

agree with them.

America's greatness was not built by taxing people to

- 14
their limits but by letting them exercise their freedom and
their ingenuity to their limits.
hand in hand.
Only by

The

rel~asing

'

p~oof

Freedom and prosperity go

is there to see across the globe.

the full energias of our people -- only by

getting the government off your back and out of your pocket -will we achieve our goals of stable prices and more jobs.

My Fellow Americans, I deeply believe that our nation
must not continue down the road we have been traveling.

Down this road lies the wreckage of many great nations
of the past.

Indeed, we see today in our own land that

our biggest city -- a great city -- has now reached a day
of reckoning.

None of us wants to see that city fail;

all of us care especially about the people of that city.
But as they work to get back on the right path, let us
never forget what led that city to the brink; and let us
vmv that these United States will never reach that same
predic.J.ment.

- 15 Let us choose instead the other fork -- the road that
we know to be tested, the road that will work.

As your President, I cannot take this journey alone.
I need the

he~p

o£ you, the A@erican people, to persuade

your Congressmen and your Senators that you want your taxes
cut and that you want the growth in spending cut

now.

I need the help of the farmer in Iowa, the housewife in
California, the retired couple in Florida, the small businessman
in New Jersey, the student in Texas
must be a national effort.

all of you.

This

America should not belong to the

government but to the people; and now you must serve the
Nation by helping us to make the right choice for the future.

Thank you and good evening.
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MR. NESSEN:

I don't know who the leader of this

SECRETARY SIMON: ·r will start.
You know the President has been working' for several
weeks on questions relating to Federal taxes and spending~
Tonight, he has asked fol' television time, which Ron just
spoke to.
First, as you can see from.the fact sheets, the
President is going to ·propose a substantial and permanent
veduction in Federal taxes, going far beyond the temporarJ
tax cut that expires at the end of this year. The total
cut will beapproximately $28 billion, approximately three•
quarters for indiv~duals and one-quarter for business.
Secondly, he is going to propose a substantial
red~ction··in Fe~eral spending" below those levels' that are
projected for fiscal year 1977. J~m Lynn is going to
elaborate in a second, before your questions ..
Federal spending will, in fiscal 1977, easily
surpass $420 billion unless affirmative action is taken, and
taken right now. The President is asking that the spending
be held in fiscal 1977 to $395 billion, a reduction of an
equivalent amount of $28 billion.
·

MORE

(OVER)

...---~
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I want to emphasize how important it is that

eve~ne understand that these two pl"'posals are regarded

as one package. The President is going to ask Congress
to act on them both now, and he is insisting that only if
Congress is willing to adopt a spending ceiling for fiscal
1977 will he go forward with these major taxcuts.
It would be dangerous and irresponsible to cut
taxes andnot cut the growth in Federal spending •. That would
only leave us with huge deficits~ higher int~rest rates and
more inflation and eventually more unemployment.

So, the two proposals are inextricably tied
together, and we are presenting them as one single package.
Together, they are designed to return more economic decisionmaking to our private sector.
The President is going to address more fully
tonight why it is important to halt the trend toward big
Government in this country. In this session, I want to talk
more specifically about three particular advantages of this,
what we consider balanced fiscal package: the economic
advantages, the financial advantages and the psychological
advantages ..
First of all, on the economic side, in the shortterm this package will provide us with a stronger foundation
to sustain the momentum of our current recovery. In the
long-term, the discipline imposed upon the growth in the
budget will reduce the inflationary pressure generated by
Federal spending.
·
There can be no question that curbing the
explosive growth is an essential weapon in the long-term
fight against inflationo Furthermore, by reducing taxes,
as well as spending, we will also encourage greater savings
and investment, a process that is imperative if we are to
create jobs and increase productivity and increase real
earnings in this country.
In short, it is going to provide a higher standard
of living for all of us.
Second~ this program will improve conditions in the
financial markets. By tying spending cuts to tax cuts, the
President is insuring that duringthe next few years our budget
deficits will be progressively smaller and the Federal .
Government will not soak up as much money through borrow1ng
in our private capital markets.

For all practical purposes, too many small- and
medium~sized businesses are crowded out of our capital
markets today. By reducing Federal borrcwing, the Government
will reduce the upward pressure it places on interest
rates. Lenders are going to be more willing to lend longterm and more private borrowers are going to gain access
to the credit markets.
MORE
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Again, this process is essential for assuring
long-term economic growth. As the President will say
tonight, our· ultimate objective is to bring the budget!::irito
·balance· within··three ·years.
·
Psychological: Finally we have to take into
account.the_public's perception of Government itself.
Clearly, public donfiderice in the Governm~nt's ability to
reduce. inflation has been eroded by the last decade of huge
increases in Federal spending, along with the huge increases
in our budget deficits.
Over tinie, that process has built inflationary
expectations into all of our society. The President is
. +nten~ up~m changing those expectations through this
·porgram and f~rther efforts in· the futureo
Let me re-emphasize the determination of the
President and the full Administration to stop the uncontrolled
growth of Government otitl~ys and to return to the American
people more of the decision-making on how their· incomes are
going to be spent.
Unless action is taken, Federal Government spending
can be expected to increase by approximately $53 billion in fiscal
1977. Outlay·s as a share of GNP will continue to rise.
Outlays in fiscal 1977 would reach $~J23 billion. Roughly.,
four and a quarter times higher than outlays just 15 years
ago.
The President's program is designed to restrain
this growth and to reduce the share of GNP going into the
Federal Government. This plunging process is vital to the
economic and financial well being of our people.
I might add that in my recent testimony before
the Congress, I have been heartened by the desire expressed
by both budget committees to work with us in holding down
spending and holding down the attendant deficits •.
We hope that the full Congress is now going to
J01n with us in adopting this very important package that
the President is submitting.
Now Jimmy would·like to, I am sure, address the
expenditure side.
MR. LYNN: Bill, I think you have covered it.
sufficiently ror openers. I would~kind of reversing the
roles a little bit, draw your attention specifically to the
tables that are· included in the fact sheet showing the
impact on the various families.
MORE

--

What we have here is a situation where practicaliy
dollar for dpllar, if you compare the 1974 law before the 1975
temporary cuts were put in, of a dollar for dollar reduction
in the expenditures from where they would have gone without
restraing for a comparable amount of bene.fi t on the,.· side
of tax reductions.
I think at this point, unless Alan, you have something to add, why don't we let these ladies and gentlemen
ask their questions. That is the most important thing.
On those very tables you mentioned, can
we have some figures below $5,000 of income, and why weren't
they supplied in the first place?
·
Q

MR. WALKER: I think we have them not below $5,000
because of the non-change that is involved there.
Q
Not for single people. There are cl:;tuJges, -some
of whom are tax exempt now, and I am wondering if they··
would still be tax exempt under this proposall

MR. WALKER:

I can see that.

SECRETARY SIMON: I can show you that, Eileen,
because I have a table that shows you the new tax exempt
income for singles and marrieds.
Q
Mr. Secretary, you say these proposals of
tax and spending ceilings are linked. Are they going to
be linked in their presentation to the Hill, and is there
any way that this can be done through the statutory
provisions?
SECRETARY SIMON: What the President is going
to do is urge the Congress to adopt a spending ceiling
for fiacal year 1977 of $395 billion. At that point, he
would accept the tax reduction as outlined here on the
tax side.

Q

Is thePresident going to save $28 billion?

Q
Will it be something informal? You are not
going to propose a tax bill to Ways and Means that would
have a spending ceiling tied into it?
SECRETARY SIMON: The Ways and Means Committee
will be told the -conditions under which we would accept
this type of a tax proposal, that is correct.
Q
Does that mean that if the Congress will not
vote your ceiling that the 'President will oppose and perhaps
veto tax cuts in the coming election year1
MORE

- 5 . SECRETARY SIMON: .If the Congress rejected the
notion of putting a $395 billion spending limit on the
fiscal 1977 budget and sent down a tax bill here. in this
regard this President would veto it.
Q
Can I follow. 'that? From a pract-ical standpoint, however, isn't it likely that we would ~ct on
the. tax cut this fall~ They don't have to take up the
question1 of the ceiling until next year.

SECRETARY SIMON: I want Jimmy to talk to this.
too. We think they have got pienty of time in the three,
months that are remaining. They have been working for
several months ' ' the budget committees' on fiscal 19'7 6.
They have the figures . for 1977. We are going to be
delighted to work "fith them on processes •

. MR. LYNN:

I suppose they co~ld do almost anyt~ing,

you are right. They could delay, but it seems to me the
delay_will cost the-taxpayers money. ,What our hope would be
is that they.take action on both sides of·th~s equation now
so that the taxes can take effect -- the cuts could take
effect -- as of January 1.

Q

The question did not suggest that_ they would
delay on voting the tax 'out, but after all, they, just ..
within the last f'ew weeks, set the ceiling on fis,cal 1976,
didn't they?
So, is it reasonable to expect-them to set
a ceiling on fiscal 1977 this fall?
MRo LYNN: I most certainly think it is. First,
let me say I have been testifying before the Congress that
one of the things that have disturbed me so much is that
I see consideration of various programs before the Congress,
including consideration of extension of the tax cut without
any figul;'es. being explored with . respect to what the effects
are in fiscal year 1977~
Just to give you an example, the President vetoed
the education bill. The effect of that override of his
veto is to add almost $1 billion to expenditures in fiscal
year 1977.
We don't see, frankly, how they can take action
with respect to the taxes without setting for themselves
- now a target, as -.we have done..
·

Q
M~. Lynn, you have got $53 billion worth of
expenditures detailed here. Are ·you now, or is the President
later, going to send up a list of specific cuts of the total
$28 billion, or are you leaving that all to the Congress{
MR. LYNN: Oh, no. Of course we will. We are
doing that in the budget process. What we are doing now is
our usual budget review that occurs this time of year. This
budget will he presented to the President, he will make his
changes in it, and all of those cuts will be expressly set
forth in his January budget for fiscal year 1977.
MORE

Q
In order for Congress to take action now,
don't you have to provide a list of where you want the
$28 billion cut?

MR. LYNN: No, I don't think so. My own feeling
about that is that Congress can adopt an overall ceiling
to show their concurrence with this approach of trying to
moderate the growth of Government and give the American
taxpayers a break without having their detailed make-up.
We have done enough work in the course of the last months
to see that'it can be done. Now, very frankly, the
exact ways that it should be done should be to determine
in concert with the departments and agencies
They have a principal role here and we want to see
that they play those roles and will develop that budget
just like the budget committees will be working on details
of their budget when they see the President's budget.
All we are asking at this point is that they adopt
an overall ceiling, not the make-up of that ceiling.

Q

Mr. Lynn, as you know, many previous
Administrations have been frustrated by trying to impose
a firm ceiling on Congressional spending and I suppose one
reason for that is that many of these spending programs ·
are open-ended in their appropriations impact. How do you
specifically plan to deal with such problems whereCongress
authorizes spending under a program and sets no ceiling
as long as people qualify?
MR. LYNN: You mean so-called entitlement programs
where anybody that qualifies can come in.
I think what it takes in that area is legislative
action. It takes affirmative legislative action. You are
absolutely right, that does not lie within the control of
the President. That is why he is calling on the Congress
to join him in this effort.
This cannot be done by the President acting alone,
it does require the cooperation of the Congress.

Q
Mr. Simon, glancing quickly at the figures
here, it does seem that the higher the income, the larger
the tax reduction , and it also seems that a special provision,
.
such low income allowance from the 1975 laws, is now be~ng
eliminated. Is that the general thrust of this proposal
by the President?
MORE
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SECRETARY SIMON: In general. You have to go through
and take a look at the singles and the marrieds and how the
various dependents are affected. Basically, the maximum
benefit does not eome at the maximum income. With the cutoff the maximum benefit is approximately the $25,000 income
level and, naturally, there is some flow-throur- effect from
(A) a combination of the 1975 tax reduction, plus the mag. nification.
Now, let me explain to you what magnification is.
The 1975 tax reduction was for an B-month period; that was
$8 billion for individuals. In order to annualize it for
a 12-month period we had to make it $12 million so that
is 50 percent larger. We then added, of course, the $8.6
billion more and provided this restructuring, removing, as
you eaid, Phil, that to simplify, just have a single
standard deductiono

Q

Mr.

Simon~

does this package have your full

support?
SECRET~¥

SIMON:
add something to that.

Wait a minute.

Alan wants to

MR. GREENSPAN: I think if you will take the
percentage changes in tax liability, they start the highest
at the lowest level and they proceed downward thereafter
throughout the whole tax schedule so that I would say the actual
percentage change in taxes is very small at the bottom end
of the scale.
SECRETARY SIMON: Let me give it to you in the
zero to $5,000 area, the percentage reduction in tax liability
is 61.3 percent.

Q

Compared to which year?

SECRETARY SIMON: That is with the tax reduction
proposals at 1975 levels of income~ Eileen.
Q

But compared to 1975 law or --

SECRETARY SIMON: That is compared to the
law before the 1975 change.

1972-~

$5.000 to $10,000 the tax reduction in tax liability,
35 percent; 23 percent in the $10,000 to $15,000; 17.7 in
the $15,000 to $20,000; and 11.7 in the $20,000 to $30,000
so that you can see -Q

Let's have that compared to the 1975 law.

Q

Are you talking about the dependents now or

single?

MORE
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.?ECRETARY $;J:MON:. That i$_the income distribution
of the President's tax reduction proposal. That is overall.
Q

What was the last figure?

SECRETARY SIMON:

~: 11.7

in the $20,000 to $30 ,ooo.

Q

Can we have those compared to present law;
that is, 1975 law?
MR. GREENSPAN:

Q

It will show the same.

Let's have the numbers.

SECRETARY SIMON: ,We don't have the·numbers
compared to the 1975 law.
have it magnified but that would
not show the same as the 1975 laws that exist today. We have
it magnified to the -- you know, adding the $4 billion, the
50 percent on and the percen1:ages change at that point but
still heavily weighted and we.only have it on the percentage
reduction -- no we don•t have the specific one you say to
the existing 1975 tax law.

We

Q
Are all these cuts permanent or only some of them
permanent and ·some of them temporary?
SECRETARY SIMON: No, this is a permanent tax
redu.ction recommendation by the President.

Q
Mr. Secretary, what is the economic situation
that has caused you to decide not only to continue the 1975
tax reductions but to increase them substantially?
SECRETARY SIMON: When we talk about the
economic situation, what we are trying to do,as I say,
is control the explosiv.e growth,as I said in my opening
comments,and in Federal spending.

Q
That is nine months after the start of the
calendar year.
SECRETARY SIMON: We are talking about fiscal
year 1977 as well and I, myself, have always personally
favored tax reductions to return the decis~on-making
back to the American people if at the same time we can
have a simultaneous reduction in expenditures, permanent
reduction ..

Q
But the permanent reduction, as I understand
the program, does not apply to the months immediately ahead.
It only applies to fiscal 1977.
SECRETARY SIMON: No. Obviou~ly the six months
immediately ahead for the half a year would be a continuation.
No, until July 1.
MORE
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Don't you have a transition quarter?

SECRETARY SIMON:
of course is 1977.
Q

'tax-,~it

Doesn't fiscal 1977 start October 1?

MR. LYNN:
Q

Well, 'the- investmetrt

October 1 of next year.

So it is nine months.

Mr. Simon, could you tell us then what the
economic factors are that would make you decide to do this?
SECRETARY SIMON: Well, I tried to outline it-- that
there were economic and psychological and, of course •
financial market-related reasons why we should reduce this
growth in spending and reduce the deficit,as I said in my
opening remark~.
Q

Well, does the recovery seem inadequate?

SECRETARY SIMON: No, it most certainly does not.
As I believe Alan's last report, the third quarter growth
will be reported in the next couple of weeks and is going to
show strong real growth -- I think stronger than anyone had
originally predicted, and that real growth is projected.
The average real GNP growth through June
we can say is still roughly 7 percent.
Q

30, 1976,

Mr. Secretary, did I understand you correctly

earlier that you said the President would veto a tax cut
if it were not accompanied by the other?
SECRETARY SIMON: That is correct. If the Congress
sent down a tax reduction for a year or permanently in the
absence of adopting a apending ceiling for fiscal 1977 of
$395 billion, he would veto it.

MORE
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Q. Aren't you almost certainly getting into a
.
....:.
s~tua"'.&~·g;~:~en:,tl~.~~y t~ .~,ho:J.~ tax· thing has gone so far~
the way the whole energy thing goes, that you will get a
· i:.proposal 'l~: ~he .. Cong~es~: fpr a,· tax. cu~. of at least as large
as yours, possl.bly larger, and heavily,_,~ighted to the bottom
of the scale, and you will get the other deferredcompletely
from consideration; . unti:l-:spm.e l;a.t~r $t~:.so you won't have
a y-es or no arid you will sit in this limbo and then the
President has.:to.•make'a Q.ecisicm.1::
. . ;·
SECRETARY SlM()N-: :·~ I .would·: certainly hope you are
wrong, and as I say, the President has made a decision as
far as what <he would. do',"·.if .indeet;.i that; bappBned, and a
; ta.x bill c~e
:I ->thinJ<:. :~that. <a>: th~. way th;is tax
proposal has been structured, and (b) the ne~d for -a curb
i!)- redex•al. ~~nding is well.,recogni:z;ed.. on Ce2pitol Hill,
as it is in . the E~xeeuti ve · Branch of, (lovernme,n·;:, so I am
optomistic that· we, are:: ·going .. ~o .. get som~. action, ¢n' ·a
:$39·5; bi;Llion $Pe~air1g ceiling·.·:. ·
· .· · " · ·. · · ·· ·
·

:Qow.

Q
What form would the spending.ceiling take?
Wo\lld.it.be, budget resolution :to the prpcedu~es that
are now in place?
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MR~. LYNN:- • I WPUld think: t~y.:~~u.ld .. dC? it. any.
n:.tmber of ways. One way would be by a resolutionof·the
Congres·s.. Arl@'ther ·way.. would; be. ip·~ th~ pr.~ambl.e to the
tax legislation. I would not purport to tell-or even
suggest the manner in which Congress can do it,.but I am
certain· theire· are· a' number· of ways:. that .they can do it ..
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Now, it ·is' the. matter: of th,Edl' will tQ do· it if
they decide to do it. If a majority of both Houses decide
. ·~o do 1.t, they w1ll f~ntl a way to .do : .L~ .~ and there are ways
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Q
The Budget Ref~rm Act ~~se.~~e; jurisdiction
in the Senate and House budget committees. The Ways and
Means Committee does not have anything to do with spending.

MR. LYNN: Again, I would hope that what we will
see in the Congress is a coordination of those efforts. As
I have said, even in testimony I believe it was before the
House side that one of the things that bothered me was that
we were seeing a mark up with regard to a tax extension at
a time prior to even the mark up for fiscal year 1976 on
the budget side and on the second concurrent resolution.
I happen to feel you have got to look at 1977
numbers every bit as much as you have to look at 1976
numbers when you are deciding what the taxation structure
ought to be from here on out, and that decision is before
Congress because the old temporary cut runs out December 31.
MORE
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Aren't you almost certainly get~ing into a
situa~·ai~el):,;.·'t;llf! ~~y .t~ ~w~o).~ tax· thing has gone so far,
the way the whole energy thing goes, that you will get a
i~FQPO$al ~~:~he. CQn~s~ fpr ~tax cu; of at least as large
as yours, possibly larger, and heavily'~~ighted to the bottom
of the scale, and you will get the other deferred completely
from cbnsideration unti:l :spm,e lat~r clat• so you won • t have
a yes or no and you will sit in this limbo and then the
President haS:'to.i make, a ·<t.ecisiQnJ

Q

SECRETARY SIM()lf:: · I WPUld certa..j.nly hope you are
wrong, and as I say, the President has made a decision as
far as wha·t •he would doi. if in~f.!Q that bappened, and a
ta-x bill c~e :Qown • . _z.;·think. ~-·~that (a) t~ way thj.s tax

proposal has been structured. and (b) the need for a curb
~- r~1, "~nding is-, wel;L. ~cognized. on Capitol Hill,
as it is.in the Exeeutive Branch
Governqaen·~, so I am
ap%Qmis.t ic tha~ we are: :going.~~- get ~OJP~ ac~~~ ~n a
~39& bi~ion ~p~hding ceiling.
·

of

Q

What form would the spending ceiling take?

Wo~ld it be. a pudget resolution to the prpcedu~es that

are now in place?
'. · . ·. SEC.RETA~Y SIMON:
~d c;:~nt: -~'·
.. ·
I

,.,

' • ••

~,s,

J.

it woul4 be w~at, the
.I

'

I W>uld _
t hink . t~y~ ~~u~d ~<? i~ a~Y,

MR. LYNN:·

number of ways. One way would be by a resolut1on of~the
Congi'es$. Anf.!)"ther W#!Y~. would; J)e. ip- th~ p~~bl,e to the
tax legislation. I would not purport to tell or even
suggest the manner in which Congress can do it, but I am
·. · certa'in" th~e are 8;: ~umbe~ of ways: that ;they can do it.
i I~.

•

Now, it is the matter, of tbeiJ. w'ill t9 do 1 t if
t~~y dec~~~ to do it.
If a majority of both Houses decide
~~do ~t, they will find a way to do i~.~~~· there are ways

·avai1a'b1i' ~ '
" ·
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Q
The Budget ReformAct res~rves jurisdictjon
in the Senate and House budget committees. The Ways and
Means Committee does not have anything to do with spending.
4
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MR. LYNN: Again, I would hope that what we will
see in the Congress is a coordination of those efforts. As
I have said, even in testimony I believe it was before the
House side that one of the things that bothered me was that
we were seeing a mark up with regard to a tax extension at
a time prior to even the mark up for fiscal year 1976 on
the budget side and on the second concurrent resolution.
I happen to feel you have got to look at 1977
numbers every bit as much as you have to look at 1976
numbers when you are deciding what the taxation structure
ought to be from here on out, and that decision is before
Congress because the old temporary cut runs out December 31.
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Q
Would you buy a sense of the. Congress resolution, or would it have to be binding law?
MR. LYNN:

Loo~, after •1~ the'/ budget resolution,

for example, is a sense of the concress· in the sense that
they are setting their p~ targe~ for the exi~ti~g
year. I would sug~t they can use the same procedur~
that they have used for their budget resolution proce~s,
if t~t is the way they care to do it, but we certainly
would not want to suggest that one way or another is
absolutely essential.

So long as that signal comes through strongly ~
the Congress ~o the American people and to the_ President that
they are willing also to work to keep that $395 billion
ceil,ing, that will do the trick.
Q

Mr.

Secretary I coulc;l I come back to Joe

Slevin's question?
Q

Mr. Secretary, the ceiling you are recOJIIID8Jlding

does not become effective until the fiscal year beginning
October 1, 1976. What effect, if any, do you suggest this
should have on appropriations matter·s before the Congress
£:or this fi,&<:al year current and for the interim period
between July 1 and October 1? Wouldn ' t that require.
some cutback so you have an estimate?
MR. LYNN: As you know, we already still have
before the Congress requests for reductions from what a
current services path would take you or even more from
the path Congress seems to be on on both the authorization
bill and appropriation bills. I would hope that at the same
time -- or I should say in keeping with their agreement to
also work with us on the $395 billion ceiling -- they would
start looking very hard and adopt the kind of proposals ·f or
moderation for 1976 that we have proposed.
year, a
of time
of room
rest of

/

As you know, now that we are well into the fiscal
number of those can't be recaptureifor the period
that has already elapsed, but there is still plenty
for them to exercise budget restraint for the
the year, and we would urge them to do so.

Q
Secretary Lynn, getting back to Joe Slevin's
question about economic rationale for the program and can
either you or Mr. Greenspan elaborate on that; $pecifically,
is this program supposed to have a net fiscal stimulus?
Q

Question?
MORE
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SECRETARY SIMON:
a net fiscal stimulus?

Is this program supposed to have

This program has, as I said, three parts to it:
One, to help sustain the cu~nt economic advance. I think
everyone is pretty generally agreed right now -- ~hat private
as well as the Government forecasters -- that the economic
recovery is well underway and it is going to be strong and
indeed vigorous here in the early months of the recovery and
into the next year.
The questions that seem to be raised right now are
what indeed is the third quarter? Some are even questioning
the second quarter of the calendar year 1976.
Also, a program like this helps to lessen the strain
on the financial system by reducing the inflation itself
over the long-run and,more importantly, the inflation~y
expectations as people begin to realize that we are getting
a handle on this budget deficit problem, that we are not going
to allow this explosive growth in Federal expenditures to
continue at the very larger percentages that they have, and,
finally, and just as importantly, to slow the secular Federal
Government inroads into the lives by returning the money
to the American people that is now being presently spent by
the Government.
Alan, would you like to add to that?

Q
Before you go, Mr. Secretary, on your point
that they helped to sustain the economic advance, how do you
help sustain the economic advance when you cut expenditures
by the same amount that you reduce taxes?
SECRETARY SIMON: Well, on a simple accounting
basis one might say that that has. as I say on a simple
accounting basis. a neutral effect but I am afraid that
ignores the incentive gain of what happens when this amount
of money or any amount of money is pumped into the private
sector and into business creating all of the capital
formation which is so terribly needed. as you have heard
me say quite often, and I believe it has very definitely
a net positive effect.
Al, do you want to add to that?
MR. GREENSPAN: We have taken the specific proposals
on a quarter-by-quarter basis and got some of them through
by various numbers of techniques including the regular macroeconometric types of procedures.

MORE
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Statistically. what we get i$ slightly 'larger- deficits

, in the next two. to three quarters of 1976 calendar

year

and then somewhat lesser thereafter..
'llhe :amounts involved are not large and, in any
event, I would ecareely describe the effects as being
;oleul)f affecting the economy. Qne way or the other. This
particular program;'has not been constructive for the purposes
of 9-ffecting the short~run.: economic ·recovery in the usual
classic sense of the word. The major problem which it has
atte~~ted to confront is something which anybody who has
looKed at the extraordinarily burgeoning effect of the rise
of Federal expenditures as you get into fiscal 1977, 1978,
1979 -- what you begin to basically recognize is that at some
point some basic decision must be made.
Either we are going to decide to continuously increase
the size of Government and ultimately increase taxes in the
whole control of the Federal Government of the economy as a
whole, or we decide that is the way in which we do not wish to
go. The essential thrust of this program I would describe,
while certainly having short-term effects, as any program
must, was not constructed in that light and its basic thrust
is longer term.
It's short-term economic effects, as the Secretary
has just said, are roughly neutral. The reason I say roughly
is the fact that some people are going to evaluate part of
it as positive and part of it as negative and I think others
will do precisely the reverse. There is no major impact
so far as I can see from anybody's evaluation.

Q
Mr. Greenspan, could you, if you have these
numbers, tell us what the net effect would be for the
first, second and third quarters in terms of adding to
expendable income? I guess we don't have to do anything
on the Government spending side since there will not be any
reductions during those first three ~uarters.
Secondly, isn•t that in fact the stimulus?
MR. GREENSPAN: Well, the problem that you have
got is that at this particular point it is not clear to what
extent you in fact create stimulus from increasing deficits.
Let me suggest to you that we have the conventional wisdom
which always says that the greater the deficit, the greater
the stimulus, the greater the level of employment. That is
true only in the very restricted confines of our econometric
models which, of necessity, is a very extraordinary abstraction
from reality.
We have found, as you are no doubt well aware, that
things that
these models have not captured many of the
have gone on in our economy in recent years and most specifi~Ally

in ~ha financia1 area.
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As best we try, and we t~ied ext~ao~dinarily hard,
to captu~e these very subtle financial impacts as they affect
the levels of production and employment. To the extent that
we have failed to do that, it is clear that what we have done
is underestimated the negative impacts of the so-called
expansionary policies on interest ~ates, on inflation and,
therefore, on real growth.
So what I am suggesting is that while we do have these
various so~ts of fig~s which you discuss, I would not,
by any means~ describe simply the fact that we do have somewhat higher deficits 1n fiscal year 1976, specifically the first
three calenda~ quarters. as being ipso facto stimulus.

MORE

- 15 MR. LYNN: If I might just add one thing to that,
if I can, when you look at the figures we have here with
regard to "fiscal year 1976 expenditures, we are making
some guesses, some estimates as to where Congress is moving.
With the kind of restraint I talked about a little
bit earlier, that amount of .expenditures for fiscal year
1976 could be kept lower than that, and I would hope also get
the difference I cite lower than the number we show there.

Q
Just one more question. We are going to have
$21 billion of $28 billion tax cut effective by October 1
so you have a net increase of money in the spending.stream
of $21 billion. You are not having any reduction in spending
during that same period so, in effect, don't we have a $21
billion stimulus for the first three quart~rs? That is the
question I have.
MR. GREENSPAN:
are correct.

No, I am not sure those numbers

Q
Excuse me. I think to answer that 1, question we have
to be given the numbers. This table that adds up to $27.20,
$.7 billion you talk not in terms of the comparison
with 1974, but in terms of present law. Can we have those
numbers, just that little five or six item breakdown on
page two here?

SECRETARY SIMON: We can get those numbers for you.
The reason that we didn't do it on the figures that you
wish is because the 1975 tax laws are temporary
law.

Q

Just a second.

Mr. Greenspan, is it reasonable or even rational
to .•compare what you are proposing for the year ahead with
two years ago in terms of assessing the .economic impact?
Can we really balance a two-year change on the tax side
with a one-year change on the spending side, and you are
trying to say they are the same thing?
MR. GREENSPAN: No, no. Let me tell you what the
comparisons are. We have ongoing forecasts of the economy
and what we tend to do is to reflect various different
options that are involved in them. The latest forecasts
that we have set up are not reflective of obviously 1972
or 1974, but essentially what has been going on within the
tax structure as it stands now.
What we have done is superimposed upon them,·.
starting off with expenditure expectations of no actions of
any sort and running our best estimates that we can, we came
up, as I indicated several weeks ago, with a real growth
rate approximating 7 percent to mid-1975 to mid-1976.
MORE
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What I am sugsesting to you is this: We bave
reinstituted new estimates based on this program, and it
does not signifi.ccrtly alter those numbers.
Q

Okay.i

I wondered, b()wever, if we can'1: have

a figure to compare existing l975 law to see what these tax
changes really are.
HR .. GREENSPAN: I agree with ybu. I think that
is correct and those data should be made available shortly.

Q
Now, the second question on the same subject
of these numbers, differently. I assume that everything, Mr.
stmon, that you have told us about the percentage tax
~creases by tax bracket eliminates, leave$ out of consider•
ation the fact that you are asking that the work bonus,
the earned income credit, be eliminated, and you are now
qa~ling it an expenditure.
Therefore, this thing which is for the low income
is nowhere in ~ny of these fig'ures, percentage change or
otherwise9 that you -have given us, is that correct?
SECRETARY SIMON: The earned income credit is not
in the President's tax proposals, that is correct.

Q

Or in any of these comparison numbers?

SECRETARY SIMON:

That is correct.

Q
Includ~g the tables that show by income
bracket and so forth?
SECRETARY SIMON:

That is corre.c t.

Q
Mr. Simon, as I see this, the tax ~dQctions
that are in effect may begin at the first part of the
calendar year, but the spending reductions do not go into
effect until the third quarter, and so your proposi't_ion is
to cut taxes for the fi:rs.t three quarters for no $pending
and then what happens in November of 1976 is that there is
an election.
Now, was that taken into
deciding on the timing?

con~~d~ration

in

SECRETARY SIMON: It most ce~tainl.y was not t4)cen
into considera~ion. -The consideration was that we wanted
a determination by the Congress tha~ fiscal 1977 budget
expenditures would be held to $395 b!llion, which from
today~s estimates mean that · the proposed cut in the future
would be equivalent to the amount of the tax cut that the
President is proposing today, and it had nothing to do
with the election in November ~976.
MORE
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Did you seriously discuss any of these
proposals with Congressional leaders before making them
public?
SECRETARY SIMON: The President is discussing
these right at this very moment with Congressional leaders.

Q
But sinoe your Administration, as I understand it, has a minority in both Houses of Congress and
since this will require legislative action, it seems to
me that you could be accused here of presenting a political
ploy to the Democratic Congress.
SECRETARY SIMON: I would assume that you can always
accused of presenting a political ploy to Congress, but
that does not concern us. We .believe that this proposal
makes goorl long run sense to the American people, that they
begin to reverse this trend that has been going on in
Government, especially in the last ten years.

be

If they want to attach certain slogans to it,
some people, well, so be it. Thatwas not the intent of the
proposal.

Q
The long-term effect you say is this
reduction of Federal spending.
SECRETARY SIMON:

The grot-:th in Federal spending.

Q
The short-term effect is to increase the
Federal deficit and inc~ase the Treasury's borrowing on
the market, I believe was the question. Correct me if I
am wrong.
Why is that a good· idea now, and why don't they
have all the dire consequences that you have been warning
about for many months?
SECRETARY SIMON: The near term effect is slightly
raising the P~esident•s ceiling that he put on at $60
billion. That is a fact. The point is that for the longer
run considerations they outweigh these shorter run considerations, and I think that if this program were enacted in
this fashion, the expectations of the marketplace would be
that the federal Government is finally getting their
spending under control and we begin to work away at the
importan~ inflationary expectations1hat are so deeply
ingrained, plus the loss of confidence the American
~eople obviously had based on every policy that is taken
1n the ability of Government to manage their economy and,
more ~portantly, to get their spending and inflation
under control ..
MORE
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I think on the whole the positives far outweigh
the negatives of a short-term, as I say, slight increase
in the deficit.

Q

How much will the deficit go up?

MR. LYNN: It depends on an awful lot of
factors. As you have heard me testify on the Hill, we have
a good deal of uncertainties right now, ranging all the way
from just trying to get a good handle on estimating entitlement. programs, whether we are talking about food stamps or
supplemental unemployment benefits and so on.
Quite apart from that, we have to engage in a
guessing game as to what Congress will do from here on out by
way of the kind of salami tactics that we have had up to
now, where we propose "X" and Congress always feels disposed
to add "X plus Y" to the particular program.
Hy hope would be that Congress, in the spirit of
this proposal, will now make a genuine effort to go along
with the proposals that are still before the Congress that
the President has made. I would think, to give you a rough
estimate, that we would be able to have a deficit somewhere
in the middle so•s before we are done.
We had to look at the reality that if Congress
does not show that kind of restraint and looking at the
total estimating that is involved, you can have a deficit
of about $70 billion. But, I have to urge you once again
this early in the fiscal year -- and also given all of the
uncertainties with respect to the estimate -- you can't
give a positive single figure at this point and feel confident that it is so.

Q
Just this itself, how much would this add
to the deficit?
Q

"hat year?

MR. LYNN:

What are you talking about?

Fiscal

1976?

Q

Fiscal 1976.

MR. LYNN: The effect of this proposal by way
of receipts lost over and above, let's say, the magnified
extension is what? Do we have that? It is what? Five?

Q

All by itself?

MR. LYNN:

All by itself.
MORE
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Q

It is 1lo

MR. LYNN:
full year basis?

Q

It is 11 by itself for what, on a

It is 28.

MR. LYNN: The 28 again, in answer to Miss Shanahan's
question, the 28 is from the 1972-197~ kind of package,
so what I was giving you was a figu~ of the net additional

amount if you were to assume things continued the way Miss
Shanahan talked abOut it.
What is that total figure from 1$75 to 1976?
These tax cuts are what?
Q

;

HR. LYNN: Say that again.

Q

From present law --

MR. LYNN:

From present law?

Q
From present law the total tax cut herein
proposed is $11 billion, is that right1
MR. LYNN:
annualized basisl

Q

On an

No.

MR. LYNN:

Q

About 11, that is right.

On an annualized basis?

She asked how much the increase is from 1975.

SECRETARY SIMON: B~eak it down. First we had
the rebates in there' and they a.r e out, so we forgot these.
Right? Then, we take the individual reductions, which
were $12 billion in 1974 and~ now they are $20.6 1 so we are
up $8 billion for the individuals, 197,5 over 1976. Then
the business cuts.
In 1976,the investment ta~ credit does not
expire until January 1,977, so the i.Jipact is not felt
until fiscal 1977.
So, leave out th~ . 2 percent reduction.

Q

Leave that out?

SECRETARY SIMON: Yes, the 2 percent reduction in
corporate tax rates, the impact is on there, so that is
roughly it.
Q
Let's get clear.. ·T his proposal is that you
are proposing tax law changes which would reduce taxes in
1976 by $11 billion compared to tax 1iabilities under
present law?

MORE
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MR. LYNN:

You are talking about calendar year

1976?

Q

Yes.

MR. LYNN: See, that is where our confusion was
coming. I was talking fiscal year. You are talking
calendar year. As far as receipts, it lost about $11
billion.
· Isn't that right, Bill?
Q

Where doesthat put you?

Q

In comparison with present law.

MR. LYNN:
Q

In comparison with present law?

That is not my question.

MR. LYNN: That answers one question.
another one. You go ahead.

Let's take

Q
My question is, how much will be added to the
deficit by proposing by this tax proposal,and that is
assuming that the 1975 tax cut would have expired.
MR. LYNN:
Q

Totaliy?

Period.

MR. LYNN: I suppose the way you would estimate
that is, first, to take a half of a full year's effect.
·The full effect of the tax package is roughly $28 billion,
right? So, you take a half year's effect of that, and I am
being very rough in that.
My real expert, Bill Macomber, please feel free to
correct me. Take roughly half of that and that would
be the additional receipts lost for the period. But, .what
the economists also do is take a look at all of the factors
that enter into the economy, and what you think that kind
of tax cut will do by way of signals -- more importantly,
what the restraint provision you are trying to get for
1977 will do to the business'community and to the
individuals and, therefore, some part of that receipts loss
will build into the deficit.
Q
Sure you figured it out. I ~ just asking
for the figure. 1 know what the process is, but what is the
figure? Is it ~1'1 billion? ·
·
MORE
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.. 21 MR. LYNN:
by any means.
Q

It would not be the total $11 billion

It is.not the total $l,.'biliion.

MR. LYNN:" All· right, the total $14 billion.

Q

What is it?

MR. LYNN:

It would be something'less than that.

Alan, would you care to comment on that?

MR. GREENSPAN: One of the problems he has got' is
the fact that when taxes are received -- and I think that
unless you can go through a simulation of the specific
tax receipts differences, that is not a number you can get
that simply.
· ··
Do you have that?

Q

You cannot say how much this will add to the

deficit?
MR. GREENSPAN:
MR. LYNN:
the fact sheet.

No.

We have· said that. We have· said it in

What we·said at the end of the fact sheet was that
taking into account the factors that we know of·now, and
that includes putting in somewhat of a cushion for Congressional reluctance in the future, as they have in the past,
to adopt the kinds of restraints that we have.proposed, that
the deficit fo~ fiscal year 1976 would be about $70 billion.
·. Q

Dropping the ,.0 to 44 in following fiscal

year?
MR .. LYNN:

Yes.

,·-..

Can we have the breakdown again of that
$11 billion on the 1975 comparison of the tax cut? In
calendar 1975, compared to the temporary 1975 law,
you said earlier, how do you break that down?
Q·

MR. LYNN: The way I got to that in my head was-and again, Dale, ·the way we calculated it was--that if you
take the l975'law, the way it is being applied now and
with withholding rates, as you have it now, the effect
on a full year basis on whether you take fiscal or otherwise, but once it is in effect is about $17 billion -- $17
billion, $18 billion, somewhere in there.
So, therefore, if you look at your $28 billion,
that is what your differential is.
MORE

..
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Q

$17 billion

MR. LYNN:

Yes •.
That'does not necessarily

Q
to the

revenue loss?
Tl~t

mean

is revenue losa again.
your deficit loss.

Can we get a breakdown of numbersparallel
numbers?

1972-191~

SECRETARY SIMON: We can pass out what the 1975
tax act was in the old sheet that gives you the revenue
impacts on the 1975 tax act. You have the 1976 act here
proposed with the revenue impacts and a good many of the.
business tax cuts are the same.
The investment tax credit, as I say, does not
expire until 1977. Your major difference is in your
individual tax cut. Of course, that is offset by the
rebatet which the $8 billion is off already.

Q
What you are saying now is the $28 billlon
is made up of the $17 billion worth of cuts this year in
calendar 1976 and 11.

MR. LYNN:

Is that the 28?

There was 17.

Try it again.

Q
The 28 is a combination of $17 billion worth
of tax revenue loss inthis calendar year. What you are
proposing· is 11 for calendar 1976, and that is how you
get your 28.

MR. LYNN: It is not quite that because you have
to distinguish between what the total amount of tax·ded:l}ction
is loCked into, not individual taxpayers or the like, and
that.gets you to an annualized amount of about $14 billion,
I think it is.
Is it 14? No, 12 plus. It is somewhere
between $12 billion and $13 billion.
If you assume the taxpayers continue to get the
same take-home pay, in other words·you try to get an
annualized base so that they keep the same withholding
that they have now, you have to add another $4 billion plus
to that, and that is what gives you the $17 to $18 billion.
If you were to have taxes just continue now the
way our Am~rican taxpayers are paying them, with their takehome pay as they get it every month, it would cost you on
an annual rate about $17 billion, somewhere between $17
and $18 billion. What this does is add about another $11
on top of that.

Q

Yes, but if we get to the end of 1976 --

MR .. LYNN:

Are you talking

MORE

calendar?
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Calendar.

MR. LYNN:

Q

Okay, I just wanted to know.

If we ever get to the end of calendar year

1976 --

MR. LYNN:

I hope we do.

Then what you will be saying is that $11
billion will be lopped off in 1976, isn't that right?
Q

MR. LYNN: In one way, I see what you are saying.
If you were to assume that the·temporary tax cut were
there forever, if that is the way you lool<ed at it, and
we looked upon it as a new ball game that we have to decide
now what is the best tax policy for the United States
effective January 1 -- but if you looked at it your way,
you are absolutely right.
It was decided in the old law to add at the rate
of $17 billion a year and under this new change you are
adding another $11 billion a year. We prefer not to look
at it that way. We prefer to look at it overall as to what
does this mean by way of a tax program that makes sense for
this country for a longer term direction.
One thing I will urge you to look at is that in
the President's statement--and it should have been
refle~ted in the fact sheet, and I am sorry it is not there,
it should be there -- the President says that this ceiling
is the first step moving toward a balanced budget wi~hin
three years.
Now we think the net effect of all of these
actions that the President is proposing will be to, one,
get a much healthier economy; two, return some freedom
of our taxpayers to spend the money they are earning that
they have rapidly been losing over many years in the past.
MR. NESSEN: There is a Cabinet meeting that these
three gentlemen need to go to. It started a couple minutes
ago, so we probably should knock this off.
Q
Does this program mean you will initiate no
new programs next year?
MR. LYNN:
THE PRESS:

Yes. no new spending.
Thank you.

END

(AT 6:24 P.M.

EDT)
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PRESIDENT'S PROPOSAL __..,..
FOR TAX
CUTS AND FEDERAL SPENDING RESTRAINT
__.._.... -

President Ford is proposing that permanent large tax cuts be made
possible for American taxpayers by Congress joining with him in
limiting the growth of federal expenditures. The tax reductions
proposed by the President total about $28 bi-llion compared to 197 4
law. This proposal is linked to the adoption by the Congress now.
of a spending ceiling of $395 billion for FY 1977. This represents
a reduction of about $28 billion from projected levels for that
year unless action to limit federal spending is taken.
The proposed tax cuts are divided approximately 75 percent for
individuals and 25 percent for business. A family of four earning
$14,000 a year would receive a reduction in their tax liability
of $412 or 27 percent.
·

I.

SUMMARY OF THE TAX CUT PROPOSAL
A.

The individual tax reductions will be accomplished by:
$8 billion in cuts to replace the temporary 1975
tax reductions.

$4 billion in additional cuts required to keep
personal withholding rates constant. (The 1975
cut was reflected in withholding over an eight~
month period and) therefore, a $~ billion extra
cut is provided to keep withholding constant.)

$8.7 billion in further tax relief
throughout all income ranges.

distribu~ed

B.
The ~usiness tax reductions will continue the tax
relief for small business provided by the 1975 Act, will
m~ke permanent the higher investment credit rate of 10 percent as an incentive for investment in equipment needed to
increase productivity and to provide new jobs, will reduce
the marginal rate on business income as a first step toward
eliminating the existing tax bias against capital formation,
and will provide special relief to utilities needed to reduce
dependence on foreign energy sources.

(OVER)

2
C. The recommended changes in the individual and business
income tax structure, and their costs, as compared to 1974
law, are as follows:
Individual Tax Cuts
Increase personal exemption from $750
to $1,000.

$10.1 billion

Replace $1,300 low income allowance
and $2,000 maximum standard deduction
with flat amount standard deduction
of $2,500 for married couples ($1,800
for a single person)

$ 4.0 billion

Reduce tax rates

$ 6.6 billion

TOTAL INDIVIDUAL TAX CUTS

$20.7 billion
Busin~Tax

Cuts

Extension of 1975 corporate rate
and surtax exemption changes

$ 1.7 billion

Permanent extension of investment
credit increase (from 7-10; 4-10
for utilities)

$

2% corporate rate reduction (48-46%)

$ 2.2 billion

Utilities tax relief previously
proposed (see Annex C)

$ 0.6 billion

TOTAL BUSINESS TAX CUTS
TOT~L

TAX CUTS

$

2.5 billion

1.0 billion

$27.7 billion

The effects on individual taxpayers of the President's tax
proposals are shown in the following tables:
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Tax Liabilities for Family with 2 Dependents,
Filing Joint with Itemized Deductions of
16 Percent of Adjusted Gross Income
(If standard deduction exceeds itemized
deduction, family uses standard deduction.)
Adjusted
gross
income

Tax Liability

1972-74

1975

law

law

Proposed
1976 law

Reduction from

1972-74
law

1975

law

$ 5,000

98

0

0

98

0

7,000

402

186

60

3112

126

10,000

886

709

485

401

224

15,000

1,732

1,612

1,325

407

287

20,000

2,710

2,590

2,280

430

310

25)000

3,820

3,700

3,370

450

330

30,000

5,084

4j964

4,648

436

316

40,000

8,114

7,994

7,66~

450

330

50,000

11,690

11:~570

11,180

510

390

Office of the Secretary of the Treasury
Office of Tax Analysis
Tax Liabilities for Single Person with Itemized
Deductions of 16 Percent of Adjusted Gross Income
(If standard deduction exceeds itemized deduction,
individual uses standard deduction.)
Adjusted
gross
income

!I>

5,000

Reduction from

Tax Liability

1972-74

1975

law

$

490

Proposed
1976 law

law

$

404

$

1972-74
law

1975

law

307

$ 183

$ 97

7,000

889

796

641

248

155

10,000

1,506

1,476

1,227

279

249

15,000

2,589

2,559

2,307

282

252

20,000

3,847

3.817

3,553

294

264

25,000

5)325

5,295

5,015

310

280

30,000

6,970

6,940

6,655

315

285

40,000

10,715

10,665

10,375

340

310

50,000

15,078

15,048

14,725

353

323

Office of the Secretary of the Treasury
Office of Tax Analysis
#

#
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II.

FULLER DESCRIPTION OF PROPOSED TAX CUTS
A.

Individ Ja:t Ta.x Cuts
1

----- - -

The propos·ect p~v-m_~ns'!"lt restructuring would replace the
temporary .n-:r.·. ~"-' ·.1 .:;~·.~ndard deduction and the $30 per taxpayer
exemption c .':.-C.~·- t" ~····~ru.·c1 by the 1975 Act. The changes
assure the.~ ;.,~} "'.b<."'~ ... t'v ;;t; \'dll not be increased and
that, in f a 't , t ~::·~: '"'.lll be further tax reductions for
the great m~j ority of t a~pay ers. As compared to 1974 law,
the President's propos al would:
1

Increase the personal exemption from $750 to $1,000.
Replace the present minimum standard deduction (low
income allowance) of $1,300 and maximum standard
deduction of $2 ~0 00 by a single standard deduction in
a flat amount of $1 ,800 for a single taxpayer and.
$2,500 fo r a marr ied couple ($1,250 for married person
filing s epa~at e ly ). This compares with the average
standard d ~ciuction claimed in 197 4 of $1,625 by married
couples and $1,400 by single persons. (The 1975 Act
made temporary changes in the standard deduction, which
are described in Annex D.)
Provide rate reductions as shown in the tax rate
schedules attached at Annexes A & B.
B.

Business Tax Cuts

The President also proposes to:
Reduce the maximum corporate tax rate from 48 percent
to 46 percent.
Continue the 1975 Act increase in the surtax exemption
(which determines the amount taxable at rates below
48 percent) from $25,000 to $50,000 of taxable income.
Continue the 1975 Act reduction in the rate on the
first $25,000 of taxable income from 22 percent to 20
per.c ent (the second $25,000 of taxable income will be
taxable at a 22 percent rate, with the balance of
income taxed at a 46 percent rate).
Make permanent the 1975 Act increase in the investment
credit from 7 percent (4 percent in the case of public
utilities) to 10 percent.
Enact a six-point program to provide tax relief to
electric utilities and t~ reduce dependency on foreign
energy sources (see Annex C for full description).
more

/
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III.

-

BACKGROUND
. .ON FEDERAL SPENDING
A. Unless action is taken to restrain federal outlays in FY
1977" spending can be expected to increase by around $53
billion in a single,year., Budget outlays a~e approaching
$370 l?illion in FY 197'6. Without specific:legislative action
to limit spending;~ outlays in.FY 1977 will reach i423 billion
or more. The main elements of an increase of $53 billion
are as follows:
(Billions)
Interest on the public debt will rise as
· the .siZ'e. of the debt grows .• If current
interest rates are maintained, the increase will approach • . • . • . • • • . .
Ci v1l1an .and mili t'ary salaries increase
automatically unless the President and
Congress agree on an alternative plan.
Would add more than • • • . • • . . •

~

9

+6

Reti~ement benefits for retired federal
military and c.i vilian personnel also rise
automatically with the cost-of.:.living • .

:f-3

Social security and railroad retirement
payments increase automatically based
upon the cost-of-living index • • • . • .

+12

Medicare and Medicaid payments rise as
costs increase and the number of eligible
recipients go up . . . . • . . • • . . • •

+5

Public assistance, food stamps,
hoQsing subsidies and related
programs are tied to the formulae set
in law or in existing contracts

..

+2

Major construction of wastewater treatment plants now underway will add nearly .

+2

Essential procurement and research and
development of military hardware and
maintenance of necessary military
facilities will add over . . • • • . .

+3

Increases for energy research and development and transportation programs and
inclusion of Export-Import Bank in budget.

+4

Other likely net changes including effect
of Congressional inaction on budget reduction proposals heretofore proposed by the
President and the effect of probable
Congressional initiatives . . . • . •

..!]_

TOTAL

. .

.....

53

6

B. Decisions have not yet been made on which programs will
be restrained or curtaiied.
Specific decisions will be made in the budget
review process leading up to the President's
January Budget Message to Congress.
All departments and agencies will be called upon
to moderate program growth, expenditures, and
Federal personnel levels.
C. The President has called upon Congress to join with
him in making the tax reductions possible by placing a
limit of $395 billion on FY 1977 expenditures now.
A $395 billion ceiling is $25 billion above the
currently estimated spending level this fiscal
year and $28 billion below the level now projected for FY 1977.
D. Based upon current estimates that FY 1976 spending
may approach $370 billion, the FY 1976 budget deficit
would be about $70 billion. With the President's
proposals, the FY 1977 deficit is estimated in the
range of $40-44 billion.

#

#

#

#

#
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THE PRESIDENT'S PROPOSAL FOR TAX CUTS AND FEDERAL SPENDING RESTRAINT
President Ford is proposing that permanent large tax cuts be made
possible for American taxpayers by Congress joining with him in
limiting the growth of federal expenditures. The tax reductions
proposed by the President total about $28 billion compared to 1974
law. This proposal is linked to the adoption by the Congress now
of a spending ceiling of $395 billion for FY 1977. This represents
a reduction of about $28 billion from projected levels for that
year unless action to limit federal spending is taken.
The proposed tax cuts are divided approximately 75 percent for
individuals and 25 percent for business. A family of four earning
$14,000 a year would receive a reduction in their tax liability
of $412 or 27 percent.
I.

SUMMARY OF THE TAX CUT PROPOSAL
A.

The individual tax reductions will be accomplished by:

$8 billion in cuts to replace the temporary 1975
tax reductions.
$4 billion in additional cuts required to keep
personal withholding rates constant. (The 1975
cut was reflected in withholding over an eightmonth period and, therefore, a $4 billion extra
cut is provided to keep withholding constant.)

$8.7 billion in further tax relief distributed
throughout all income ranges.
B.
The business tax reductions will continue the tax
relief for small business provided by the 1975 Act, will
make permanent the higher investment credit rate of 10 percent as an incentive for investment in equipment needed to
increase productivity and to provide new jobs, will reduce
the marginal rate on business income as a first step toward
eliminating the existing tax bias against capital formation,
and will provide special relief to utilities needed to reduce
dependence on foreign energy sources.

\·

2

c.

The recommended changes in the individual and business
income tax structure, and their costs, ·as compared to 1974
law, are as follows:
Individual Tax Cuts
Increase personal exemption from $750
to $1,000.

$10.1 billion

Replace $1,300 low income allowance
and $2,000 maximum standard deduction
with flat amount standard deduction
of $2,500 for married couples ($1,800
for a single person)

$ 4.0 billion

Reduce tax rates

$ 6.6 billion

TOTAL INDIVIDUAL TAX CUTS

$20.7 billion
Business Tax Cuts

Extension of 1975 corporate rate
and surtax exemption changes

$ 1.7 billion

Permanent extension of investment
credit increase (from 7-10; 4-10
for utilities)

$ 2.5 billion

2% corporate rate reduction (48-46%)

$ 2.2 billion

Utilities tax relief previously
proposed (see Annex C)

$ 0.6 billion

1.0 billion

TOTAL BUSINESS TAX CUTS

$

TOTAL TAX CUTS

$27.7 billion

The effects on individual taxpayers of the President's tax
proposals are shown in the following tables:
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Tax Liabilities for Family with 2 Dependents,
Filing Joint with Itemized Deductions of
16 Percent of Adjusted Gross Income
(If standard deduction exceeds itemized
deduction, family uses standard deduction.)
Adjusted
gross
income

1972-74

Tax Liability

1975

law

Proposed
1976 law

law

Reduction from

1972-74
law

1975

law

$ 5,000

98

0

0

98

0

7,000

402

186

60

3112

126

10,000

886

709

485

401

224

15,000

1,732

1~612

1,325

407

287

20,000

2,710

2,590

2,280

430

310

25,000

3,820

3,700

3,370

450

330

30,000

5,084

4J964

4,648

436

316

40,000

8,114

7,994

7,664

450

330

50,000

11,690

11,570

11,180

510

390

Office of the Secretary of the Treasury
Office of Tax Analysis
Tax Liabilities for Single Person with Itemized
Deductions of 16 Percent of Adjusted Gross Income
(If standard deduction exceeds itemized deduction,
individual uses standard deduction.)
Adjusted
gross
income

1972-74

:p 5,000

$

Reduction from

Tax Liability

1975

law

490

Proposed

1976 law

law

$

404

$

1972-74
law

1975

law

307

$ 133

$ 97

7,000

889

796

641

248

155

10,000

1,506

1,476

1,227

279

249

15,000

2,589

2,559

2,307

282

252

20,000

3,847

3.817

3,553

294

264

25,000

5,325

5,295

5,015

310

280

30,000

6,970

6,940

6,655

315

285

40,000

10,715

10,685

10,375

340

310

50,000

15,078

15,048

14,725

353

323

Office of the Secretary of the Treasury
Office of Tax Analysis
#

#

II .

FULLER DESCRIPTION OF PROPOSED !!!

A.

Individual

~

~ ~

The proposed permanent restructuring would replace the
temporary increased standard deduction and the $30 per ta.x:pqer
exemption credit provided by the 1975 Act. The changes
assure that withholding tdll .net Le inc::easeu anc.1 .
that, in fact, there will be further tax reductions for
the great majority of taxpayers. As compared to 1974 law,
the President's proposal would:
Increase the personal exemption from $750 to $1,000.
Replace the present minimum standard deduction (low
income allowance) of $1,300 and maximum standard
deduction ot $2,000 by a single standard deduction in
a flat amount of $1,800 for a single taxpayer and
$2,500 for a married couple ($1,250 for married person
filing separately). This compares with the average
standard deduction claimed in 1974 of $1,625 by married
couples and $1,400 by single persons. (The 1975 Act
made temporary changes in the standard deduction, which
are described in Annex D.)
Provide rate reductions as shown in the tax rate
schedules attached at Annexes A & B.
B.

Business Tax Cuts

The President also proposes to:
Reduce the maximum corporate tax rate from 48 percent
to 46 percent.
Continue the 1975 Act increase in the surtax exemption
{which determines the amount taxable at rates below
48 percent) from $25,000 to $50,000 of taxable income.
Continue the 1975 Act reduction in the rate on the
first $25,000 of taxable income from 22 percent to 20
percent (the second $25,000 of taxable income will be
taxable at a 22 percent rate, with the balance of
income taxed at a 46 percent rate).
Make permanent the 1975 Act increase in the investment
credit from 7 percent (4 percent in the case of public
utilities) to 10 percent.
Enact a six-point program to provide tax relief to electric
utilities and to reduce dependency on foreign energy
sources {see Annex C for full description).
more

,

.
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III.

BACKGROUND ON FEDERAL SPENDING
A.

Unless action is taken to restrain federal outlays in FY
1977, spending can be expected to increase by around $53
billion in a single year. Budget outlays are approaching
$370 billion in FY 1976. Without specific legislative action
to limit spending~ outlkys in FY 1977 will reach t423 billion
or more. The main elements of an increase of $53 billion
are as follows:
(Billions)
Interest on the public debt will rise as
the size of the debt grows. If current
interest rates are maintained, the increase will approach • . • . . . . . . . .
Civilian and military salaries increase
automatically unless the President and
Congress agree on an alternative plan.
Would add more than • • . • • • . . .

+6

Retirement benefits for retired federal
military and civilian personnel also rise
automatically with the cost-of-living . •
Social security and railroad retirement
payments increase automatically based
upon the cost-of-living index • . . • • •

+12

Medicare and Medicaid payments rise as
costs increase and the number of eligible
recipients go up . • • • • • • • . . . . •
Public assistance, food st~~ps,
hoasing subsidies and related
programs are tied to the formulae set
in law or in existing contracts

..

+2

Major construction of wastewater treatment plants now underway will add nearly .

+2

Essential procurement and research and
development of military hardware and
maintenance of necessary military
facilities will add over . . . . • . .

..

+3

Increases for energy research and development and transportation programs and
inclusion of Export-Import Bank in budget.

+4

Other likely net changes including effect
of Congressional inaction on budget reduction proposals heretofore proposed by the
President and the effect of probable
Congressional initiatives
.•..••

_£!_

TOTAL

..

53

6

B.
be

Decisions have not yet been made on which programs will
or curtaiied.

rest~airied

Specific decisions will be made in the budget
review process leading up to the President's
January Budget Message to Congress.
All departments and agencies will be called upon
to moderate program growth~ expenditures, and
Federal personnel levels.
C. The President has called upon Congress to join with
him in making the tax reductions possible by placing a
limit of $395 billion on FY 1977 expenditures now.
A $395 billion ceiling is $25 billion above the
currently estimated spending level this fiscal
year and $28 billion below the level now projected for FY 1977.
D. Based upon current estimates that FY 1976 spending
may approach $370 billion, the FY 1976 budget deficit
would be about $70 billion. With the President's
proposals 1 the FY 1977 deficit is estimated in the
range of ~40-44 billion.

#

#

#

#

#

ANNEX A (*)

Tax Rate Schedule for President's
October 6, 1975 Tax Reduction Proposals
(Married Taxpayers Filing Jointly)

Taxable income
bracket
$

0
1,000
2,000
3,000
4,000
6,000
8,000
10,000
12,000
16,000
20,000
24,000
28,000
32,000
36,000
40,000
44,000
52,000
64,000
76,000
88,000
100,000
120,000
140,000
160,000
180,000
200,000

Present rates :Proposed rates
(Eercent)
(Eercent)

$1,000
2,000
3,000
4,000
6,000
8,000
10,000
12,000
16,000
20,000
24,000
28,000
32,000
36,000
40,000
44,000
52,000
64,000
76,000
88,000
100,000
120,000
140,000
160,000
180,000
200,000

14
15
16
17
19
19
22
22
25
28
32
36
39
42
45
48
50
53
55
58
60
62
64
66
68
69
70

12
14
15
15
16
17
21
22
25
29
34
~
ttl
r-l

+J

s:=

Q)

rJl
Q)

H

Pol

rJl

ttl

Q)

sttl
U)

Office of the Secretary of the Treasury
Office of Tax Analysis
NOTE:

(*)

October 6 1 1975

While some rates are increased in the higher brackets,
taxpayers with income taxed in those brackets will
benefit from rate reductions in the lower brackets and
the increase in the personal exemption so that on balance
the tax cut proposals will reduce taxes even for those
affected by the increased rates.

ANNEXES PREPARED BY TREASURY DEPARTMENT
OFFICE OF TAX POLICY

...
ANNEX B

Tux Rate Schedule for President's
October 6 1 1975 Tax PecJuction Proposals
(Single Taxpayers)

•raxable income
bracket

$

0

500
11000
11500
2,000
31000
41000
5,000
6,000
81000
101000
12,000
141000
16,000
181000
20,000
221000
261000
3"2 1000
381000
441000
501000
60,000
70,000
80,000
90,000
100,000

: Present-rates :Proposed rates
.. :
(perc<:_nt}
:
(percent)

500
1,000
1,500
2,000
3,000
4,000
5,000 .
6,000
8,000
10,000
12,000
141000
16,000
18,000
20,000
22,000
26,000
321000
38,000
44,000
501000
60,000
70,000
80,000
90,000
100,000
$

Office of-the Secretary of the Treasury
Office of Tax Analysis
NOTE:

14
15
16
17

l9

19
21
21
24
.25
27
29
31
34
36
38
40
45
50
55
60
62
64
66"
68
69
70

12
13
15
15
16
17
18
19
21
24
27
29
31

October 6, 1975

While some rates are increased in the higher brackets,
taxpayers with income taxed in those brackets will
benefit from rate reductions in the lower brackets
and the increase in the personal exemption so that on
balance the tax cut proposals will reduce taxes even
for those affected by the increased rat~s.

,.

ANNEX C

SIX-POINT UTILITIES PACYJ\GE

Increase the investment tax credit permanently to 12
percent on an cJ-::ctric uUlity property except generating f;1cDitics fucJed by pe:tr()}e:um products. No change
of the percent-ofltax limi1dion is involved. The
increase
the credit is a1lowable only if construction
work in progress is included jn the utility's rate base
and the benefit of the increase is 11 normalized'' for
ratemaking purposes. "Normalized'' in this sense
m cans reflecting the tax l::cnefit for ratemaking purposes
pro Tata over the life of the asset which generates the
benefit instead of recognizing the entire tax benefit
in the year the utility's taxes are actually reduced.
In the absence of normalization, the entire tax benefit
would flow through immediately in the iorm of reduced
utility rates for consumers, and no real economic benefit
would result for the utility.

m

Give electric utiliUes full, immediate investment tax
credit on progress payments for construction of
property that takes two years or more io build, except
generating facilities fueled by petroleum products,
without regard to the five-year phase-in required by
the Tax Reduction Act of 1975. This new provision
applies only if the regulatory agency includes construction work in progress in the utility's rate base·
for ratemaking purposes.
-- Extend to January 1, 1981, the period during which
pollution control facilities installed in a pre-1969
plant or facility may qualify for rapid five-year
straight-line amortization in lieu of normal depreciation and the investment credit. ,
-- Permit rapid five-year amortization of the costs of
either converting a generating facility fueled by petroleum
products into a facility not fueled by petroleum products or
replacing a petroleum -fueled facility with one not fueled
by petroleum. This amortization is in lieu of normal

..
- 2 -

dcpreci<:Jtion and the investment credit. and is available
only if (i) Hs bendits are "normalized'' for ra temaking
purposes, <'lnd (ii) construction work in progress is included
in the utility's rate base for ratemaking purposes.
Permit a utility to elect to begin depreciation. during the
construction pe:l"iod, of accumulo.ted constructicm progress
expenditt1rcs, genc~J ally the s;1me expenditures as those which
qualify for the investment credit construction progress
payments under the Tax Hcduction Act of 197 5. Any depreciation taken during the construction period will reduce the
depreciation deductions available after the property is completed.
This early depreciation will be available only if the ratemaking
commission includes construction work in progress in
the utility's rate base and "normalizes" the tax benefits
for ratemaking purposes. Construction of g_enerating
facilities which will be fueled by petroleum products will
not qualify for such depreciation.
Permit a shareholder of a regulated public electric utility
to postpone tax on dividends paid by the utilHy on its common
stock by electing to take additional common stock of the
utility in lieu of cash dividends. The receipt of the stock
dividend will not be taxed. The amount of the dividend
will be taxed as ordinary income when the shareholder sells
the dividend stock and the amount of capHal gain realized
.on the sale will be decreased (or the amount of capital loss
increased) accordingly. Dividend stock is deemed sold before
other stock.
.

. ..

FY 1976 COST = $600 million

Annex D

MAJOR 1975 INDIVIDUAL TAX REDUCTIONS

The Tax Reduction Act of 1975 contains three temporary
general individual tax cut provisions affecting most taxpayers.

The

first was the temporary one- shot rebate of a portion of 1974 tax liabili•

I

ties, which was implemented through special rebate checks or larger
refund checks last spring (cost: $8. 1 billion).

Two other temporary

structural changes enacted in 1975 may be summarized as follows:

Standard deduction liberalization
minimum standard deduction (low income allowance}
increased from $1, 300 per return ($650 for married
persons filing separately) to $1, 900 for a joint return
or surviving spouse, $1,600 for single persons, and
$950 for married persons filing separately,

maximum standard deduction increased from 15 percent
of AGI (with a maximum of $2, 000 or $1, 000 for a
married person filing separately) to 16 percent of AGI
(with a maximum of $2, 600 for a joint return or surviving
spouse, $2,300 for a single person, and $1, 300 for
married persons filing separately,
effective for one year (generally 1975 calendar year)

COST:

$2. 5 billion

Personal exemption tax credit
new $30 per exemption tax credit (except blind and aged
exemptions) in addition to present law personal exemptions
effective for one year (generally 1975 calendar year)

COST:

$5. 3 billion

The approximate $8 billion of tax reductions effected by the
standard deduction liberalization and the personal exemption tax cut
.~

were reflected in withholding tax reduction over a eight-month period.
Thus, the amow1t of tax cuts necessary to annualize the 1975 Act withholding tax reductions over a 12-month period would be approximately
$12 billion.

(
ANNEX E

Incare Distribution of President's Tax Reduction Proposal
at 1975 Levels of Income
(billions of dollars)
Tax liability
based an
1972-74 law

Proposed
1976 tax
liability

Tax
reduction

2.0

0.8

1.2

5.8

61.3

5,000 - 10,000

14.1

9.1

5.0

24.2

35.3

10,000 - 15,000

23.1

17.6

5.5

26.6

23.8

15,000 - 20,000

23.7

19.5

4.2

20.3

17.7

20,000 - 30,000

28.0

24.7

3.3

15.9

11.7

30,000 - 50,000

16.9

15.9

1.0

4.8

5.8

50,000 - 100,000

12.1

11.7

0.4

1.8

3.2

9.4

9.3

0.1

0.5

0.8

129.4

108.7

20.7

100.0

15.9

Adjusted gross
incane class
0 - $5,000

$

100,000 +
'IUI'AL

Office of the Secreta:r:y of the Treasu:r:y
Office of Tax Analysis

y

Based on unrotmded liability figures.

NarE:

Detail mJ.y not add to totals due to rounding.

Percentage
Percentage
distributim of
reduction in
tax reduction :tax liability 1/

October 6, 1975

(
ANNEX F
Maximum levels of Tax-free Earned Incare for 1976
Under the President' s Tax Reduction Proposal
(rounded to r..earest $10}

Filing stati.l.S

.

Maxinr..xn tax- free

ea.."'"ned inc:are

1975

s~-tgl~

::~ c~.s_?=..~&r.ts

2,560

'

3,830

2,970

3,610
4,300
5,500

4,570

6,490

6,900

7,300

7,770

. 2,580

2,750

3,260

3,460

4,790

2

G=:;:=..-"1::~~~5

5,760
6,720
7,670

4,500
5,500
6,500
7,500
8,500

3,310

3,800

5,330

6,500

:.. •.. ~~:-·~ 1

':""'~.~:::~

-55 r

7-"16:-..l'l"~S

:·~:r.:!.ed, jc~.:J.t

...

::t'~~

Poverty inc:xxre levels 2/
1975
1976

2,790

:l.-:;.€...;.~£'::.."1-:.

.;; c·_·: ?2:'..-(e-~ ~

.

2,800

~

~ C;:_;-.::1~~-:7-..s

1/

1976

3,850
5,850

return,

c.:..~r 65

c.::;:~.::t::. c: t ..'-:.·= s~crct.c-.r.t of
·::::::~:c·2 0f T3X rr.co.lysis

•

the Treasury

·-'

::-c::- t.c.:·:;;:..;.yers no-= eligible for the earned incare credit .

..1

:.':.:(~::-lyj_:~g

Cc!ls'.T:-er Price Indc..x:

for 1975, 161.2; for 1976, 171.5.
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Good evening. I have asked for this opportunity
to talk with you tonight because it is important that all of
us begin facing up to a fundamental decision about our
Nation's future.
For several years America has been approaching
a crossroads in our history.
Today we are there.
To put it simply, we must decide whether we shall
continue in the direction of recent years the path toward bigger
Government, higher taxes and higher inflation or whether we
shall now take a new direction bringing to a halt the momentous growth of Government,restoring our prosperity and
allowing each of you a greater voice in your own future.
Tonight I will set forth two proposals that,
taken together, as they must be, represent the answer I believe
we must choose.
First, I propose that we make a substantial and
permanent reduction in our Federal taxes, and, second, I
propose that we make a substantial reduction in the growth of
Federal spending.
Let me emphasize at the outset that these proposals
must be tied together in one package. It would be dangerous
and irresponsible to adopt one without the other. I will
not accept that as an answer for our future.
I want these proposals acted upon together by the
Congress. Together they represent one central and fundamental
decision that America belongs to you, the people, and not to
the Government.

MORE
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Each of you knows from experience about your
economic problems of recent months , you know what it means to
pay more and more of your income just to feed and clothe
your family, to get to work. and to maintain a decent
home.. You know the fear that strikes the human heart when
a friend or a member of your family is laid off work and you
know the anxiety that comes when these forces see~~yond
your control.
None of us wants to repeat the experiences of the
past year. We want steady prices, we want steady jobs and,
above all, we want a chance to get ahead again,to know that our
destiny lies in our own hands and not in Washington or some
other far away place.
Fortunately, there are encouraging signs that we
have weathered the worst of this economic storm. The recovery
that began this spring is now gathering momentum. If we act
wisely, it will continue on an upward path with more jobs
and more stable prices.
Yet we should-not be deceived. All of us must
recogni.z-e that jus~ -beneath the surface there are still
deep-seated..problems in our economy.-- problems that have
been building up over the years and will not quickly or
easily disappear.
We must attack the underlying causes of our economic
problems. We must get at the ro~ts of our difficulties.
We must find answers that serve us not only this year but
for the years to come.
The President and the Congress working together
have the power to help. I know that because in Washington
much of America's vitality and prosperity have been drained
away. It is here that one big spending program after another
has been piled on the Federal pyramid taking a larger share of
your personal income and creating record bud£et deficits and
inflation. Here a massive, often too zealous bureaucracy has
been erected that has become too involved in trying to run
too much of your daily life.
Over the years these excesses have played a major
role in driving up prices, driving up interest rates and
holding down jobs. We do not have to look far for our
underlying problems.
Much of our inflation should bear a label "Made
in Washington, D.C."
As we emerge from this recession,we face the basic
choice: Shall we continue these patterns in Washington or
shall we set off in a new direction? We cannot do both.
We cannot go down both roads at the same time. We must choose.
MORE
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Tonight, I propose permanent tax reductions totaling
$28 billion-- the biggest single tax cut in our history.
Earlier this year the Congr~ss passed, and I signed, a temporary
tax cut covering calendar year 1975. That temporary law will
expire at the end of this year and,unless we act now, your
taxes will go up again in January. I am proposing that we
sweep away that temporary law and replace it, effective
January 1, with a permanent Federal income tax cut that will
be both larger and more equitable.
Three quarters of this permanent reduction will be
for individual taxpayers and the chief benefits will be
concentrated where they belong, among working people. The
industrious working men and women of this country are the
backbone of America. We cannot continuously ask them to
bear an unfair tax burden. I propose that we lighten the tax
load for them and for all other Americans in three ways:
by raising everyone's personal tax exemption from $750 to $1000;
by making the standard deduction for single taxpayers a flat
$1800 and for every married couple $2500, and by lowering our
basic personal income tax rates.
Together these measures will not only decrease
everyone's taxes but they will aslo help to make up for the
ravages of inflation. They will simplify the tax returns for
millions of Americans. The total package represents a substantia:
reduction below the rates that will otherwise take effect
this January. Under my proposal, a typical family of four
earning a total of $14,000 a year would get a permanent tax
cut of $412 a year, a 27 percent reduction.
The other quarter of the tax reduction will be
directed at business in a way that creates more jobso If
companies and plants are to regain their footing and to
hire more employees in the future, they must have greater
incentives for investment.In order to create jobs,and good jobs,
this country must build new plants and new equipment and
we must have a growing economy. The tax cuts that I propose,
including a permanent increase in the investment tax credit and
a two percent reduction in the corporate tax rate, are
specifically designed to increase employment. We must recognize that cutting taxes is only half the answer.
If we cut only taxes but do not cut the growth
of Government spending, budget deficits will continue to
climb,the Federal Government will continue to borrow too much
money from the private sector. We will have more inflation,
and ultimately we will have more unemployment.
Substantial cuts in your taxes must be tied to
substantial cuts in the growth of Government spending.
Anyone who has followed the upward leap in Federal spending
can only shake his head in astonishment.
MORE
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Back in 1962, the Federal budget for the first time
in our history ran over $100 billion. In only eight years
the budget doubled in size. In the coming fiscal year unless
we act it will double again to over $400 billion.
One of the reasons for this horrendous spending
growth is that much of the increase in each year's budget
is required by programs already on the statute books. Many
of these increased programs were first enacted years ago,
and while individually they might have appeared manageable
then, today -- taken together -- they are out of control. They
are like a freight train whose lights were first seen far off
in the night. That train has been coming closer and closer
and now it is roaring down upon us. If we don't slow it down,
Federal spending next year could easily jump to more than
$420 billion without a single new Federal program.
Therefore, I propose that we halt this alarming
growth by holding spending in the coming year to $395 billion.
That means a cut of $28 billion below what we will spend
if we just stand still and let the train run over us.
More importantly, it means almost a dollar-for-dollar
cut in taxes and spending. For every dollar that we return to
the American taxpayer, we must also cut our projected spending
by the same amount. If we allow politics as usual to prevail
in the Congress, there will be a temptation to overwhelmingly
approve the tax cuts and do nothing on the spending cuts.
That must not happen.
I will go forward with the tax cuts that I am
proposing only if there is a clear, affirmative decision by
your representatives in the House and the Senate that they
will hold spending next year to $395 billion. I will not
hesitate to veto any legislation passed by the Congress
which violates the spirit of that understanding.
I want these actions to be a first step, and they
are a crucial step, toward balancing the Federal budget
within three years.
In January,I will propose to the Congress that many
of our current spending programs be revised, consolidated
and held below their projected levels. When I do, you will
hear loud protests from one group after another contending that
Washington should keep up an endless flow of subsidies. But
we have to face hard reality: our financial resources are
limited. We must learn to live within our means.

MORE
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Spending discipline by the Federal Government must
be applied across the board. It cannot be isolated to one
area such as social programs nor can we completely insulate
any area such as defense. All must be restrained. I believe
that your Congressmen should stop trying so hard to find new
programs that spend your money and get to work figuring out
how to make the Government work better for you. They should
get rid of the programs that don't work in order to make room
for those that do.And,in the process,we can begin cutting
back the swollen Federal bureaucracy.
I want to work with the Congress and with you,

the people, to insure that those who deserve the help of our
Nation continue receiving that help. The elderly, the poor
and the men and women who have borne our Nation's arms.
Also, I will not permit reductions in our military budget
that would jeopardize our national security. We must
maintain a strong economy and a strong national defense.
Sometimes when fancy new spending programs reach
this desk,promising something for almost nothing
and carrying appealing labels, I wonder who the supporters
think they're kidding.
From my visits with the American
people, I find many of them believe that what the Government
puts in your front pocket, it slips out of your back pocket
through taxes and inflation. They are figuring out that they
are not getting their money's worth from their taxes. They
believe that the politics of Federal spending has become too
much of a shell game. And I must say that I agree with them.
America's greatness was not built by taxing people
to their limits but by letting our people exercise their freedom
and their ingenuity to their limits. Freedom and prosperity
go hand in hand. The proof is there to see around the world.
Only by releasing the full energies of our people -- only
by getting the Government off your back and out of your pocket -will we achieve our goals of stable prices and more jobs.
I deeply believe that our Nation must not continue
down the road we have been traveling. Down that road lies the
wreckage of many great nations of the past. Let us choose
instead the other road, the road that we know to be tested,
the road that will work.
I

'---

As your President, I cannot take this journey alone.
I need the help of you, the American people, to persuade
your Congressmen and your Senators that you want the growth
in Government spending cut so that your taxes can be cut now.
I need the help of the farmer in Iowa, the housewife in
California, the retired couple in Florida, the small business•
man in New Jersey, the student in Texas -- all of you. This
must be a national effort. America should not belong to the
Government,but to the people. You can serve the Nation by
helping us make the right choice for the future.
Thank you, and good evening.
END
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THE PRESIDENT'S PROPOSAL FOR TAX CUTS AND FEDERAL SPENDING RESTRAINT
~~~~~

President Ford is proposing that permanent large tax cuts be made
possible for American taxpayers by Congress joining with him in
limiting the growth of federal expenditures. The tax reductions
proposed by the President total about $28 billion compared to 1974
law. This proposal is linked to the adoption by the Congress now
of a spending ceiling of $395 billion for FY 1977. This represents
a reduction of about $28 billion from projected levels for that
year unless action to limit federal spending is taken.
The proposed tax cuts are divided approximately 75 percent for
individuals and 25 percent for business. A family of four earning
$14,000 a year would receive a reduction in their tax liability
of $412 or 27 percent.
I.

SUMMARY OF THE TAX CUT PROPOSAL
A.

The individual tax reductions will be accomplished by:
$8 billion in cuts to replace the temporary 1975
tax reductions.
$4 billion in additional cuts required to keep
personal withholding rates constant. (The 1975
cut was reflected in withholding over an eightmonth period and, therefore, a $4 billion extra
cut is provided to keep withholding constant.)
$8.7 billion in further tax relief distributed
throughout all income ranges.

B.
The Dusiness tax reductions will continue the tax
relief for small business provided by the 1975 Act, will
make permanent the higher investment credit rate of 10 percent as an incentive for investment in equipment needed to
increase productivity and to provide new jobs, will reduce
the marginal rate on business income as a first step toward
eliminating the existing tax bias against capital formation,
and will provide special relief to utilities needed to reduce
dependence on foreign energy sources.

2
C. The recommended changes in the individual and business
income tax structure, and their costs, as compared to 1974
law, are as follows:
Individual Tax

~

Increase personal exemption from $750
to $1,000.

$10.1 billion

Replace $1,300 low income allowance
and $2,000 maximum standard deduction
with flat amount standard deduction
of $2,500 for married couples ($1,800
for a single person)

$ 4.0 billion

Reduce tax rates

$ 6.6 billion

TOTAL INDIVIDUAL TAX CUTS

$20.7 billion

--- ----

Business Tax Cuts
~~~~

Extension of 1975 corporate rate
and surtax exemption changes

$ 1.7 billion

Permanent extension of investment
credit increase (from 7-10; 4-10
for utilities)

$ 2.5 billion

2%

corpora~e

rate reduction (48-46%)

Utilities tax relief previously
proposed (see Annex C)

$ 2.2 billion
$ 0.6 billion

1.0 billion

TOTAL BUSINESS TAX CUTS

$

TOTAL TAX CUTS

$27.7 billion

The effects on individual taxpayers of the President's tax
proposals are shown in the following tables:

3

Tax Liabilities for Family with 2 Dependents,
Filing Joint with Itemized Deductions of
16 Percent of Adjusted Gross Income
(If standard deduction exceeds itemized
deduction, family uses standard deduction.)
Adjusted
gross
income

Tax Liability

1972-74

1975

law

Proposed
1976 law

law

Reduction from

1972-74
law

1975

law

$ 5~000

98

0

0

98

0

7,000

402

186

60

3lt2

126

10,000

886

709

485

401

224

15,000

1,732

1,612

1,325

407

287

20)000

2,710

2,590

2,280

430

310

25,000

3,820

3,700

3,370

450

330

30,000

5,084

4J964

4,648

436

316

40,000

8,114

7,994

7,66~

450

330

50 3 000

11,690

11:1570

11,180

510

390

Office of the Secretary of the Treasury
Office of Tax Analysis
Tax Liabilities for Single Person with Itemized
Deductions of 16 Percent of Adjusted Gross Income
(If standard deduction exceeds itemized deduction,
individual uses standard deduction.)
Adjusted
gross
income

$

5,000

Reduction from

Tax Liability

1972-74

1975

law

$

490

Proposed
1976 law

law

$

404

$

1972-74
law

1975

law

307

$ 133

$ 97

7,000

889

796

641

248

155

10,000

1,506

1,476

1,227

279

249

15,000

2,589

2,559

2,307

282

252

20,000

3,847

3.817

3,553

294

264

25,000

5.~~325

5,295

5s015

310

280

30,000

6,970

6,940

6,655

315

285

40,000

10,715

10,685

10,375

340

310

50,000

15,078

15,048

14,725

353

323

Office of the Secretary of the Treasury
Office of Tax Analysis
#

#
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II.

FULLER DESCRIPTION OF PROPOSED TAX CUTS
A.

Individual Tax Cuts

The proposed permanent restructuring would replace the
temporary increased standard deduction and the $30 per taxpayer
exemption credit provided by the 1975 Act. The changes
assure that withholding will not be increased and
that, in fact, there will be further tax reductions for
the great majority of taxpayers. As compared to 1974 law,
the President's proposal would:
Increase the personal exemption from $750 to $1,000.
Replace the present minimum standard deduction (low
income allowance) of $1,300 and maximum standard
deduction of $2,000 by a single standard deduction in
a flat amount of $1,800 for a single taxpayer and
$2,500 for a married couple ($1,250 for married person
filing separately). This compares with the average
standard deduction claimed in 1974 of $1,625 by married
couples and $1,400 by single persons. (The 1975 Act
made temporary changes in the standard deduction, which
are described in Annex D.)
Provide rate reductions as shown in the tax rate
schedules attached at Annexes A & B.
B.

Business Tax Cuts

The President also proposes to:
Reduce the maximum corporate tax rate from 48 percent
to 46 percent.
Continue the 1975 Act increase in the surtax exemption
(which determines the amount taxable at rates below
48 percent) from $25,000 to $50,000 of taxable income.
Continue the 1975 Act reduction in the rate on the
first $25,000 of taxable income from 22 percent to 20
percent (the second $25,000 of taxable income will be
taxable at a 22 percent rate, with the balance of
income taxed at a 46 percent rate).
Make permanent the 1975 Act increase in the investment
credit from 7 percent (4 percent in the case of public
utilities) to 10 percent.
Enact a six-point program to provide tax relief to
electric utilities and to reduce dependency on foreign
energy sources (see Annex C for full description).
more
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III.

BACKGROUND ON FEDERAL SPENDING
A.

Unless action is taken to restrain federal outlays in FY
1977, spending can be expected to increase by around $53
billion in a single year. Budget outlays are approaching
$370 J:?illion in FY 1976. Without specific legi-slative action
to limit spending, outl~ys.in FY 1977 will reach $423 billion
or more. The main elements of an increase of $53 billion
are as follows:
(Billions)
Interest on the public debt will rise as
the size of the debt grows. If current
interest rates are maintained, the increase will approach • . . . . • . • • . .

;;. 9

Civilian and military salaries increase
automatically unless the President and
Congress agree on an alternative plan.
Would add more than . . . • • . . . .

+6

Retirement benefits for retired federal
military and civilian personnel also rise
automatically with the cost-of-living . •

t3

Social security and railroad retirement
payments increase automatically ~ased
upon the cost-of-living index . . . • . .

+12

Medicare and Medicaid payments rise as
costs increase and the number of eligible
recipients go up . . • . • • . • • . . . .

+5

Public assistance, food stamps,
hoasing subsidies and related
programs are tied to the formulae set
in law or in existing contracts

.....

+2

Major construction of wastewater treatment plants now underway will add nearly .

+2

Essential procurement and research and
development of military hardware and
maintenance of necessary military
facilities will add over . . . . • . .

..

+3

Increases for energy research and development and transportation programs and
inclusion of Export-Import Bank in budget.

+4

Other likely net changes including effect
of Congressional inaction on budget reduction proposals heretofore proposed by the
President and the effect of probable
Congressional initiatives . . . .

.xL

TOTAL

53

6
B. Decisions have not yet been made on which programs will
be restrained or curtailed.
Specific decisions will be made in the budget
review process leading up to the President's
January Budget Message to Congress.
All departments and agencies will be called upon
to moderate program growth, expenditures, and
Federal personnel levels.
C. The President has called upon Congress to join with
him in making the tax reductions possible by placing a
limit of $395 billion on FY 1977 expenditures now.
A $395 billion ceiling is $25 billion above the
currently estimated spending level this fiscal
year and $28 billion below the level now projected for FY 1977.
D. Based upon current estimates that FY 1976 spending
may approach $370 billion, the FY 1976 budget deficit
would be about $70 billion. With the President's
proposals, the FY 1977 deficit is estimated in the
range of $40-44 billion.

#

#

#

#

#
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MR. NESSEN:

I don't know who the leader of this

group is.
SECRETARY SIMON:

I will start.

You know the President has been working for several
weeks on questions relating to Federal taxes and spending.
Tonight, he has asked for television time, which Ron just
spoke to.
First, as you can see from the fact sheets, the
President is going to propose a substantial and permanent
reduction in Federal taxes, going far beyond the temporary
tax cut that expires at the end of this year. The total
cut will becpproximately $28 billion, approximately three•
quarters for indiv~duals and one-quarter for business.
Secondly, he is going to propose a substantial
reduction.-in Federal spending, below those levels that are
projected for fiscal year 1977. Jim Lynn is going to
elaborate in a second, before your questions.
Federal spending will, in fiscal 1977, easily
surpass $~20 billion unless affirmative action is taken, and
taken right now. The President is asking that the spending
be held in fiscal 1977 to $395 billion. a reduction of an
equivalent amount of $28 billion.
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I want to emphasize how important it is that
everyone understand that these two proposals are regarded
as one package. The President is going to ask Congress
to act on them both now, and he is insisting that only if
Congress is willing to adopt a spending ceiling for fiscal
1977 will he go forward with these major taxcuts.
It would be dangerous and irresponsible to cut
taxes androt cut the growth in Federal spending •. That would
only leave us with huge deficits, higher interest rates and
more inflation and eventually more unemployment.
So, the two proposals are inextricably tied
together, and we are preaenting them as one single package.
Together, they are designed to return more economic decisionmaking to our private sector.
The President is going to address more fully
tonight why it is important to halt the trend toward big
Government in this country. In this session, I want to talk
more specifically about three particular advantages of this,
what we consider balanced fiscal package: the economic
advantages, the financial advantages and the psychological
advantages.
First of all, on the economic side, in the shortterm this package will provide us with a stronger foundation
to sustain the momentum of our current recovery. In the
long-term, the discipline imposed upon the growth in the
budget will reduce the inflationary pressure generated by
Federal spending.
There can be no question that curbing the
explosive growth is an essential weapon in the long-term
fight against inflation. Furthermore, by reducing taxes,
as well as spending, we will also encourage greater savings
and investment, a process that is imperative if we are to
create jobs and increase productivity and increase real
earning~ in this country.
In short, it is going to provide a higher standard
of living for all of us.
Second, this program will improve conditions in the
financial markets. By tying spending cuts to tax cuts, the
President is insuring that duringthe next few years our budget
deficits will be progressively smaller and the Federal
Government will not soak up as much money through borrowing
in our private capital markets.
For all practical purposes, too many small- and
medium-sized businesses are crowded out of our capital
markets today. By reducing Federal borrcwing, the Government
will reduce the upward pressure it places on interest
rates. Lenders are going to be more willing to lend longterm and more private borrowers are going to gain access
to the credit markets.
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Again, this process is essential for assuring
long-term economic growth. As the President will say
tonight, our ultimate objective is to bring the budget into
balance within three years.
Psychological: Finally we have to take into
account the public's perception of Government itself.
Clearly, public confidence in the Government's ability to
reduce inflation has been eroded by the last decade of huge
increases in Federal spending, along with the huge increases
in our budget deficits.
Over time, that process has built inflationary
expectations into all of our society. The President is
intent upon changing those expectations through this
porgram and further efforts in the future.
Let me re-emphasize the determination of the
President and the full Administration to stop the uncontrolled
growth of Government outlays and to return to the American
people more of the decision-making on how their incomes are
going to be spent.
Unless action is taken, Federal Government spending
can be expected to increase by approximately $53 billion in fiscal
1977. Outlays as a share of GNP will continue to rise.
Outlays in fiscal 1977 would reach $~23 billion. Roughly,
four and a quarter times higher than outlays just 15 years
ago.
The President's program is designed to restrain
this growth and to reduce the share of GNP going into the
Federal Government. This plunging process is vital to the
economic and financial well being of our people.
I might add that in my recent testimony before
the Congress, I have been heartened by the desire expressed
by both budget committees to work with us in holding down
spending and holding down the attendant deficits.
We hope that the full Congress is now going to
J01n with us in adopting this very important package that
the President is submitting.
Now Jimmy would like to, I am sure, address the
expenditure side.
MR. LYNN: Bill, I think you have covered it
sufficiently for openers. I would,kind of reversing the
roles a little bit, draw your attention specifically to the
tables that are included in the fact sheet showing the
impact on the various families.
MORE
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-~ What we have here is a situation where practically
dollar for dollar, if you compare the 197~ law before the 1975
temporary cuts were put in, of a dollar for dollar reduction
in the expenditures from where they would have gone without
restraing for a comparable amount of benefit on the side
of tax reductions.
I think at this point, unless Alan, you have something to add, why don't we let these ladies and gentlemen
ask their questions. That is the most important thing.

Q
On those very tables you mentioned, can
we have some figures below $5,000 of income, and why weren't
they supplied in the first place?
MR. WALKER: I think we have them not below $5,000
because of the non-change that is involved there.

Q
Not for single people. There are changes, some
of whom are tax exempt now, and I am wondering if they·
would still be tax exempt under this proposal?
MR. WALKER:

I can see that.

SECRETARY SIMON: I can show you that, Eileen,
because I have a table that shows you the new tax exempt
income for singles and marrieds.

Q
Mr. Secretary, you say these proposals of
tax and spending ceilings are linked. Are they going to
be linked in their presentation to the Hill, and is there
any way that this can be done through the statutory
provisions?
SECRETARY SIMON: What the President is going
to do is urge the Congress to adopt a spending ceiling
for fiscal year 1977 of $395 billion. At that point, he
would accept the tax reduction as outlined here on the
tax side.

Q

Is the President going to save $28 billion?

Q
Will it be something informal? You are not
going to propose a tax bill to Ways and Means that would
have a spending ceiling tied into it?
SECRETARY SIMON: The Ways and Means Committee
will be told the conditions under which we would accept
this type of a tax proposal, that is correct.

Q
Does that mean that if the Congress will not
vote your ceiling that the President will oppose and perhaps
veto tax cuts in the coming election year?
MORE

- 5 SECRETARY SIMON: If the Congress rejected the
notion of putting a $395 billion spending limit on the
fiscal 1977 budget and sent down a tax bill here, in this
regard this President would veto it.

Q
Can I follow that? From a practical standpoint, however, isn't it likely that we would act on
the tax cut this fall? They don't have to take up the
question of the ceiling until next year.
SECRETARY SIMON: I want Jimmy to talk to this,
too. We think they have got plenty of time in the three
months that are remaining. They have been working for
several months, the budget committees, on fiscal 1976.
They have the figures for 1977. We are going to be
delighted to work with them on processes.
MR. LYNN: I suppose they could do almost anything,
you are right. They could delay, but it seems to me the
delay will cost the taxpayers money. What our hope would be
is that they take action on both sides of this equation now
so that the taxes can take effect -- the cuts could take
effect -- as of January 1.
Q
The question did not suggest that they would
delay on voting the tax cut, but after all, they, just
within the last few weeks, set the ceiling on fiscal 1976,
didn't they?
So, is it reasonable to expect them to set
a ceiling on fiscal 1977 this fall?

MR. LYNN: I most certainly think it is. First,
let me say I have been testifying before the Congress that
one of the things that have disturbed me so much is that
I see consideration of various programs before the Congress,
including consideration of extension of the tax cut without
any figures being explored with respect to what the effects
are in fiscal year 1977.
Just to give you an example, the President vetoed
the education bill. The effect of that override of his
veto is to add almost $1 billion to expenditures in fiscal
year 1977.
We don't see, frankly, how they can take action
with respect to the taxes without setting for themselves
now a target, as we have done.

Q
Mr. Lynn, you have got $53 billion worth of
expenditures detailed here. Are ·you now, or is the President
later, going to send up a list of specific cuts of the total
$28 billion, or are you leaving that all to the Congress1
MR. LYNN: Oh, no. Of course we will. We are
doing that in the budget process. What we are doing now is
our usual budget review that occurs this time of year. This
budget will be presented to the President, he will make his
changes in it, and all of those cuts will be expressly set
forth in his January budget for fiscal year 1977.
MORE

- 6 Q
In order for Congress to take action now,
don't you have to provide a list of where you want the
$28 billion cut?
MR. LYNN: No, I don't think so. My own feeling
about that is that Congress can adopt an overall ceiling
to show their concurrence with this approach of trying to
moderate the growth of Government and give the American
taxpayers a break without having their detailed make-up.
We have done enough work in the course of the last months
to see that'it can be done. Now, very frankly, the
exact ways that it should be done should be to determine
in concert with the departments and agencies
They have a principal role here and we want to see
that they play those roles and will develop that budget
just like the budget committees will be working on details
of their budget when they see the President's budget.
All we are asking at this point is that they adopt
an overall ceiling, not the make-up of that ceiling.

Q
Mr. Lynn, as you know, many previous
Administrations have been frustrated by trying to impose
a firm ceiling on Congressional spending and I suppose one
reason for that is that many of these spending programs
are open-ended in their appropriations impact. How do you
specifically plan to deal with such problems whereCongress
authorizes spending under a program and sets no ceiling
as long as people qualify?
MR. LYNN: You mean so-called entitlement programs
where anybody that qualifies can come in.
I think what it takes in that area is legislative
action. It takes affirmative legislative action. You are
absolutely right, that does not lie within the control of
the President. That is why he is calling on the Congress
to join him in this effort.
This cannot be done by the President acting alone,
it does require the cooperation of the Congress.

Q
Mr. Simon, glancing quickly at the figures
here, it does seem that the higher the income, the larger
the tax reduction, and it also seems that a special provision,
such low income allowance from the 1975 laws, is now being
eliminated. Is that the general thrust of this proposal
by the President?
MORE
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SECRETARY SIMON: In geneNl. You have to go through
and take a look at the singles and the marrieds and how the
various dependents are affected. Basically, the maximum
benefit does not come at the maximum incomee With the cutoff the maximum benefit is approximately the $25,000 income
level and, naturally, there is some flow-throu,.. · effect from
(A) a combination of the 1975 tax reduction, plus the magnification.
Now, let me explain to you what magnification is.
The 1975 tax reduction was for an 8-month period; that was
$8 billion for individuals.
In order to annualize it for
a 12-month period we had to make it $12 million so that
is 50 percent larger. We then added, of course, the $8.6
billion more and provided this restructuring, removing, as
you aaid, Phil, that to simplify, just have a single
standard deduction.
Q

Mr. Simon, does this package have your full

support?
SECRETARY SIMON:
add something to that.

Wait a minute.

Alan wants to

MR. GREENSPAN: I think if you will take the
percentage changes in tax liability, they start the highest
at the lowest level and they proceed downward thereafter
throughout the whole tax schedule so that I would say the actual
percentage change in taxes is very small at the bottom end
of the scale.
SECRETARY SIMON: Let me give it to you in the
zero to $5,000 area, the percentage reduction in tax liability
is 61.3 percent.
'

Q

Compared to which year?

SECRETARY SIMON: That is with the tax reduction
proposals at 1975 levels of income, Eileen.
Q

But compared to 1975 law or --

SECRETARY SIMON: That is compared to the 1972-4
law before the 1975 change.

/

$5,000 to $10,000 the tax reduction in tax liability,
35 percent; 23 percent in the $10,000 to $15,000; 17.7 in
the $15,000 to $20,000; and 11.7 in the $20,000 to $30,000

so that you can see --

single?

Q

Let's have that compared to the 1975 law.

Q

Are you talking about the dependents now or
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SECRETARY SIMON: That is the income distribution
of the President's tax reduction proposal. That is overall.
Q

What was the last figure?

SECRETARY SIMON:

)!

11.7 in the $20,000 to $30,000.

Q
Can we have those compared to present law;
that is, 1975 law?

MR. GREENSPAN:
Q

It will show the same.

Let's have the numbers.

SECRETARY SIMON: We don't have the·numbers
compared to the 1975 law. We have it magnified but that would
not show the same as the 1975 laws that exist today. We have
it magnified to the -- you know, adding the $4 billion, the
50 percent on and the percentages change at that point but
still heavily weighted and we only have it on the percentage
reduction -- no we don't have the specific one you say to
the existing 1975 tax law.

Q
Are all these cuts permanent or only some of them
permanent and some of them temporary?
SECRETARY SIMON: No, this is a permanent tax
reduction recommendation by the President.

Q
Mr. Secretary, what is the economic situation
that has caused you to decide not only to continue the 1975
tax reductions but to increase them substantially?
SECRETARY SIMON: When we talk about the
economic situation, what we are trying to do,as I say,
is control the explosive growth,as I said in my opening
comments,and in Federal spending.

Q
That is nine months after the start of the
calendar year.
SECRETARY SIMON: We are talking about fiscal
year 1977 as well and I, myself, have always personally
favored tax reductions to return the decision-making
back to the American people if at the same time we can
have a simultaneous reduction in expenditures, permanent
reduction.

Q
But the permanent reduction, as I understand
the program, does not apply to the months immediately ahead.
It only applies to fiscal 1977.
SECRETARY SIMON: No. Obviously the six months
immediately ahead for the half a year would be a continuation.
No, until July 1.
MORE
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Q

Don't you have a transition quarter?

SECRETARY SIMON:
of course is 1977.

Q

Well, the investment tax credit

Doesn't fiscal 1977 start October 1?

MR. LYNN:
Q

9 -

October 1 of next year.

So it is nine months.

Mr. Simon, could you tell us then what the
economic factors are that would make you decide to do this?
SECRETARY SIMON: Well, I tried to outline it-- that
there were economic and psychological and, of course,
financial market-related reasons why we should reduce this
growth in spending and reduce the deficit,as I said in my
opening remarks.

Q

Well, does the recovery seem inadequate?

SECRETARY SIMON: No, it most certainly does not.
As I believe Alan's last report, the third quarter growth
will be reported in the next couple of weeks and is going to
show strong real growth -- I think stronger than anyone had
originally predicted, and that real growth is projected.
The average real GNP growth through June 30, 1976,
we can say is still roughly 7 percent.

Q
Mr. Secretary, did I understand you correctly
earlier that you said the President would veto a tax cut
if it were not accompanied by the other?
SECRETARY SIMON: That is correct. If the Congress
sent down a tax reduction for a year or permanently in the
absence of adopting a spending ceiling for fiscal 1977 of
$395 billion, he would veto it.
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Q
Aren't you almost certainly getting into a
situation,given the way the whole tax thing has gone so far,
the way the whole energy thing goes, that you will get a
proposal from the Congress for a tax cut of at least as large
as yours, possibly larger, and heavily weighted to the bottom
of the scale, and you will get the other deferred completely
from consideration until some later date so you won't have
a yes or no and you will sit in this limbo and then the
President has to make a decision?

•. i~

SECRETARY SIMON: I would certainly hope you are
wrong, and as I say, the President has made a decision as
far as what he would do, if indeed that happened, and a
tax bill came down. I think that (a) the way this tax
proposal has been structured, and (b) the need for a curb
in Federal spending is well recognized on Capitol Hill,
as it isin the Executive Branch of Government, so I am
optomistic that we are going to get some action on a
$395 billion spending ceiling.

Q

What form would the spending ceiling take?
Would it be a budget resolution to the procedures that
are now in place?
SECRETARY SIMON:
second current --

Yes, it would be what, the

MR. LYNN: I would think they could do it any
number of ways. One way would be by a resolution of the
Congress. Another way would be in the preamble to the
tax legislation. I would not purport to tell or even
suggest the manner in which Congress can do it, but I am
certain there are a number of ways that they can do it.
Now, it is the matter of their will to do it if
they decide to do it. If a majority of both Houses decide
to do it, they will find a way to do it, and there are ways
available.

Q
The Budget Reform Act reserves jurisdiction
in the Senate and House budget committees. The Ways and
Means Committee does not have anything to do with spending.
MR. LYNN: Again, I would hope that what we will
see in the Congress is a coordination of those efforts. As
I have said, even in testimony I believe it was before the
House side that one of the things that bothered me was that
we were seeing a mark up with regard to a tax extension at
a time prior to even the mark up for fiscal year 1976 on
the budget side and on the second concurrent resolution.
I happen to feel you have got to look at 1977
numbers every bit as much as you have to look at 1976
numbers when you are deciding what the taxation structure
ought to be from here on out, and that decision is before
Congress because the old temporary cut runs out December 31.
MORE

- 11 -

Q
Would you buy a sense of the Congress resolution, or would it have to be binding law?

MR. LYNN: Look, after all,the budget resolution.
for example, is a sense of the Congress in the sense that
they are setting their preliminary target for the existing
year. I would suggest they can use the 'same procedure
that they have used for their budget resolution process,
if that is the way they care to do it, but we certainly
would not want to suggest that one way or another is
absolutely essential.
So long as that signal comes through strongly from
the Congress to the American people and to the President that
they are willing also to work to keep that $395 billion
ceiling, that will do the trick.
Q
Mr. Secretary, could I come back to Joe
Slevin's question?

Q

Mr. Secretary, the ceiling you are recommending
does not become effective until the fiscal year beginning
October 1, 1976. What effect, if any, do you suggest this
should have on appropriations matters before the Congress
for this fiscal year current and for the interim period
between July 1 and October 1? Wouldn't that require
some cutback so you have an estimate?

MR. LYNN:

As you know, we already still have
before the Congress requests for reductions from what a
current services path would take you or even more from
the path Congress seems to be on on both the authorization
bill and appropriation bills. I would hope that at the same
time -- or I should say in keeping with their agreement to
also work with us on the $395 billion ceiling -- they would
start looking very hard and adopt the kind of proposals for
moderation for 1976 that we have proposed.
year, a
of time
of room
rest of

As you know, now that we are well into the fiscal
number of those can't be recapturedfor the period
that has alre.ady olapsed, but there is still plenty
for them to exercise budget restraint for the
the year, and we would urge them to do so.

Q
Secretary Lynn, getting back to Joe Slevin's
question about economic rationale for the program and can
either you or Mr. Greenspan elaborate on that; specifically,
is this program supposed to have a net fiscal stimulus?
Q

Question?
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SECRETARY SIMON:
a net fiscal stimulus?

Is this program supposed to have

This program has, as I said, three parts to it:
One, to help sustain the current economic advance. I think
everyone is pretty generally agreed right now-- that private
as well as the Government forecasters -- that the economic
recovery is well underway and it is going to be strong and
indeed vigorous here in the early months of the recovery and
into the next year.
The questions that seem to be raised right now are
what indeed is the third quarter? Some are even questioning
the second quarter of the calendar year 1976.
Also, a program like this helps to lessen the strain
on the financial system by reducing the inflation itself
over the long-run and,more importantly, the inflationary
expectations as people begin to realize that we are getting
a handle on this budget deficit problem, that we are not going
to allow this explosive growth in Federal expenditures to
continue at the very larger percentages that they have, and,
finally, and just as importantly, to slow the secular Federal
Government inroads into the lives by returning the money
to the American people that is now being presently spent by
the Government.
Alan, would you like to add to that?

Q
Before you go, Mr. Secretary, on your point
that they helped to sustain the economic advance, how do you
help sustain the economic advance when you cut expenditures
by the same amount that you reduce taxes?
SECRETARY SIMON: Well, on a simple ac--;ount:.ng
basis one might say that that has, as l say on a simple
accounting basis, a neutral effect but I am afraid that
ignores the incentive gain of what happens when this amount
of money or any amount of money is pumped into the private
sector and into business creating all of the capital
formation which is so terribly needed, as you have heard
me say quite often, and I believe it has very definitely
a net positive effect.
Al, do you want to add to that?
MR. GREENSPAN: We have taken the specific proposals
on a quarter-by-quarter basis and got some of them through
by various numbers of techniques including the regular macroeconometric types of procedures.
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in the next two to three quarters of 1976 calendar year
and then somewhat lesser thereafter.

The amounts involved are not large and, in any
event, I would eearcely describe the effects as being
clearly affecting the economy one way or the other. This
particular program has not been constructive for the purposes
of affecting the short-run economic recovery in the usual
classic sense of the word. The major problem which it has
at!!:ml)ted to confront is something which anybody who has
looked at the extraordinarily burgeoning effect of the rise
of Federal expenditures as you get into fiscal 1977, 1978,
1979 -- what you begin to basically recognize is that at some
point some basic decision must be made.
Either we are going to decide to continuously increase
the size of Government and ultimately increase taxes in the
whole control of the Federal Government of the economy as a
whole, or we decide that is the way in which we do not wish to
go. The essential thrust of this program I would describe,
while certainly having short-term effects, as any program
must, was not constructed in that light and its basic thrust
is longer term.
It's short-term economic effects, as the Secretary
has just said, are roughly neutral. The reason I say roughly
is the fact that some people are going to evaluate part of
it as positive and part of it as negative and I think others
will do precisely the reverse. There is no major impact
so far as I can see from anybody's evaluation.

Q
Mr. Greenspan, could you, if you have these
numbers, tell us what the net effect would be for the
first, second and third quarters in terms of adding to
expendable income? I guess we don't have to do anything
on the Government spending side since there will not be any
reductions during those first three ~uarters.
Secondly, isn't that in fact the stimulus?

/

MR. ·GREENSPAN: Well~ the problem that you have
got is that at this particular point it is not clear to what
extent you in fact create stimulus from increasing deficits.
Let me suggest to you that we have the conventional wisdom
which always says that the greater the deficit, the greater
the stimulus, the greater the level of employment. That is
true only in the very restricted confines of our econometric
models which, of necessity, is a very extraordinary abstraction
from reality.
We have found, as you are no doubt well aware, that
these models have not captured many of the
things that
have gone on in our economy in recent years and most specifically in the financial area.

''

..
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As best we try, and we tried extraordinarily hard,
to capture these very subtle financial impacts as they affect
the levels of production and employment. To the extent that
we have failed to do that, it is clear that what we have done
is underestimated the negative impacts of the so-called
expansionary policies on interest rates, on inflation and,
therefore, on real growth.
So what I am suggesting is that while we do have these
various sorts of figures which you discuss, I would not,
by any means,, describe simply the fact that we do have somewhat higher deficits in fiscal year 1976, specifically the first
three calendar quarters, as being ipso facto stimulus.
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if I can, when you look at the figures we have here with
regard to ··fiscal year 1976 expenditures, we are making
some guesses, some estimates as to where Congress is moving.
With the kind of restraint I talked about a little
bit earlier, that amount of expenditures for fiscal year
1976 could be kept lower than that, and I would hope also get
the difference I cite lower than the number we show there.

Q
Just one more question. We are going to have
$21 billion of $28 billion tax cut effective by October 1
so you have a net increase of money in the spending stream
of $21 billion. You are not having any reduction in spending
during that same period so, in effect, don't we have a $21
billion stimulus for the first three quarters? That is the
question I have.
MR. GREENSPAN:
are correct.

No, I am not sure those numbers

Q
Excuse me. I think to answer that 1, question we have
to be given the numbers. This table that adds up to $27.20,
$.7 billion you talk not in terms of the comparison
with 1974, but in terms of present law. Can we have those
numbers, just that little five or six item breakdown on
page two here?

SECRETARY SIMON: We can get those numbers for you.
The reason that we didn't do it on the figures that you
wish is because the 1975 tax laws are temporary
law.

Q

Just a second.

Mr. Greenspan, is it reasonable or even rational
to ·compare what you are proposing for the year ahead with
two years ago in terms of assessing the .economic impact?
Can we really balance a two-year change on the tax side
with a one-year change on the spending side, and you are
trying to say they are the same thing?

MR. GREENSPAN: No, no. Let me tell you what the
comparisons are. We have ongoing forecasts of the economy
and what we tend to do is to reflect various different
options that are involved in them. The latest forecasts
that we have set up are not reflective of obviously 1972
or 1974, but essentially what has been going on within the
tax structure as it stands now.
What we have done is superimposed upon them,·.
starting off with expenditure expectations of no actions of
any sort and running our best estimates that we can, we came
up, as I indicated several weeks ago, with a real growth
rate approximating 7 percent to mid-1975 to mid-1976.
MORE
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reinstituted new estimates based on this program, and it
does not significantly alter those numbers.
Q
Okay. I wondered, however, if we can't have
a figure to compare existing 1975 law to see what these tax
changes really are.

MR. GREENSPAN: I agree with you. I think that
is correct and those data should be made available shortly.

Q
Now, the second question on the same subject
of these numbers, differently. I assume that everything,Mr.
Simon, that you have told us about the percentage tax
increases by tax bracket eliminates, leaves out of consideration the fact that you are asking that the work bonus,
the earned income credit, be eliminated, and you are now
calling it an expenditure.
Therefore, this thing which is for the low income
is nowhere in any of these figures, percentage change or
otherwise,that you have given us, is that correct?
SECRETARY SIMON: The earned income credit is not
in the President's tax proposals, that is correct.

Q

Or in any of these comparison numbers?

SECRETARY SIMON:

Thatis correct.

Q
Including the tables that show by income
bracket and so forth?
SECRETARY SIMON:

That is correct.

Q
Mr. Simon, as I see this, the tax reductions
that are in effect may begin at the first part of the
calendar year, but the spending reductions do not go into
effect until the third quarter, and so your proposition is
to cut taxes for the first three quarters for no spending
and then what happens in November of 1976 is that there is
an election.
Now, was that taken into consideration in
deciding on the timing?
SECRETARY SIMON: It most certainly was not taken
into consideration. The consideration was that we wanted
a determination by the Congress that fiscal 1977 budget
expenditures would be held to $395 billion, which from
today's estimates mean that·the proposed cut in the future
would be equivalent to the amount of the tax cut that the
President is proposing today, and it had nothing to do
with the election in November 1976.
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Q
Did you seriously discuss any of these
proposals with Congressional leaders before making them
public?
SECRETARY SIMON: The President is discussing
these right at this very moment with Congressional leaders.
Q
But since your Administration, as I understand it, has a minority in both Houses of Congress and
since this will require legislative action, it seems to
me that you could be accused here of presenting a political
ploy to the Democratic Congress.
SECRETARY SIMON: I would assume that you can always
be accused of presenting a political ploy to Congress, but
that does not concern us. We .believe that this proposal
makes good long run sense to the American people, that they
begin to reverse this trend that has been going on in
Government, especially in the last ten years.
If they want to attach certain slogans to it,
some people, well, so be it. Thatwas not the intent of the
proposal.

Q
The long-term effect you say is this
reduction of Federal spending.
SECRETARY SIMON:

The gr.ot-:th in Federal spending.

Q
The short-term effect is to increase the
Federal deficit and increase the Treasury's borrowing on
the market, I believe was the question. Correct me if I
am wrong.
Why is that a good· idea now, and why don't they
have all the dire consequences that you have been warning
about for many months?
SECRETARY SIMON: The near term effect is slightly
raising the President's ceiling that he put on at $60
billion. That is a fact. The point is that for the longer
run considerations they outweigh these shorter run considerations, and I think that if this program were enacted in
this fashion. the expectations of the marketplace would be
that the Federal Government is finally getting their
spending under control and we begin to work away at the
important inflationary expectationsthat are so deeply
ingrained, plus the loss of confidence the Ame~ican
people obviously had based on every policy that is taken
in the ability of Government to manage their economy and,
more importantly, to get their spending and inflation
under control.
MORE
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I think on the whole the positives far outweigh
the negatives of a short-term, as I say, slight increase
in the deficit.

Q

How much will the deficit go up?

MR. LYNN: It depends on an awful lot of
factors. As you have heard me testify on the Hill, we have
a good deal of uncertainties right now, ranging all the way
from just trying to get a good handle on estimating entitlement.programs, whether we are talking about food stamps or
supplemental unemployment benefits and so on.
Quite apart from that, we have to engage in a
guessing game as to what Congress will do from here on out by
way of the kind of salami tactics that we have had up to
now, where we propose "X" and Congress always feels disposed
to add "X plus Y" to the particular program.
My hope would be that Congress, in the spirit of
this proposal, will now make a genuine effort to go along
with the proposals that are still before the Congress that
the President has made. I would think, to give you a rough
estimate, that we would be able to have a deficit somewhere
in the middle 60's before we are done.
--

------------,

We had to look at the reality that if Congress
does not show that kind of restraint and looking at the
total estimating that is involved, you can have a deficit
of about $70 billion. But, I have to urge you once again
this early in the fiscal year -- and also given all of the
uncertainties with respect to the estimate -- you can't
give a positive single figure at this point and feel confident that it is so.

Q
Just this itself, how much would this add
to the deficit?

MR. LYNN:

What are you talking about?

Fiscal

1976?

Q

Fiscal 1976.

MR. LYNN: The effect of this proposal by way
of receipts lost over and above, let's say, the magnified
extension is what? Do we have that? It is what? Five?

Q

All by itself?

MR. LYNN:

All by itself.
MORE
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Q

It is 11.

MR. LYNN:
full year basis?

Q

It is 11 by itself for what, on a

It is 28.

MR. LYNN: The 28 again, in answer to Miss Shanahan's
question, the 28 is from the 1972-1974 kind of package,
so what I was giving you was a figure of the net additional
amount if you were to assume things continued the way Miss
Shanahan talked about it.

Q
What is that total figure from 1975 to 1976?
These tax cuts are what?
MR. LYNN: Say that again.

Q

From present law --

MR. LYNN:

From present law?

Q
From present law the total tax cut herein
proposed is $11 billion, is that right1
MR. LYNN:
annualized basis1

Q

On an

No.

MR. LYNN:

Q

About 11, that is right.

On an annualized basis?

She asked how much the increase is from 1975.

SECRETARY SIMON: Break it down. First we had
the rebates in there, and they are out, so we forgot these.
Right? Then, we take the individual reductions, which
were $12 billion in 1974 and now they are $20.6, so we are
up $8 billion for the individuals, 1975 over 1976. Then
the business cuts.
In 1976,the investment tax credit does not
expire until January 1977, so the impact is not felt
until fiscal 1977.
So, leave out the 2 percent reduction.
Q

Leave that out?

SECRETARY SIMON: Yes, the 2 percent reduction in
corporate tax rates, the impact is on there, so that is
roughly it.

Q
Let's get clear. This proposal is that you
are proposing tax law changes which would reduce taxes in
1976 by $11 billion compared to tax liabilities under
pl:esent law?

MORE
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MR. LYNN:

You are talking about calendar year

1976?

Q

Yes.

MR. LYNN: Se~that is where our confusion was
coming. I was talking fiscal year. You are talking
calendar year. As far as receipts, it lost about $11
billion.
Isn't that right, Bill?

Q

Where doesthat put you?

Q

In comparison with present law.

MR. LYNN:
Q

In comparison with present law?

That is not my question.

MR. LYNN: That answers
another one. You go ahead.

o~o

question.

Let's take

Q
My question is, how much will be added to the
deficit by proposing by this tax proposal,and that is
assuming that the 1975 tax cut would have expired.
MR. LYNN:
Q

Totally?

Period.

MR. LYNN: I suppose the way you would estimate
that is, first, to take a half of a full year's effecta
The full effect of the tax package is roughly $28 billion,
right? So, you take a half year's effect of that, and I am
being very rough in that.
My real expert, Bill Macomber, please feel free to
correct me. Take roughly half of that and that would
be the additional receipts lost for the period. But, what
the economists also do is take a look at all of the factors
that enter into the economy, and what you think that kind
of tax cut will do by way of signals -- more importantly,
what the restraint provision you are trying to get for
1977 will do to the business community and to the
individuals and, therefore, some part of that receipts loss
will build into the deficit.

/

Q
Sure you figured it outa I am just asking
for the figure. I know what the process is, but what is the
figure? Is it $11 billion?
MORE
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MR. LYNN:
by any means.

Q

It is not the total $14 billion.

MR. LYNN:
Q

It would not be the total $11 billion

All right, the total $14 billion.

What is it?

MR. LYNN:

It would be something less than that.

Alan, would you care to comment on that?
MR. GREENSPAN: One of the problems he has got is
the fact that when taxes are received -- and I think that
unless you can go through a simulation of the specific
tax receipts differences, that is not a number you can get
that simply.
Do you have that?

Q

You cannot say how much this will add to the

deficit?
MR. GREENSPAN:
MR. LYNN:
the fact sheet.

No.

We have said that. We have said it in

What we said at the end of the fact sheet was that
taking into account the factors that we know of now, and
that includes putting in somewhat of a cushion for Congressional reluctance in the future, as they have in the past,
to adopt the kinds of restraints that we have proposed, that
the deficit for fiscal year 1976 would be about $70 billion.
Q

Dropping the 40 to 44 in following fiscal

year?
MR. LYNN:

Q

Yes.

Can we have the breakdown again of that
In

$11 billion on the 1975 comparison of the tax cut?
calendar 1975, compared to the temporary 1975 law,

you said earlier, how do you break that down?

MR. LYNN: The way I got to that in my head was-and again, Dale, the way we calculated it was--that if you
take the 1975 law, the way it is being applied now and
with withholding rates, as you have it now, the effect
on a full year basis on whether you take fiscal or otherwise, bu~ once it is in effect is about $17 billion -- $17
billion, $18 billion, somewhere in there.
So, therefore, if you look at your $28 billion,
that is what your differential is.
MORE
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Q

$17 billion revenue loss?

MR. LYNN: Yes. That is revenue loss again.
That does not necessarily mean your deficit loss.

Q

Can we get a breakdown of numbers parallel
to the 1972-1974 numbers?
SECRETARY SIMON: We can pass out what the 1975
tax act was in the old sheet that gives you the revenue
impacts on the 1975 tax act. You have the 1976 act here
proposed with the revenue impacts and a good many of the
business tax cuts are the same.
The investment tax credit, as I say, does not
expire until 1977. Your major difference is in your
individual tax cut. Of course, that is offset by the
rebate, which the $8 billion is off already.

Q
What you are saying now is the $28 billion
is made up of the $17 billion worth of cuts this year in
calendar 1976 and llo Is that the 28? There was 17.
MR. LYNN:

Try it again.

The 28 is a combination of $17 billion worth
of tax revenue loss in this calendar year. What you are
proposing is 11 for calendar 1976, and that is how you
get your 28.
Q

MR. LYNN: It is not quite that because you have
to distinguish between what the total amount of tax deduction
is loCked into, not individual taxpayers or the like, and
that gets you to an annualized amount of about $14 billion,
I think it is.
Is it 14? No, 12 plus. It is somewhere
between $12 billion and $13 billion.
If you assume the taxpayers continue to get the
same take-home pay, in other words you try to get an
annualized base so that they keep the same withholding
that they have now, you have to add another $4 billion plus
to that, and that is what gives you the $17 to $18 billion.
If you were to have taxes just continue now the
way our American taxpayers are paying them, with their takehome pay as they get it every month, it would cost you on
an annual rate about $17 billion, somewhere between $17
and $18 billion. What this does is add about another $11
on top of that.

Q

Yes, but if we get to the end of 1976 --

MR. LYNN:

Are you talking calendar?
MORE
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Q

Calendar.

MR. LYNN:

Q

Okay, I just wanted to know.

If we ever get to the end of calendar year

1976 -MR. LYNN:

I hope we do.

Then what you will be saying is that $11
Q
billion will be lopped off in 1976, isn't that right?
MR. LYNN: In one way, I see what you are saying.
If you were to assume that the temporary tax cut were
there forever, if that is the way you looked at it, and
we looked upon it as a new ball game that we have to decide
now what is the best tax policy for the United States
effective January 1 -- but if you looked at it your way,
you are absolutely right.
It was decided in the old law to add at the rate
of $17 billion a year and under this new change you are
adding another $11 billion a year. We prefer not to look
at it that way. We prefer to look at it overall as to what
does this mean by way of a tax program that makes sense for
this country for a longer term direction.
One thing I will urge you to look at is that in
the President's statement--and it should have been
reflected in the fact sheet, and I am sorry it is not there,
it should be there -- the President says that this ceiling
is the first step moving toward a balanced budget within
three years.
Now we think the net effect of all of these
actions that the President is proposing will be to, one,
get a much healthier economy; two, retu~n some freedom
of our taxpayers to spend the money they are earning that
they have rapidly been losing over many years in the past.
MR. NESSEN: There is a Cabinet meeting that these
three gentlemen need to go to. It started a couple minutes
ago, so we probably should knock this off.

Q
Does this program mean you will initiate no
new programs next year?
MR. LYNN:
THE PRESS:

Yes, no new spending.
Thank you.
END
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FACT SHEET

THE PRESIDENT'S PROPOSAL FOR TAX CUTS AND FEDERAL ·sPENDING RESTRAINT
--~-

President ·Ford is proposing that permanent large tax cuts· be maae
possible for American taxpayers by Congress.. joining -~;tth ~.im. 1!1~--·
limiting ·the ·growth of federal exp~ndtt·ures. The tax reduet·tons
proposed by the President total about $28 billion compared to 1974
law· Th~s .proposal. is linked to the adoption by the Congress now
of a spe·nding ceiling of' $395 billion f'or FY 1977. This represents
a reductiQn or about $28 billion from projected levels for that
year unless action to limit federal spen~ing is taken.
The proposed tax cuts are divided appro~mately 75 percent for
individuals and 25 percent for business. A family of four earning
$14,000 a year would receive a reduction in their tax liability
of $412 or 27 percent.
I.

SUW~ARY

A.

OF THE TAX CUT PROPOSAL

The .i ndividual tax reductions will ·be

accompl~sh-ed

by:

$8 billion in cuts to replace the temporary 1975
tax reductions.
$4 billion in additional cuts required to keep
personal withholding rates constant. (The 1975
cut was reflected in .w ithholding over an .e ightmonth period and, th~reror.e ~ . a . $~' billioJt. _e xtra
cut is provided to keep withholding constant.)

$8.7 billion in further tax relief
throughout all income ranges.

distribu~ed

B.
The ~usiness tax reductions will continue the tax
relief for small business provided by the 1975 Act, will
~ke permanent the higher investment credit rate of 10 percent as an incentive for investment in equipment needed to
increase productivity and to provide new Jobs, will reduce
the marginal rate on business income as a first step toward
eliminating the existing tax bias against capital formation,
and will provide special relief to utilities needed to reduce
dependence on foreign energy sources.

(OVER)

2
C. The recommended changes in the individual and business
income tax structure, and their costs, as compared to 1974
law, are as follows:
Individual Tax

~

Increase personal exemption from $750
to $1,000.

$10.1 billion

Replace $1,300 low income allowance
and $2,000 maximum standard deduction
with flat amount standard deduction
of $2,500 for married couples ($1,800
for a single person)

$ 4.0 billion

Reduce tax rates

$ 6.6 billion

TOTAL INDIVIDUAL TAX CUTS

$20.7 billion
Business Tax

~

Extension of 1975 corporate rate
and surtax exemption changes

$ 1.7 billion

Permanent extension of investment
credit increase (from 7-10; 4-10
for utilities)

$ 2.5 billion

2% corporate rate reduction (48-46%)

$ 2.2 billion

Utilities tax relief previously
proposed (see Annex C)

$ 0.6 billion

1.0 billion

TOTAL BUSINESS TAX CUTS

$

TOTAL TAX CUTS

$27.7 billion

The effects on individual taxpayers of the President's tax
proposals are shown in the following tables:

3

Tax Liabilities for Family with 2 Dependents,
Filing Joint with Itemized Deductions of
16 Percent of Adjusted Gross Income
(If standard deduction exceeds itemized
deductionj family uses standard deduction.)
Adjusted
gross
income

Tax Liability

1972-74

1975

law

Proposed
1976 law

law

Reduction from

1972-74
law

1975

law

$ 5,000

98

0

0

98

0

7,000

402

186

60

.3112

126

10,000

886

709

485

401

224

15,000

1,732

1,612

1,325

407

287

20,000

2,710

2,590

2,280

430

310

25,000

3,820

3~700

3,370

450

330

30,000

5,084

4J964

4,648

436

316

40,000

8,114

7,994

7,664

450

330

50,000

11,690

11 ~ 570

11,180

510

390

Office of the Secretary of the Treasury
Office of Tax Analysis
Tax Liabilities for Single Person with Itemized
Deductions of 16 Percent of Adjusted Gross Income
(If standard deduction exceeds itemized deduction,
individual uses standard deduction.)
Adjusted
gross
income

$

,_

5,000

Reduction from

Tax Liability

1975

1972~74

law

$

490

Proposed
1976 law

law

$

404

$

1972-74
law

1975

law

307

$ 183

$ 97

7,000

889

796

641

248

155

10,000

1,506

1,476

1,227

279

249

15,000

2,589

2,559

2,307

282

252

20,000

3,847

3.817

3,553

294

264

25,000

5,325

5,295

5,015

310

280

30,000

6,970

6,940

6,655

315

285

40,000

10,715

10,685

10,375

340

310

50,000

15,078

15,048

14,725

353

323

Office of the Secretary of the Treasury
Office of Tax Analysis
#

#
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II.

FULLER DESCRIPTION OF PROPOSED TAX CUTS
A.

.:::I.;;:n~d-=i...:..v-=i~d~u~a=-1

_T_a_x _cu_t___
s

The proposed permanent restructuring would replace the
temporary increG~ed standard deduction and the $30 per taxpayer
exemption credit provided by the 1975 Act. The changes
assure that withholding will not be increased and
that, in fact, there will be further tax reductions for
the great majority-of taxpayers. As compared to 1974 law,
the President's proposal would:
Increase the personal exemption from $750 to $1,000.
Replace the present minimum standard deduction (low
income allowance) of $1,300 and maximum standard
deduction of $2,000 by a single standard deduction in
a flat amount of $1,800 for a single taxpayer and
$2,500 for a married couple ($1,250 for married person
filing separately). This compares with the average
standard deduction claimed in 1974 of $1,625 by married
couples and $1,400 by single persons. (The 1975 Aqt
made temporary changes in the standard deduction, which
are described in Annex D.)
Provide rate reductions as shown in the tax rate
schedules attached at Annexes A & B.
B.

Business Tax Cuts

The President also proposes to:
Reduce the maximum corporate tax rate from 48 percent
to 46 percent.
Continue the 1975 Act.increase in the.surtax exemption
(which determines the amount taxable at rates below
48 percent) from $25,000 to $50,000 of taxable income.
Continue the 1975 Act reduction in the rate on the
first $25,000 of taxable income from 22 percent to 20
percent (the second $25,000 of taxable income will be
taxable at a 22 percent rate, with the balance of
income taxed at a 46 percent rate).
Make permanent the 1975 Act increase in the investment
credit from 1 percent (4 percent in the case of public
utilities) to 10 percent.
Enact a six-point program to provide tax relief to
electric utilities and to reduce dependency on foreign
energy sources (see Annex C for full description).
more

/

-

5

III.

BACKGROUND ON FEDERAL SPENDING
A. Unless action is taken to restrain federal outlays in FY
1977, spending can be expected to increase by around $53
billion in a single year. Budget outlays are approaching
$370 }?illion in FY 1976. Without specific legi.slative action
to limit spending:~ outll:tys in FY 1977 will reach i42 3 bill·ion
or more. The main elements of an increase of $53 billion
are as follows:
(Billions)
Interest on the public debt will rise as
the size of the debt grows. If current
interest rates are maintained, the increase will approach • • • . • • • • . • • •

~

Civilian and military salaries increase
automatically unless the President and
Congress agree on an alternative plan.
Would add more than • • • • • • . . .

+6

Retirement benefits for retired federal
military and civilian personnel also rise
automatically with the cost-of-living • •

t3

Social security and railroad retirement
payments increase automatically based
upon the cost-of-living index • • . • . .

+12

Medicare and Medicaid payments rise as
costs increase and the number of eligible
recipients go up . • . . • . . • • . . • •

+5

Public assistance, food stamps,
subsidies and related
programs are tied to the formulae set
in law or in existing contracts

..

+2

Major construction of wastewater treatment plants now underway will add nearly .

+2

Essential procurement and research and
development of military hardware and
maintenance of necessary military
facilities will add over . . . . . . .

+3

Increases for energy research and development and transportation programs and
inclusion of Export-Import Bank in budget.

+4

Other likely net changes including effect
of Congressional inaction on budget reduction proposals heretofore proposed by the
President and the effect of probable
Congressional initiatives . . . . . . • •

..£1_

9

ho~sing

TOTAL

.....

53
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B. Decisions have not yet been made on which'programs will
be restrained or curtailed.
_Specific decisions 'will be made in the budget
review process leading ·up. to the President's ·.· .
J~uary Budget ·Message to Congress..~ ..
All departments and ·agencies will be called upon
to moderate program growth, expenditures, and
Federal personnel levels.
C. The President has called upon Congress to join with
him in making t.pe tax reductions possibie by placing a
limit of $395 billion on FY 1977 expenditures now.
A $395 billion ceiling is $25 billion above the
currently estimated spending level this -fiscal
year and $28 billion below .the level.now projected for FY 1977.
D. Based upon·current estimates-that FY 1976 spending
may approach $370 billion, the FY 1976 budgetdeficit
would be about $70 billion. With the President's
proposals, the FY 1977 defi6it is estimated in the
range of'$40-44 billion .
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