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9:30 a.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 call 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 cutset, 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 50 percent, which would effectively end the
system of free enterprise that we have had in this country --
and which has provided the highest standards of 1living and
the greatest prosperity on earth.

I recognize that there are people who think it's a good
idea to have more government, that government is more capab}ﬁf?aah\
of making decisions for America. f?
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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 oven 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
Tun.

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 coming
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 will 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.



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.



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 changes.

In 1ifting our country- out of the doldrums, we have
attempted to be extremely careful to avoid actions which would
set off 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 1lid 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 resignation.

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 sinée
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.



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 home 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 in. our budget
today are so-called "uncontrollables." Yet, as I have often
said, I don't buy this uncontrollable business because nothing
iﬁ 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 enormous bills for it. And the bills,
as the President said yesterday, are coming 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: Government at
all levels is going to be taking about 80 percent of 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.

o0o
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STATEMENT OF THE HONORABLE WILLIAM E. SIMON
SECRETARY OF THE TREASURY
BEFORE 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. DNuring the next two years,
you will be considering many of the most significant issues
facing 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 objective
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:
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FEB 15 1975

Dear Sid:

I have your letter of January 31 and, for the
purpose of keeping the records straight, I
will, of course, accept your re51gnatlon 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, and I know the exceptional demands that .
have been placed on you. You have always
carried out your responsibilities, 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 Simon holds for
your work, and I want you to know as well of
my own genuine admiration. '

It is with these qualities in mind that I look
forward to your continued service to my Admin-
istration. I am 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 demonstrated throughtout your public
career. ~




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

WASHINGTON, D.C. 20220

Januaxy 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
Treasury, 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 sustaining
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,

Counselor to the Secretary
of the Treasury
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HERMAN: Secfetary 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 fhe 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-
gressing at a more rapid rate than production. Retail sales have in-
creased for three months in a row. Our inflétion rate 1is dowﬁ further
and faster than anyone had expected or forecasted. Short-ternm
intere§t rates are dramatically 10Qer 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 véry 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 onceé 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 Pierpcint; Eileen Shanahan,



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-
siQn 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 ddlgetba 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
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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 recovery com-
menbes, 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
after the CCOnSmiIT rodovery had already vecurred. We have rorecast
that unemployment would peak in the area of nine per cent. I'm
heartened by the recent statistics released last Friday, where unem-
ﬂloyment, 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
heértening statistic for us.

PIERPOINT: So you think that we're approximately at the highest
level of unemployment that we will reach. N

SEC. SIMON: Approximately, that's correct.

HERMAN: The big push comes in June, doesn't it, when the colleges
let out and your labor force swells? And even with seasonal adjﬁst—
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-



casts were approximately nine per cent unemployment. Nobody can guage
with 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 cconomy otherwise seems to be coming out of the recession,
moving upward, what would you do then?

SEC. SIMON: Well, again, I'd go Qack to my response on the mone-
tary policy side; and this has been our concern, oniy 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: ﬁr. Secretary, you have consistently, for a long time,
talked about the dangers of coming out of the recession too fast, in
particular with relation to the problems you foresee in the financial
markets if that happens. Now, of course, a few 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 ;éainst yours.
Why are you so seemingly certain that you are right?

SEC. SIMON: Well, I don't--I 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--onc of my jobs as chief financial

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



forecast that I am absolutely correct. I'm foreseeing a danger. And
>et'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 that 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 fhing. I don't have a per se
.political policy. I am financigl man. I've been a banker all of my
adult 1ife, 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



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 uﬁderprivileged and the unemployed in this country is to
have good, stable, long-term, non-inflationary growth.

HERMAN: 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 long term and the canital formation and the need for cavin
and investment in this country, because the only way we can iﬂcrease
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 phiiosophy yourself? You could
work equally well for a Democrat or some other President or administra-
tion? o |
SEC. SIMON: Ah, that's a--that may be deemed a leading question.
There are certain Democrats or certain--

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

with no political philosophy.

SEC. SIMON: There are ceriain Democrats and certain Republicang,
even, that I cannet embrace their economic and financial policies. 1
think that that crosses against--across party lines, myself.

PIERPOINT: Mr. Secretary, you've just come back from a trip over-



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 alsq 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 canhot?

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
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memory as to their experience in ihe 15Z0°s wilh runaway inflaiion aud
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 reverse the trend in unemploy-
ment, and begin to start working it downward in a non—inflationafy 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 difficult thing in this city--

patience.



PIERPOINT: How about higher taxes? The Germans pay much highef
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, td stimulate and make this economy more
dynamic. We have a great capacity shortage 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,

i ] 3 348 5 e
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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 requife 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.

a

(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 1iké, we 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 jif it were politically possible, vou'd actually .
l1ike to see an end to all taxes on capital gains.

SEC. SIMON: Well, many countries have recognized the importance
of fong 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 would that come about? What dﬁes\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 ccmbination of both.

SHANAHAN: Well, you mean in effect, no corporate income tax,
don't you?

SEC. SIMON: Oh, no, 1 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 apparént to everyone today who is a student

of this, less retained earnings in order 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 1is

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 o0il prices
gning tn come down in fact and the gquestion is not, if they're going
to come down, the question is when they're going to come down: Are
you still so certain that oil prices will come déwn to any significant
deéree?

SEC. SIMON: Well, this again, George,'has been misinterpreted
since last summer when I started to be questioned about this. I wasn't
suggesting it was goiﬁg to happen next week or next month, but again
the necessary conditions are there. There's a very 1afge surplus in
the 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 total pro-
duction, and by summer it could rise to 40-45 'ﬁef 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. SIMON:*+ well, 1T could happen betore, 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

Fo
. . . . . . %“ 00
investment in this country and have as few restrictions as p0551b1e,K§’
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and that's what we've been working to, to remove the impediments toig

ryq

Q

investment, both real and imagined, but of course, we have to do this
consistent with our national security, and we have many regulations--
HERMAN: One cof the proposals to help us in our national scurity

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 o0il prices. Do you support

that, that we hold our o0il prices up?

SEC. SIMON: We support a mechanism that would protect domestic
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 indeed the fear is there that oil
prices will decline aﬁd 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?

SEC. SIMON: * Oh, I think that depends--that depends on the
investment. Every--every component of energy has its own dynamics in
the ?arket place, whether it's o0il or coal, or the more alternate
sources of o0il shale, liquefaction and gassifications. Each have a
different time frame, and some are unknown economically as far as to
the cost of the crude.

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 gradugl
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 Projeci Independence and
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attéin 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
refources in this country. Now, whether it's a matter of two years--

w7 grefer 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 say yes?

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

SHANAHAN: -+To my question?

SEC. SIMON: --I'h not going to foreclose the President's ability
to negotia?e, 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.

HERMAN: 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? N

SEC. SIMON: Well, even though short term rates have declined
in response to the monetary stimulation recently, and money has flowed
back into the thrift institutions, mort- gage rates are influenced by
the free market, the free market of corporate, government and state
and local borrowing, and there's been a stickiness in the decline of
state and local borrowing, and that's reflected in an inordinateiy

high mortgage rate at this peint. That is--that is another 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‘

-0f--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
na

v those extrantdinary vates.

HERMAN: Bo I gather. from this that you think that tﬁis 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 actions of the federal government, both
in the fiscal and the.monetary area.

PIERPOINT: What you're really saying is, to a 1§rge 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 to 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 resolut%on, Senator Bellmon of Oklahoma,
said last week in almost these words that the 60 biliion 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: 1In thirty seconds.

SEC. SIMON: I don't know whether he said honest estimates or
rot, but my friend Henry Bellmon 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 ability to maintain that 1lid at 60 billion.

HERMAN: Thank you very much, Secretary Simon, for being with us
today on FACE THE NATION.

ANNOUNCER: Today on FACE THE NATION, William Simon, Secretary of

the Treasury, was interviewed by CBS‘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.





