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9:30a.m., January 16, 1975 

SECRETARY SIMON: 

I am going to be here only briefly. This week I have had 
very important negotiations going on at the International Monetary 
Fund, which will carry me through tomorrow, and attempting to 
change constantly from a domestic hat to an international hat 
has been a bit of a problem. 

I thought it important that we cal.l this briefing this 
morning so you could talk to Ed Fiedler and Fred Hickman, our 
Assistant Secretary for Economic Policy and Assistant Secretary 
for Tax Policy, respectively, about the President's State of 
the Union proposals. 

These form a truly integrated and comprehensive program 
that has to be taken as a unit. And as with all such units 
it is not a fruit basket from which people can pick and choose 
the parts they like and forget the rest. For instance, we all 
know that everybody loves a tax cut; nobody likes a tax increase. 
So we are going to work terribly hard with the Congress to have 
it enacted as a package. 

At the outset, I think I ought to talk for a second about 
the direction or thrust of the President's program. Philosophy 
is a word I don't particularly like because I prefer to live 
and deal in the real world. 

It will take more time than this Administration has to 
move away from the massive government control of many years, 
and to better utilize the marketplace. But we must make a 
start. 

You can go two routes: either to more government 
controls -- or you can take the route of the marketplace, 
with decision-making being given back to the American people 
and with less encroachment by the Federal government. 

The government today has 33 percent of our Gross National 
Product. It is growing at what the President and I consider 
alarming proportions. Before the turn of the century, it will 
certainly be over SO percent, which would effectively end the 
system of free enterprise tha~ we have had in this_c?untry -­
and which has provided the h1ghest standards of l1v1ng and 
the greatest prosperity on earth. 

I recognize that there are people who think it's 
idea to h.ave more government, that government is more 
of making decisions for America. 
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Well, I am sorry; this not a philosophy that this 
Administration, or our President, or I can abide in. 

When I talk about freedom, that is not just an idle 
term. It means you are free to do what you wish to do, 
and this great freedom is inextricably linked with economic 
freedom. If the government takes away your economic freedom, 

your social and political freedoms will not be far behind. 

That is a brief overview of the way we approach the 
problem and the two routes we could travel. People say 
rationing is equitable -- but I wish you could have had the 
benefit of sitting with me when we designed the various 
rationing programs a year ago this time. 

Anyone who thinks a program of rationing in this very 
complex economy is equitable ought to think it through very 
carefully. Especially should he think about government 
decision-making and the government employees who will make 
the decisions down here not only about how you drive to work 
each day and what you are allowed to do, but whether you are 
allowed to open a business, how much fuel will be allocated 
and the political pressures that spring up as to the 
decisions by government. 

I don't think that is the way our economy should be 
run. 

Anyway, I can go on with this subject at great length, 
and I realize today in many quarters what I say is pretty 
unpopular stuff; but it is something I very deeply believe 
in and I guess we will be debating with Congress over corning 
days the more controversial aspects of our program. 

As I said, I have been deeply involved with the IMF 
Ministers night and day all week, and I wil~ be again 
today and tomorrow. However, I intend to make myself 
available to the press in the days and weeks ahead on quite 
a few occasions because, as we work through the legislative 
process, there are going to be lots of questions that are 
going to be asked, and we want to be as responsive to these 
questions as we can, 

This program that the President announced on Monday and 
yesterday involved some painful decisions for the President 
because he, like other members of his economic team, is a firm 
believer in fiscal discipline. 
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Yet as the leader of all our people, our President knew 
that millions of Americans were suffering under the present 
economic circumstances -- and, therefore, that some measures 
were required that involved a shift of emphasis. 

It is a measure of his capacity as a leader in this 
country that he had the courage to chart a new course and a 
new emphasis in the direction of his policy. It also ought to 
be reassuring for this country to know that when we pull out 
of the recession, which surely we are going to, that we have a 
man of his philosophy at the helm, for he personally understands 
what is necessary in the long run to rebuild the foundations 
of our economy. 

I just want to make one thing clear this morning, and 
that is that this Administration is fully behind our President; 
we are united in his proposals, and we believe the American 
people will unite behind him as well. 

Three weeks ago we heard a lot of critics who said we 
were still fighting inflation at the cost of unemployment and 
recession, and now we are hearing that we are fighting unemploy­
ment at the expense of inflation. 

I must admit that I feel both views are rather off the 
mark. 

The President continues to fight inflation and recession 
because they are both part of the same disease, as we have said 
over and over again. 

Obviously, pressures have been put on the price structure 
throughout our economy. Prices are declining and competition 
is reasserting itself. The inflation rate is beginning to 
decline. 

There has been a change, obviously, in our policy. This 
change, as I stress, is a change in emphasis. We are signifi­
cantly stepping up the battle against recession because our 
economy is sliding downhill more rapidly than we expected two 
months ago. 

Consumer confidence, which is a fragile thing, can never 
be predicted by anyone -- not that anyone can predict many 
other events, either. But this is especially difficult to do, 
and consumer confidence has been shattered in this country by 
a combination of factors -- most recently, I believe, by the 
frightening double-digit inflation we have experienced during 
this year. 
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The important thing to understand is that we are not 
abandoning our long-run battle against inflation. 

As you were told in the briefings yesterday, we do expect 
some slight increase in inflation as a result of the President's 
programs on the energy side -- approximately two percentage 
points in the Consumer Price Index. 

While the cost of these actions is higher than we would 
like, we believe the cost of inaction in terms of unemployment 
and hardship would be much higher. 

I think these programs are bold, but I don't believe they 
are reckless. They are the right medicine at the right time 
for the right reasons. 

Let's emphasize one thing: economic policy does not get 
put into place like concrete. I think there is some confusion 
in the country today that when the President puts out a 
proposal, that this is what it will be for all time, and that 
is going to solve the problem and then we can all get back to 
work again. 

Economic policy is an ever-evolving mechanism -- one that 
requires change to match changing circumstances. As changes 
and events occur that no one can predict at this time, so 
shifts in our policy reflect our responses to these crranges. 

In lifting our country· out of the doldrums, we have 
attempted to be extremely careful to avoid actions which would 
set aff another inflationary spiral. That is why we have 
placed heavy emphasis on limiting the tax cut to just one year 
and, most importantly, on putting a mandatory ceiling on new 
spending programs. 

We must stop the explosive growth of federal spending in 
this country. Both of these actions -- the one-year moratorium 
on new spending programs and the absolute spending limit with 
the exception of any energy proposals that would cost money -­
are imperative in order to keep a lid on prices. 

I said a week ago that the President's program would be 
tough and comprehensive and effective. We believe that is 
exactly what it is, and will prove out to be,if we give it a 
chance. 

As I say, this program is not a fruit basket. It is a 
cocktail, and it should be taken in its entirety. At the same 
time I recognize that we do go through a democratic process of 
debate which I will start in the House Ways and Means Committee 
next week on the Hill -- where we will be going to discuss not 
only our tax proposals but also a debt ceiling increase request. 
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I think as we approach the financial aspects of this 
problem with the Congress, they will understand the magnitude 
of the problem and see the wisdom, as I believe the American 
people will see the wisdom, that we have to get this crazy 
government spending under control once and for all -- and the 
time to start is right now. 

I have about three minutes and I will assure you that I 
will be back next week to talk to you again. And if you have 
any special requests, you can get in touch with Jim Sites and 
I will be as available as I have always .tried to be within 
the limits other duties place on me. 

QUESTION: 

As you know, there have been a good many published 
stories in recent days that you are on the way out. 

Can you tell us what your status is, and are you 
still the Administration's chief economic spokesman? 

SECRETARY SIMON: 

I am the chief economic spokesman and Chairman of 
the Economic Policy Board. If I am on my way out, I ·have 
not been told that, nor have I submitted my resign~tion. 

I have said that I am serving at the pleasure of 
the President and I intend to continue to do that. 

QUESTION: 

Do you have any intention of resigning? 

SECRETARY SIMON: 

No, sir. 

QUESTION: 

Do you know the origin of these stories? 

SECRETARY SIMON: 

No, I don't. I think I have learned a great deal since 
I have been in government and I will go home a wiser man in 
many respects, but the one thing I am absolutely positive that 
I will not know when I go home is who "the White House source" 
is that everyone cites. 
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QUESTION: 

Mr. Simon, does the size of the projected deficit in 
the President's budget concern you? 

SECRETARY SIMON: 

I would say the size of the deficit horrifies me. I 
think that is a problem. What you have to do is take a look 
at the origin of the deficit. It is induced through the 
recession, which causes the Treasury revenues to drop, and 
through certain programs such as public service employment 
that are necessary during the recessionary period to take care 
of those that bear the disproportionate burden of our battle 
against inflation and recession; it also reflects most 
importantly the growth in federal spending that is automatic 
year after year,-as illustrated by the $4.7 billion plan of 
deferrals and recisions the President sent to Congress before 
they went horne in December. 

That is $4.7 billion this fiscal year, but it becomes 
$7 billion next fiscal year -- and judging by any past 
standards on what Congressional action would be, it could 
later become 10, 12, 15, 20 billion; it just gets locked into 
a spiral which is alarming. 

That is why 75 percent of our expenditures iaour budget 
today are so-called "uncontrollables." Yet, as I have often 
said, I don't buy this uncontrollable business because nothing 
is uncontrollable. Admittedly, it takes legislation to change 
this. 

We have to form this partnership with the Congress, and 
that is what we would be attempting to do to begin to change 
and re-order some of the priorities. 

We cannot continue to promise the American people 
absolute instant prosperity in every single sector in the 
magnitude that we have been doing, especially for the past 
decade, without paying enorrnous·bills for it. And the bills, 
as the President said yesterday, are corning due right now. 

We had pretty high bills in 1966. We refused to pay 
them. We refused to pay them again in 1969 and 1970. Today 
they are even higher. 

I suggest if we don't win the battle this time, the 
next time the bills will be presented, they will be 
unacceptably high and I think that is very dangerous for the 
American way of life. 
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QUESTION: 

Taking account of the circumstances as they exist, do 
you think the President's program is too stimulative and do 
you think the deficit is too large? 

SECRETARY SIMON: 

I do not believe that the President's program is too 
stimulative. Actually, the tax cut is for one year. We must 
get the economy rolling again to take care of one side of the 
equation that I spoke of a minute ago, and that will produce 
an increase of Treasury revenues which will narrow this deficit. 

It is not going to narrow it in time for us not to 
have strains in our capital markets, however, because we 
are going to have an impact on the capital markets where 
we encroach on the centerpiece of the free enterprise 
economy that supplies the needed capital for productive 
capacity and new jobs and cheaper goods and services. 
Each year the government is taking a larger and larger share 
of it, and the arithmetic is pretty simple: Governmept at 
all levels is going to be taking about 80 percent ~f the 
traditional debt markets -- the traditional markets that 
industry at all levels borrows from -- and that is horrible. 

Thank you, ladies and gentlemen -- I will look forward 
to seeing you again soon. 

oOo 
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Department of the ~EASURY 

STATEMENT OF THE HONORABLE l-TILLIAM E. SIMON 
SECRETARY OF THE TREASURY 

BEFOP.E THF HOUSE WAYS AND MEANS COMMITTEE 
WASHINGTON, D.C., WEDNESDAY, JANUARY 22, 1975 

It is a privilege to appear before this Committee as you 
begin the work of the 94th Congress. nuring the next two years, 
you will be considering many of the most significant issues 
facinp: the United States. There will be times when we will 
differ on those issues, but as in the last Congress, I want 
to work with you as closely as possible to ensure that those 
who are served best are those whom we all serve, the people 
of this country. Toward that end, I pledge to this Committee 
the full cooperation of my office and of all who work at the 
Treasury Department. 

President Ford, after considerable studv and consultation, 
has proposed to the Congress an integrated and comprehensive 
program in both the economic and energy fields. In my view, 
the President's program represents the best means of dealing 
with those problems. In working with you, my first ohjective 
will be to obtain swift passage of legislation that is neces­
sary to carry out our program. 

The occasion for my appearance this week is to discuss 
two items: First, the President's tax proposals and their 
impact on the economy; and secondly, the need to raise the 
federal debt limit. With the consent of the Committee, I 
propose to discuss the first of these items today and to ad­
dress the second tomorrow. 

The President's program is designed to deal with three 
basic and urgent problems: 

WS-200 



--inflation; 

--recession; and, 

--energy independence. 

These problems are difficult and complex, and their 
solutions will also be difficult and complex. To some extent, 
the remedies work at cross purposes with each other. The 
answers are neither black nor white, but matters of balance 
and judgment . · 

Some say we can't solve all these problems, at least 
not all at the same time. I believe we can. The President 
believes ~e can, and has charted the course to do it. Indeed, 
we have no other choice, for the penalty for inacti~n could 
be frightening. We will ultimately be held respons1ble for 
th~ results, no matter what the pollsters say today about 
our approach. 

The proposal for a temporary tax reduction to stimulate. 
the economy has the very highest priority and we urge that 
you enact it immediately, even if that mean~ separating it 
from the other elements of the President's proposals. However, 
all . of the elements in the proposal are interrelated and, 
therefore, I need to deal with them all here today. 

Inflation. 

Inflation, like interest, tends to compou~d. It reached 
an annual rate of more than 12% in 1~74, the h1ghest level 
in peacetime history. The damage.has be7n extensive. The 
lifetime savings of many have shr1veled 1n real terms. 
Interest rates have risen to all· time highs, with adverse 
effects on the livelihoods of millions, on the opportunity 
for families to own their own homes, and on· the ability of 
others to start or stay in business. The uncertainties cre­
ated by inflation undermined the confidence of both consumers 
and investors, with consequent damage to jobs and to the new . 
investment and increased productivity which are required to 
stem inflation. I do not believe that our economic system, 
a~ we know it, could long survive such a trend. In 1919, 
J·. M. Keynes wrote: 

"There is no subtler, no surer means of overturning 
the existing basis of society than to debauch the 
currency. The process engages all the hidden forces 
of economic law on the side of destruction, and does 
it in a manner which not one man in a million is 
able to diagnose." 
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I'm told that statement was a follow-up by Keynes on a simi­
lar remark of Lenin, to the effect that inflation could destroy 
capitalism. 

Inflation is popularly said to be caused by "too much 
money chasing too few goods." That is an oversimplification, 
but it captures the essential truth. 

There have been many causes for this inflation, but, in 
my opinion, the biggest single factor has been a prolonged 
period of large government deficits, including the off-budget 
lending .and loan-guarantee p~~grams. 

The momentous growth in federal expenditures and federal 
deficits has been truly startling. It took 186 years for the 
federal budget to reach $100 billion, a line it crossed in 
1962; but then only nine more years to reach $200 billion, and 
only four more years to break the $300 billion barrier. Reve­
nues, of course, have not kept up with expenditures, so that 
when we close the books on fiscal year 1975, we will have had 
budget deficits in 14 of the last 15 vears--and the accumulated 
debt for that period alone will exceed $130 billion. 

There can be no doubt about the inflationary impact of 
such huge deficits. They added enormously to aggregate demand 
for goods and services and were thus directly responsible for 
upward pressures on the price level. Heavy borrowing by the 
federal government has also been an important contributing fa-ctor 
to the persistent rise in interest rates and to the strains · 
that have developed in money and capital markets--a subject 
I will address in more detail tomorrow. Worse still, contin­
uation of budget deficits has tended to undermine the confidence 
of the public in the capacity of our government to deal with 
inflation . In short, when the federal budget runs a deficit 
year after year, especially during periods of high economic 
activity such as the ones we have enjoyed over the past decade, 
it becomes a major source of economic and financial. instahility. 

• 
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When the government runs a deficit--when it spends more 
than it receives--it must borrow to make up the difference. 
Under our modern monetary .system, that kind of borrowing 
almost always results, sooner or later, in the creation of 
too much money. It seldom results in the commensurate 
creation of additional goods and services. 

Government borrowing does not necessarily require the 
immediate creation of too much money, for the government 
can borrow existing money in the private capital markets. 
To that extent, it competes with private demands for capital, 
preempts funds that would otherwise be used for private in­
vestment and, in a period of strong~private demand, causes 
interest rates "to rise. 

If government borrowing in the private capital market 
grows so large that it threatens to dry up credit for private 
borrowers or causes abrupt changes in interest rates, the 
Federal Reserve customarily steps into the market and pur­
chases government bonds for its own account. The Federal 
Reserve pays for that purchase not with money already in the 
system, but by setting up a new credit balance on its hooks. 
That almost immediately causes the total money supply to 
increase by several times ~he amount of the credit. In this 
way, the f'inancing of large deficits causes the money supply 
to increase substantially, which creates more inflation. 
This has been a major part of the inflation explosion over 
the past decade. 

In times of recession, private borrowing typically 
slackens as businessmen have fewer needs for credit. If 
additional government deficits simply take up that slack, 
it does not jeopardize the needs of the private sector and 
does not drive up interest rates. In the current recession, 
however, there may be less slackening in private demands 
than usual because of the high debt-equity ratios that have 
become typical, the general illiquidity of business, the 
inability of corporations to raise capital in the equity 
markets, and the necessity to finance inventories and capital 
goods at · inflated prices~ 

If we cannot finance the deficit within the recession 
induced slack in the capital markets, then we shall have a 
credit "shortage" that will drive up interest rates signif­
icantly. The Federal Reserve could prevent that only by 
significantly increasing the supply of money. As we assess 
that situation, we must remember, too, that what appears to 
be slack at the moment may disappear as business bounces back 
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and its demand for credit returns to normal. When the reces-
sion is over, and goods and services have returned to their 
original pre-recession levels, if the money supply has been 
significantly increased, we shall have created additional 
inflation. · 

The~e is no way to escape the basic dilemma presented 
by large government deficits. On the one hand if the def­
icits cause a significant increase in the money supply we 
shall have further inflation. On the other hand, .. if d~fi­
cits are not permitted to increase the money supply we must 

. be prepared to endure tight c;~_<_!it and hi·gh interest rates. 

This is a very difficult circle to break. The only 
s~lution is to take a long-term view and resist the tempta­
t1on to deal with each painful aspect of the cure as a crisis 
to be solved by short-t.erm remedies, i.e. , by more deficits. 

A ~o~t important tool in beating inflation is increased 
product1v1~y. We need to encourage and facilitate conduct 
that will 1ncrease the supply of goods and services, so that 
the increased money suppl~ that will surely flow from these 
deficits will be chasing an amount of goods and services that 
has also increased. Just getting back to pre-recession lev­
els of goods and services is obviously not enough. 

Recession. 

We are presently in a full-fledged recession. It is in sub­
~tantial part attributable to our inflationary excesses. It 
1s the hangover that follows the revelry. 

One of the major factors in the current recession is 
~he decline in the housing industry, which is a key component 
1n our e~ono~y . . The housing industry is especially vulnera­
b~e to h1gh 1nterest rates, and was thus hard hit when infia­
t1on caused interest rates to rise to all time highs. Thus, 
so far as housing goes, it is inflation itself which caused 
the recession. We cannot expect the housing industry to 
regain its full health until we get inflation under better 
control. 
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It is tempting to believe that housing can be helped by 
driving down interest rates through a more rapid increase in 
the supply of money. That does ·not work in an inflationary 
climate, however, because the increase in the money supply · 
further increases inflationary expectations, sometimes with 
a lag and sometimes almost immediately, and thereby sends 
interest rates not lower, but higher. Thus, housing is hurt, 
rather than helped, by such policies. 

In the same way, inflation was a major factor--pe'rhaps 
the major factor--in demolishing consumer confidence. Polls 
taken by the Survey Research Center at the University of 
Michigan show that the precipitous decline in consumer con­
fidence began when prices started hitting new peaks--
well before the effects of the recession were clearly felt. 
While the recession has driven confidence even lower, it was 
inflation that pushed it over the brink. This loss of con­
sumer confidence has caused the biggest drop in 
consumer purchases since the Second World War and is a sig­
nificant part of the current recession. 

Some part of the recession is also attributable to the 
program .to bring inflation under control. When we embarked 
on that program, we knew that it would dampen economic activ~ 
ity, for that is an inevitable side effect of the process of 
slowing inflation. The principal tool in winding down infla­
tion has been a policy of monetary restraint, which was in 
effect most of last year. If the money supply had been per­
mitted to increase fast enough to accommoda~e all of the 
price increases we were experiencing, the additional money 
would have caused the prices to spiral even 'faster. Thus, . 
it was necessary to slow down the rate of growth in the money 
supply. Whenever that is done, some are caught in the crunch. 

Those are the hard trade-offs. Inflation causes dis­
locations. And stopping inflation causes additional disloca-

1 tions. Dislocations cause the economy to fall off. 

To cure our economic problems, we will have to adminis-
• ter the medicine continuously over a period of years. We 

are a long way from full recovery. And we have to watch the 
patient carefully all the while, because the side effects of 
the medicine are strong and we may need to adjust the pre­
scription from time to time. 
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Our goal must be to keep a balance. We want to do as 
much as we can to stop inflation without unduly hampering 
economic activity. At the same time, we all recognize today 
that recession has become a much more serious problem, caus­
ing widespread hardships and unemployment. Moreover, it has 
developed more rapidly and has been steeper than anyone 
expected. It is apparent that under these circumstances we 
must shift the balance of our policies more heavily in the 
direction of fighting the recession. The President's recom­
mendations for a temporary tax cut are designed to ensure 
that the recovery we expect in the middle months of the year 
is . s~arper and str~nger than !~~ld othe~ise be the case. 

We can and must have recovery from the current recession, 
but we must do that in a way that does not lead to an over­
heating of the economy again. We will lose the 
opportunity to achieve stable economic growth if we switch 
~o excessively stimulative policies. That has been the repet-
1tive pattern over the past decade. Every time the economy 
showed signs of hesitation, there was a pronounced shift to 
stimulative monetary and fiscal policies. 

One of the best examples occurred only a short time ago. 
After a rapid acceleration in the rate of inflation during 
the late 1960's, a program of fiscal and monetary restraint 
was started in 1969. ' As a result, inflation peaked out at 
6% and then declined slowly to about 3-1/2% by 1972. The 
~pward momentum of inflation had been stopped. But then,· 
1nstead of maintaining the policies of moderation, we became 
more expansive again and we very swiftly propelled ourselves 
into the inflation that we are experiencing today. 

The result of such stop-and-go policies is that we have 
pushed the inflation rate up onto higher and higher plateaus. 
In 1966, the peak inflation rate was about 4%; in 1970, it 
was about 6%; and now prices are rising at about a 12% rate. 
The same process ratchetted interest rates higher and higher. 
In 1966, rates on long corporate bonds peaked at a little 
over 6%; in 1970, they reached almost 10%; and this past year 
the high was 12%. ' 
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Energy Independence. 

Energy independence is both a political and an economic 
problem for the United States. 

Oil is an extremely important and pervasive commodity 
in our economy. In recent years, our consumption has risen 
rapidly but our production has declined. We are now depen­
dent on foreign sources for nearly 40% of our needs. Major 
foreign suppliers have organized a cartel and, at least at 
present, have the power to bring about political and economi~ 
spasms of the kind which we h_~v~ recently experienced. In 
the last year and half, the Arab embargo created ~ajor dis­
ruptions throughout our economy, and the quadrupl1ng of for­
eign oil prices has contributed significantly to.both the 
inflation and the recession we are now experienc1ng. 

Our economic system is strong and resilient and can 
undoubtedly survive almost any unfortunate development that 
is likely to occur .in the near future with respect .. to oil. 
But many other nations are less fortunate, and our own econ­
omy is so interconnected with that of other nations that 
their problems are in substantial degree our problems. Trou­
ble in one or more national economies abroad could have very 
serious effects on our own. 

If we are to retain control over our 
tinies, we must achieve independence. We 
when it is clear that we intend to do it, 
great deal of control over the situation. 
very little from our knees. 

own economic des­
can do it. And 
we will regain a 

We will control 

The President's energy program is therefore.designed 
primarily to reduce our dependence on imported 011. In order 
to do that, we will need to develop alternatives for oil and 
we will also need to reduce our total demands for energy of 
all kinds. 

We are dealing with a long-term program. We believe 
we can achieve virtual independence in 10 years, but only 
if we start promptly, work hard and continuously, and make 
significant reductions in our demands for energy. 
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Rationing is one way of curbing demand and a number of 

national leaders have proposed it. Public polls· also show 
a surprising amount of support for rationing. I cannot imag­
ine, however, that the American public will really want it 
once they think it through or would live with it if they got 
it. Remember that we are talking about a permanent program. 
If we should opt to travel the rationing route, we will not 
get rid of it. If we were to let it go we would--overnight-­
be again non-self-sufficient. 

We could perhaps live with rationing in a period of. 
temporary emergency. But as a way of life, I suggest it is 
fundamentally inconsistent with our. system and with the 
spirit of the American public. 

Even in times of emergency, rationing has never worked 
fairly or efficiently. To cut a million barrels a day from 
our consumption by rationing only gasoline for private house­
holds, we would have to hold drivers to an average of less 
than 9 gallons per week--a reduction of about 25% 
from today. To reach the 1977 goal of a 2 million barrels 
a day reduction would require a second 25% reduction. Some 
persons would obviously need more, which means that the basic 
ration for ordinary persons would have to be even less. · But 
gasoline accounts for only part of each barrel of oil, and 
we would clearly need to ration the remaining products; too-­
fuel oil, jet fuel, diesel fuel, refinery products going into 
petrochemicals, etc. Who would decide which persons needed 
more and which needed less of each of these things? Every 
family, every car and motorbike, every store, school, church, 
every manufacturer--everything and everybody--would have to . 
obtain a permit for a certain quantity of gasoline, electric-

"ity, natural gas, etc. Those allocations would have to be 
changed every time someone was born or died or moved or got 
mar.ried or divorced, and every time a business was started, 
merged, sold out or bought another, or the church or school 
added on a new room. And some government official would have 
to approve it. 

as: 
What would the rationing bureaucracy do about such cases 

The low-income worker who owns an old car that 
gets only nine miles per gallon but can't afford 
to trade it in? His affluent neighbor who buys 
a · new car that gets 22 miles per gallon? 
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The low-income family that heats with oil a 
small but poorly insulated house, while their 
wealthy neighbor heats a large, well-insulated 

· house with gas? 

The Montana rancher who drives nearly 600 miles 
per month and the Manhattan apartment dweller 
who drives less than 100 miles? 

The family that has to move from New York to 
California and use up several months' coupons 
in making the trip? One out of every five fam~ 
ilies moves every year:-·· 

The family with sick members? The family that 
does turn off the heat in empty rooms and the 
family that does not? The family with few chil­
dren and many rooms to heat and the family with 
many children but few rooms? 

The migrant worker who drives large distances 
every year but can't afford a more economical 
car? 

The shortages that would inevitably develop in 
areas where the coupons happen not to match the .. 
gasoline supplies? 

The gas stations, with limited quantities to 
sell, that maintain only limited services and 
are always closed on evenings and weekends? 

The collusion, counterfeiting and illegal activ­
ities that would inevitably develop? 

Last year, when we considered the feasibility of ration­
ing gasoline, we concluded that while it could be implemented, 
it would take four to six months to set up, employ about 15 
to 20,000 full-time people, incur $2 billion in federal · costs, 
use 40,000 post offices for distribution, and require 3,000 
state and local boards to handle exceptions. When we con­
sider -the problems -of just getting the mail delivered, are 
we really ready to trust an army of civil servants--however 
able and well-intentioned--to decide who deserves just what 
of this basic commodity? 
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I 
People should ask themselves which they prefer: the 

suggested increase in prices, or a system in which someone 
else could tell them now and for the indefinite future where 
and when they might drive or how warm they might keep which 
rooms. 

Does anyone honestly believe that the American public 
is willing·to trade these basic freedoms--in perpetuity--for 
lOt a gallon? 

The President has proposed instead that we reduce con­
sumption of oil by the most neutral and least bureaucratic 
system available--through the price system. The energy pro­
posals would raise the pri~e of oil. At the same time, income 
tax cuts would increase the disposable incomes of every house­
hold. Taxpayers could, if they wish, continue to purchase 

. more expensive oil and oil products. And they would have 
extra money to do it with. The question they would face is 
whether they wish _to spend that extra money for more expen­
sive oil or whether they wish to use it for some other pur­
pose. A great many will choose to use it for other purposes. 
That is particularly true of businesses, which alertly switch 
to alternative products when a price advantage appears. The 
economic data available, updated by the experience of the 
last year, indicate that a tax of lOt a gallon spread across 
all the products manufactured from a barrel of crude oil will 
reduce consumption enough to meet our goals. 

There has been a great deal of talk about the public 
being willing to make sacrifices. I believe they are. But 
for the average consumer this program should involve little 
sacrifice. For most, it would not even involve inconvenience 
or extra expense. The average consumer would be faced with 
higher oil prices, but he would also have additional money 
that would fully compensate him. He would retain total free­
dom of choice. 

I realize that it is not immediately apparent to the 
average citizen how this program as a whole would reduce con­
sumption . and yet cost him little or nothing. Education is 
essential and I am counting heavily on the objectivity and 
expertise of this Committee and its able staff to achieve it. 
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The Need for Business Tax Relief. 

The proposed program provides tax relief for both indi­
viduals and business. Individual income taxes account for 
about three times as much revenue as corporate income taxes, 
and relief· would be allotted in that same three-to-one ratio. 

Businesses, like people, have been badly buffeted by 
our economic difficulties. Many are in precarious financial 
situations. One need only look at the unemployment rolls in 
Detroit to see how important it .is to all of us to maintain 
a healthy climate for business. Surely, the misfortunes of 
the auto industry have created many, more hardships for auto 
workers than for auto stockholders. We will all be losers 
if our businesses are unable to earn reasonable profits and 
thus to make the investments that will mean more jobs and 
greater productivity in the future. 

The suggestion in recent year$ that businesses have 
prospered while individuals have suffered is simply untrue. 
Corporate profits in the aggregate, realistically stated, 
are at an all time low as a percentage of our total national 
income. 

Reported profits may be higher than in the past, but 
they do not tell the full story. There are two major elements 
which substantially overstate reported earnings in periods 
of inflation. They are inventories and depreciation. 

The inventory situation may be illustrated by assuming 
a company that normally maintains an inventory of 100,000 . 
widgets. If inflatio.n causes the price of widgets to increase 
by ~1, from' $2 to $3, under traditional FIFO accounting the · 
$100,000 increase in the value of the inventories is reported 
as profits, even though the company is no better off in real 
terms than it was before the inflation. Economists have 
long recognized that this increase is not a true "profit" and 
the Department of Commerce national income accounts have, 
from the inception of those accounts in the 1940's, separated 
it from profit figures. · 

For 30 years, business taxpayers have been permitted 
to exclude these amounts from taxable income, but only if 
they reported on the same basis to their shareholders and the 
public. Many businesses have preferred to pay higher taxes 
rather than report lesser earnings to their shareholders. 
With the rapid inflation which has occurred in the last year, 
however, the penalty in increased taxes on unreal income has 
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become so great tha't there has been a major shift to LIFO 
accounting. This is long overdue and I regret that it has 
taken the business world and the accounting profession so 
long to get there. 

A ·similar situation exists with respect to depreciation. 
In a period of rapid inflation, depreciation deductions based· 
on historical cost result in reporting as income amounts 
which do not represent an increase in wealth but which are 
required merely to stay even. In a period of constant and 
substantial inflation, this subject urgently needs re-exami-

. nation. Under current tax an~ accounting rules, business 
management is powerless to de·ar- effectively with this problem. 
Businessmen often complain that depreciation charges are too 
low for tax purposes because of this factor but their cred­
ibility is severely impaired by the fact that, more often 
than not, they report to their shareholders and the public 
less depreciation (and therefore more income) than that which 
they are permitted to deduct for tax purposes. 

In fairness, I must note that the inventory and depre­
ciation problems are more complex than meets the eye and 
raise further .arguments about whether other items, too, should 
be adjusted. 

Nonetheless, .the effects of the inventory and deprecia­
tion adjustments by themselves produce dramatic overstatement 
of real income: Nonfinancial corporations reported profits 
a~ter taxes in 1974 of $65.5 billion as compared to ~38.2 
b1llion in 1965, an apparent 71% increase. But when depre­
ciation is calculated on a basis that provides a more 
realistic accounting for the current value of the capital 
used in production and when the effect of inflation on inven­
tory values is eliminated, after-tax profits actually declined 
by 50%, from $37.0 billion in 1965 to $20.6 billion in 1974. 
A major factor contributing to this decline is that income 
taxes were pay~ble o~ these fictitious elements of profits. 
That.resulted 1n a r1se in the effective tax rate on true 
~rof1ts . from a~out 43% in 1965 to 69% in 1974. Thus, a real­
J.stic calculatJ.on shows that the sharp rise in reported prof:.. 
its was an optical illusion caused by inflation. 

Since, in our econo~y, corpora~e profits are 'the major 
source of.funds for new 1n~estment 1n productive capacity, 
all of th1s has grave impl1cations for investment and growth. 
That is perhaps seen best in the figures for undistributed 
profits of nonfinancial corporations, restated on the same 
basis to account realistically for inventories and deprecia­
tion. It is the undistributed profits that corporations have 
left to fund additional ~ capacity (as distinguished from 
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the replaceme~t of existing capacity). In 1965, _ there were 
$20 billion of undistributed profits . . By 1973--after eight 
years in which real GNP (the rest of the economy) grew 36%-­
the undistributed profits of no~financial corporations had . 
dropped to $6 billion. And for 1974, our preliminary estimate 
is that the figure for undistributed profits is a minus of 
nearly $10 billion. That means that there was not nearly 
enough even to replace existing capacity, :and nothing to 
finance investment in additional new capacity. 

The following chart shows with dramatic--and frighten-
ing--clarity the true state of affairs. . · 

% 
6 

. 4 

UNDISTRIBUTED PROFITS OF 
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The business community is properly distressed that the 
public does not realize the seriousness of this situation. 
I have to say, however, that at least a portion of the blame 
can be laid at the door of business itself. Businesses like 
to report high earnings to their shareholders and to the 
public. Reported earnings are the "report card" for manage­
ment. · The willingness of business to continue using methods 
which overstate real economic incomes in an inflationary 
period leads the public to believe that business is a major 
beneficiary of rising prices. That causes the man in the 
street to believe that the total income pie is larger and 
that he has a legitimate claim on it, which, in turn, height­
ens the wage spiral and intensifies the squeeze on corporate 
profits and the difficulty of capital formation. 
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I 
The fact that these overstated profits are also subject 

to tax presents a serious problem that we hope you will look 
into when you turn to tax reform later this year. The prob~ 
lem is too complex to deal with _quickly, but it may affect · 
the ultimate .use of the revenues allotted to business relief. 

While the deterioration of business profits may not be 
apparent to the man in the street, or even in the stockholders' 
reports, the professionals have not been fooled. The devas­
tating effect of inflation on business profits has been 
reflected in sharp price drops in the equity markets. This 
decline in the stock market has rendered it practically impos­
sible for most companies to rai-se money on favorable terms 
in the equity markets. As a result, corporations have been 
forced to rely more heavily on borrowed money, thus raising 
their debt-equity ratios to unusually high levels and driv-
ing up interest rates. Such interest r~tes become a major 
depressant on corporate earnings. Equally important, the 
lessening of the equity "cushion" leaves businesses inflex­
ible and very vulnerable to bankruptcies in a business down-
turn. · 

The oil .and environmental problems have been a further 
and major exacerbation. The past year's increase in the cost 
of petroleum products has rendered many business operations 
substantially less profitable, if not unprofitable. The air-· 
line, auto, travel, and electric utility industries--which 
are all closely related to oil usage--were hard hit. Increased 
oil prices have caused lower profits, lesser incomes, and 
fewer jobs in many businesses--which, stated another way, 
means that businesses were not able to pass on fully increased 
energy costs, and were required to absorb a significant por­
tion in the form of lesser profits. 

All of these developments argue strongly that tax relief 
for business is both deserved and required. We should also 
keep in mind that our system of business taxation bears more 
heavily on corporations than do the tax systems of almost 
every other major industrial nation. Our provisions for cap­
ital recovery are more restrictive than those in most other 
countries. More importantly, almost all our major trading 
partners have in the last few years largely eliminated the 
classical two-tier system of corporate taxation in which 
income is taxed once at the corporate level and again at the 
shareholder level. Through a variety of mechanisms they have · 
adopted systems of "integrating" the personal and individual 
income taxes so that the double taxation element is eliminated 
or radically lessened. This has occurred in Canada, the 
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United Kingdom, France, Germany, ·Japan, and Belgium. The 
European Economic Community is asking that all of its members 
adopt such a system. While the complexities of this subject 
are best left for another occasion, the point I am making 
does bear on .the general question of whether the tax burden 
on our corporations is excessive and should be relieved in 
some degree. 

The Need for Anti-Recession Stimulus. 

The need for some form of stimulation must be apparent 
· to every member of this Committee. The recession is already 

serious and it will get worse ·· hefor~ it gets better. Our 
latest estimates indicate that the rate of unemployment should 
rise to approximately 8%. We continue to believe, in fact, 
that even in the absence of further stimulation the economy 
should bottom out in the middle months of the year and that 
we should begin a recovery phase thereafter. The temporary 
tax cut would be of significant help in making the recovery 
more solid and more certain . It would also help to reduce 
the unemployment rate from what it might otherwise be. More­
over, since we are likely to have a margin of slack in the 
economy for some time, taxes can be cut temporarily without 
seriously compromising our efforts against inflation. Under 
these circumstances, we should do what we can to strengthen 
the economy through a temporary· reduction in taxes. 

$16 Billion Temporary Anti-Recession Tax Cut. 

In order to provide the needed economic stimulus, the 
President proposes a one-time, temporary tax reduction of 
$16 billion, to be placed in effect within the next 90 days. 
Making it temporary avoids building into the system the 
larger deficits that would later refuel inflation. 

The temporary tax reduction will be an across-the-board 
refund or tax reduction for all taxpayers. The total of 
$16 billion is allotted $12 billion to individual taxpayers 
and $4 billion to business taxpayers, which is the same 3 to 1 
ratio that individual income taxes bear to corporate income 
taxes. 
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Refund of 1974 Taxes to Individuals. 

Individual taxpayers will receive a refund of 12% of 
their income taxes for 1974, with a maximum refund of $1,000 
per tax return. The great maj ority of taxpayers would thus 
benefit in proportion to the income taxes they pay fo r 1974 , 
but high-income individuals would not receive excess ively 
large refunds. · 

Taxpayers are now filing their income tax re tur ns for 
1974 and nearly all will be f i l ed by Apri l 15. Al l t axpayers 
will continue to file their returns and pay income t ax in 
accordance with present law. After their returns are filed , 
the Internal Revenue Service will calculate the amount of 
their refund, which will then be paid to them by checks in 
two equal installments. 

I cannot emphasize too strongly the point that individ­
uals should continue to file t heir tax returns in accordance 
with existing law. The sooner they do t hat, the sooner the 
system will be able to process their returns and mail .their 
refunds. They should, under no circumstances, try t o compute 
and deduct their own refunds . If they do , t hey wil l f ace 
possible fines and penalties and, at a minimum, an I nternal 
Revenue Service examination of t heir return will probably be 
necessary to straighten out t heir fina l liability . 

If, as requested by the Pr esident, the 12% refund is 
enacted by April 1 , 1975: 

--refund checks for the fir st i ns t al lment -- in total 
about $6 bill ion--would begin to be mailed i n 
May and would continue through June as the l ater 
filed returns are processed; and 

--refund checks for the second installment of the 
remaining $6 bill i on would be mailed in September. 

587· 740 0. 7S • S 

---- -
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The effect of the tax refund can be illustrated for a 
family of four as follows: 

Adjusted . Present j Proposed Percent 
Gross Income Tax Refund Savi!18 

$ 5,000 $ 98 $ 12 -12.0% 
7,000 402 48 -12.0 

10,000 867 104 -12',0 
12,500 1,261 151 -12.0 
15,000 1,699 204 -12.0 
20,000 2,660 319 -12.0 
40,000 7,958- 955 -12.0 _. 
50,000 11,465 1,000 - 8.7 
60,000 15,460 1,000 - 6.5 

100,000 33,340 1,000 - 3.0 
200,000 85,620 1,000 - 1. 2 

Taxpayers with incomes of less than $15,000 now pay 
31% of the income tax, and they will receive 36% of the 
refund. Eighty percent of the refund will go to taxpayers 
with less than $30,000 of income who pay 68% of the income 
tax. At the upper extreme, 24% of the income tax is paid by 
taxpayers with incomes in excess of $40,000. These taxpayers 
will receive only 11% of the refund. 

'. 
' 

Percent of 
Adjusted 1974 Tax 

Gross Income Liability Percent of 
Less Than: Before Refund Refund 

$ 10,000 13.0% 15.1% 
15,000 30.8 36.0 
20,000 48.4 56.6 
30,000 68.5 80.0 
40,000 76.3 89.1 
50,000 80.8 93.4 

100,000 90.8 98.7 
• 
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This proposed method of tax relief has the following 
advantages: 

Larger amounts can be returned faster by mail­
ing ~efund checks based .on 1974 taxes, than bv 
reducing ·tax liabilities for the year 1975. · 

A reduction in 1975 tax liabilities would be 
achieved through reductions in withholding. 
It ' would not occur for at least a month after 
enactment of the tax reduction and then only 
in relatively small weekly or biweekly amounts 
stretching all the way-through December of 
this year. · 

With a refund based on 1974 taxes, taxpayers 
will know more precisely the total reduction 
they will receive and can plan accordingly, 
thus accelerating the stimulative impact. 

Receipt of two relatively large refund checks 
should have a greater psychological effect on 
family budget decisions and consumption atti­
tudes than receiving the same total' a few 
dollars at a time, thus increasing the impact 
of the $12 billion temporary tax reduction. 
This should also help the sales of cars, fur­
nishings and other big ticket items that have 
been depressed by the recessior.. 

With a refund based on 1974 taxes, taxpayers 
will be assured of getting the refund whether 
or not their incomes may be reduced or uncer­
tain in 1975. Thus, ·taxpayers who had jobs 
in 1974 but are · now unemployed would be 
assured of refunds; they would not receive 
such refunds if they were applied only to 
1975 income. 

Paying the refund in two checks rather than 
one will ease the strains on the capital 
markets that would be caused by the Treasury's 
financing of the entire amount all at once. 
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Emergency 12% l'nves tment Credit. 

. The remaining $4 billion of the total $16 billion 
temporary tax refund and reduction will go to corporations, 
farmers and other business firms in the form of a one-year 
increase in the investment tax credit. That should stimulate 
the demand for capital goods· and help increase productivity 
and employment. 

The investment tax credit would be increased temporarily 
to 12% for qualified machinery and equipment placed in ser­
vice in 1975 or ordered by the end of 1975 and placed in 
service by the end of 1976. Ag-under existing law, special 
rules apply to property constructed' by the taxpayer or to 
his special order. · · 

We propose that this increase in the investment credit 
be effective beginning January 1, 1975. That is extremely 
important, as we want businesses to move ahead promptly with 
new investment, and it would be most undesirable if they were 

· to suspend purchases and orders until Congress has finally 
acted. For this reason, Congress has in the past adopted a 
retroactive effective date like that proposed, and based on 
our conversations with members of the tax writing .committees 
we are confident that it will do so her~ toq if the proposal 
for an increase is ultimately enacted. · 

Because of the need for speedy enactment and because 
this emergency increase in the rate of the investment tax 
credit is for only .one year, no other changes or restructur­
ing of the present investment tax credit are proposed at . 
this time, except for utilities. Because of the particular 
plight of the Nation's regulated public utilities, we 
recommend that the following additional changes ' be made: 

The discrimination against public utilities, 
which under current law ftre allowed only a 
4% investment credit, would be eliminated 
permanently. Under the temporary emergency . 
investment tax credit, and thereafter, public 
utilities would receive the same general 
investment credit rate as other businesses. 

The provision of present law which limits the 
maximum credit to 50% of liability for tax in 
excess of $25,000 would be modified in the case 
of regulated public utilities. The limitation 
would be incre$~d to 75% in 1975, and be 
reduced by 5 percentage points. each year 
through 1979, returning to 50% in 1980. 
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The proposed 12% rate would be extended for two addi­
tional years, through 1977, for property, not fired by 
oil or gas, that provides power to electric generating 
facilities, including property converted from oil or gas . 
use. This two-year ·extension will provide significant 
incentives for the development and use of nuclear, geo­
~hermal, c~al; hydro, solar and other petroleum-saving 
power sources .. 

Increasing the rate of the investment tax credit has 
proved very helpful in reversing adverse economic trends. When 
the investment tax credit was repEaled and other provisions 
increasing the tax burden on business were enact.ed in 1969, 
there followed a period of rising unemployment and business 
stagnation. Subsequent to the reenactment of the credit in 
1971, new investment increased by 9% in 1972 and 13% in 1973. 
Further, in the period 1972-1973 industrial production in­
creased 19% and there was a .significant decline in unemploy-
ment. · 

Energy Taxes in General 

The goal of the energy tax package is to reduce total 
consumption of oil .and natural gas, which will reduce imports 
in like amount. 

\ 

The package has three parts: 

(1) An import fee increase ultimately settling at $2 
per barrel on crude oil and products and a corresponding 
excise tax on domestic crude oil. 

(2) Decontrol of crude oil prices and a Windfall 
Profits Tax. 

(3) Price decontrol of new natural gas and the equivalent 
of the ~2/bbl. oil excise tax (namely, 37 cents/thousand 
cubic feet) on all natural gas, to curtail its use and 
discourage switching from fuel oil to natural gas. 

This combination of fees, taxes and decontrol will raise 
the prices of oil, and gas and related products relative to 
other prices. That will discourage their unnecessary use, 
encourage the substitution of other energy sources, and 
induce the replacement of existing energy-using devices. 
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Gasoline Tax as Alternative. 

Many persons have suggested that a gasoline tax would be 
preferable to taxes on crude oil. 

There are several reasons for preferring a tax on crude 
oil to a gasoline tax: 

A price increase in crude oil is far more effec­
tive in reducing consumption than a gasoline price 
increase. the increased orices under the proposals 
amount to about lOt per gallon, distributed across 
all of the products that come from a barrel of 
crude. It would take a gasoline tax of 4St to 
SOt per gallon to achieve the same reduction in 
consumption. There are two explanations for that. 
First, since the price of gasoline is higher than 
for other refinery products, a larger cents per 
gallon change is required to get the same per­
centage change. Second, gasoline accounts for 
only about 40% of the barrel of crude and a tax 
on only 40% must obviously be higher than a tax 
on 100%. 

With a 4St to SOt gasoline tax, gasoline prices 
would rise an aggregate of $4S billion. That 
compares with oil price increases of only S21 
billion under the proposed program. 

Crude oil--not gasoline--is the problem. We want 
to reduce consumption of each of the elements in 
a barrel of crude. 

There is just as much opportunity to conserve 
other petroleum products and other forms of 
energy and energy intensive products as there 
is to conserve gasoline. For example, many 
.thermostats could be turned down with no real 
discomfort. Our trash cans arE:: heaped with 
direct petroleum products such as plastics, and 
other products that require large amounts of 
petroleum related energy to create, such as 
aluminum. He can conserve a little on a wide 
range of items and save a lot in total. 

It is fairer to let all petroleum users make a 
moderate adjustment than to impose a drastic 
increase on just gasoline users. And it is 

J 
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easier for the economy as a whole to accommodate 
a moderate, broadly distributed increase than 
a very large, more narrowly based increase. 
The proposals avoid devastating the automobile 
industry, the travel industry, and others which 
depend on gasoline for survival. 

$2 License·Fee and Excise. 

The U.S. now imports about 4.1 million barrels per day 
of crude oil and about 2.6 million barrels per day of fuel 
oil and other refinery products. An additional import fee 
of $2 per barrel on crude and product is to be imposed in 
stages of $1 each on February 1 and March 1 by Presidential 
Proclamation under the authority of the Trade Expansion Act 
of 1962. In addition, if Congress has not enacted the excise 
tax on domestic oil by that time, the import fee will be 
raised another $1 on April 1, for a total increase of $3. 
Adjustments in the fees on imported products will be made to 
reflect obligations under the old entitlements program. 

The $2 per barrel increase in the fee will raise the 
average price of imported crude oil and its products by $2 
per barrel. In the case of crude oil, that means an increase 
from around $11 per barrel to $13 per barrel. Domestic crude 
would also sell at about $13 per barrel, and the excise tax 
of $2 would leave the effective price to domestic producers 
also at $11 per barrel. 

The import fees will bring in revenues of $3.2 billion 
in 197S and $4.1 billion in 1976 and the excise tax will 
raise $4.8 billion in 197S and $7.2 billion in 1976 .· 

Decontrol and Windfall Profits Tax. 

Last year the United States produced 9.2 million barrels 
of crude oil per day. We now. produce only about 8.8 million 
barrels of crude oil per day, approximately 60% of which, or 
S.3 million barrels, sell at an average price of $S.2S per 
barrel because of price controls. If presP.nt controls con­
tinue, this year's production will decline further to per­
haps 8.6 million barrels per day. Our system of price con­
trols is seriously counterproductive to our need for greater 
domestic supplies . 
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An illustration of the way that price controls discour­
age production occurs in connection with 'the "stripper well'·' 
exemption, which permits oil produced from leases which 
average fewer than 10 barrels per day per well to sell at 
the world price. The exemption encourages producers to let 
their wells decline from 15 or 16 barrels a day to 9.9 bar­
rels per day. They actually make money by suffering a pro­
duction decline. 

Another illustration arises in connection with secondary 
and tertiary recovery processes, which are used to stimulate 

· additional production after original production has declined. 
Those processes are costly and part of our production decline 
is attributable to the fact that they are uneconomic at con­
trolled prices. Money will not be invested to produce more 
controlled oil at $5.25 per barrel if it can be invested in 
producing uncontrolled oil at $11 per barrel, or in some 
completely unrelated business at a higher rate of return. 
Regulation of prices drives people out of the regulated busi­
ness ·and into other lines of business not so subject to 
uncalculable, nonmarket risks. Price controls were imposed 
as a means of preventing windfall profits, but clearly we 
must find a more sensible approach. 

The combination of price decontrol and the Windfall 
Profits Tax is a workable solution to the problem. In ' l975, 
we estimate that a producer of controlled oil would receive 
$11 per barrel after decontrol (net of the $2 excise), or 
an increase in price of $5.75 per barrel ($11. 00 - · $5.25 • 
$5.75). The Windfall Profits Tax proposed would average 
$4.53 per barrel, reducing the producer's net price increase 
to $1.22 per barrel. That $1.22 translates into about 76t 
per barrel after tax. 

After decontrol, the price for all oil wili be the same, 
thus eliminating all the inefficiencies of ~he two-tier pric­
ing system. Producers of uncontrolled oil will begin to pay 
a windfall tax on the increased prices they have enjoyed for 
more than a year. As a result, they will pay $2.81 per bar­
rel more tax on those increased profits than they paid last 
year. Producers of controlled oil will begin to receive the 
same increased prices but will be permitted to keep only 76t 
of that increase. Both controlled and uncontrolled oil will 
receive the same prices and pay the same taxes. 

I 

Price per barrel 
Former price 
Net price increase 
Windfall Profits Tax 
Gain (loss) 
Income tax ' at 38%* 
Net effect after tax 
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Uncontrolled 
Oil 

;$11. 00 
( 11. 00) 

-0-
( 4.53) 
( 4.53) 

1. 72 
($ 2. 81) 

Controlled 
Oil 

$11.00 
( 5.25) 

5.75 
( 4.53) . 

j i 1.22 
( . 46) 
$ .76 

*Corporate rate of 48% adjusted for percentage 
depletion and minimum t'ax:-

Most significant producers have both controlled and 
uncontrolled oil and, compared with last year, they will net 
less on the uncontrolled oil and net more on the controlled 
oil. For the industry as a whole, net after-tax income will 
be reduced by $2 billion, which means that the benefits from 
decontrol will be more than offset--by $2 billion--by addi­
tional taxes paid to the Treasury. Those Treasury revenues 
are among those to be returned to taxpayers in the form of 
tax reductions. 

The concept of the proposed Windfall Profits Tax is the 
same in general as the Windfall Profits Tax proposed last 
year although the new proposal has been structured to raise 
substantially higher revenues. In summary, the tax is designed 
to capture a windfall profit--that is, one which results 
from a sudden change in price caused by a circumstance which 
is accidental and transitory. It is difficult to separate . 
ordinary market prices from prices which permit windfall 
profits (or "excess" profits if one wishes to think of it 
that way). We have made an estimate--a judgment--as to the 
"long-term supply price," i.e., the minimum price · to producers 
that will be sufficient to induce an increase in our supplies 
of oil sufficient to make us energy independent by 1985. Our 
judgment is that the price required for this is around $7 to 
$8 at today's price levels, assuming the continuation of per­
centage depletion. The tax is designed to permit producers 
to retain an amount equal to the long-term supply price by 
the time additional oil supplies will be coming on line three 
to five years from now.* 

*If percentage depletion should be eliminated, the net to 
producers from a $7 to $8 price would be reduced, a higher 
pric.e would be required to produce the same net return and 
the same oil production, and the proposed Windfall Profits 
Tax base and brackets would need to be revised upwards 
accordingly. 
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The . f.roposal does not include a credit for so-called 
"plowback' investments, nor does .it include exemptions for 
certain classes of producers. Plowback is not justified 
because the amounts oil produceJ;"S will retain, after the tax 
as it is structured,will provide a price incentive sufficient _ 
to attain our energy independence goals. To put it another · 
way, there i's no convincing evidence that permitting a plow­
back credit will produce significantly more energy than .not 
doing so. Further, a plowback credit means that persons 
already engaged in oil production can make investments with · 
tax dollars supplied by the government, while new investors 

. must use their own money. We _do not believe that kind of 
discrimination and anti-compe't'itive. effect can be justified. 

In the case of different classes of producers, we simply 
believe that a windfall produced by cartel prices is a wind­
fall to large and small producers, high- and low-cost pro­
ducers and producers located everywhere. Producers all 
receive a cartel price and not a free-market price. 

The issue of plowbacks and special exemptions ultimately 
boils down to whether windfall profits should go to oil pro­
ducers or to the public in the form of tax reductions. The 
permanent tax reductions proposed depend upon the government 
receiving these revenues. If the revenues are curtailed, the 
tax reductions will need to be curtailed, too. We have tried 
to design a tax that will not inhibit those investments in 
oil production which are economic and which are needed to 
reach our goals. If we believed that the tax would inhibit 
needed investment, we would not propose it. Plowback credits 
and special exemptions would undoubtedly make existing oil 
producers wealthier than they would otherwise be, but would 
not significantly increase oil production. It is taxpayers 
generally who pay the prices that produce the windfall, and 
the revenues should go for the benefit of taxpayers generally. 
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Decontrol of New NAtural Gas· and Excl·se Tax. 

Natural gas shortages last year forced major curtailments 
of supplies to many industrial firms and denial of service to 
many new residential customers. Curtailments and denials 
are much greater this year and are causing not only extra 

. costs and hardships, but, in many cases, business close­
downs and loss of jobs. 

New natural gas goes primarily into intrastate, uncon­
trolled markets where prices range around $1 per thousand 
cubic feet ("m.c.f."). Gas in the interstate market averages 
le.ss than 40c/m. c. f. The result is that interstate supplies 
are insufficient, and the energy gap in nonproducing states 
is made up with imported oil, which on a BTU equivalent basis 
costs about $2.00, and with imported liquefied natural gas at 
$1.80/m.c.f. Deregulation will permit new domestic gas to 
flow into the interstate markets with an aggregate savings 
to existing customers in those markets, an end to curtailments, 
and a net saving in national resources. 

Whether or not new natural gas is deregulated, the 
President proposes an excise tax of 37t/ m.c.f. on natural gas. 
That is equivalent, on a BTU basis, to the proposed $2.00 
excise tax on oil and will prevent fuel oil users from switch­
ing to gas. It will also bring the average interstate 'price 
close to the market clearing price (the price at which supply 
and demand will coincide), and end the careless use of this 
fuel by those for whom it is cheap at present prices . 

An equivalent tax, based on BTU content', will also be 
placed on natural gas liquids. Gas wells produce about 86 
percent "wet" gases and 14 percent "dry" gases. The wet gases 
are treated to remove the natural gas liquids, such as propane 
and butane, and the dry gas goes on into the natural gas pipe­
line. The dry gas and liquids will thus be treated consistently. 
For example, the tax on-natural-gas liquids. sold in mixed 
stream would be · '$1'. 43 per barrel. 

The liabilities for this tax would be $6.3 billion in 
calendar 1975 and $8.5 billion in calendar 1976. 

Effectiveness of Energy Package. 

The energy package will reduce consumption significantly, 
with modest adjustments by most of our -citizens. 
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It is natural for businessmen and consumers to react 
to a sudden increase in price of particular goods with the 
thought: "This will merely increase my costs. It won't 
cause me to reduce my purchases·;" That reaction reflects 
the fact that we are creatures of habit. But we are also 
rational beings who adapt our habits to changin~ circumstances. 

. When meat prices rose sharply in the early months of 
1973, the instantaneous response was a loud complaint as each 
of us found his grocery bill inflated. In time, we adjusted 
to. the~ higher price by buying less meat. There is.no doubt 
that the portions of meat bei~~-served by many fam1lies 
today are smaller than they were only three years ago. We 
didn't like it, but it had to be done. There was no other 
way to adjust to the new situation--no way that was better. 

So it will be with energy. None of us relishes the 
prospect of higher oil and gas prices. We have all developed 
habits of energy use conditioned by two decades of declining 
relative prices of energy. As in the recent experience with 
meat, after the initial shock of resentment at the higher 
prices of petroleum products and gas, our rational selves 
will take over and we individually and collectively will 
find ways to reduce our useage of energy. 

Immediately, we will slice smaller portions of the energy. 
pie for ourselves: 

We will turn off the lights whep we leave 
the room to save electricity bills. 

Thermostats will be adjusted downward in 
winter, upward in summer, and heat will be 
turned off in rooms not in use. 

Marginal trips ·in cars will not be taken; 
some second and third cars will be scrapped. 

Married couples will look closer-in for 
their first home, and possibly settle for 
an apartment instead of a detached home; and 
owners of homes and buildings who formerly 
considered the fuel savings from insulation, 
weather-stripping, and otherwise improving · 

· the thermal efficiency of structures too 
costly· to obtain will now reconsider. 
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Equally important, over the longer run: 

Industrial firms, ever on the lookout to 
cut costs, will speed-up · the replacement 

·Of energy-using machinery. and processes 
that were perfectly adequate in the days 
when oil cost $3 a barrel and gas only a 
few cents per thousand cubic feet, with 
substitute equipment and processes .that 
may have higher initial costs but which 
consume less energy and thus have lower 
over-all costs of ope~a_tion. 

Families will replace their present autos 
featuring comfort and speed at the expense 
of low mileage with lighter and more utilitarian 
cars that use less of the now expensive energy; 
and they may eliminate some of their most 
frivolous appliances while replacing others 
with initially more costly but more energy­
efficient substitutes. 

Materials which require large amounts of 
energy to produce will be displaced by 
substitute materials which have become 
relatively cheaper because their production 
consumes less energy. 

More recycling will occur. 

The higher relative cost of oil and gas 
as energy resources will stimulate the 
development of other energy sources. Oil 
and gas will fill a smaller share of energy 
requirements. Just as coal displaced wood 
as our basic energy source, and oil and gas 
displaced coal, oil and gas will be 
displaced. 

\ 

All of these examples are illustJ?ations of what in the 
technical jargon of economics is known as "price elasticity 
of demand": quantities of things consumed decrease when 
their prices rise relatively to other prices. Every food 
merchant knows he will sell more bananas and oranges when a 
crop failure c~uses the prices of apples and pears to .. be 
high, and vice-versa. He may not have heard the term price 
elasticity," but he knows how it operates. 
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Yet many remain skeptical that there is price elasticity 
in the demand for. oil, or that if there is any, whether it 
is sufficiently large to make any difference in the volume 
of our oil imports. Experience since 1973 should put doubt 
to rest even if the findings of such major research efforts 
as those of the Ford Foundation Energy Project and the 
Federal Energy Administration do not. 

For example, during the decade prior to 1974 when utility 
rates were steady, consumption of electric energy increased 
at a rate of 7.4%. Normally, one would expect any given 
period in 1974 to be 7.4% higher than the comparable period 
of 1973. But for the silt-month period April through September, 
1974 consumption was not 7.4% above 1973, it was one percent 
less, a swing of 8.4 percentage points below expectation. 
Some of this reduction in consumption could be attributed to 
the then just perceptible slowing-down of the economy, but a 
major portion of the reduction can be attributed to the 
energy price effects on electric utility rates. Experience 
with oil demand and prices is similar. During the decad~ 
prior to 1974, total U.S. ~etroleum demand increased at an 
annual rate of just over 5~~. But the April-September 1974 
petroleum demand was· under the comparable 1973 period by 
2.7%, a swing of 7.7 percentage points below expectation. 

We need another reduction in petroleum useage of about 
51. in order to reduce consumption by ·a million barrels a day. 
All of the econometric data indicates that the proposed 
price changes are on target. 

Econometric models of the economy, such as those under­
lying the Ford Foundation Energy Project report, A Time To · 
Choose,and the Project Independence Report, suggest that the 
short-term responses to energy price increases that we have 
already seen are half, or less, of the long-term response 
we can expect after households and business firms have had 
an opportunity to adapt fully to the higher costs of energy. 

Thus, we have confidence that the President's energy 
program will easily achieve the one million barrel reduction 
in consumption by the end of this year and an additional 
one million barrel reduction by 1977. 
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Permanent Tax Reduc·tfoli ·and Re·s·t·r·uc·turing. 

The Treasury will collect an additional $30 billion in . 
taxes from the windfall profits tax and the excise taxes and :· · 
fees on oil and natural gas. The private sector will bear . 
an estimated $25 billion of that in the form of higher costs 
of energy related items they buy, and Federal state and 
local governments will bear the remainder. ' 

The $25 billion paid by individuals and businesses will 
be returned to the economy by the permanent reductions in 
ind~vidual ~nd corporate income_taxes . . Like the temporary 
ant1-recess1on tax cut, the $25 billion total is divided in 
approximately the ratio of individual and corporate income 
tax payments generally, so that about $19 billion is 
allocated to individuals and $6 billion to corporations. 

These are major income tax reductions. They accomplish 
multiple purposes, rest on multiple foundations, and should 
be considered in that way. · 

First, the changes proposed in the individual and corpo­
rate income tax structures are desirable on their own merits. 
They have heretofore been too expensive to accomplish within 
existing revenue constraints. 

Second, these tax reductions return to the economy 
the energy conservation taxes. Thus, the energy conservation 
measures red~ce energy consumption.without reducing the aggre­
gate purchas1ng capacity of the pr1vate economy. 

Third, these income tax reductions will provide energy ·. 
consumers with additional after-tax spendable income to help 
meet higher energy costs if they still wish to consume the 
same amount of energy as before. Alternatively, they can 
buy more of other products and cut back on their energy 
consumption--and many will do that. The income tax reductions 
are such that most individuals in the lower and middle income 
range, up to about $15,000, will receive tax reductions 
greater than their increased energy costs even if ·they should 
choose to continue consuming the same amount of higher-cost 
energy. Taxpayers in higher income brackets will receive 
significan~ income tax reductions also, but generally less 
in proport1on to their greater expenditures for energy. 
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Fourth, these permanent income tax reductions are 
approximately similar to what is required to offset the 
so-called "bracket and deduction compression'" caused by 
inflation over the last three years. Because deductions 
and rate brackets are stated in dollar terms, when infla- . 
tion causes money incomes to rise,' deductions offset a 
lesser portion of the same real incomes and the remainder 
is taxable in higher brackets. 

Be'nefit for Individuals. 

For individuals, the President proposes an income tax 
reduction of $16-1/2 billion beginning in 1975. This will 
be accomplished--

By increasing the Low Income Allowance 
from its present level of $1,300, to 
$2,600 for a couple and $2,000 for 
single taxpayers, which will provide 
benefits of-------------------------- $5 billion 

And by cutting in half, from 14 to 7%, 
the tax rate for the first taxable in-
come bracket and making substantial, · 
but smaller, reductions

1
-in tax rates in 

the next four brackets,_/ which will 
provide additional benefits of------- ~11-1/2 billion 

Low Income Allowance. 

The Low Income Allowance is the minimum standard deduc­
tion allowed to everyone regardless of his income level or 
the amount of deductions he actually has. In combination with 
the $750 personal exemption, the Low Income Allowance deter­
mines the minimum or base income on which no income tax is 
levied. In 1969, Congress defined the threshold taxability 
level by reference to so-called "poverty level" data, the , 
assumption being that families with "poverty level" incomes 
did not have the requisite ability to pay and should be 
excused from liability. The Low Income Allowance was the 
mechanism adopted to achieve that result. 

The Low Income Allowance is now $1,300. That mean~ that 
· a family of four with four $750 personal exemptions for a 
total of $3,000, plus a $1,300 Low Income Allowance, currently 
does not pay income tax if its income is $4,300 or less. · 

!7 Illustrates rate changes for married persons filing jointly. 
Comparable changes are made in other rate schedules . 
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I 
Because of inflation, the poverty level for a family .of 

four is now estimated to be about $5,600. Nevertheless, 
under present law, this family would in 1975 be required to 
pay income tax of $185. 

The proposed increase of the Low-Income Allowance to 
$2,600 on a joint return will bring the nontaxable level for 
the family of four up to the new poverty level of $5 , 600, 
which is $3,000 of personal exemptions plus the new Low-Income 
Allowance of $2,600. The proposed increase in the Low-Income 
Allowance will also make comparable changes for single per­
sons and families of other si~es, as shown by the following 
table. ' ·-·-

No. in Estimated 
the 1975 Poverty Tax-Free Income Level · 

Famili Level Present ProEoseo 

1 $2,850 $2,050 $2,750 
2 3,686 2,800 4,100 
3 4,382 3,550 4,850 
4 5,608 4,300 5,600 
5 6,618 5,050 6,350 
6 7,446 . 5 t 800 7,100 

Increasing the Low-Income Allowance to the levels pro­
posed will provide benefits of about $5 .billion to low-income 
taxpayers and relieve from income tax altogether over 5 mil­
lion presently taxable returns. · 

Reduction of Tax Rates. 

In addition to the change in the Low-Income Allowance, 
which benefits the lower income taxpayers, the proposal s will 
reduce income tax rates for the 62 million remaining taxpayers 
in a generally progressive manner. · 

The present income tax rates for married persons filing 
jointly would be reduced as follows: The 14% rate reduced 
to 7%; the 15% rate reduced to 10%; the 16% rate reduced to 13%; 
the 17% rate reduced to 15%; and the 19% rate reduced to 17% 
for part of the present bracket and the balance of that 
bracket to remain at 19%. Rates for other income brackets 
would remain the same, except t hat the present 28% and 32% 
rates would be increased 1 perdentage point each. Taxpayers 
with incomes falling in those brackets would sti.ll have a 
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substantial net reduction in liability because a part of 
their income will also be taxed in the brackets in which 
rates have been reduced. Comparable reductions will be made 
in the tax rates for single returns and other types of returns 
also. The revised rate schedules are set forth in the 
appendix. 

Progressive Income Tax Reduction. 

The effect of the two elements of the proposed income 
tax reduction for individuals, both singly and in combination, 
is progressive. The proposed tax reductions are proportion­
ately greater in both dollar amounts and percentages toward 
the lower end of the income spectrum. Nevertheless, taxpayers 
at all income levels share significantly in the proposed 
reductions. 

The benefits from doubling the Low-Income Allowance are 
heavily concentrated in the adjusted gross income classes 
below $5,000, $10,000 and $15,000. The benefit of the reduc­
tion in tax rates goes 96% to persons with adjusted gross 
incomes below $20,000 and 89% to those below $15,000. Whe~ 
the two tax reductions are combined, 41% goes to persons w1th 
adjusted gross incomes below $10,000, 70% to persons with 
adjusted gross incomes below $15,000 and 86% to those below 
$20,000. 

The following table shows the percentage reduction in 
the income tax by income class: 

1975 Levels 

Adjusted Income Tax Amount of Percentage 
Gross Income Paid Under Income Tax Reduction in 

Class Present Law Reduction Income Tax 
($000) ($ billions) 

0 - 3 $ 0.3 $- 0.25 -83.3% 
3 5 1.8 - 1. 20 -66.7 
5 7 4.0 - 1. 96 -49.0 
7 10 8.9 - 3.38 -38.0 

10 - 15 21.9 - 4. 72 -21.6 
15 20 22.8 2.70 -11.8 
20 so 44.4 - 2.15 - 4.8 
50 100 13.5 0.11 - 0.8 

100 and over 13.3 - 0.03 - 0.2 

Total 130.9 -16.501~ -12.6 

*Does not include payments to nontaxpayers. 
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Some have suggested that there 
at all for upper bracket taxpayers. 
that fairness requires some--though 
upper brackets. It is important to 

is no reason to cut taxes 
We believe, however, 

lesser--relief in the 
remember that: 

Only about 12% of all taxpayers have gross 
incomes above $20,000, and they now pay about 
52% of total individual income taxes. They will 
pay an even higher percentage of individual 
income taxes if our proposals are enacted. 

Upper income individu~~s have been adversely 
affected by inflation·, just . as lower income 
individuals. The prices of the things they buy 
have increased too, and since they buy more, the 
increase is greater. Also, "bracket and deduc­
tion compression" has adversely affected high­
income taxpayers just as it has affected lower 
income taxpayers. Everybody has had, in effect, 
an income tax increase because of inflation. 

Upper income taxpayers play a disproportionately 
large role in providing the investments which 
help everyone's income to increase. 

The following table illustrates the tax reductions· that 
will be received by a typical family of four at various income 
levels. 

Adjusted Present New Tax Percent 
Gross Income Tax 1/ Tax Saving Saving 

$ ·5,600 $ 185 $ 0 $185 100.0% 
7,000 402 110 292 72.6 

10,000 867 518 349 40.3 
12,500 1,261 961 300 23.8 
15,000 1,699 1~478 221 13.0 
20,000 2,660 2,450 210 7.9 
30,000 4,988 4,837 151 3.0 
40,000 7,958 7,828 130 1.6 

1/ Calculated assuming Low-Income Allowance or 
itemized deductions equal to 17% of income, 
whichever is greater. 
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Increased Energy Costs Compared with Tax Reductions. 

The proposed changes in the structure ·of the individual 
income tax stand on their own merits and were not designed. 
primarily to offset increased energy costs. 

Solving the . oil problem will require .the public, and 
particularly large energy users, to make adjustments that 
will be unpopular and which in some cases 'vill cost money. 
Nonetheless, the proposed tax reductions are very substantial 
for low and middle income taxpayers below the $15,000 income 
level and we believe are, on average, sufficient to more than 
offset the average increases in their energy costs. The 
Council of Economic Advisers has calculated that the increase 
in the Consumer Price Index attributable to this program will 
be 2% or less. Others have suggested different p_ercentages. 

The following table provides some guidance, bv indicat­
ing how much the tax reductions add to after-tax disposable 
income. It is after tax income wHich individuals have at 
their disposal to buy goods and services, including energy. 
If the cost of living goes up 1%, a 1% increase in after-tax 
income should leave the average taxpayer even. The table 
indicates that with a rise in prices of 2% or less, average 
taxpayers through the $15,000 AGI class will be ahead. 

Adjusted 
Gross Income 

Class 
($000) 

0 3 

3 -

5 

5 

7 

7 10 

10 - 15 

15 - 20 

20 - . 50 

50 - 100 

100 and over 

Total 

After- Proposed 
tax Tax 

: Income : Reduction 
( ......... Billions ...... ) 

21.7 

33.2 

46.0 

86.1 

183.1 

162.2 

235.6 

36.5 

21.7 

826.1 

0.3 

1.2 

2.0 

3.4 

4. 7 

2. 7 

2.2 

0.1 

* 
16.5 

*Less than 50 million 

Reduction as a Per­
cent of Present 
After-tax Income 

( ..... Percent ...... ) 

1.21/ 

3. 6!./ 

4.2 

3.9 

2.6 

1.7 

0.9 

0.3 

0.1 

2.0 

!/ Many taxpayer:::1 in the two lmvest income classes ,·1ill 
benefit from the $80 special distribution. 
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$2 Billion for Payments· to Nont·a·xpayers. 

Individuals whose incomes are so low that they do not 
pay any income tax will not benefit from the income tax re­
ductions. Because of their low incomes, these persons are 
likely to have the 'least flexibility in shifting their con­
Stmlption patterns as energy becomes relatively more costly. 

In order to avoid hardships from higher energy costs 
an additional $2 billion of the energy tax revenues has b~en 
allocated to provide cash payments of $80 to each adult in 
this low income, nontaxpayer .~at.egory. These persons will 
thus not be forced to reduce their energy consumption, 
although they, like others, will have the choice.· In 
addition, very low income persons who now pay some income 
tax and who will.receive some benefit from the proposed 
~ax reductions w1ll also be eligible to receive distributions 
1n amounts approximately sufficient, when added to the in­
come tax reduction, to give them a total benefit of about 
$80 per adult. In total, this payment system is estimated 
to involve about 26 million adults, 21 million of whom are 
nontaxpayers under present law, and to provide a total 
benefit to them of about $2 billion. 

Payments will be made as early in 1975 as possible, and 
if the energy taxes are enacted by April 1st, as the President 
requests, we believe that payments can be made in the summer. 
The payments will be made by the Internal Revenue Service and 
will be based on a return--comparable to a very simple in­
come tax return--filed .by those persons eligible. in design­
ing this system for payments, emphasis has been placed on 
making it simple and speedy. While we should be generous 
in order to be certain that.we have avoided genuine hardships, 
we should not create an add1tional · welfare system or bureaucracy. 

The essential details of this system for cash payments 
are as follows: 

Adults 18 years or older and not eligible to 
be claimed as a dependent on an income tax 
return would file with the Internal Revenue 
Service a simple income tax return showing 
their name, social security number and their 
adjusted gross income for 1974. 
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Adults are eligible to file and receive a 
payment if they are married persons fili~g 
a joint return and their adjusted gross 1n­
come is less than $5,500 and if they are 
single persons · and their adjusted gross 
income is less than $2,750. 

To take account of the fact that some persons eligible 
for payments will also receive income tax reduction, pay­
ments will be made under the following schedule: 

For Married Persons Filing Joint Returns 

If their income is $4,500 or less, 
the payment is------------------------- $160 

If their income is more than $4,500, 
the payment is reduced by $4 for every 
$25 of income over $4,500 

For Single Returns 

If their income is $2,250 or less 
the payment is------------------------- $ 80 

If their income is more than $2,250, 
the payment is reduced by $4 for 
every $25 of income over $2,250 

This schedule of payments will result in phasing-out the 
payments as income rises to the level where the amount of 
income tax reductions that have been received eaual $80, or 
$160 on a joint return. For example, a married c~uple with 
two children and income of $5,600 would have rece1ved $185 
of income tax reduction and would therefore receive no 
additional cash payment. 

Because the payment system is si~ple and distinguishes 
only between single returns and joint re~urns, t~ere cannot 
be complete precision and some persons w1ll rece1v7 payments 
which when combined with income tax reductions, w1ll vary 
somewhat from the $80 per adult minimum. Imprecision ~s the 
price of simplicity. Preci s ion can h e obta in ed o~ly w1th 
returns that report the number of personal exempt1ons.and 
itemized deductions--i.e., a full tax return. Exempt1ons 
and deductions are major problems, even with higher income 
persons, and, as a practical matter, . would be unpoliceable 
on these returns. The $80 per adult minimum is an avera~e 
and somewhat arbitrary (though generous) figu~e in the f1rst 
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instance, and it would be quixotic to construct a second and 
complicated tax system to see that no family, regardless of 
size or need, varied slightly from the figure. 

The amount of $80 per adult appears adequate to com­
pensate indtviduals in these low-income classes generally, 
with a margin for extraordinary situations. The total 
increase in energy cost for the households represented 
by the about 26 million adults who will participate in 
the $80 payment system is estimated to be · $1.3 billion, 
an average of $50 per adult. This group includes 17 
million single adults and 9 million married persons who 
would file jointly. Thus, the ·average increase in ene,·gy 
cost per filing unit, or roughly · speaking, "household, ' ' 
in this category is about $60. Looked at .~nother w~y, 
the increase in energy cost may induce an 1ncrease 1n he 
Consumer Price Index of as much as 2%. A 2% increase or 
a person with $2,000 income would be only $40, and for a 
family with an income of $5,000 would be only $100. 

In contrast, total benefits of $2.1 billion are p~o­
posed for this group by the combination of cash payments 
and income tax reductions. The basic benefit will be $80 
for a single adult and $160 for a married couple. 

In addition there are another 7 million adults whose 
adjusted gross incomes are below $5,000, but who will 
receive $80 or more entirely through income tax reductions. 

Residential Conservation Tax Credit. 

To complete the total of $19 billion of tax and cash · 
payment benefits for individuals, a residential conservation 
tax credit will be allowed for expenditures for thermal 
efficiency improvements for existing homes. Such improve­
ments include storm windows and doors, and insulation and 
weather-stripping. The credit will be effective for years 
1975 1976 and 1977 and the maximum credit allowed over 
that' three-year period will be $150 per family. It is 
estimated that at least 18 million homes will be eligible · 
for the credit and that the total credits will be $500 million 
annually for the three years. 
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Corporate Tax Rate Adjustment. 

The President proposes that the corporate tax rate, 
which is now 48%, be reduced to 42%. This will provide 
benefits of approximately $6 billion. This reduction will 
be accomplished by reducing the corporate surtax rate on 
taxable income in excess of.· $25,000 from the present 26% 
to 20%. The basic or normal rate applicable to all corporate 
taxable income will remain at the present 22%. Thus, the 
first $25,000 of a corporation's taxable income will con­
tinue to be taxed at a rate of 22%. The balance will -be 
taxed at a total normal and surtax rate of 42%. We propose 
that the reduction be made inr the high surtax rate because 
that is where the excessively heavy ' double tax burden on 
corporate earnings falls. Corporations t·hat pay only the 
normal tax rate of 22% are paying tax at about the average 
top marginal tax rate of individuals. 

The reasons for recommending reduction in corporate 
taxes by means of a rate reduction instead of by some other 
means are as follows: 

Rate reduction is the most neutral way of reducing 
corporate taxes. Neutrality means that all corporations 
now paying at a 48% rate will share in the tax reduction, 
will have maximum flexibility in making business and invest­
m;nt decisions, and can therefore operate most efficiently 
w1thout regard to tax consequences. · 

Reduction of the presently high corporate tax rate 
will be the most meaningful and symbolic signal to business, 
to investors and to the market of a serious intent to assist 
business. This type of tax reduction will provide corpora­
tions the maximum assurance of continued more favorable 
climate for the long-term investment decisions that are 
necessary to ~nsure prosperity and control inflation. 

Rate reduction has a character of permanence. We have 
proposed to make the permanent tax reduction for individuals 
in large part by rate reduction. We should do the same for 
corporations. 

The amount of the proposed corporate tax reduction 
of about $6 billion is approximately the 25 percent corporate 
share--when divided in the 75%-25% ratio of corporate and 
individual tax payments--of the total of $25 billion of 
permanent tax reductions and payments we ~ropose to make. 
This proposed corporate tax reduction of ~6 billion reflects 
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the fact that corporations; too, will have an additional 
burden from higher energy costs. Corporations will bear 
these additional costs in a variety of ways --higher energy 
costs reflected in costs of equipment they buy, not all of 
which they will be able to pass on to consumers; reduced 
sales and lbwer prices for some products as demand for 
energy is reduced; and the additional capital equipment 
and other costs that will be involved for many corporations 
in shifting over to lesser energy using processes and 
products . 

As their energy costs increase, business will be 
under pressure to pass these costs through to consumers 
and they will be successful in varying degrees. To the 
extent that this increase in cost is offset by a decrease 
in income tax cost, a part of that pressure to pass 
through energy costs to consumers will be relieved. 

Corporate tax reduction is seldom politically popular, 
becaus_e it is levie_4. against_ an inanimate entity. But 
corporate taxes are borne by people--in part by people 
generally in the cost of what they buy from corporations, 
and in part by shareholders in the form of a reduced return 
on the capital they have invested in the businesses. 

In recent years other nations, including our princip~l 
trading partners, have recognized this and adonted various 
"integration" plans which move tmvards eliminating the 
double tax on income earned in corporate form. But the 
United States still imposes a double tax on income earned 
from a business conducted in corporate form, thus taxing 
that income more heavily than other income. 

As you consider the President's proposal to reduce the 
corporate rate from 48% to 42%, you should have firmly in 
mind that income earned in a corporation would still be 
taxed at 42%, and then taxed again at rates going up to 
70% when paid out as a dividend--producin·g a maximum tax 
of 82.6%. · 

I hav·e already discussed the compelling reasons for 
a reduction in corporate taxes wholly apart from any in­
crease in energy costs. These reasons are real and serious. 
While corporate tax reduction may he unnopular, the con­
sequences of increasing unemployment and declining 
productivity will be even more unpopular. They already are. 
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Conclusion. 

It is clear that our country faces serious economic 
problems. I am confident that we can solve them . . They are··· .. 
complicated p·roblems and their solutions will require pains- :. 
taking attention and balanced judgments. The President's ·· 
program, which I have outlined to you, provides an integrated 
blueprint for action. I am ·confident that as we consider 
the problems in the objective and professional manner for 
which this Committee is distinguished, we will be able to 
reach joint decisions that will set us back on the path to 
continued prosperity. I look~jQrward to working with you. 

0 0 0 
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THE WHITE HOUSE 

WASHINGTON 

FEB 15 1975 

I have your letter of January 31 and, for the 
purpose of keeping the records straight, I 
will, of course,· accept your resignation as 
Deputy Assistant to the President, effective 
on this date. 

In doing so, I welcome this opportunity to 
thank you for your more than five years of 
service to our Nation in several responsible 
positions of economic policymaking. These 
are particularly challenging times for econo­
mists I and I know the exceptional demands that 
have been placed on you. You have always 
carried out your responsibiiities, however, 
with skill and energy and have made significant· , 
contributions to this Administration and to 
the well-being of our fellow citizens. I know 
of the high regard Secretary Siinon holds for 
your work, and I want you to know as well of 
my mm genuine adrnira tion. 

It is vTit..'l-t these qualities in mind that I look 
forward to your continued service to my Admin­
istration. I ru~ confident you are bringing to 
your duties as Counselor to the Secretary· of 
the Treasury the same excellent talents and 
dedication to responsible government that you 
have d~~onstrated throughtout your public 
career. 

--. 
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You have my best wishes for every continued 
happiness and success. 

Sincerely, 

Mr. Sidney L. Jones 
8505 Parliament Drive. 
Potomac, Maryland 20854 
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OFFICE OF THE SECRETARY OF THE TREASURY 

WASHING-r:_ON, D.C. 20220 

January 31, 1975 

The Honorable Gerald R. Ford 
President of the United States 
The White House 
Washington, D. c. 

Dear Mr. President: 

The creation .. of the Economic Policy Board has resulted in a new 
assignment for me to serve as Counselor to the Secretary of the 
Tre.asury, William E. Simon. This change in responsibilities makes 
it necessary for me to resign from my position as Deputy Assistant 
to the President and Deputy to the Counsellor for Economic Policy. 
In this new role I will continue to serve in your Administration 
and I look forward to this opportunity. 

I have observed the processes of economic policymaking during the 
past five years from various positions within the Executive Office. 
I believe that a significant advantage in the current organization 
has been your personal involvement in meetings with your economic 
advisers. Your leadership will be the key variable in sustain~ng 
responsible monetary and fiscal policies which are the proper basis 
for solving our current economic difficulties. • 

I have appreciated my past opportunities and welcome the opportunity 
to continue to serve in your Administration. 

Sincerely, 

<.J~(L 
Sidney L. Jo~ 
Counselor to the Secretary 

of the Treasury 
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HERMAN: Secretary Simon, after a lot of gloomy news and a lot of 

gloomy predictions, we're now beginning to get some cheerful predic­

tions--administration economists saying things look good, we're 

bottoming out, and we're starting--we're about to start, or will soon 

start an upturn. After the record of administration and other econo­

mists in prediction for the last few years, how can we trust this 

cheerful prediction? 

SEC. SIMON: Well, we recognize the imprecision of analysts in 

their economic forecasts, but it must be remembered that every reces­

sion sows the seeds of its own recovery, and this recession is cer­

tainly no exception. We've seen a dramatic decline in inventory 

liquidation, and the important part of that is that sales are pro­

gTessing at a more rapid rate than production. Retail sales have in­

creased for thre'e months in a row. Our inflation rate is down further 

and faster than anyone had expected or forecasted. Short-term 

intere~t rates are dramatically lower from last summer's peak. And 

this has set the necessary preconditions for an upturn in housing. 

But we're not letting this economic recovery go to chance. There's 

massive fiscal stimulus as well, in the very large budget deficit, in 

the largest tax reduction in our history. What we have to make sure 

of is that we don't overheat the economy, and for once just warm it 

up so we can look forward to longterm, stable economic growth with 

low inflation. 

ANNOUNCER: From CBS News, Washington, a spontaneous and un­

rehearsed news interview on· FACE THE NATION, with Secretary of the 

Treasury William Simon. Secretary Simon will be questioned by CBS 

News White House Correspondent Robert Pierpoint; Eileen Shanahan, 
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Economics Reporter for the New York Times; and CBS News Correspondent 

George Herman. 

HERMAN: Mr. Simon, we may have, as you say, the preconditions 

for recovery. Then I guess if that is true, the next question is~ 

what kind of a recovery? Economists talk about V-shaped, where we go 

down, bounce right back up again; or an L-shaped recovery, where we 

go down and just sort of lie along the bottom of the graph for a . 
period of months before we start back up again. What are you expect-

ing? 

SEC. SIMON: Oh, I don't think anyone expects that we will, as 

you say, lie along the bottom of the graph before it begins to pick up. 

The difference of opinion ranges in how sharp the recovery will be 

toward the end of this year and going into fiscal '76. That is the 
• 

only difference of opinion among the forecasters that--the many fore-

casters that I've spoken to. 

SHANAHAN: Mr. Secretary, let's assume the optimists are right-­

the extreme optimists--and that we may come roaring out of this reces­

sion at an eight per cent growth rate, a rate that'll get unemployment 

down below seven,and a half per cent by the end of next year. You have 

said we can't have a recovery that strong without running all sorts of 

'· financial risks, the risk of inflation. Suppose we do get a strong 

recovery, and unemployment really is going down very sharply--would 

you adopt policies or advocate policies to actually slow that recovery 

down? 

SEC. SIMON: Well, the point is that--as I said at the outset--we 

have to be concerned with an over-stimulation of our economy to avoid 

the runaway growth that we have experienced in the past, with the 



attendant inflationary pressures that that brings. And I think the 

real problem is going to be in the money supply, the monetary policy 

area. As we pull out of this recession and economic recov-ery com-
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mences, at that point we observe the rate of growth and the demand in 

our economy, and monetary policy should be moderated at that point. 

PIERPOINT: :Mr. Secretary, could I go back to this question of 

unemployment? I don't think you said Specifically that you thought 

that unemployment was dropping off, and that that particular factor in 

the economy was improving. What is your feeling about unemployment? 

Is it going to increase again? 

SEC. SIMON: Well~ our forecast for recent months has been that 

unemployment would continue to increase and only begin to stabilize 
, - , 
Ha.U 

- ., .. - 1 
c1J.L\::i:1Uy U\..\...Ul- reel. ~e nave iorecasr 

that unemployment would peak in the area of nine per cent. I'm 

heartened by the recent statistics released last Friday, where unem­

ployment, while again it increased according to our expectations to 

8.9 per cent, the total labor force grew at the same time. That's a 

heartening statistic for us. 

PIERPOINT: So you think that we're approximately at the highest 

level of unemployment that we will reach. 
\. 

SEC. SIMON: Approximately, that's correct. 

HERMAN: The bigpush comes in June, doesn't it, when the colleges 

let out and your labor force swells? And even with seasonal adjust­

ment, do you think you'll be able to hold it down under nine per cent, 

or--

SEC. SIMON: Well, I wouldn't be optimistic or make a prediction 

that we could hold it down under nine per cent. As I say, our fore-
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casts were approximately nine per cent unemployment. Nobody can guage 

wit~ any precision to a tenth or a twentieth of one per cent. 

PIERPOINT: Well, what about the problem of over-stimulation that 

you mentioned? If unemployment stays above seven per cent, let's say, 

but the economy otherwise seems to be coming out of the recession, 

moving upward, what lvould you do then 't 

SEC. SIMON: Well, again, I'd go back to my response on the mane-

tary policy side; and this has been our concern, only because we have 

history to judge as a guide in what we've done in the past in over-

stimulating an economy, pulling out of a recession, because as far as 

the federal spending goes, the impact of federal spending occurs just 

at the time the economy is improving and private demands begin to re­

surge, and that is where the danger lies. 

SHANAHAN: Mr. Secretary, you have consistently, for a Icing time, 

talked about the dangers of coming out of the recession too fast, in 

particul&r with relation to the problems you foresee in the financial 

markets if that happens. Now, of course, a ~ew economists do support 

your point of view, but Congress has heard testimony from dozens of 

others--and not just liberal economists--bank economists, people like 

that--who say, Simon is wrong, there isn't this danger. And the pre-
\. 

ponderance of informed opinion certainly seems to be against yours. 

Why are you so seemingly certain that you are right? 

SEC. SIMON: Well, I don't--1 don't necessarily agree that the 

preponderance of opinion is in disagreement with me, because I speak 

to a great many financial experts in the marketplace all over the 

country every day. That is my--one of my jobs as chief financial 

officer of the United States. I perceive a very real danger. I don't 



5 

forecast that I am absolutely correct. I'm foreseeing a danger. And 

let's remember what I have said, and that is, that a budget deficit in 

excess of what the President proposed would pose these very real 

dangers, that the spending would occur just at the time that the econo-

mic recovery commences, that interest rates would not be allowed to 

decline as much as they normally would during a recession, and that 

we'd start this renewed demand from a higher level. And these dangers 

are indeed very real. 

PIERPOINT: Mr. Secretary, is your problem tha~ you feel that 

high budget deficits is more of a danger to the economy than high un­

employment because you're Secretary of the Treasury and you see that 

as your job, or is it because your political philosophy is that you're 

not as concerned about high unemployment as you are about high budget 

deficits? 

SEC. SIMON: Let's understand one thing. I don't have a per se 

.political policy. I am financial man. I've been a banker all of my 

adult life, and'when I look at the cause--

HERMAN: I think Bob's phrase was philosophy, not policy. 

SEC. SIMON:. Oh-~or philosophy. What I'm attempting-­

PIERPOINT: Well, you are in a political administration. 
~ 

SEC. SIMON: Yes, and what I--you always are in this city, and 

what the role is of the Secretary of the Treasury--much like George 

Humphrey in 1958, when he was warning of the same things right now, 

which again is what I believe to be my responsibility in a measured 

way, pointing out all of the parameters of this problem. It is infla-

tion, caused by excessive fiscal and monetary policies for a decade, 

that caused the recession and caused the high unemployment. And if we 
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embark on the same.over-stimulative policies in the future, bringing 

back the resurgence of inflation, we're only going to have a worse re-

cession and higher unemployment, and that is what I'm attempting to 

prevent-- and that's what Arthur Burns is attempting to prevent--and 

begin to adopt a longer term view, because the best thing that we can 

do for the underprivileged and the unemployed in this country is to 

have good, stable, long-term, non-inflationary growth. 

HEID4AN: I don't mean to pick on the phrase that you tossed out 

there, but are you really trying to tell us that you have no political 

philosophy of your own--this is what I understood you to say? 

SEC. SIMON: Well, I am a financial man, as I say, not a politi­

cian. I believe very deeply in what we're attempting to accomplish as 

far as the lono tArm ~n~ ~hA rRni~~1 
~ . ~ 

fn"Y" c- f'l,T; n nr - ~ - --. -··c.~ 

and investment in this country, because the only way we can increase 

productivity is to--and increase the standard of living--is to devote 

more of our capital per GNP to savings and investment. 

HERMAN: But you have no political philosophy yourself? You could 

work equally well for a Democrat or some other President or administra-

tion? 

SEC. SIMON: Ah, that's a--that may be deemed a l~ading question. 

There are certain Democrats or certain--

HERMAN: No, I'm just bemused at finding somebody in this 

with no political philosophy. 

SEC. SIMON: There are certain Democrats and certain Republicans, 

even, that I cannot embrace their economic and finoncial policies. I 

think that that crosses against--across party lines, myself. 

PIERPOINT: Mr. Secretary, you've just come back from a trip over-
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seas. You've been visiting in countries where they have somewhat 

similar problems to ours. I'm not sure whether you were in West Ger­

many or not, but at least you're very familiar with what's been going 

on in West Germany. They are a modern industrialized country. They 

have budget deficits. They also have a lower unemployment rate than 

we do by far. Why can they and the Scandanavian countries seem to 

solve some of these problems and we cannot? 
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SEC. SIMON: Well, let's talk about Germany for a moment. Of 

course, they're in the fortuitous position, as far as their visible 

unemployment rate, of being able to export the first per cent or two 

of their unemployment~ because they are an importing of labor country. 

But basically, Germany recognizes and fears inflation, and has a keen 

memory as tu tht:ir t:Xpt:rienct: in Lhe :i920 ~ s wil.:i1 runaway .i.H..llaL.ilm awl 

what happens to countries who allow this to continue. And they put 

demand restraint programs in in their country a year and a half ago, 

primarily on the monetary policy side, and that is the reason that 

they have the lowest rate of inflation in the world. 

PIERPOINT: What kind of demand restraints would you advocate for 

this country? 

SEC. SIMON: Well, what we've been pursuing is moderate--modera­

tion as we pull out of this recession. Remember, our primary focus is 

to get this recession over, to begin to rever~e the trend in unemploy­

ment, and begin to start working it downward in a non-inflationary way, 

at the same time moderating monetary expansion. And this is a job that 

cannot be done overnight or even indeed in a matter of months. It re­

quires patience, and that is the most difficuli thing in this city-­

patience. 
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PIERPOINT: How about higher taxes? The Germans pay much higher 

taxes in terms of their gross national product than we do. When we 

begin to come out of this, would you advocate that we increase our 

taxes again? 

SEC. SIMON: I must admit that I'm an advocate of lower taxes, 

personal and corporate-wise, to stimulate and make this economy more 

dynamic. We have a great capacity shovtage in this country, and this 

is being debated, and I'm preparing testimony now for the coming months 

as to the true capacity in this country. We have many of our indus­

tries today--several of our very basic industries, such as steel--that 

is functioning today at 90 per cent capacity, or close to it. And as 

we pull out of this recovery--if, as you said a few minutes ago, 

F.ilP.P.n_ . , it is c::h::!-rn ,,,r->11 -·--c-s:1 ··---)1 
;+-tC' n-A+ fTr..~n~ +,.... +nl ... ,....---·..f-t:"_._..;'h--1-, .. ., __ _ -- ...;. 4..-.-- b_..._ ..... b ..... _ .... \.Aoo.&.\o...., """'"'..t...&.~V.,._J .._V.l.LO 

we're bumping right at the ceiling with all the attendant price 

pressures, and we have to have expanded capacity, and this is going 

to require investment in these industries, and profitability, that has 

not occurred in the last decade; because this is what means more jobs 

in the United States, and a higher standard of living. 

(MORE) 

' 
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SHANAHAN: Mr. Secretary, we know you are working at the Treasury 

on a major tax reform proposal with some of these very ideas in mind. 

I've heard somebody say that you're for the repeal of all taxes on 

capital gains. Is that true? 

SEC. SIMON: Oh, I don't--I think when we adopt policies of what 

we would like, ~e also have to take a look at what is possible at the 

same time, so, I have favored--

SHANAHAN: In other words, you've favored--

SEC. SIMON: --I have favored, for some time, a declining capital 

gains rate for the length of the asset held, yes, and I think that this 

is important. 

SHANAHAN: And do I gather from what you said by way of intro-

duction there that jf it were politically possible~ you'd actuallY . 
like to see an end to all taxes on capital gains. 

SEC. SIMON: Well, many countries have recognized the importance 

' of long term capital gains and long term investment, and as a result, 

have adopted these policies, but again, I'd prefer to move in the area 

of integration of corporate and personal taxes and not penalize the 

dividend. 

SHANAHAN: How \vould that come about? What does all that mean? 

SEC. SIMON: Well, that means that the corporation could deduct 

the interest or the--deduct the dividend that it pays to the individual 

in a similar fashion to the way it deducts its long term bond indebted-

ness, or the individual could, or a combination of both. 

SHANAHAN: Well, you mean in effect, no corporate income tax, 

don't you? 

SEC. SIMON: Oh, nb, I don't mean that at all. They should bear 
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a burden, but let's not get to the common misunderstanding--there seems 

to be a notion in many quarters that individuals don't pay taxes, 

corporations do, and that really is most incorrect, because corporations 

are people, and the taxes that are paid are passed on to the American 

people in the form of higher prices, and of course less retained 

earnings, which is quite apparent to everyone today who is a student 

of this, less retained earnings in ordar to plow back into the business 

for replacement--lessens their ability to attract capital for invest­

ment in their company because they're not profitable, and this is 

what's occurred in the last decade. 

HERMAN: Mr. Secretary, when you left on this trip--in fact, 

early on in the trip, you made a number of statements about oil prices 

to come down, the question is when they're going to come down. Are 

you still so certain that oil prices will come down to any significant 
' degree? 

SEC. SIMON: Well, this again, George, has been misinterpreted 

since last summer when I started to be questioned about this. I Hasn't 
. 

suggesting it was going to happen next week or next month, but again 

the necessary conditions are there. There's a very large surplus in 
\, 

t~e world today. The OPEC nations today control 67 per cent of the 

world's proven reserves. They have tremendous internal needs for funds. 

Today, shut-in production amounts to about a third of their totai pro­

duction, and by summer it could rise to 40-45 per cent of production, 

at the same--

HERMAN: What do you see as a scenario? What do you think will 

happen? Not an immediate price drop, but what--how do you see it coming 
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about? 

SEC. SIMON: I see as the additional production in non-OPEC 

sources and project independence moves forward in the United States 

that they no longer will have the 67 per cent of the proven reserves; 

their proportion of the world's reserves will decline, coupled with 

their internal demands for funds to industrialize and diversify, and 

all of the needs in their various economies, that it's going to put 

pressure on the prices, and I think we'll see a lower price of oil, 

and I have no idea what level, because no one can forecast that either 

before the end of this decade. 

HERMAN: Before the end of this decade? You're talking in that 

long a term? 

SEC. SI~iON: • Well, J_l: could nap pen be tore, but again, no one can 

forecast. 

PIERPOINT: Mr. Secretary, what about the money that the oil 

countries are accumulating? Do you encourage them to invest this money 

in this country, and do you think it will help our capital market? 

SEC. SIMON: Bob! I look at the flow of funds that has gone to 

the OPEC nations as a pool of savings, and this pool of savings should 

be used for productive levels both in the developing and the developed 

countries, and this is by means of saying yes, we want to encourage 
A~ investment in this country and have as few restrictions as possible,/~. ·o~ 

{- ; 
'or; .. 

and that's what we've been working to, to remove the impediments to\~ ~~ 

--~ investment, both real and imagined, but of course, we have to do this 

consistent with our national security, and we have many regulations--

HER.MAl~: One of the proposals to help us in our national scuri ty 

on oil money flows was--so that we cduld get Project Independence under 
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way--was the suggestion of a floor under oil prices. Do you support 

that, that we hold our oil prices up? 

SEC. SIMON: We support a mechanism that would protect domestic 
a 

investment against/precipitous decline in world oil prices, because, 

you know, you are not going to get the needed investment in this 

country--three-quarters of a trillion to a trillion dollars, it's 

estimated, over the next decade if ind~ed the fear is there that oil 

prices will decline and destroy the investment that's been made, so 

some provision has to be made to give a little safety to this for a 

period of time, and that--that's what this whole notion's about. 

PIERPOINT: How long a period of time are you personally thinking 

of? 

SbC. ~lMUN: • Uh, 1 think that depends--that depends on the 

investment. Every--every component of energy has its own dynamics in 

the market place, whether it's oil or coal, or the more alternate 

sources of oil shale, liquefaction and gass~fications. Each have a 

different time frame, and some are unknown economically as far as to 

the cost of the cTude. 

SHANAHAN: Mr. Secretary, there's a report in the New York Times 

this morning that the administration is thinking of compromising with 

Congressional Democrats on the issue of decontrolling the price of oil 

and willing to take a longer period--a four-year period of gradual 

decontrol, to lessen the impact on consumer pocketbooks, stretch it 

out? Are you for that? 

SEC. SIMON: I'm in favor of doing just what we are doing~ and 

that's working with the Congress to get an energy bill that is going 

to give us the ability to move forward with Project Independence and 
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attain the ability for self-sufficiency in this country. I'm heartened 

by the fact that they're moving toward market forces, and utilizing 

the President's approach, which is a higher price to curb consumption, 

a higher price to give the incentive to bring on the additional pro· 

duction, and that can only be done if we remove the controls from this 

area. We've erected too many impediments to the development of energy 
. 

resources in this country. Now, whether it's a matter of two years-­
we'd 
I prefer it as soon as possible, but this is the Democratic process of 

negotiation and we want to cooperate with the Congress and work together 

in this area. 

SHANAHAN: Did you sey yes? 

SEC. SIMON: Well, I'm not going to--

Shf\NAHAN: -~To my question? 

SEC. SIMON: --I,fu not going to foreclose the President's ability 

to negotiate, so I wouldn't speculate as to what will happen in the 

final analysis. We still favor the fastest possible removal of the 

control mechanism. 

HE~~N: I don't know if it's fair to ask the Secretary of the 

Treasury this, but why did mortgage rates go up recently? Why is there 

a little upward jag in mortgage rates? 

SEC. SIMON: Well, even though short term rates have declined 

in response to the monetary stimulation recently, and money has f~owed 

back into the thrift institutions, mort·gage rates are influenced by 

the free market, the free market of corporate, government and state 

atld local borrowing, and there's been a stickiness in the decline of 

state and local borrowing, and that's reflected in an inordinately 

high mortgage rate at this point. That is--that is cnother example 
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of why I'm saying that the federal deficits that must be financed 

have to--we have to make sure that they're temporary in nature. That's 

the most important thing. 

HERMAN: So you think this is a first faint sign of crowding out 

·of--in the borrowing in the money markets? 

SEC. SIMON: Well, you know, there again, a bell doesn't go off 

when somebody is crowded out of the capital markets, and that's a--

HERMAN: But the rate goes up. 

SEC. SIMON: When a rate goes up, many decisions are made as to 

the ability to make a profit when they're paying these costs. There 

is no doubt that public utilities and housing, and emerging businesses~ 

if you will--the small and medium-sized businesses--cannot afford to 

HERMAN; Do I gath~r~ from this that you think that this is not 

a temporary phenomenon but something that's likely to stay with us? 

There's little upward pressure now on interest rates? 

SEC. SIMON: No. There, again, I will go back to what I said 

before. That depends on the actQons of the federal government, both 

in the fiscal and the monetary area. 

PIERPOINT: What you're really saying is, to a large extent, the 
\. 

actions of Congress, in not voting too many expenditures above the 

President's budget, isn't that correct? 

SEC. SIMON: Yes, that's exactly correct. 

PIERPOINT: Where do you think we ought to draw the line, spe­

cifically, and what areas of public spending do you think we ought to 

cut back? 

SEC. SIMON: Well, let's talk about stopping the growth of federal 
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spending and not try tb roll back the clock, because I rather suggest 

that would be difficult if not impossible. It's the growth of federal 

spending that we have to curb right now, and the President has drawn 

the line at 60 billion dollars in the budget deficit this year, and 

we're going to try to maintain that. 

SHANAHAN: Mr. Secretary, on that subject, the leader of the 

Republican Party on the budget rcsolut~on, Senator Bellman of Oklahoma, 

said last week in almost these words that the 60 billion dollar figure 

is a phoney, that if the administration were using honest estimates, 

it--under its own programs, not what Congress might change--under its 

own programs--that the deficit would actually be very close to what 

Congress voted. How do you respond to that kind of criticism from a 

very loyal member of the President's party? 

SEC. SIMON: Well, when-­

PIERPOINT: In thirty seconds. 

SEC. SIMON: I don't know whether he said honest estimates or 

not, but my friend Henry Bellman and I are striving for the same thing 

in this country, and that's fiscal responsibility. We made our esti­

mates of where we'd like to hold the budget and where we must indeed 

hold the budget, and we made some assumptions to do that. Now if 

other people deem these assumptions unrealistic, well, that's their 

judgment. But we intend to fight to make sure that we attempt to the 

best of our abi_lity to maintain that lid at 60 billion. 

HEru1AN: Thank you very much, Secretary Simon, for being with us 

today on FACE THE NATION. 

ANNOUNCER: Today on FACE THE NATION, William Simon, Secretary 9f 

the Treasury, was interviewed by CBS 1 News White House Correspondent 
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Robert Pierpoint; Eileen Shanahan, Economics Reporter for the New York 

Times; and CBS News Correspondent George Herman. Next week, another 

prominent figure in the news will FACE THE NATION. 
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