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MR. NESSEN: I don't know who the leader of this 
group is. 

SECRETARY SIMON: I will start. 

You know the President has been working for several 
weeks on questions relating to Federal taxes and spending. 
Tonight, he has asked for television time, which Ron just 
spoke to. 

First, as you can see from the fact sheets. the 
President is going to propose a substantial and permanent 
reduction in Federal taxes, going far beyond the temporary 
tax cut that expires at the end of this year. The total 
cut will be approximately $28 billion, approximately three
quarters for indiv~duals and one-quarter for business. 

Secondly, he is going to propose a substantial 
reduction/in Federal spending, below those levels that are 
projected for fiscal year 1977. Jim Lynn is going to 
elaborate in a second, before your questions. 

Federal spending will, in fiscal 1977, easily 
surpass $420 billion unless affirmative action is taken, and 
taken right now. The President is asking that the spending 
be held in fiscal 1977 to $395 billion. a x'eduction of an 
equivalent amount of $28 billion. 
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I want to emphasize how important it is that 
everyone understand that these two proposals are regarded 
as one package. The President is going to ask Congress 
to act on them both now, and he is insisting that only if 
Congress is willing to adopt a spending ceiling for fiscal 
1977 will he go forward with these major taxcuts. 

It would be dangerous and irresponsible to cut 
taxes andnot cut the growth in Federal spending •. That would 
only leave us with huge deficits~ higher interest rates and 
more inflation and eventually more unemployment. 

So, the two proposals are inextricablY tied 
together, and we are preaenting them as one single package. 
Together, they are designed to return more economic decision
making to our private sector. 

The President is going to address more fully 
tonight why it is important to halt the trend toward big 
Government in this country. In this session, I want to talk 
more specifically about three particular advantages of this, 
what we consider balanced fiscal package: the economic 
advantages, the financial advantages and the psychological 
advantages. 

First of all, on the economic side, in the short
term this package will provide us with a stronger foundation 
to sustain the momentum of our current recovery. In the 
long-term, the discipline imposed upon the growth in the 
budget will reduce the inflationary pressure generated by 
Federal spending. 

There can be no question that curbing the 
explosive growth is an essential weapon in the long-term 
fight against inflation~ Furthermore, by reducing taxes, 
as well as spending, we will also encourage greater savings 
and investment, a process that is imperative if we are to 
create jobs and increase productivity and increase real 
earnings in this country. 

In short, it is going to provide a higher standard 
of living for all of us. 

Second, this program will improve conditions in the 
financial markets. By tying spending cuts to tax cuts, the 
President is insuring that during the next few years our budget 
deficits will be progressively smaller and the Federal 
Government will not soak up as much money through borrowing 
in our private capital markets. 

For all practical purposes, too many small- and 
medium-sized businesses are crowded out of our capital 
markets today. By reducing Federal borrcwing, the Government 
will reduce the upward pressure it places on interest 
rates. Lenders are going to be more willing to lend long
term and more private borrowers are going to gain access 
to the credit markets. 

MORE 
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Again, this process is essential for assuring 

long-term economic growth. As the President will say 

tonight, our ultimate objective is to bring the budget into 

balance within three years. 


Psychological: Finally we have to take into 

account the public's perception of Government itself. 

Clearly, public confidence in the Government's ability to 

reduce inflation has been eroded by the last decade of huge 

increases in Federal spending, along with the huge increases 

in our budget deficits. 


Over time, that process has built inflationary 

expectations into all of our society. The President is 

intent upon changing those expectations through this 

porgram and further efforts in the future. 


Let me re-emphasize the determination of the 

President and the full Administration to stop the uncontrolled 

growth of Government outlays and to return to the American 

people more of the decision-making on how their incomes are 

going to be spent. 


Unless action is taken, Federal Government spending 
can be expected to increase by approximately $53 billion in fiscal 
1977. Outlays as a share of GNP will continue to rise. 
Outlays in fiscal 1977 would reach $423 billion. Roughly, 
four and a quarter times higher than outlays just 15 years 
ago. 

The President's program is designed to restrain 
this growth and to reduce the share of GNP going into the 
Federal Government. This plunging process is vital to the 
economic and financial well being of our people. 

I might add that in my recent testimony before 
the Congress, I have been heartened by the desire expressed 
by both budget committees to work with us in holding down 
spending and holding down the attendant deficits. 

We hope that the full Congress is now going to 
Jo~n with us in adopting this very important package that 
the President is submitting. 

Now Jimmy would like to, I am sure, address the 
expenditure side. 

MR. LYNN: Bill, I think you have covered it 
sufficiently for openers. I would, kind of reversing the 
roles a little bit, draw your attention specifically to the 
tables that are included in the fact sheet showing the 
impact on the various families. 

MORE 
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What we have here is a situation where practically 
dollar for dollar, if you compare the 1974 law before the 1975 
temporary cuts were put in, of a dollar for dollar reduction 
in the expenditures from where they would have gone without 
restraing for a comparable amount of benefit on the side 
of tax reductions. 

I think at this point, unless Alan, you have some
thing to add, why don't we let these ladies and gentlemen 
ask their questions. That is the most important thing. 

Q On those very tables you mentioned, can 
we have some figures below $5,000 of income, and why weren't 
they supplied in the first place? 

MR. WALKER: I think we have them not below $5,000 
because of the non-change that is involved there. 

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

MR. WALKER: I can see that. 

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

Q Mr. Secretary, you say these proposals of 
tax and spending ceilings are linked. Are they going to 
be linked in their presentation to the Hill, and is there 
any way that this can be done through the statutory 
provisions? 

SECRETARY SIMON: What the President is going 
to do is urge the Congress to adopt a spending ceiling 
for fiscal year 1977 of $395 billion. At that point, he 
would accept the tax reduction as outlined here on the 
tax side. 

Q Is the President going to save $28 billion? 

Q Will it be something informal? You are not 
going to propose a tax bill to Ways and Means that would 
have a spending ceiling tied into it? 

SECRETARY SIMON: The Ways and Means Committee 
will be told the conditions under which we would accept 
this type of a tax proposal, that is correct. 

Q Does that mean that if the Congress will not 

vote your ceiling that the 'President will oppose and perhaps 

veto tax cuts in the coming election year? 


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

Q Can I follow that? From a practical stand
point, however, isn't it likely that we would act on 
the tax cut this fall? They don't have to take up the 
question of the ceiling until next year. 

SECRETARY SIMON: I want Jimmy to talk to this, 
too. We think they have got plenty of time in the three 
months that are remaining. They have been working for 
several months, the budget committees, on fiscal 1976. 
They have the figures for 1977. We are going to be 
delighted to work with them on processes. 

MR. LYNN: I suppose they could do almost anything, 
you are right. They could delay, but it seems to me the 
delay will cost the taxpayers money. What our hope would be 
is that they take action on both sides of this equation now 
so that the taxes can take effect -- the cuts could take 
effect -- as of January 1. 

Q The question did not suggest that they would 
delay on voting the tax cut, but after all, they, just 
within the last few weeks, set the ceiling on fiscal 1976, 
didn't they? So, is it reasonable to expect them to set 
a ceiling on fiscal 1977 this fall? 

MR. LYNN: I most certainly think it is. First, 
let me say I have been testifying before the Congress that 
one of the things that have disturbed me so much is that 
I see consideration of various programs before the Congress, 
including consideration of extension of the tax cut without 
any figures being explored with respect to what the effects 
are in fiscal year 1977. 

Just to give you an example, the President vetoed 
the education bill. The effect of that override of his 
veto is to add almost $1 billion to expenditures in fiscal 
year 1977. 

We don't see, frankly, how they can take action 
with respect to the taxes without setting for themselves 
now a target, as we have done. 

Q Mr. Lynn, you have got $53 billion worth of 
expenditures detailed here. Are 'you now, or is the President 
later, going to send up a list of specific cuts of the total 
$28 billion, or are you leaving that all to the Congress? 

MR. LYNN: Oh, no. Of course we will. We are 
doing that in the budget process. What we are doing now is 
our usual budget review that occurs this time of year. This 
budget will be presented to the President, he will make his 
Changes in it, and all of those cuts will be expressly set 
forth in his January budget for fiscal year 1977. 

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

MR. LYNN: No, I don't think so. My own feeling 
about that is that Congress can adopt an overall ceiling 
to show their concurrence with this approach of trying to 
moderate the growth of Government and give the American 
taxpayers a break without having their detailed make-up. 
We have done enough work in the course of the last months 
to see that'it can be done. Now, very frankly, the 
exact ways that it should be done should be to determine 
in concert with the departments and agencies 

They have a principal role here and we want to see 
that they play those roles and will develop that budget 
just like the budget committees will be working on details 
of their budget when they see the President's budget. 

All we are asking at this point is that they adopt 
an overall ceiling, not the make-up of that ceiling. 

Q Mr. Lynn, as you know, many previous 
Administrations have been frustrated by trying to impose 
a firm ceiling on Congressional spending and I suppose one 
reason for that is that many of these spending programs 
are open-ended in their appropriations impact. How do you 
specifically plan to deal with such problems where Congress 
authorizes spending under a program and sets no ceiling 
as long as people qualify? 

MR. LYNN: You mean so-called entitlement programs 
where anybody that qualifies can come in. 

I think what it takes in that area is legislative 
action. It takes affirmative legislative action. You are 
absolutely right, that does not lie within the control of 
the President. That is why he is calling on the Congress 
to join him in this effort. 

This cannot be done by the President acting alone, 
it does require the cooperation of the Congress. 

Q Mr. Simon, glancing quickly at the figures 
here, it does seem that the higher the income, the larger 
the tax reduction, and it also seems that a special provision, 
such low income allowance from the 1975 laws, is now being 
eliminated. Is that the general thrust of this proposal 
by the President? 

MORE 
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SECRETARY SIMON: In general. You have to go through 
and take a look at the singles and the marrieds and how the 
various dependents are affected. Basically, the maximum 
benefit does not come at the maximum incomeo With the cut
off the maximum benefit is approximately the $25,000 income 
level and, naturally, there is some flow-throu" effect from 
CA) a combination of the 1975 tax reduction, plus the mag
nification. 

Now, let me explain to you what magnifica'tion is. 
The 1975 tax reduction was for an 8-month p.:'!T.'iod; that was 
$8 billion for individuals. In order to an~'!~\~tli:.?:e it for 
a 12-mon"th p,=,riod ~'e had to make it $12 mil..i.~')n so that 
is 50 percent larg~r. He then added, of covl''';e, the $8.6 
billion more and p,:·'Ovid;::.d this restructuring» removing, as 
you eaid, Phil, that to simplify, just have a single 
standard deduction. 

Q Mr. Simon, does this package have your full 
support? 

SECRETARY SIMON: Wait a minute.. Alan wants to 

add something to that. 


MR. GREENSPAN: I think if you will take the 
percentage changes in tax liability, they start the highest 
at the lowest level and they proceed downward thereafter 
throughout the whole tax schedule so that I would say the actual 
percentage change in taxes is very small at the bottom end 
of the scale. 

SECRETARY SIMON: Let me give it to you in the 
zero to $5,000 area, the percentage reduction in tax liability 
is 61.3 percent. / 

Q Compared to which year? 

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

Q But compared to 1975 law or - 

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

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

/ the $15,000 to $20,000; and 11.7 in the $20,000 to $30,000 
so that you can see - 

Q Let's have that compared to the 1975 law. 

Q Are you talking about the dependents now or 
single? 

MORE 
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SECRETARY SIMON: That is the income distribution 
of the President's tax reduction proposal. That is overall. 

Q What was the last figure? 

SECRETARY SIMON: 11.7 in the $20,000 to $30,000. 

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

MR. GREENSPAN: It will show the same. 

Q Let's have the numbers. 

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

Q Are all these cuts permanent or only some of them 
permanent and some of them temporary? 

SECRETARY SIMON: No, this is a permanent tax 
reduction recommendation by the President. 

Q Mr. Secretary, what is the economic situation 
that has caused you to decide not only to continue the 1975 
tax reductions but to increase them substantially? 

SECRETARY SIMON: When we talk about the 
economic situation, what we are trying to do,as I say, 
is control the explosive growth,as I said in my opening 
comments,and in Federal spending. 

Q That is nine months after the start of the 
calendar year. 

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

Q But the permanent reduction, as I understand 
the program, does not apply to the months immediately ahead. 
It only applies to fiscal 1977. 

SECRETARY SIMON: No. Obviously the six months 
immediately ahead for the half a year would be a continuation. 
No, until July 1. 

MORE 
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Q Don't you have a transition quarter? 

SECRETARY SIMON: Well, the investment tax credit 

of course is 1977. 


Q Doesn't fiscal 1977 start October I? 

MR. LYNN: October 1 of next year. 

Q So it is nine months. 

Mr. Simon, could you tell us then what the 
economic factors are that would make you decide to do this? 

SECRETARY S!f10N: Well, I tried to outline i t __ that 
there were ec~n1o)T.ic and psychological and, of course, 
financial maz'xet-I'£lated reasons lolby we should reduce this 
growth in sperJding and reduce the deficit,as I said in my 
opening remarks. 

Q Well, does the recovery seem inadequate? 

SECRETARY SIMON: No, it most certainly does not. 
As I believe Alan's last report, the third quarter growth 
will be repo:!'ted in the next couple of w.z!eKs and is going to 
show strong real growth -- I think stronger than anyone had 
originally predicted, and that real growth is projected. 

The average real GNP growth through June 30, 1976, 
we can say is still roughly 7 percent. 

Q Mr. Secretary, did I understand you correctly 
earlier that you said the President would veto a tax cut 
if it were not accompanied by the other? 

SECRETARY SIMON: That is correct. If the Congress 
sent down a tax reduction for a year or permanently in the 
absence of adopting a spending ceiling for fiscal 1977 of 
$395 billion, he would veto it. 

MORE 
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Q Aren't you almost certainly getting into a 
situation,given the way the whole tax thing has gone so far, 
the way the whole energy thing goes, that you will get a 
proposal from the Congress for a tax cut of at least as large 
as yours, possibly larger, and heavily weighted to the bottom 
of the scale, and you will get the other deferred completely 
from consideration until some later date so you won't have 
a yes or no and you will sit in this limbo and then the 
President has to make a decision? 

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

Q What form would the spending ceiling take? 
Would it be a budget resolution to the procedures that 
are now in place? 

SECRETARY SIMON: Yes, it would be what, the 
second current -

MR. LYNN: I would think they could do it any 
number of ways. One way would be by a resolution of the 
Congress. Another way would be in the preamble to the 
tax legislation. I would not purport to tell or even 
suggest the manner in which Congress can do it, but I am 
certain there are a number of ways that they can do it. 

Now, it is the matter of their will to do it if 
they decide to do it. If a majority of both Houses decide 
to do it, they will find a way to do it, and there are ways 
available. 

Q The Budget Reform Act reserves jurisdiction 
in the Senate and House budget committees. The Ways and 
Means Committee does not have anything to do with spending. 

MR. LYNN: Again, I would hope that what we will 
see in the Congress is a coordination of those efforts. As 
I have said, even in testimony I believe it was before the 
House side that one of the things that bothered me was that 
we were seeing a mark up with regard to a tax extension at 
a time prior to even the mark up for fiscal year 1976 on 
the budget side and on the second concurrent resolution. 

I happen to feel you have got to look at 1977 
numbers every bit as much as you have to look at 1976 
numbers when you are deciding what the taxation structure 
ought to be from here on out, and that decision is before 
Congress because the old temporary cut runs out December 31. 

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

MR. LYNN: Look, after al~the budget resolution, 
for example, is a sense of the Congress in the sense that 
they are setting their preliminary targe~ for the existing 
year. I would suggest they can use the 'same procedure 
that they have used for their budget resolution process, 
if that is the way they care to do it, but we certainly 
would not want to suggest that one way or another is 
absolutely essential. 

So long as that signal comes through strongly from 
the Congress to the American people and to the President that 
they are willing also to work to keep that $395 billion 
ceiling, that will do the trick. 

Q Mr. Secretary, could I come back to Joe 
Slevin's question? 

Q Mr. Secretary, the ceiling you are recommending 
does not become effective until the fiscal year beginning 
October 1, 1976. What effect, if any, do you suggest this 
should have on appropriations matters before the Congress 
for this fiscal year current and for the interim period 
between July 1 and October 11 Wouldn't that require 
some cutback so you have an estimate? 

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

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

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

Q Question? 

MORE 
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SECRETARY SIMON: Is this program supposed to have 
a net fiscal stimulus? 

This program has, as I sAid, three parts to it: 
One, to help sustain the current economic advance. I think 
everyone is pretty generally agreed right now __ that private 
as well as the Government forecasters -- that the economic 
recovery is well underway and it is going to be strong and 
indeed vigorous here in the early months of the recovery and 
into the next year. 

The questions that seem to be raised right now are 
what indeed is the third quarter? Some are even questioning 
the second quarter of the calendar year 1976. 

Also, a program like this helps to lessen the strain 
on the financial system by reducing the inflation itself 
over the long-run and,more importantly, the inflationary 
expectations as people begin to realize that we are getting 
a handle on this budget deficit problem, that we are not going 
to allow this explosive growth in Federal expenditures to 
continue at the very larger percentages that they have, and, 
finally, and just as importantly, to slow the secular Federal 
Government inroads into the lives by returning the money 
to the American people that is now being presently spent by 
the Government. 

Alan, would you like to add to that? 

Q Before you go, Mr. Secretary, on your point 
that they helped to sustain the economic advance, how do you 
help sustain the economic advance when you cut expenditures 
by the same amount that you reduce taxes? 

SECRETARY SIMON: Well, on a simple accounting 
basis one might say that that has, as r say on a simple 
accounting basis, a neutral effect but I am afraid that 
ignores the incentive gain of what happens when this amount 
of money or any amount of money is pumped into the private 
sector and into business creating all of the capital 
formation which is so terribly needed, as you have heard 
me say quite often, and I believe it has very definitely 
a net positive effect. 

AI, do you want to add to that? 

MR. GREENSPAN: We have taken the specific proposals 
on a quarter-by-quarter basis and got some of them through 
by various numbers of techniques including the regular macro
econometric types of procedures. 

MORE 
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Statistically, what we get is slightly larger deficits 
in the next two to three quarters of 1976 calendar year 
and then somewhat lesser thereafter. 

The amounts involved are not large and, in any 
event, I would ecarcely describe the effects as being 
clearly affecting the economy one way or the other. This 
particular program has not been constructive for the purposes 
of affecting the short-run economic recovery in the usual 
classic sense of the word. The major problem which it has 
at~J.!mted to confront is something which anybody who has 
looked at the extraordinarily burgeoning effect of the rise 
of Federal expenditures as you get into fiscal 1977, 1978, 
1979 -- what you begin to basically recognize is that at some 
point some basic decision must be made. 

Either we are going to decide to continuously increase 
the size of Government and ultimately increase taxes in the 
whole control of the Federal Government of the economy as a 
whole, or we decide that is the way in which we do not wish to 
go. The essential thrust of this program I would describe, 
while certainly having short-term effects, as any program 
must, was not constructed in that light and its basic thrust 
is longer term. 

It's short-term economic effects, as the Secretary 
has just said, are roughly neutral. The reason I say roughly 
is the fact that some people are going to evaluate part of 
it as positive and part of it as negative and I think others 
will do precisely the reverse. There is no major impact 
so far as I can see from anybody's evaluation. 

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

Secondly, isn't that in fact the stimulus? 

MR. 'GREENSPAN: Well, the problem that you have 
got is that at this particular point it is not clear to what 
extent you in fact create stimulus from increasing deficits. 
Let me suggest to you that we have the conventional wisdom 
which always says that the greater the deficit, the greater 
the stimulus, the greater the level of employment. That is 

/ 	 true only in the very restricted confines of our econometric 
models which, of necessity, is a very extraordinary abstraction 
from reality. 

We have found, as you are no doubt well aware, that 
these models have not captured many of the things that 
have gone on in our economy in recent years and most speci- . -, 
fically in the financial area_ 
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As best we try, and we tried extraordinarily hard, 
to capture these very subtle financial impacts as they affect 
the levels of production and employment. To the extent that 
we have failed to do that, it is clear that what we have done 
is underestimated the negative impacts of the so-called 
expansionary policies on interest rates, on inflation and, 
therefore, on real growth. 

So what I am suggesting is that while we do have these 
various sorts of figures which you discuss, I would not, 
by any means~ describe simply the fact that we do have some
what higher deficits in fiscal year 1976, specifically the first 
three calendar quarters, as being ipso facto stimulus. 
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HR. LYNN: If I might just add one thing to that, 

if I can, when you look at the figures we have here with 

regard to "fiscal year 1976 expenditures, we are making 

some guesses, some estimates as to where Congress is moving. 


With the kind of restraint I talked about a little 

bit earlier, that amount of expenditures for fiscal year 

1976 could be kept lower than that, and I would hope also get 

the difference I cite lower than the number we show there. 


Q Just one more question. We are going to have 

$21 billion of $28 billion tax cut effective by October 1 

so you have a net increase of money in the spending stream 

of $21 billion. You are not having any reduction in spending 

during that same period so, in effect, don't we have a $21 

billion stimulus for the first three quarters? That is the 

question I have. 


MR. GREENSPAN: No, I am not sure those numbers 

are correct. 


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

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

Q Just a second. 

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

MR. GREENSPAN: No, no. Let me tell you what the 
comparisons are. We have ongoing forecasts of the economy 
and what we tend to do is to reflect various different 
options that are involved in them. The latest forecasts 
that we have set up are not reflective of obviously 1972 
or 1974, but essentially what has been going on within the 
tax structure as it stands now. 

What we have done is superimposed upon them, '. 
starting off with expenditure expectations of no actions of 
any sort and running our best estimates that we can, we came 
up, as I indicated several weeks ago, with a real growth 
rate approximating 7 percent to mid-1975 to mid-1976. 
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What I am suggesting to you is this: We' have 
reinstituted new estimates based on this program, and it 
does not significantly alter those numbers. 

Q Okay. I wondered, however, if we can't have 
a figure to compare existing 1975 law to see what these tax 
changes really are. 

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

Q Now, the second question on the same subject 
of these numbers, differently. I assume that everything, Mr. 
Simon, that you have told us about the percentage tax 
increases by tax bracket eliminates, leaves out of consider
ation the fact that you are asking that the work bonus, 
the earned income credit, be eliminated, and you are now 
calling it an expenditure. 

Therefore, this thing which is for the low income 
is nowhere in any of these figure~percentage change or 
otherwise,that you have given us, is that correct? 

SECRETARY SIMON: The earned income credit is not 
in the President's tax proposals, that is correct. 

Q Or in any of these comparison numbers? 

SECRETARY SIMON: Thatis correct. 

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

SECRETARY SIMON: That is correct. 

Q Mr. Simon, as I see this, the tax reductions 
that are in effect may begin at the first part of the 
calendar year, but the spending reductions do not go into 
effect until the third quarter, and so your proposition is 
to cut taxes for the first three quarters for no spending 
and then what happens in November of 1976 is that there is 
an election. 

Now, was that taken into consideration in 
deciding on the timing? 

SECRETARY SIMON: It most certainly was not taken 
into consideration. The consideration was that we wanted 
a determination by the Congress that fiscal 1977 budget 
expenditures would be held to $395 billion, which from 
today's estimates mean that'the proposed cut in the future 
would be equivalent to the amount of the tax cut that the 
President is proposing today, and it had nothing to do 
with the election in November 1976. 
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Q Did you seriously discuss any of these 
proposals with Congressional leaders before making them 
public? 

SECRETARY SIMON: The President is discussing 
these right at this very moment with Congressional leaders. 

Q But since your Administration, as I under
stand it, has a minority in both Houses of Congress and 
since this will require legislative action, it seems to 
me that you could be accused here of presenting a political 
ploy to the Democratic Congress. 

SECRETARY SIMON: I would assume that you can always 
be accused of presenting a political ploy to Congress, but 
that does not concern us. We .believe that this proposal 
makes good long run sense to the American people, that they 
begin to reverse this trend that has been going on in 
Government, especially in the last ten years. 

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

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

SECRETARY SIMON: The growth in Federal spending. 

Q The short-term effect is to increase the 
Federal deficit and increase the Treasury's borrowing on 
the market, I believe was the question. Correct me if I 
am wrong. 

Why is that a good idea now, and why don't they 
have all the dire consequences that you have been warning 
about for many months? 

SECRETARY SIMON: The near term effect is slightly 
ra1s1ng the President's ceiling that he put on at $60 
billion. That is a fact. The point is that for the longer 
run considerations they outweigh these shorter run consider
ations, and I think that if this program were enacted in 
this fashion, the expectations of the marketplace would be 
that the Federal Government is finally getting their 
spending under control and we begin to work away at the 
important inflationary expectations that are so deeply 
ingrained, plus the loss of confidence the American 
people obviously had based on every policy that is taken 
in the ability of Government to manage their economy and, 
more importantly, to get their spending and inflation 
under control. 
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I think on the whole the positives far outweigh 

the negatives of a short-term, as I say, slight increase 

in the deficit. 


Q How much will the deficit go up? 

HR. LYNN: It depends on an awful lot of 
factors. As you have heard me testify on the Hill, we have 
a good deal of uncertainties right now, ranging all the way 
from just trying to get a good handle on estimating entitle
ment.programs, whether we are talking about food stamps or 
supplemental unemployment benefits and so on. 

Quite apart from that, we have to engage in a 
guessing game as to what Congress will do from here on out by 
way of the kind of salami tactics that we have had up to 
now, where we propose "X" and Congress always feels disposed 
to add "X plus Y" to the particular program. 

My hope would be that Congress, in the spirit of 
this proposal, will now make a genuine effort to go along 
with the proposals that are still before the Congress that 
the President has made. I would think, to give you a rough 
estimate, that we would be able to have a deficit somewhere 
in the middle 60's before we are done. 

- -'------.--........ 


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

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

Q ."hat year? 

MR. LYNN: What are you talking about? Fiscal 
1976? 

Q Fiscal 1976. 

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

Q All by itself? 

MR. LYNN: All by itself. 
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Q It is 11. 

MR. LYNN: It is 11 by itself for what, on a 
full year basis? 

Q It is 28. 

MR. LYNN: The 28 again, in answer to Miss Shanahan's 
question, the 28 is from the 1972-1974 kind of pac},age, 
so what I was giving you was a fig1lre of the net additional 
amount if you were to assume things continued the way Miss 
Shanahan talked about it. 

Q What is that total figure from 1975 to 19767 
These tax cuts are what? 

MR. LYNN: Say that again. 

Q From present law -

MR. LYNN: From present law7 

Q From present law the total tax cut herein 
proposed is $11 billion, is that right? 

MR. LYNN: About 11, that is right. On an 
annualized basis, 

Q No. 

MR. LYNN: On an annualized basis? 

Q She asked how much the increase is from 1975. 

SECRETARY SIMON: Break it down. First we had 
the rebates in there, and they are out, so we forgot these. 
Right? Then, we take the individual reductions, which 
were $12 billion in 1974 and now they are $20.6, so we are 
up $8 billion for the individuals, 1975 over 1976. Then 
the business cuts. 

In 1976,the investment tax credit does not 
expire until January 1977, so the impact is not felt 
until fiscal 1977. So, leave out the 2 percent reduction. 

Q Leave that out? 

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

Q Let's get clear. This proposal is that you 
are proposing tax law changes which would reduce taxes in 
1976 by $11 billion compared to tax l.iabil.ities under 
Vl.'es.ent law? 
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MR. LYNN: You are talking about calendar year 

1976? 


Q Yes. 

MR. LYNN: Se~that is where our confusion was 

coming. I was talking fiscal year. You are talking 

calendar year. As far as receipts, it lost about $11 

billion. 


Isn't that right, Bill? 

Q Where doesthat put you? 

Q In comparison with present law. 

MR. LYNN: In comparison with present law? 

Q That is not my question. 

MR. LYNN: That answers one question. Let's take 

another one. You go ahead. 


Q My question is, how much will be added to the 

deficit by proposing by this tax proposal, and that is 

assuming that the 1975 tax cut would have expired. 


HR. LYNN: Totally? 

Q Period. 

MR. LYNN: I suppose the way you would estimate 

that is, first, to take a half of a full year's effect. 

The full effect of the tax package is roughly $28 billion, 

right? So, you take a half year's effect of that, and I am 

being very rough in that. 


My real expert, Bill Macomber, please feel free to 

correct me. Take roughly half of that and that would 

be the additional receipts lost for the period. But, what 

the economists also do is take a look at all of the factors 

that enter into the economy, and what you think that kind 

of tax cut will do by way of signals -- more importantly, 

what the restraint provision you are trying to get for 

1977 will do to the business community and to the 

individuals and, therefore, some part of that receipts loss 

will build into the deficit. 


/ Q Sure you figured it out. I am just asking 
for the figure. I know what the process is, but what is the 
figurer Is it $11 billion? 

MORE 

I 



- 21 

MR. LYNN: It would not be the total $11 billion 
by any means. 

Q It is not the total $l~ billion. 

MR. LYNN: All right, the total $l~ billion. 

Q What is it? 

MR. LYNN: It would be something less than that. 

Alan, would you care to comment on that? 

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

Do you have that? 

Q You cannot say how much this will add to the 
deficit? 

MR. GREENSPAN: No. 

MR. LYNN: We have said that. We have said it ~n 


the fact sheet. 


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

Q Dropping the ~O to ~~ in following fiscal 
year? 

MR. LYNN: Yes. 

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

MR. LYNN: The way I got to that in my head was-
and again, Dale, the way we calculated it was--~hat if you 
take the 1975 law, the way it is being applied now and 
with withholding rates, as you have it now, the effect 
on a full year basis on whether you take fiscal or other
wise, but once it is in effect is about $17 billion -- $17 
billion, $18 billion, somewhere in there. 

So, therefore, if you look at your $28 billion, 
that is what your differential is. 
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Q $17 billion revenue loss? 

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

Q Can we get a breakdown of numbers parallel 
to the 1972-l97~ numbers? 

SECRETARY SIMON: We can pass ou~ what the 1975 
tax act was in the old sheet that gives you the revenue 
impacts on the 1975 tax act. You have the 1976 act here 
proposed with the revenue impac~s and a good many of the 
business tax cuts are the same. 

The investment tax credit, as I say, does not 
expire until 1977. Your major difference is in your 
individual tax cut. Of course, that is offset by the 
rebate, which the $8 billion is off already. 

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

MR. LYNN: Try it again. 

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

MR. LYNN: It is not quite that because you have 
to distinguish between what the total amount of tax deduction 
is loCked into, not individual taxpayers or the like, and 
that gets you to an annualized amount of about $14 billion, 
I think it is. Is it 14? NO, 12 plus. It is somewhere 
between $12 billion and $13 billion. 

If you assume the taxpayers continue to get the 
same take-home pay, in other words you try to get an 
annualized base so that they keep the same withholding 
that they have now, you have to add another $4 billion plus 
to that, and that is what gives you the $17 to $18 billion. 

If you were to have taxes just continue now the 
way our American taxpayers are paying them, with their take
home pay as they get it every month, it would cost you on 
an annual rate about $17 billion, somewhere between $17 
and $18 billion. What this does is add about another $11 
on top of that. 

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

MR. LYNN: Are you talking calendar? 
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Q Calendar. 

MR. LYNN: Okay, I just wanted to know. 

1976 -
Q If we ever get to the end of calendar year 

MR. LYNN: I hope we do. 

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

MR. LYNN: In one way, I see what you are saying. 
If you were to assume that the temporary tax cut were 
there forever, if that is the way you looked at it, and 
we looked upon it as a new ball game that we have to decide 
now what is the best tax policy for the United States 
effective January 1 -- but if you looked at it your way, 
you are absolutely right. 

It was decided in the old law to add at the rate 
of $17 billion a year and under this new change you are 
adding another $11 billion a year. We prefer not to look 
at it that way. We prefer to look at it overall as to what 
does this mean by way of a tax program that makes sense for 
this country for a longer term direction. 

One thing I will urge you to look at is that in 
the President's statement--and it should have been 
reflected in the fact sheet, and I am sorry it is not there, 
it should be there -- the President says that this ceiling 
is the first step moving toward a balanced budget within 
three years. 

Now we think the net effect of all of these 
actions that the President is proposing will be to, one, 
get a much healthier economy; two, return some freedom 
of our taxpayers to spend the money they are earning that 
they have rapidly been losing over many years in the past. 

MR. NESSEN: There is a Cabinet meeting that these 
three gentlemen need to go to. It started a couple minutes 
ago, so we probably should knock this off. 

Q Does this program mean you will initiate no 
new programs next year? 

MR. LYNN: Yes. no new spending. 

THE PRESS: Thank you. 

END (AT 6:24 P.M. EDT) 




