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I. THE CURRENT ECONOMIC SITUATION

The year 197 4 was marked by both inflation and recession. After 
moving ahead vigorously since the close of 1970, output and employ
ment moved downward during the year while prices continued to rise 
sharply. 

In 1974, real gross national product (that is, GNP in constant 
prices) registered the first annual decline since 1958 and the largest 
decline since 1946. ( See table 1.) For the year as a whole, money GNP 
rose to $1,397 billion-7.9 percent over 1973, but this increase merely 
reflected higher prices. After taking into consideration a 10.2-percent 
increase in prices ( as measured by the GNP implicit price deflator 
which is the broadest measure o:£ inflation)� real GNP fell 2.2 perrent. 
The decline in output and the rise in prices was especially marked in 
the fourth quarter of 1974 when real GNP fell at an annual rate of 
f>.1 percent and prices rose at a rate o:£ 13.7 percent. 

TABLE 1.-GROSS NATIONAL PRODUCT 1929-74 

[In billions of dollars) 
-----------------------------

Year 

1929 ___________________ _ 
1933 ___________________ _ 
1939 ___________________ _ 
1940 ___________________ _ 
1941 ___________________ _ 
1942 ___________________ _ 
1943 _______ ·------------
1944 ___________________ _ 
1945 ___________________ _ 
1946 ___________________ _ 
1947 ___________________ _ 
1948 ___________________ _ 
1949 ___________________ _ 
1950 ___________________ _ 
1951 ___________________ _ 
1952 ___________________ _ 
1953 ___________________ _ 
1954 ___________________ _ 
1955 ___________________ _ 

Gross national 
product in 

current dollars 

103. 1
55.6
90.5
99. 7

124. 5
157. 9
191.6
210.1
211. 9
208.5 
231. 3
257.6 
256.5 
284.8 
328.4 
345.5 
364.6 
364.8 
398.0 

Gross national 
product in 

1958 dollars Year 

203.6 1956 ___________________ _ 
141.5 1957 ___________________ _ 
209.4 1958 ___________________ _ 
227.2 1959 ___________________ _ 
263. 7 1960 ____________________ 
297.8 1961 ____________________ 
337.1 1962 ____________________ 
361.3 1963 ____________________ 
355.2 1964 ___________________ _
312.6 1965 ___________________ _
309.9 1966 ____________________ 
323.7 1967 ___________________ _
324.1 1968 ____________________ 
355.3 1969 ____________________ 
383.4 1970 ____________________ 
395. l 1971 ____________________ 
412.8 1972 ___________________ _ 
407.0 1973 ___________________ _ 
438. 0 1974 P • •  ----------------

Gross national 
product in 

current dollars 

419.2 
441. 1
447.3
483. 7
503. 7
520.1
560.3
590. 5
632.4
684.9
749.9
793.9
864.2
930.3
977. 1

1,055.5 
1, 155. 2 
1,294.9 
1,396.7 

Gross national 
product in 

1958 dollars 

446. 1
452.5
447.3
475.9
487.7
497.2
529.8
551. 0
581.1
617. 8
658.1
675.2
706. 6
725.6
722.5
745. 4
790. 7
839.2
821. l

-�--------'--------------��--

P7preliminary. 

Source: Department of Commerce. 

The fa11ing GNP figures for 1974 reflect widl'spreacl clecliuPs in both 
consumption and investment. Instead of registering their customary 
gains, personal consumption expenditures ( measured in constant ID58 
dollars) for both durable and nondurable goods :£ell. The decline ·was 

(1) 



2 

l)articu1arly sharp for clurah]e goods expPnclitnre.s whirh <lropped
almost 9 percent for the year. About 8.9 million new ('Ul'S were so]d
during the year-22 percent less than in 1973. The leading l'easons for
the weaknC1ss in consumer expenditures were falling disposubJc income,
inflation, ancl lack of consumer confidence.

In contrast with 1973, when it rose 10 percent, real gross pri,·ate 
investment fe1l 8.5 percent in 1974. Housing starts totalPd only 1.4 
million comparecl with 2.4 million in 1972 and 2.1 million in 1973. By 
November of 1974, housing starts were running at an annual rate of 
uncler 1 million. 

As the economic situation deteriorated, unemployment rates rose
from n.2 percPnt in January to 7.1 percent in December. This compar('d 
with avernge unemployment rates of 4.9 percent in H)73, 5.6 percent 
in 107:2, fi.9 percPnt in 1971, and rateR averaging 3.8 percent or lrsR from 
1966 through 1969. The December unemployment rate was the highest 
sinre 1958. 

D<>spite the rer(lssion during the year, the consumer price inrlex was 
12.2 p('l'CPnt highPr at the encl of 1974 than at the start of thr yrar. 
Th is was the highest rate of incrpase since 1046 whPn thP iml<'x shot 
up 18.2 percent. reflecting tqe removal of wartime price rontrols. 
( H owC',·Pr, for Dc>rem hc>I\ the incrc>ase in the consumer prirP imlPx 
dC'C'linPcl to an annual rntc� of 8.4 percent.) Although the wholc>sale 
prirC' in<lex clroppe<l slightly in DPcember, for the yC'ar as a whol<'. it 
rosr c>vPn foster than the consumer price index, shooting up 23.5 
PP J'('('ll t. 

IntcrPst rates rose during: most of the yc•ar, but d<>rlined towarcl the 
lattC'r part of the y<'al'. They are now still at high levels, rpf1ccting 
antieipnt ions of rontinuing inflation. In ,Tanuary rn7n, the primP rate 
fell to Hl_h perc('11t after luwing reacherl 12 p('rcent in 1D74-. .As of 
January 18-22, the TrPasury bill rate (SH <lays-11c>w iss1ws) was fU37 
percent, long-tPrm government bonds yielded 6.n 1wrcent and AA 
COI'J)Ol'fitC' bonds 8.!)8 percent. ( Se<' tablPs 2 and 3.)

Corporate profits for 1H7--t wPre high in money terms. In the third 
quartc•1·, rorpornte profits before taxes rPachecl $1:>7 hi11ion at a sc>a
sonally arljnsted annual ratP. HO\n�ver, 852 billion of these profits 
were <111<' to t llf' rffect of higher prices in raising inventory values. 
Aft('!' the i11Vc>ntory Ynlnation adjustnwnt, third qnartPr profits 
amom1tP<l to $105.8 billion, about the same as profits in rn,:1 hut 
highPr than profits of $78.7 billion in 1971 and $02.2 billion in 1972. 
It has hrc>n arguecl that tlw, figur<>s for rorporate profits, PVC'n aft.er 
th� inventory ,·aluation udjnstnwnt. OY<'l'Rtatr tnw pl'ofits heC'arn;p they 
do not take full arrount of tlrn highPr r-osts that wi11 be entailPd in 
the future in 1·pplaring plant and equipment. �fost analysts anticipate 
a substantial clecline in corporate profits in 1975. 
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S01ne Faoto1·s Oontribitting to the Oitrrent Reoession 
No attempt is made here to enumerate all the causes of the current 

economic downturn. Howeyer, the factors outlined below appear 
worthy of note. 

The money supply .-1,he Fecleral Reserve Board slowed dmvn the 
rate of increase in the money supply in 1974 in an attempt to keep 
strong inflationary pressures uncler control. In 1074, the money stock 
( currency plns deirntnd deposits) increased 4.4 percent compared with 
an avPrage of 6.7 percent over the previous 5 years. Since the iI?plicit 
GNP deflator rose 10 percent for the year, the money supply m real 
terms declined by over 5 percent during the year. This undoubtedly 
has had an important influence in slowing down the economy. 

Fiscal situation.-As notPd in table 4, the administration estimates 
deficits in the unified budget of $35 hi1lion for fiscal 1975 and approxi
mately $50 billion for fiscal 1976. These figures assume that the Con
gress will adopt the tax cut proposed by the administration and $17 
billion of spending cuts proposed by the administration, including a 
5-percent ceiling on Federal pay and social security benefit increases.
These anticipated deficits amount to 2.45 percent of GNP in 1974 and
3.3 perrent of estimated GNP in 1975.

TABLE 4.-UNIFIED BUDGET TOTALS 

[Fiscal years; in billions of dollars] 

1975 

Nov. 26 
Description 

1974 
actual estimate 

Budget receipts ___ . ____ ._ .. ___________ ._____________ 264. 9
Budget outlays _____ .________________________________ 268. 4 

293 
302 

Current 
estimate 

279 
313 

-----------

Deficit(-) ______ . ________ •• __________ .•..... _ -3. 5

1 Approximate. 

-9 -35 

1976 current 
estimate 

297-300 
348-350

I 50

Source: Statement of Roy L. Ash, Director of the Office of Management and Budget, before the House Ways and Mean 
Committee on the Public Debt Limit, January 23, 1975. 

Despite the large actual deficits that are anticipated, many econ
omists maintain that the Federal budget will be contractionary in 
1975 unless offsetting action is taken. This is because the Federal 
budget when measured on a full employment basis (which assumes 
that potential real GNP grows 4 percent per year) is expected to have 
a much larger surplus this year than in the past. (The full employ
ment budget differs from the actual budget because when the economy 
is at fnll employment, tax receipts are larger because the tax base is 
largt>r a)l(l certain expenditures, such as expenditures for unemploy
ment insurance and food stamps, are smaller.) In recent years, the 
administration has used the full-employment surplus rather than the 
actnnl snl'plus or dPficit ns the measure of the effect of fiscal policy 
on the economy rather than the actual deficit. 

In the fourth quarter of 1972, the Federal budget deficit on a full 
employment basis ran at an annual rate of $13.6 billion, and in 1973, it 
had decreased to $7.4 billion. In the third quarter of 1973, the full 
employment budget swung from a deficit to a surplus which con
tinued throughout 1974. During 1975, the surp1nses on a full employ
ment basis are expected to continue, reaching an annual rate of close 
to $;31 billion in the second quarter (2 percent of GNP). 

45-828-75--2
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Oil.-The sharp increase in the price of imported oil which has 
resulted from the actions of the OPEC cartel now involves an annual 
cost to the United States of approximately $25 billion or about $18 
l>illion more than in 1973. This has not only added to our balance-of
payments problem� it has also acted to dampen our economy since the 
outflmv of such large funds siphons off purchasing power from the 
domestic economy. Some part of this resulting deflationary effect is 
( or will in the future) be offset by increased U.S. exploration for oil 
nnd gas, but the net dampening effect is still very large. 

'l'he Outlook 1'Vitlwut a Tax Out 

Economic forecasters are practically unanimous in predicting that in 
l!J75 the economy will continue to operate far below its potential. This 
is indicated in table 5 whi<'h presents the forecasts of a number of 
widely known forecasters. \Vhile the precise figure varies with differ
ent fol'(wasters, the table shmYs that real GNP in 1975 is generally ex
pC'ctcd to be lower than in 1!>74 though many forecasters anticipate a 
modest recovery beginning in micl-1D75. At the same time, prices are 
expected to continue to increase sharply over much of the year and un
employment is expected to remain in exress of 7 percent. The vVharton 
( Fniversit.v of Pennsylvania) model, for example, projects unemploy
ment rates in excess of 7 percent throughout 1976. 

TABLE 5.-ECONOMIC FORECASTS FOR 1975 
-·-·-··------------- ----

Percent 
1975 GNP-------------

(billions of Real growth Price 1975 average 
dollars) in GNP increase unemployment 

----------------------------···------·--

Economists: 
Robert S. Einzig, Transamerica ------------------- 1,528 -0.1 9. 4 6. S 
Robert A. Kavesh, New York University.___________ 1,522 -1. 0 9. 4 6. 9
Norma Pace, American Paper Institute_____________ 1, 521 -1.0 9.6 7.3
James M. Howell, First National Bank of Boston. _ _ _ 1, 521 -1. 2 9. 8 7. 0
Gordon W. McKinley, McGraw-Hill_________________ 1,520 -0.2 8.9 7.0
Michael Sumichrast, National Association of Home-

builders______________________________________ 1,520 +2.5 6-5 6.3, 
Richard S. Peterson, Continental Illinois National 

Bank __________________ ----------·---------- 1,517 -1.0 9. 7 6.9 
lrwinl.Kellner,ManufacturersHanover____________ 1,512 -0.6 8.8 7.2 
David M. Blank, Columbia Broadcasting System______ 1,510 -1. 0 9. 0 7. 3
Robert Dennis, National Planning Association_______ 1,508 -2. 8 10. 9 7. S
Saml.Nakagama,Kidder,Peabody_______________ 1,508 -0.3 8.2 7.0 
RobertJ. Eggert, RCA---------------------------- 1,507 -1.6 9.6 7.4
Gary M. Wenglowski, Goldman Sachs_·------------ l, 503 -1. 3 9. 0 7. 2 
Raymond Saulnier, Barnard College_______________ 1,501 -1.3 8.9 7.3
A. George Gals, Arthur D. Little _____________ ·----- 1,500 -1. 5 8. 9 7. 0
Norman Robertson, Mellon Bank__________________ 1,494 -1.6 8.9 7.3
Irving Schweiger, University of Chicago____________ 1,492 -1.9 9.0 7. 5 
C. S. Overmiller, Exxon __ ... __ ... ___________ ._____ 1. 491 -1. 5 8. 5 7. 3 
Albert H. Cox, Jr., Lionel D. Edie__________________ 1,488 -2. 2 8. 9 7. 5
Theodore R. Eck, Standard Oil (Indiana)___________ 1,485 -1. 6 8. 0 7. 5
Albert T.Sommers,The ConferenceBoard_________ 1,480 -2.4 8.4 7.3
Ira Ross, AnrhorCorp. _____ ··-------·---------- 1,473 -1.8 7.8 7.6

Hugh Stokely, Girard Bank_______________________ 1,467 -0.2 5.3 7.6 
A. Gary Shilling, White Weld______________________ 1,445 -3. 5 7. 0 8. 3 

-----------------

Aver age______________________________________ 1,501 -1. 2 8. 7 7. 3
Econometric models: 

MAPCA ST,General Electrir_______________________ 1, 526 -1.3 10.6 6.9 
Wharton EFA, University of Pennsylvania__________ 1,525 -1. 0 10. 3 7.1 
Chase Econometrics______________________________ 1,524 -0.8 9.8 6. 7
Georgia State Univer�itY------------------------- 1,516 -0.6 9.1 6. 5
RSQE, University of Michigan_____________________ 1,511 -1.1 9. 4 7. 4
Data Resources __ . ____ .. ________ .. -------_______ I, 507 -0. 9 8. 9 7. 3 
University of California at Los Angeles_____________ 1, 501 -1.8 9.4 7 . 7
Townsend-Greenspan____________________________ I, 496 -2. 4 9. 5 6. 8 

-----------------

Aver age ______________________________ -------- 1,513 -1. 2 9. 6 7. 1 

Source: Business Week, Dec. 21, 1974. 
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"Tith this pattern of forecasts for 1075, it is highly likely that in 
1075 the actual GNP for this year will fall considerably short of the 
potential GNP. 'I'able 6 presents data on actual and p

0

otential GNP 
and staff projections which suggest that actual GNP during 1975 
may be as much as 1_4 percen_t under the potep�.ial GN� assuming t�1e· 
present bmlgetary picture ,nth no tax cut. 'Ilus gap will be $215 bil
lion, or $1,000 per capita. This is significant for two reasons: first, it 
indicates that in the absence of remedial action, there will he a large 
loss of economic goods and SPrvices; and second, it suggests that tax 
reductions could be employed to stimulate the economy without creat
ing substantial additional inflation in view of the large amount of 
a n1ila ble unused resources. 

TABLE 6.-ACTUAL AND POTENTIAL GNP 

[Billions of dollars seasonally adjusted annual rates) 

Year and quarter 

1971-1. ... ---.... ----.................. _ ... _. __ . ---------. _ ... --
1971-11 _______ ----_. ----------___ .. ---_ .. ____ ... -----__ -----. __ . 
1971-111. ___ -_ .. _ .. _ .. ----- . -----.. ---- .. --- - - --. -------- - - -- -
1971-IV ______ ..... _______ . _. ____ --------. - ---------.. ---. ---. _ --
1972-1 ___ -- ---- _. -----. ---------------_ -- -------- -------------. 
1972-11 .. _ ... _ --_ ------___ ----------------. --_ --------------__ --
1972-111 ___ . . .. __ - _____ . ___ -_______ . _ - -- - ------------ - ---------• 
1972-IV ___ .. . ... _. __ . _. _ ... _____ ----______ ------- ---------_. __ 
1973-1. ___ _ . - .. - . - -- ... -. -------- ------------------------------
1973-11.. _. ___ ...... __ . _ . _. _____ .. __ .. ______ . ______ . _ .. ___ .. __ . _ 
1973-111 _____ .. ___ .. _. _ ... _____________ . ________ . _. ____ . ____ . _ .. 
1973-IV ____ . _ . _____________ . _____ . _________________________ ----
1974-1. -. ----_ --_ ------ --------------- -----_ ----------_ ---- _ ---
1974-11 _. _ ----. __ --- _ ---_. ----- . _ ------------------------------
1974-III __ ... _. ___ ------------_ -- ---------- -. - . - -- ------- -------
1974-IV ______ . _. _ -----__ . __ . _____ . _. ______ .. _______________ . --_. 
1975-1_ _____ --___ -----_________ . ___ . _. _________ --____ .. --. _ -----
1975-11 _. ____ . _ ... _______ .. ______ . __ . ______ . ________ . _ .. _ _ _ _ __ _ 
1975-111 ..... _ --_ -------------_ --.. __ ----.. -______ . ---___ ---_ ---
1975-IV _____ --___ ---_. ____ . _ ---__ . ____ . __________________ -----__ 

Actual 
GNP 

1,027.2 
1,046.9 
1,063.5 
1,084.2 
1,112.5 
1,142.4 
1,166.5 
1,199.2 
1,248.9 
1,277.9 
1,308.9 
1,344.0 
1,358.8 
1,�83.8 
1,416.3 
1,428.0 

21,448.6 
21,484.4 
21,529.0 
21,579.7 

Potential 
GNPt 

1,081.4 
1,105.2 
1,126. 0 
1,141.0 
1,164.3 
l, 182. 9 
1,202.6 
1,223.8 
1,258.3 
1,293.0 
1,332.1 
1,373.2 
1,427.7 
1,474.3 
1,532.0 
1,597.0 

31,648.5 
a 1,698.9 
3 l, 744. 7 
3 1, 792. 7 

GNP gap 
(potential 

less actual) 

54.2 
58. 3
62.5 
56.8 
51. 8 
40. !i 
36.1
24.6 
9.4

15. 1 
23.2 
29.2
68.9
90.5

115. 7
169.0
199.9 
214. 5
215. 7
213.0 

1 The increase of potential GNP assumes a growth rate in real terms of 4 percent each year, composed of an increase in 
the labor force of 1.8 percent, a decline in hours worked of 0.3 percent and a rise of output per man-hour of 2.5 percent. 
These trends may not be an accurate reflection of conditions during the oil embargo of late 1973 and early 1974. Like all 
measures of capacity, these are subject to a wide margin of error. 

2 Forecasts of Chase Econometrics, Inc. 
a Staff estimates using the methodology of the Council of Economic Advisers. 

Source: Business Conditions Digest. 

II. ECONOMIC EFFECT OF AN INDIVIDUAL INCOME TAX
REDUCTION 

l\Iost e<'onomists be1ieve that an individual income tax reduction at 
a time when there is excess capacity in the economy will increase the 
level o-f real income and employment. People will spend a fraction of 
their tax cut on consumer goods, which will create jobs and increase 
incomes. The inclivi<luals who receive these increases in income ( as 
wages and profits) will spend some fraction of the inrrease, thus creat
ing more jobs and still further increases in income. Businesses will 
respond to higher demand for their products by increasing their in
vestments, assuming they get the needed financing, which will also 
expand the economy. There is some dispute about the precise magni
tude qf the "mnltiplier"-the increase in income that results for each 
· dollar of tax reduction-but most estimates are between 1 and 2. The
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inultiplier, in any event, will vary depending on what type 0£ tax 
reduction is enacted, what income groups receive the cuts, whether 
monetary policy is accommodating or offsetting, and whether there are 
offsetting spending cuts. 

There are two principal arguments against a tax cut at the present 
time. Some argue that by stimulating the economy, a tax cut will 
increase the rate of inflation. There is probably some truth to this 
view; the recession can be expected to slow down the rate of inflation, 
and a shorter or milder recession will cause less of a reduction. With 
snbst.antial slack in tihc economy. however, as there will be for the 
next se,·eral years, it does not apr>ear probable that a tax cut of reason
nl>lP siw will have mnrh of an inflationary impact. 

A second argument against a tax cut at this time is that it will not 
stimulate the economy because the higher deficit caused by the tax 
cnt will drive np interest rates, crowd out private borrowing, and 
thereby reduce business investment. It is contended that this will offset 
the increased consumer spending caused by the tax cut, so that there 
"·ill be no net stimulus to the economy. This "crowding out" argument 
has been made by the "monetarist" school of economists. 

Tlw "crowding out" theory appears to be most valid in times of 
tight money and least valid when credit conditions are m]atively easy. 
In most recessions, the demand for money falls and interest rates de
C'line, so that large government borrowing can occur without inducing 
i1wrPases in interest rates that are large enough to abort the recovery. 
ThPre nre several reasons why private borrowing should fol] in 1D75. 
:Most economists expect business investment to fall in real terms in 
197!S ( and even in money terms, to increase only modestly) ; consumer 
horrmving is fa11ing because the desire and ability to purchase autos 
nncl houses is weak; and firms are expected to liquidate the excessive 
inventories they accumulated in 1974. The main reason for increases 
in priYate borrowing in 1975 is the fact that many firms are now rela
tively illiquirl, having drawn down their liquid assets and relied on 
short-term borrowing during the recent period of extremely tight 
money. �Iany firms will probably try to take advantage of any decline 
in interC'st rates to borrow in the long-term market in order to build 
11p their liquidity positions. If monetary policy accommodates such a 
dPsire for increasec11iqnidity with expansionary monetary policies. it 
nppPars that governme11t deficits ran be financed without la1·ge in
crrases in interest rates. While government borrowing should increase 
the snpply of liquid assets. this is likely to be offset by an increase in 
the demand for liquid assets by the private sector, so interest rates 
should not rise excessively. 

Assuming morle.ratPly c>xpansionary monetary polirirs. then. a tax 
cnt should stimn 1ate H1P economy; and the large gap hetwPen a<'tnal 
anc1 potential output that probably will exist in the next SC'YPral years 
should ensure that this stimulus will not seriously increase inflation. 

III. DURATION OF THE TAX REDUCTION

The administration has proposed a tax cut for one �rear. The com
mittc>e. mav want to consider a tax cut where 11art of thP r.nt is for a 
longer pedod of time. A related issue is the extent to which a tax cut 
should be received in lump-sum refunds or reflected in lower with-
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holding. Under the administration proposn], the entire tax rednrtion 
·would be received in t\vo payments during calendar year 1075, si11L'l' it
applies to 1974 tax liability.

There is likely to be a sizable gap bet,yeen actual and potential out
put :for the next several years if no tax cut is enacted. En'n if the 
economy grows in real terms at 6 percent annually, whirh would be 
a vigorous recovery by hiRtorir.al standards, the eeonomy will not 
reach full employment until 1980. Thus, the committee might ,vant to 
consider some fiscal stimulus for at least the next two or three years. 

Another consideration on the isstle of the duration of a tax cut is 
the fact that inflation has the effeet of raising inrlividual inrome tnxes, 
not only nominally but also in real terms. This ocrm·s berause inflation 
erodes the real value of the personal exemption and the mininrnm ancl 
maximum standard <leclur.tions and bC'canse it pushes people into highrr 
rate brackets even when their real income is staying th<' samr or de
clining. Individual income tax liabilities rose from $103 bi11ion in 
1973 to $118 billion in 1974, or by $1:> billion. Tlw price lE'vPl ( as nwas
nrecl by tlw GNP implicit price. clefl.ator) was 10.2 perrent higher in 
rn74 than in 1n7B, Ro that H>73 taxes in 1974 pric<?s were $11;1 billion, 
$5 billion less than artnal 1974 taxes. In addition, real personal inrome 
fe]] by 1.1 percent between rn73 and 1974. Given the progressivity of 
the hicomc tax, a cle<'line in income of this magnitude should ha VE' re
<lucPd taxes by 1.8 percent or $2 billion. Thus, berause of inflation, 
taxes ,vere appI"oximately $7 billion higher in 1974 than they "·onld 
have' been had the rnte brackets. personal E'xemption, and minimmn 
nncl maxiu1mn standal'<l deduction heen adjusted upward for inflation. 
Instead of clerlining by $2 billion owing to ·falling real inconH'R, in
come taxes in real tPrms rose by $5 billion. 

A disproportionate amount of this real tax increase in 1974 applied 
to lmv-income taxpayers. Using the Treasury computer tax model, tlw 
staff has estimated the distribution of this tax increase by income <'1a8R, 
and this appears in table 7. The p<?rcentage increase in tax is greatrst 
for the lower inr.ome classes. For people with AGI under $3,000, in
flation raised taxes by 4-3.3 percent, while the increase was 2.5 pel'rent 
for people with AG I over $100,000. 

TABLE 7.-REAL TAX INCREASE IN 1974 CAUSED BY INFLATION 

Inflation
Present induced 
law tax tax increase 1 

AGI class (millions) (millions) 

$0 to $3,000. _ .... _ . __ . . . . . . _. _ . __ .. _ 
$3,000 to $5,000 _____ . 
$5,000 to $7,000 ..•..... 
$7,000 to $10,000. __ _ .. _ 
$10,000 to $15,000. _ .... _ .... _ . . . . . . . . . . _. . 
$15,000 to $20,000 ...... _ ..... __ .. _ ...... ___ . _ 

---------·--

$20,000 to $50,000 ... _. _ .. _ ...... __ ......... ___ . . . . . . .. . . . _ _ . _ .. . 
$50,000 to $100,000. . . . . _. . . . . . . . . . __ .. _ . 
$100,000 and over... _ _ _. __ .. __ 

Total _____________________________________________________ _ 

$289 $125 
1, 779 283 
4,093 382 
9,251 612 

21, 239 1,200 
20, 910 l, 162 
38, 419 2,189 
11, 883 612 
10, 992 278 

118,855 6,842 

Inflation-
induced 
increase 

as percent 
of present 

. - . 

law tax 
---·-

43. 3 
15. 9 
9.3
6.6
5.6 
5.6
5.7
5.2
2. 5

5. 8

1 Staff estimate of the excess of actual taxes in 1974 over what taxes would have been had tax brackets, the personal 
exemption and the minimum and maximum standard deductions been adjusted upward for inflation. 



10 

The duration of a tax cut also may have a bearing on its effective
ness in causing people to spend it. This may depend, in part, on 
whether it is reflected in withho1<1ing or received in lmnp-sum pay
ments. Economic theory suggests that people are more likely to spend 
tax cuts if they believe them to be permanent, which usually occurs 
when they are reflected in withholding. A lump-sum is more likely 
to be saved, so that it will be less effective in stimulating the economy. 
Surveys conducted by Albert Sindlinger and the Survey Research 
Center at the University of Michigan suggest that as many as two
thirds of the population would save or invest an unexpected refund, 
or use it to pay off debts. This result is consistent with previous sur
veys of how taxpayers would treat a large, unexpected refund. If this 
is true, to get the same fiscal stimulus a lump-sum payment has to be 
mur.h larger than a tax cut that is reflected in withholdings. 

On the other hand, there are some advantages of a lump-sum pay
ment in the current situation. To the extent that it is spent, a lump
sum payment is more likely to be spent on durable goods, where the 
economy is particularly weak at present. Also, a cut in 1974 taxes will 
help people who were employed in 1974 but who are now out of work. 
Finally, a lump-sum payment can be paid out faster than any cut 
reflected in withholding. 

IV. SIZE OF TAX CUT

!n determining the appropriate size for a tax cut, the rommittee
,Yi1l "·ant to ronsider the gap between actual and potential output 
( estimated at $215 billion in the first quarter of 1975). Table 8 shows 
the reYemrn effects of the major tax changes since 1962. The 1964 in
come tax cut and the excise tax reductions of 1965 totalecl $18.0 billion. 
This was about 2.6 percent of GNP over the years 1965 and H)66. A 
$16.1 billion tax cut in 1964 would be $29.7 billion in current prices, 

TABLE 8.-MAJOR TAX CHANGES SINCE 1962 AS A PERCENT OF GNP IN THE SAME YEAR 

[Dollar amounts in billions! 

Tax 
Year Act GNP change 

$685 -$15. 2 
750 -2.8

1965_ --------------- Revenue Act of 1964 fully effective ___________ _ 
1966_ --------------- Excise Tax Reduction Act of 1965 _____________ _ 
1970_ --------------- Tax Reform Act of 1969 _____________________ _ 977 -6.5
1972_ --------------- Revenue Act of 1971.._ ... ------------------ 1,158 -8.0

Tax 
reduction 

as a 
percent 
of GNP 

2.2 
.4 
.6 
.8 
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and a tax cut equal to 2.6 percent of GNP would be $39 billion. A tax 
cut of $12 billion today would be the same fraction of GNP as was the 
$8 bi1lion tax cut in the Revenue Act of 1971. 

Similarly, as the size of the economy grows, the deficits caused by 
tax cuts and by the recession itself will tend to be larger than in the 
past. Table 9 shows the unified budget receipts and outlays of the Fed
eral Government and the Federal deficit both in absolute terms and as 
a fraction of GNP. In fiscal year 1959, as a result of the 1958 recession, 
the deficit ,vas $12.9 billion, or 2.7 percent of GNP. A deficit equal to 
2.7 percent of GNP in 1975 would be $41 billion. The deficit in the rela
tively mild 1970 recession was 2.3 percent of GNP, which is equivalent 
to a $35 billion deficit in 1975. 

TABLE 9.-UNIFIED BUDGET RECEIPTS, OUTLAYS AND SURPLUS OR DEFICIT AS A PERCENTAGE OF GROSS 

NATIONAL PRODUCT, FISCAL YEARS 1946-74 

[In billions of dollars] 

Unified budget As percent of GNP 

Surplus Surplus 
(+) or or 

Fiscal year GNP Outlays Receipts deficit(-) Outlays Receipts deficit 
-----· --

1946 ___________________ 201. 6 61.7 43.5 -18.2 30.6 30. 6 9. 0
1947 __________ ---__ ---- 219.8 36.9 43.5 +6.6 16.8 19.8 3.0
1948 ___________________ 243. 5 36.5 45.4 +8.9 15. 0 18.6 3. 7
1949 _____ - - - - - . - - - - - - - 260.0 40.6 41. 6 +1. 0 15.6 16.0 .4
1950 _____________ 263.3 43. 1 40.9 -2.2 16.4 15.5 . 8
1951_ __________________ 310. 5 45.8 53.4 +7.6 14.8 17.2 2.4
1952 ___________________ 337. 2 68.0 68.0 (1) 20. 2 20.2 
1953. ----. _. --- . ------- 358.9 76. 8 71. 5 -5.3 21. 4 19.9 1. 5
1954 ___________________ 362.1 70.9 69. 7 -1.2 19.6 19.2 .3
1955 ___________________ 378. 1 68.5 65. 5 -3.0 18. 1 17.3 .8
1956 ____ .. __ ----------- 409.4 70.5 74.5 +4.1 17.2 18.2 1. 0
1957 ___________________ 431. 3 76. 7 80.0 +3.2 17.8 18.5 . 7
1958 ___________________ 440.3 82.6 79. 6 -2.9 18.8 18. 1 • 7
1959 ___________________ 469. 1 92. 1 79.2 -12.9 19.6 16.9 2. 7
1960 ___________________ 495.2 92. 2 92.5 +.3 18.6 18.7 • 1
1961_ ____ -- -- . _ --___ --- 506.5 97. 8 94. 4 -3.4 19.3 18.6 .7
1962 _____________ ... --- 542. 1 106.8 99. 7 -7.1 19. 7 18. 4 1. 3
1963 ___________ ·------- 573.4 111. 3 106. 6 -4.8 19.4 18. 6 . 8
1964. __________________ 612.2 118. 6 112.7 -5.9 19.4 18.4 1. 0
1965 ____ . ____ -- ... _ ... _ 654.2 118. 4 116. 8 -1.6 18. 1 17. 9 . 2
1966 ___________________ 721. 2 134. 7 130.9 -3.8 18. 7 18. 2 .5
1967 ____ --_ --------. --- 769.8 158.3 149.6 -8. 7 20.6 19.4 1.1
1968 .... -. -. - --. -. -. - .. 826.0 178.8 153. 7 -25.2 ?1.6 18.6 3.1
1969 ______ .. --------. -- 898.3 184.5 187.8 +3.2 20.5 20.9 .4
1970 ______________ . ---- 954.6 196.6 193. 7 -22.8 20.6 20.3 . 3
1971_ ___ . - __ --_ -------- 1,013.6 211. 4 188. 4 -23.0 20.9 18. 6 2.3
1972 ____ ... -------- .. -- 1,100.6 231. 9 208.6 -23.2 21.1 19.0 2.1
1973 ___________________ 1,225.2 246.5 232.2 -14.3 20. l 19. 0 1. 2
1974 ___________________ 1,348.9 268.3 264.8 -3. 5 19. 9 19.6 .3

1 Surplus of $49,000,000. 

Note: Details may not add due to rounding. 
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Table 10 shows the pnblic debt us a fraction of GNP. While the 
debt has been rising in absolute terms, it has been declining steadily as 
a fraction of GNP. At the end of ,,rorld "Tar II, the debt was 134.4 
percent of GNP. By 1960, this fraction had declined to 58.7 percent, 
and in 1974, it was 35.2 percent. 

TABLE 10.-GROSS PUBLIC DEBT AND GROSS NATIONAL PRODUCT, FISCAL YEARS 1946-74 
[In billions of dollars] 

Gross public 

Fiscal year GNP 
Gross public 

debt I 

debt as per-
centage of 

GNP 

1946 _____________ --·--------------------_ --. __ ---_ -------__ 201. 6 271. 0 134.4 
1947 _________________ ------------------------ __ --___ ---·--- 219.8 257.1 117.0 
1948 _____ • _ .. ___ ... _. _. __ . _ . _ . _____ ·. ___ . _ . _ _ _ _ _ _ _ . __ . _ . _ . _ 243.5 252.0 103.5 
1949 _______ . ----------------------------- --... --____ ---- __ _ 260.0 252. 6 97.2 
1950 _______ ---- ----· ___ . ------_. --- . ---. _. _ .. _. _ ... _ ... _. _ 263.3 256.9 97.6 
1951 ______________________________________________________ _ 310. 5 255.3 82.2 
1952 ______________________________________________________ _ 337. 2 259.1 76.8 
1953. ______ . _ . _ . ______ . ____ . __ . _____ . _. ____ . _ . _. __ . __ .. __ . _ 358.9 266.0 74. I
1954 ___________________ ------------------- --------------- 362.1 270.8 74. 8
1955 --. _______ . _ _ __ . ___ .. _ _ _ -- _ . _ _ _ . 378. 1 274.4 72. 6
1956 _______________ ----------- _ -·-···· --- _ _ _ ... _ 409.4 272.8 66.6
1957_ ______________________________ --- ·-------. _ ·-- .. 431. 3 272.4 63.1
1958. ______________ ------------- ...... ------ -------·- _ 440.3 279.7 63. 5
1959. _ --___ . _______ . ___________________ . ___ . _____ . _ . ______ _ 469.1 287.8 61. 3
1960. ________ ---------------- ----- .. 495. 2 290.9 58. 7
1961_ ___________________________________ . --- . -- 506.5 292.9 57.8
1962. . . __ --------. _ . _ -- --..... _ _  _ 542. 1 303. 3 55.9
1963. _ _ _ _ .. _____ . __ . __ . _ . ___ . . ___ . _. _ _ _ _ _ _. _ _ . _ . 573.4 310. 8 54.2
1964 __________________________ -- -·---- ---------- -- --- _ 612.2 316. 8 51.7
1965 ________ -------- ---------· ---------- .. . ·----- . -- 654. 2 323. 2 49.4
1966. __________________________ --------- --· ··- ------- _ 721. 2 329. 5 45. 7
1967 _ . _. _ .. ______ . ___________ .. _ . _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 769.8 341. 3 44.3
1968_ --. _ . ________ . _ _ . _ _ _ _ _ _ . _ . __ . _ _ _ _ _ _ _ _ _ _ _ _ ______ _ 826.0 369. 8 44.8
1969 _________________ ... ------. -- _ .. -------. _ -----·· _ _ -- 898.3 367.1 40.9
1970. ______ . ______ ... __________ . _ _ ___ . __ _________________ _ 954.6 382.6 40.1
1971. ___________ ----------- -- --. -------. __ . _. _ .. _.. ---- .. 
1972 _______________________________ ---- -----------------
'1973 _______ -------- ----------- ... _ ..... -------------
1974 _____________________________________ _ ---------------

1,013.6 409.5 40.4
l, 100. 6 437. 3 39. 7
1,225.2 46�.4 38.2 
1,348.9 464.2 35.2 

1 On June 30 each fiscal year. 

At the same time, it should be noted that permanent tax cuts, if 
they are large, can erode I�"'ederal Government revenues so that it will 
he difficult to finance future increases in government expenditures. 
Table 11 shows the effects in calendar year 1974 of the major income 
tax changes made since 19H2. The aggregate revenue loss is $54 biilion, 
of which $30 billion resulted from the 1964 tax reduction. J\1:uch of this 
tax reduction was recouped as inflation and real economic growth 
raised individual income tax rates, so that individual income taxes 
were 10.3 percent of personal income in both 1962 and 1974. 
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TABLE 11.-REVENUE EFFECTS IN 1974 OF MAJOR TAX ACTIONS SINCE 1962 OTHER THAN TRUST FUNDS AND USER 
CHARGES 

[In billions of dollars) 

1st year fully 
effective 1974 revenue 

Tax action revenue effect effect 

Revenue Act of 1962: 
Investment credit: 

Individual_ ___ � ________________________________________________________ _ -0.3 -0.8
Corporation _____________________________ . __ .. ________________ . ____ . ___ _ 

Other provisions: 
I ndividuaL ____ . ________________________________ . ______________________ _ 

-1.1 -3.6

+.3 +.3 
Corporation .. ____ .·----___________________ . __________ -------------__ . __ +.5 +.5 

·-----

Total. __ .. ____ . _. ____ . ____ . _____ .......... __ ... __ .. _ ... _ ... _ ..... _ .. -.6 -3.6

Depreciation guidelines of 1962: 
Individual. __ .... _ .. _ ... _. ___________ ._. _________ . _____________ .---------.__ -. 2 -.1 
Corporation ___ . ____ .. ___________ .. _______________ . _________ . ______ . ______ .. _ -1. O -1. 0

-----------

Total. ____ .. ____ . ________ --------------------- ________ ·---------___ ._____ -1. 2 -1.1 

Revenue Act of 1964: 
lndividuaL __ .. _. _____________ ----------_______________________ . _ .. ___ . ____ _ -12.2 -25.3
Corporation_. ________ .... _. ______________ . ____ . ________ .. __ . ______ ______ .. _ -3.0 -4.9

Total. . ____ . ___ .. __ . ______ . ___ .. __ .. ____ . ____ . _. __ . _ _ . .. _ _ . . _ _ _ _ .. _ . -15.2 -30.2

Excise Tax Reduction Act of 1965 t _______________________________________________ . 
Other excise tax legislation 2 _____ . ____ • ____ ... _______ •. _. ______ • ________ . _____ . __ _ 
Tax Reform Act fo 1969: 

Reform and relief: 
Individual. ... __ . __ .... ____ ·------------. _______________________________ _ 
Corporation. ___ ... ___ ... _____ ----------· ___________________ . _. _ ... . _ .. 

Total. ___________ . __________________________________ . _______________ _ 

Termination of investment credit: 
Individual. __ ... _ .. __ . _____________________________ . ________________ . __ _ 
Corporation __ . ____ . __ ._. . .. __ . _ ... ___ . _. __ .. _____ . _. __ .. __ . _ .. _. _ _ _ _. 

Total. __________________________________________ . _________________ . __ 
Total. ____ . _________________________________________________________ _ 

-2.8
(3)

-8.1
-t 1.2

---· 

-6. 9

+.6 
+1. 9

+2.5
-4.5

Asset depreciation range: 
Individual._ .. __ . _________ . ___ . ____ . ________________________ ._._.___________ (1) 
Corporation __________________ . ________________________ . _______ . _. _____ .. _. _ -1. 0 

-3. 7
-.3

-11.4
+1.6

-9.8

+.8 
+3.3 

+4.1
-5.7

(3) 
-1.6

----------

TotaL ______________ -------------______________________ . _____ __ __ ____ _ _ _ _ -1. 0

Revenue Act of 1971: 
Individual_ ________________ ------------_____________ . ______________ --------_ -4.1
Corporation_. __________ . _______ . _________ . _________________________________ _ 
Excise---------------------------------------------------------------------

-2.0
-2.2

Total ___________________________________________________________________ _ -9.2 

-1.6

-2.2
-3.6
-1.8

-7.6
=-=-==== 

Grand total.. ____ . __ .. ___________________ -------_____ . ________________ ---------------___ - ____ _ 
Individual. .... ____ ._._. ___ ... _. ___ . __ . ____ . __ . ____ .. ___________ . __________________ . ___ .. _ 
Corporation ______________________________________________________________________________ _ 
Excise·----------------------------------------------------------------------------------

1 Excluding reductions later rescinded. 
2 Includes interest equalization tax, tax on foundations, and reductions in telephone tax. 
3 Less than $50,000,000,000. 

45-828-75--3

-53.8
-38. 7
-9.3
-5.8

-· ---·---------- ··--· -- ·-. - . --·· -··--·---- --
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V. DISTRIBUTION OF THE TAX REDUCTION

The $12 billion individual tax reduction proposed by the admin
istration is concentrated among the middle- and upper-income gronps. 
Beranse the income tax is progressive, a tax cnt that is a flat percent 
of fax \Yi11 he a larger fraction of income for high-income people 
than for 10\v-inronw people. An argument fayoring such a tax cnt is 
that the weakness in the economy is disproportionately in the con
sumer dnrables sector, especially· autos, and that only· fairly large. 
lnmp-smn payments will inclnre pC'ople to buy these "big ticket" items. 

There' are several reasons why the committee may want to consiclC'r 
a tax rut concentrated more in the 10\ver- and middle-income groups. 
"'\Vhile upper-income people may be more likely to spend their tax 
refnnd on large purchases than low-income people, they are also more 
likely to save or inyest it. ,Vhile saving is usually helpful to the 
econom�·, it is generally believed that spending is more helpful during 
a ree<'ss10n. 

A serond reason for considering a cnt directecl more toward low
income familil'S is that they tend to spe.nd a larger fraction of their 
income on food and energy than do higher income people. Therefore, 
they have been most seriously affected by the sharp rises in food and 
energy prices that han� occurred in the past two years. Some prefer
ence for the low-income group ,voulcl be needed to restore the real 
income distribution to what it was two years ago. 

Ilerausc of inflation, especially higher food ancl energy costs, the 
poverty level is now significantly highPr than the income level at 
which people m�1st start to pay income taxes. T_hc poverty level and 
tax thresholds for rerent years are romparecl m table 12. The tax 
threHhokl for a single person is $2,050 (the $750 personal exemption 
plus the $1,300 minimum standard deduction). This was approxi
mately the poverty level in 1972; but in 1975 the poverty level for a 
singlP person is estimated at $2,694, so that a poor single individual 
can pay as much as $80 in income tax. For a family of four, the tax 
thresholcl is $4,300 (four exemptions worth $750 each, plus the stand
ard dednction). This also approximated the 1972 poverty level. Today, 
howm·er, the poverty level for a four-person family is estimated at 
$5,442, so that it can have an income tax liability of $160. If the 
prinriple that poor people should be exempted from income tax is 
to be continued, the committee may want to provide substantial per
manent tax cuts :for low-income :families. 
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TABLE 12.-COMPARISON OF THE LOW-INCOME THRESHOLD FOR NONFARM FAMILIES WITH THE FEDERAL INDI· 

VIDUAL INCOME TAX THRESHOLD UNDER THE MINIMUM STANDARD DEDUCTION PROVISION OF PRESENT LAW 

AND UNDER THE MINIMUM STANDARD DEDUCTION PROVISION OF THE ENERGY TAX AND INDIVIDUAL RELIEF 

ACT OF 1974 (H.R. 17488) 

Low-income threshold for nonfarm families 
Family size 
(persons) 19721 19731 1974 2 

l _____________________ $2, 109 $2,247 $2,494 
2. -------·-···-·-··--- 2,724 2,895 3,213 
3 _____________________ 3,339 3,548 3,938 
4_ -------------------- 4,275 4,540 5,039 
5. ····----- ----------- 5,044 5,358 5,947 
6 •• ·------------ ------ 5,673 6,028 6,691 
------

1975 3 

$2,694 
3,470 
4,253 
5,442 
6,423 
7,226 

Income tax threshold 

Present law H.R. 17488 

$1,300 plus 
$750 per 

exemption 

$2,050 
2,800 
3,550 
4,300 
5,050 
5,800 

$1,600 for 
single 

taxpayers, 
$1,900 for 

joint 
returns, plus 

$750 per 
exemption 

$2,350 
3,400 
4,150 
4,900 
5,650 
6,400 

1 Source: Bureau of the Census, Social and Economic Statistics Administration, U.S. Department of Commerce. 
2 Estimated from the 1973 thresholds by assuming an 11-percent increase in the Consumer Price Index for 1974 over 

1973. 
a Estimated by assuming an 8-percent increase in the Consumer Price Index for 1975 over 1974. 

VI. ALTERNATIVE WAYS TO REDUCE INDIVIDUAL

INCOME TAX 

A. Tax refunds for 1974 tax liability

P1·msent 7aw.-Individual taxpayl'rs who report their income on the 
basis of the calendar year ( which is the case for almost all individ
uals) ure required to file their H>74 tax returns by April 15, 1975. In
dividual income tax liabi1ities for calendar year 1974 currently are 
rstimated nt approximately $118 billion . 

.A.clniini8t rati.on 7n•oposal.-Thc administration has recommended 
that inclividual taxpayers rPceivP a rash rebate of 12 1wrcent of their 
tax liabilities reported on their H)7t1 tax returns, up to a maximum 
1·pfnnd of $1,000. Married couples filing separate returns would receive 
a maximum refund of $500 each. The refund would be paid in two 
equal installme1�ts-the fi:st fayment being made in May and the sec
ond payment bemg made 1n September. Under the proposal taxpayers 
are to eomp11tl• ancl pay their 1D74 tax liabilities when they file their tax 
returns ·without regard to any refund that is to be avaiiable to them. 
This proposal would not affect income tax liabilities for 1975 and 
later yfars. 

Re1·c1111e effN-:t.-Thc 12-perccnt rc1bnte would involve a revenue loss 
of $12.2 billion. 
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Sta.ff ana1ysi8.-The main advantage of redncin� taxes by allowing 
a refund on 1074 tax liability is that the tax recmction is clearly a 
temporary one, so that there is no permanent erosion of Federal 
revenues that will require tax increases or spending cuts sometime in 
the future. Also, the proposed refund pumps money into the economy 
quickly ancl directs some of the rPduction to people who are un-
employed now hut who had h1come in 1974. 

T11P rlisadvantage of a 1974 tax refnnd is that it is likely to inrl11<1e 
less of an incrc>nse in consnmer spending than would a tux' r.nt that is 
rc>fl.erted in withholding. This tendency to save or invest a large part 
of a Jump-sum refund is snpportecl by housc>ho1cl sm·vc>y datfl.. which 
�uggest that two-thirds of the recipic>nts of a refnnd will'save or invest 
1t or nse it to repay debts. 

Tlir specifir tax refund proposed by thP administration ( 12 pPrrent 
of Hl74- tax np to $1,000) has been criticized on the grounds that much 
of the relief goes to thosc>. in the middle- and npi)er-inrome gronns. 
The clistribution of the reduction is shown in tablP. 1:-3. Righty-five 
1wrrent of the reduction is rereived by taxpayers with acliusted 

0

gTOSR

inrome over $10,000. This concentration o"f a proportional tax refnncl 
in the middle- and npper-inrome p:ronps, of c>onrse, is simply a refler
tion of the progrrssivity of the individual inrome tax. ThC' $1.000 
limit on thr rc>fnrn11imits the ronrentration among: thc> np1wr inronH' 
gronps of the proportional tax refnncl to some PxtPnt, bnt thr limit as 
a fartor only w1wn adjnstf'cl gross income C'xreeds $41.000 for the typi
ca1 mnrried couple and $34�000 for a single indi,·iclual. (ThP limit ap
pJirs at a 1mver income levc>l for single people brranse thC'ir tax ratc>s 
are higher.) 
TABLE 13.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM A REFUND 

OF 12 PERCENT OF 1974 INCOME TAX LIABILITY WITH A MAXIMUM REFUND OF $1,000-BY ADJUSTED GROSS IN

COME CLASS, 1974 INCOME LEVELS 

Adjusted gross income class 
(thousands) 

Number of Decrease in tax liability 
returns with ---------
tax decrease Amount Percent of 
(thousands) (millions) total decrease 

Oto $3 ____ ------- ___________ --------________ ---------______ ------ 4, 057 $30 0. 2 
$3to$5--------------------··-·------·-------------------------·- 7,579 213 1.7 
$5 to $7 ______________ --------___ __ __ _ _ _ _ _ _ _ __ _ __ _ __ _ _ __ __ _ ___ _ ___ 8, 273 491 4. 0
$7to$10-------------------------------------·-----------·------- 11, 428 1, 110 9.1
$10 to $15_____ _____ _ _ _ _ _ _ _ _ _ _ _ _ _ __ _ __ _ _ _ _ _ _ _ _ _ _____ _ _ _ _ _ ___ _ ___ _ _ 15, 952 2, 549 20. 9
$ 15 to $20 __________________________________________________ -,---- 9, 856 2,509 20. 6
$20to $50--------··--------------------- ------------------------- 9 , 006 4, 498 36. 9 

$50 to $100 ___ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ______________ . _ _ _ _ _ 655 647 5. 3 
$100 and over _______ ------------------·--·-·--·-·-----·-··-·---- 160 157 1.3 ------------

Total. __________________________________________ ----------- 66,966 12,205 100. 0

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

Alter·native proposals.-There are many differC'nt ways to <l(lsign 
a tax credit similar to that proposed by the administration. One way 
to concentrate the effect of the credit more in the lower inrome groups 
would be to reduce the limit on the credit to some lower leYel. A $300 
limit� for example, would apply for a married couple "·ith two chil
dren if its AGI exceeded $19,000 and for a single indh·iclnal above 
815,000. The reyenue impart of credits by percentage of tux rebatecl 
and maximum allowable rebate is shown in tnble 14. AnotlH'l' way to 
make the credit more progressive would be to phase it out as income 
2xceeded the level at which the limit applies, so that taxpayers with 
incomes above a certain level would get no tax credit at a1l. 
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For example, there could he a 10-percent credit against 1974 tax 
liability up to a maximum of $300 ( $150 for a married individual 
who files a separate return), ·with the credit phased out between ad
justed gross income levels o:f $20,000 and $30,000. This would inYolve 
a revenue loss of $6.0 billion. The distribution by inr.ome class is 
shO\'rn in table 1 !J. Twenty-bvo 1wrrent o-f the reduction goes to p<'o
ple with income below $10,000. 

Another ·way to make the credit more progr0ssive would he to give 
it a progressiYe rate. For example, the credit ron1d be 18 percent for 
H.omeone with tax liability below $500, 17 perr011t for a return "·ith 
tax liability between $500 and $1,000 and so forth, with a maximum 
crNlit of $240 (which ,-.;;ould apply at $8,000 of tax liability or approxi
mately $40,000 of income). This would involn>: a rC',·enne Joss of $12.3 
billion, approximately the same loss as in the administration proposal. 
The distribution of this reduction by income class is shown in table 16. 
Twenty-one percent o-f the reduction goes to people with AGI below 
$10,000. 

TABLE 15.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM A REFUND 
OF 10% OF 1974 TAX LIABILITY WITH A MAXIMUM REFUND OF $300 AND A PHASEOUT OF THE REFUND BETWEEN 

$20,000 AND $30,000 OF ADJUSTED GROSS INCOME-BY ADJUSTED GROSS INCOME CLASS, 1974 INCOME LEVELS 

Adjusted gross income class 

Number 
of returns 

with tax 
decrease 

(thousands) 

Decrease in tax liability 

Amount 
(millions) 

Percent 
of total 

decrease 

0 to $3,000 _____ ---------------------________________________ . _ ___ 4,057 $25 0. 4 
$3,000 to $5,000 _________________ ···--·····----------··---------·-- 7,579 178 2.6 
$5,000 to $7,000 ___________ ..• _______ .. __ •.... __ . _ ..• __ .•. ___ . --· _ _ 8,273 409 5. 9 
$7,000 to $10,000 ... ----------------------------··-----·--------·-- 11,428 925 13.4 
$10,0 00 to $15,00Q ____ • _ •• ____ • ________ • ___ • _______ . _ •• ____ . _ _ _ _ _ _ _ 15, 952 2, 115 30. 7 
$15,0 00 to $20,0 00 _______________________________ ----·------------ 9,856 2,059 29.9 
$20,000 to $50,000 _________ ·-----------------·-. -------·-- -------- 6,849 1,184 17.2 
$50,0 00 to $1 00,0 00 _________ --------... --· ---·-- . -----· .. ___ .. _ __ 0 0 _______ . _ _ _ _ 
$100,000 and over_ ______ •. -------·-.. ______ . __ .... __ .• _. ___ . ____ -· 0 0 .. __ . ___ . ____ _ 

--------

Tot a L _ ·------------___ ------ ____ -·--___________ .. _. ____ ___ 63,994 

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

6,896 100. 0 

TABLE 16.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM A 

GRADUATED PERCENTAGE t REFUND OF 1974 TAX LIABILITY WITH A MAXIMUM REFUND OF $240, BY ADJUSTED 

GROSS INCOME CLASS, 1974 INCOME LEVELS 

Adjusted gross income class 

Number 
of returns 

with tax 
decrease 

(thousands) 

Decrease in tax liability 

Amount 
(millions) 

Percent 
of tota 1 

decrease 

0 to $3,000 _______ ·---------------------·--·--------------------- 4,057 $46 0.4 
$3,000 to $5,000 ___ • __________ ·-______ •. ___ • ____ .• _ _ _ _ _ _ _ _ _ _ _ ____ __ 7, 579 320 2. 6 
$5,000to $7,00D.__ ----------·----------------·------·------------ 8,273 707 5 . 7 
$7,000 to $10,000 ___________________ • ____ ·---. __________ • ____ ------ 11, 428 1, 535 12. 4 
$10,000 to $15,000-------·----------------------------------------- 15,952 3. 297 26. 7 

$15,000 to $20,000 _____ ------_ _ ___ _ _ _ _ _ __ _ __ _ _ _ _ _ _ __ __ ___ _ _ __ _ _ _ ___ 9, 856 2, 911 23. 6
$20,000 to $50,000_________________________________________________ 9,006 3,336 27. 0 
$50,000 to $100,000 _______ ---__ . __ ------__ • ·--_____________ . ------- 655 159 I. 3 
$100,000 and oveL-------------·--·-------·----------------------- 160 38 .3

------------

Tot a 1 _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 66,966 12,348 100.0 

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

1 The schedule of graduated percentages is as follows: 

-------------------------------- --------------------



If the amount of 
1974 tax is The tax refund per return 
between- is-

0 to $500 ______________ 18 percent of the tax. 
$500 to $1,000 __________ 17 percent of the tax. 
$1,000 to $1,500 ________ 16 percent of the tax. 
$1,500 to $2,000_ ------- 15 percent of the tax. 
$2,000 to $2,500 ________ 14 percent of the tax. 
$2,500 to $3,000 __ . _. _. _ 13 percent of the tax. 
$3,000 to $3,500 ________ 12 percent of the tax. 
$3,500 to $4,000 ________ 11 percent of the tax. 
$4,000 to $4,500 ________ 10 percent of the tax. 
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I !the amount of 
1974 tax is The tax refund per return 
between- is-

$4,500 to $5,000 ________ 9 percent of the tax. 
$5,000 to $5,500 ________ 8 percent of the tax. 
$5,500 to $6,000 ___ . ____ 7 percent of the tax. 
$6,000 to $6,500 ________ 6 percent of the tax. 
$6,500 to $7,000 _______ . 5 percent of the tax. 
$7,000 to $7,500 __ . _ ... _ 4 percent of the tax. 
$7,500 to $8,000 ________ 3 percent of the tax. 
$8,000 and over ______ .. $240. 

There could also be a flat credit either per taxpayer, per exemption, 
or per return. This wou]d haYe the greatest impact in concentrating 
the reduction among lo-w-income families. The revenue cost of a nonre
fundable $75 credit per taxpayer would be $7.8 billion. A nonrefund� 
able $75 credit per exemption would cost $13.1 billion, and a non
refundable $75 credit per tax return would cost $4.9 billion. The 
distribution of these alternativPs is shown in tab]es 17, 18, arnl rn.

Sti11 another alternative would be a flat credit of $50 per tax return 
plus 7 percent of tax liability, with a maximum refund of $260 and a 
phaseout between incomes of $20,000 and $30,000. This involves a 
revenue loss of $7.7 bil1ion. Thirty-three percent of the reduction goes 
to people with incomes below $10,000. The distribution is shown in 
table 20. 
B. Changes in the ,Standard Deduction

Prnsent law.-Taxpayers who choose not to itemize their deductions
can elect a standard deduction equal to 15 percent of adjusted gross 
income or $1,300 (the minimum standard deduction or low-income al
lowance), whichever is greater. The percentage standard deduction 
is limited, however, to $2,000. The standard deduction is the same for 
married couples as it is for single people. Taxpayers who do not item� 
ize will use the minimum standard deduction when their income is 
]ess than $8,667 and will be limited by the maximum standard deduc
t.ion ,vhen income exceeds $13,333. 

Arhnini8fration proposal.-The administration, as part of its energy 
fax package, proposes to increase the minimum standard dech1ction 
from $1,300 to $2,000 for single taxpayers and $2,600 for married cou
ples. This ·would, in effect, abolish the existing percentage and maxi
mum standard deductions and put every taxpayer who does not itemize 
deductions on the new higher minimum standard deduction. This 
would _cause more than !.) million taxpayers to s,Yiteh to the standard 
deductions. 
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TABLE 17.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM GRANTING 
A NONREFUNDABLE $75 TAX CREDIT PER TAXPAYER,t BY ADJUSTED GROSS INCOME CLASS, 1974 INC9ME LEVELS 

Number of returns affected 
(thousands) Decrease in tax liability 

Total number Number Percent 
with tax made Amount of total 

Adjusted gross 1ncome class decrease nontaxable (millions) decrease 

4,057 2,525 $206 2.6 
7,579 1,298 588 7. 5
8,273 585 796 10.2

11,428 288 l, 308 16. 7
15,952 83 2, 101 26. 8 

9,856 16 1,406 18.0 

9,006 3 1,308 16. 7 
655 (2) 95 I. 2
160 (2) 23 . 3 

0 to $3,000 __ -----------______________ . ___ . ________ _ 
$3,000 to $5,000 _ .. _____ . _ . ___ . _________ . _________ . _ 

$5,000 to $7,000. ·-----_________ . ___________________ _ 
$7,000 to $10,000 .. ________________ -----------------

$10,000 to $15,000.----------------------------------
$15,000 to $20,000 __________________________________ _ 

$20,000 to $50,000 __________________________________ _ 
$50,000 to $100,000 _________________________________ _ 
$100,000 and over __________________________________ _ 

---------------------------

TotaL _______________ . _______________ --------

1 Joint returns counted as 2 taxpayers. 
2 Less than 500 returns. 

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

66,966 4,798 7,830 100. 0 

TABLE 18.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM GRANTING 
A NONREFUNDABLE $75 TAX CREDIT PER PERSONAL EXEMPTION, BY ADJUSTED GROSS INCOME CLASS, 1974 
INCOME LEVELS 

Adjusted gross income class 

Number of returns affected 
(thousands) 

Total number 
with tax 

decrease 

Number 
made 

nontaxable 

0 to $3,000__________________________________________ 4,057 2,558 
$3,000 to $5,000 __________ .. _. . ...... ___ . _ _ _ __ _ _ _ _ _ 7. 579 l, 728 

$5,000 to $7,000______ __ __ ___ _ _ _ _ _ _ _ _ _ ___ _ _ _ _ _ __ _ _ _ __ 8, 273 1, 427 
$7,000 to $10,000 ________ .. _ __ ____ _ ___ ____ __ ____ ___ __ 11,428 l, 144 
$10,000 to $15,000___________________________________ 15,952 466 

$15,000 to $20,000 _______________ . _______ . _ _ _ __ _ _ _ _ _ _ 9, 856 46 
$20,000 to $50,000 _______ _ _ _ __ _ _ _ _ _ _ _ ____ _ _ _ __ _ _ _ _ _ _ _ 9, 006 7 

$50,000 to $100,000__________________________________ 655 1 
$100,000 and over__________________________________ 160 (•) 

Decrease in tax liability 

Amount 
(millions) 

$207 
659 

1,031 
2,030 

3,750 
2,649 

2,515 
193 

47 

Percent 
of total 

decrease 

I. 6
5.0 

7. 9
15.5
28. 7 
20.3 

19.2
I. 5
. 4

----·----·-----

Total________________________________________ 66,966 7,376 

----------

1 Less than 500 returns. 

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

13, 081 100. 0 

TABLE 19.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM GRANTING 
A NONREFUNDABLE $75 TAX CREDIT PER RETURN, BY ADJUSTED GROSS iNCOME CLASS, 1974 INCOME LEVELS 

Adjusted gross income class 

Number of returns affected 
(thousands) 

Total number 
with tax 

decrease 

Number 
made 

nontaxable 

Decrease in tax liability 

Amount 
(millions) 

Percent 
of total 

decrease 

0 to $3,000_________________________________________ 4,057 2,525 $206 4.2 
$3,000 to $5,0QQ __________________________ . ____ .. _ _ _ _ 7,579 940 540 11.1 
$5,000 to $7,00Q ___________________ . __ . _____ . ___ . _ _ _ _ 8,273 242 612 12.5 

$7,000 to $10
5
000 ________________________ ___ . .. _ 11,428 108 854 17.5 

$10,000 to$1 ,000.__________________________________ 15,952 55 1,195 24.5 
$15,000 to $20,000 _________ . ____ ... ______________ . _ 9,856 10 7:' 9 15.1 
$20,000 to$50,000 _________ ·------------------------ 9,006 3 675 13.8 
$50,000 to $100,000 _______________ ··--------·-·--·--- 655 (1) 49 1. 0 

$100,000 and over___________________________________ 160 (I) 12 .2
-------------------

Tot a L ___ ----------------·------------------- 66,966 3,883 4,883 100.0 

1 Less than 500 returns. 

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

---------------------------------------------- ... - ·-
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TABLE 20 .-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM A REFUND 

OF $50 PLUS 7 PERCENT OF 1974 TAX LIABILITY WITH A MAXIMUM REFUND OF $260 AND A PHASEOUT OF THE 

REFUND BETWEEN $20,000 AND $30,000 OF ADJUSTED GROSS INCOME, BY ADJUSTED GROSS INCOME CLASS, 

1974 INCOME LEVELS 

Number of returns affected 
(thousands) Decrease in tax liability 

Adjusted gross income c ass 

Total number 
with tax 

decrease 

Number 
made 

nontaxable 
Amount 

(millions) 

Percent 
of total 

decrease 

Oto$3,000_________________________________________ 4,057 1,903 $172 2.2 
$3,000 to $5,0QQ__ _____ ---------_ _ _____ __ __ ____ _ _____ 7,579 660 493 6. 4
$5,00 0 to $7,000 __________ • __ _ _ _ _ _ __ ___ _ __ __ __ _ __ ____ 8, 273 163 696 9. 0 

$7,0 00 to $10,000_______ _____________________________ 11,428 44 1,216 15. 7
$10,000 to $15,000___________________________________ 15,952 22 2,272 29.4
$15,000 to$20,000___________________________________ 9,856 6 1,932 25.0 

$20,000 to $50,000_____ _ _ __ ___ _ ____ _____ _ ___ _________ 6,448 0 953 12. 3 
$50,000 to $1 00,000 ______ ·--------------------------- o O O o

$100,0 00 and over___________________________________ O O O 0 
-----------------

Tot a L _______________________ ·--------------- 63,593 2,789 7,734 100. 0 

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

lleccnuf effect.-The administration proposal wonl<l inYoh·e a ren'
nne loss of $5.2 billion at 1!)74 incomp. le\·els. Table. 21 shows the distri
lmt-ion of the reduction by income class. Eighty-nine percent of the 
reduction goes to taxpayers with incomes below $15,000. 

TABLE 21.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM INCREAS

ING THE MINIMUM STANDARD DEDUCTION TO $2,000 FOR SINGLE PERSON RETURNS AND $2,6 00 FOR JOINT 

RETURNS, BY ADJUSTED GROSS INCOME CLASS,1974 INCOME LEVELS 

Number of returns affected (thousands) Decrease in tax liab ilty 

Adjusted gross income class 

Total 
number 
with tax 

decrease 

Number 
made non-

taxable 

Number 
shifting to 

the standard 
deduction 

Amount 
(millions) 

Percent of 
total 

decrease 

3,125 99 O to $3,000 . _______ • _ .. __________ . __ . _ 4, 039 $236 4 
1,425 580 $3,000 to $5,000_______________________ 7,379 80 0 15 

490 1,371 $5,000 to $7,000_______________________ 7,746 1, 055 20 

112 2,772 $7,00 0 to $10,000______________________ 9,292 1,464 28 

f>
2,948 $10,00 0to$15,00Q_____________________ 9,756 1,112 21 

1) 1,168$15,000 to $20,000 _______ .• _. __ . _..... 3, 202 363 6 
(1) 482$20,000 to$50,00Q. ____________________ 1,331 19 0 3 
(1) 8 $50,000 to $100,000 _____ ..• _____ . ___ .. _ 24 6 
(1) 1 $100,000 and over____ _________________ 3 1 

---------------------

5,153 9,429 Tot a L _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 42,770 5,226 100 

1 Less than 5 00 returns or 0.05 percent. 

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

Staff' analysis.-The standard deduction serves two purposes: it 
proYides tax relief to low-income families and it simplifies the income 
tax by giving taxpayers an alternative to itemizing their deductions. 

In the past, Congress has used the personal exemption and the low
income alJowance to make sure that people with incomes below of
ficial government poverty levels do not pay Federal income taxes. 
Inflation, hmYever, especially higher food and energy costs, h.as raised 
the poverty level substantialJy in the past two years, but there has 
been no corresponding increase in t.he level at which pcopl� pay in
come taxes, the. tax thrPshold. Tab1e 2:2 sho\,·s projected poverty JeyeJs 
for 1075 and what the tax threshold wou1cl be under the a<lministra-

.5 

. 3 

.2 

.0 

.3 

.9 

.6 

.1 
(1) 

.0 
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tion proposal. The administration proposal raises the tux threshold 
above the poverty level for all family sizes of fewer than fivC', and 
substantia11y above the poverty level in the case of two- and three
person families. 
TABLE 22.-1975 POVERTY LEVELS AND TAX THRESHOLDS UNDER ADMINISTRATION PROPOSAL TO RAISE THE 

MIMNIUM STANDARD DEDUCTION $2,000 FOR SINGLE INDIVIDUAL AND $2,600 FOR MARRIED COUPLES 

Family size: 
l _____________________________________________ _ 
2----------------------------------------------
3 _____________________________________________ _ 
4 

5 _____________________________________________ _ 
6 _____________________________________________ _ 

1975 
poverty 

level 

$2,6 94 
3,470 
4,253 
5,442 
6,423 
7,226 

Present 
law tax 

thresholds 

$2,050 
2,800 
3,550 
4,300 
5,050 
5,800 

1 Minimum standard deduction of $1,900 for single returns and $2,500 for joint returns. 

Tax 
threshnld 

under 
admin

istration 
proposal 

$2,750 
4,100 
4,850 
5,600 
6,350 
7,100 

Tax 
threshold 

under 
alternative 
proposal 

$2,650 
4,000 
4,750 
5,500 
6,250 
7,000 

The administration proposal distinguishes between single and _jc�int 
returns, which now lrnYe the same standard deduct.ion, by g1nng 
joint returns a $1,300 increase and single returns a $700 inc1·casC'. This 
differentiation follows the pattern of the Energy Tax ancl Indidchrnl 
Relief Act, rPported by the "\Vays and :Means Committee at the encl 
of the last session of Congress. In that bill, the minimum starnla)'(l 
cleduction was increased by $300 for single returns and $600 for joint 
returns. The argument for making such a distinction is that marrie<l 
roupl<'s have higher living costs than single people and that tlw1·p 
should not be a substantial tax penalty for marring<'. 

Any change in the standard deduction would be more unclerstanclahlP 
to taxpayers if it were permanent, which probably is why the admin
istration proposes it as part of its energy package instead of its tax 
reduction package. 

A 1ternative proposals.-The administration proposal effectively 
abolishes the percentage and maximum standard deductions. The 
committe.e may want to continue these alternatives as a way of giving' 
tax relief to middle-income families and simplifying the inconw tax 
for that group. For example, the committee could raise the minimum 
standard deduction from $1,300 to $1,900 for single returns and $2 )500 
for joint returns; raise the percentage standard deduction from rn

percent to 16 percent� and raise the maximum standard deductions 
from $2,000 to $2,500 for single returns and $3,000 for joint returns. 
This would have a revenue loss of $5.1 billion and would cause 9.9 
million to switch to the standard deduction. The income distribution 
reduction is shown in table 23. 

A sma11er increase in the standard deduction would be the one in
dnded in the Energy Tax and Individual Relief Act. That bill raised 
the ,minimum standard deduction to $1,600 :for single returns and 
$1,900 for joint returns; raised the percentage standard deduction to 
16 percent; and raised the maximum standard deduction to $2,300. 
The revenue loss would be $2.1 billion, and it would cause 4.1 miJlion 
to switch to the standard deduction. The income distribution of this 
reduction is shown in table 24. 
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TABLE 23.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM INCREAS-
1 NG: THE MINIMUM STANDARD DEDUCTION TO $1,900 FOR SINGLE PERSON RETURNS AND $2,500 FOR JOINT 
RETURNS; THE PERCENTAGE STANDARD DEDUCTION TO 16 PERCENT; AND THE MAXIMUM STANDARD DEDUC
TION TO $2,500 FOR SINGLE PERSON RETURNS AND $3,000 FOR JOINT RETURNS, BY ADJUSTED GROSS INCOME 
CLASS, 1974 INCOME LEVELS 

Number of returns affected (thousands) 

Adjusted gross income cl�ss 

Total 
number 
with tax 

decrease 

0 to $3,000........................... 4,039 
$3,000 to $5,000...................... 7,347 
$5,00 0 to $7,000...................... 7,671 
$7,000 to $10,00 0 ..•••.•• _ .•.• _. .. . ..• . 9, 194 
$10,000 to $15,000.................... 9,821 
$15,000 to $20,000 ••. _ .... __ .•.•• _. .•• 4, 053 
$20,000 to $50,000 •.• __ •.• _ •..• • _ _ __ _ _ 1, 998 
$50,000 to $10 0,000 •• _ •••.• __ .. _... •.• 38 
$1 00,000 and over..................... 4 

Number 
made 

nontaxable 

2,837 
1,278 

445 
88 

(1) 
(I) 

(I) 

(I) 

(I) 

Number 
shifting to 

the standard 
deduction 

99 
546 

1,287 
2,674 
2,663 
1,546 
1,016 

18 
2 

------------

Tot a L......................... 44,164 

1 Less than 500 returns or 0 .05 percent. 
Note: Details may not add to totals because of rounding. 

4,649 9,851 

Decrease in tax liability 

Amount 
(millions) 

Percent 
of total 

decrease 

TABLE 24.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM INCREAS
ING: THE MINIMUM STANDARD DEDUCTION TO $1,6 0 0  FOR SINGLE PERSON RETURNS AND $1,900 FOR JOINT 
RETURNS; THE PERCENTAGE STANDARD DEDUCTION TO 16 PERCENT; AND THE MAXIMUM STANDARD DEDUC· 
TION TO $2,30 0, BY ADJUSTED GROSS INCOME CLASS, 1974 INCOME LEVELS 

Number of returns affected (thousands) Decrease in tax liability 

Adjusted gross income class 

Total 
number 
with tax 

decrease 

Number 
made non· 

taxable 

Number 
shifting to 

the standard 
deduction 

Amount 
(millions) 

Percent"of 
total 

decrease 
··---·-----· --- -------·---------------· ··-·-·-

0 to $3,0 00 ••••......... _ ••..•••..•• _. 4,021 1,459 67 $138 6.4 
$3,000 to 5,000 •.••.•••••• �-·-······-·· 7,164 692 325 379 17. 7 
$5,000 to $7,000 ..••..•..•..•.••....•.. 7,112 112 694 450 21. 0
$7,000 to $1 0,000 •.•.•...•••.• ___ •• __ . _ 7,934 13 1,414 564 26. 3 
$10,000 to $15,000 ....•••.••••.......•• 7,975 (1) 816 304 14. 2
$15,00 0 to $20,000 ••...••....••..•....• 3,106 (I) 599 205 9. 6
$20,00 0 to $50,000 ..••. _ .•...••• _____ • 1, 185 (1) 202 101 4. 7 
$50,0 00 to $100,000 ..•.......••..•...•• 24 

�B 
4 4 . 2

$100,0 00 and over. .•..•••••.•......•.. 3 1 (1) (1) 
---------------------------------

Total. • _ •••. _ .• _ .••••••••• _ •••• 38,523 

1 Less than 500 returns or 0.05 percent. 
Note: Details may not add to totals because of rounding. 

C. Refundable tax credits
Present law.-N one.

2,277 4,120 2,144 100. 0 

Ad1ninist1·G;ti�n p1:oposal.-In connection with its energy tax pack
age, the adm11ustrat1011 has proposed to make an annual payment of 
$160 to married couples who file joint returns if their prior year's 
adjusted gross income is less tha.n $4,500 and a.n annnal payment of �RO 
to single people whosE.' prior year's income is less than $2,2:30. For joint 
returns, the payment is reduced by $4 for every $25 of income a'bove 
�4,500, so that it would phase ont a,t au income of $5,500. For single 
people, the phaseout would occur at an income of $2,750. The purpose> 
of this credit is to offset the effect of higher energv prices resulting 
from the administration's energy proposals. 

- � 

.------- ---·---

$221 4.4 
707 13.9 
931 18. 3 

1,297 25.6 
958 18. 9 
541 10. 7 
404 8.0 

13 • 3 
2 (1) 

5,074 100. 0 
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Revenue eff ect.-The revenue loss from these payments is estimated 
at $2 billion annually. 

Staff amalysi.;;.-lt has been argued that there should be some relief 
for people who do not now pay income tax. This could be provided 
through some type of refundable tax credit or payment to nontax
payers. Even if the administration's energy program is not cnartecl, 
a refundable credit may be desirable to offset the. impact of the social 
secnrity payroll tax on the poor. 

A problem with the administration proposal for paymPnts to non
taxpayers is that the Internal Rcvcnne Service will have trouble locat
ing many of the eligible people. Because there are no records of many 
nontaxpayers, there is considerable potential for abuse. This could he 
dealt with by linking the refundable credit to the receipt of earned 
income, since the IRS deals with almost all earners through either in
come or social security tax withholding or the self-employment tax. 

A1ternati1.•e proposals.-The Senate has attached a "work bonns" 
proposal sponsored by Senator Long to several House bills, but tlw 
IIonsr has eonsistenty rejected it in ronference. The work bonus plan 
is a 10-percent refundable tax credit on wages and salaries up to a 
maximnm credit of $400. The credit would be phased out as income 
from all sources, including tax-exempt income, exceeded $4.000, with 
a $1 reduction in the credit for each $4 of income over $4,000. The 
phaseout would be completed at income of $.\600. The work bonns 
would be available only to families ,vith children. It can be viewerl 
either as a wage subsidy or a rebate of soc in l security taxes to low
inrome households. Its revenue cost is estimated at $700 million. 

There are several criticisms of the ·work bonlls proposal that ran 
be remedied if the revenne cost is increased. The rednrtion in the 
credit of $1 for each $4 of wages introduces a high implicit marginal 
tax rate ( or benefit-loss rate) into the tax system. "'\Vlwn rombiiwd 
with regular in<'ome taxes, social security taxes, food stamps, public 
housing and other programs, this can lead to significant work clis
incPntive in the income range in which the phaseout orcnrs. This 
problem can be greatly reduced by slowing down the phaseont of the 
credit. although this i"ncreas�s the revenne cost by making the credit 
available to more people. 

Also, the work honns plan has b<'('n critirized for being limitccl 
to families with children and to wage and salary income. This conlcl 
!Je changed by extending it to all earners and to self-employment
lllC'OJTIC'. 

Tlw ref11ndable cr<'dit rould eqnal 5 percent of earned income (both 
wap:Ps and splf-employm<'nt income) up to a maximum cre<lit of $200. 
The credit wollld be r<.>dnced by $1 for each $10 of adjusted gross in
romp in excess of $4,000. so that it would be phased out at. incomes of 
$6,000. This ercdit would iuYoln� a reYenue loss of approximately $3.3 
billio!1, .a,11 of which would Le rcceivecl by ]ow- and moderate-income 
people. The distribution is shown in table 25. 
D. Social Security Tax Reduction for Low-Income Workers

Pre8e,nt lau.,.-Social security taxes are paid at a uniform rate on all
coyered earnings (up to $14,100 in 1975) by ,vorkers, employers and 
self-employed indiviclnals. The tax rate for 1975 is 5.85 percent ( 4J)5 
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percent O .. :\.SDI and .H percent HI). Social security benefits, howl'Yer, 
are weighted in favor of people ,vith low average earnings. 

A rhninist'l'ation vroposal.-N one. 
,Staff analysis.-ln deciding whether to reduce social security taxes, 

the committee should consider the nature of the whole social security 
program and the financial problems of the social security trust funcL 

TABLE 25. ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM GRMTING 

A REFUNDABLE TAX CREDIT OF 5 PERCENT OF WAGE AND SALARY AND SELF-EMPLOYMENT INCOME WITH A 

MAXIMUM CREDIT OF $200 AND A PHASEOUT OF THE CREDIT BETWEEN $4,000 AND $6,000, BY ADJUSTED GROSS 

INCOMI: CLASS, 1974 INCOME LEVELS 

Adjusted gross income class (thousands) 

013 _________ . --------------------------- -------
$3-5 _________________________ ---------------------
5-7 _____________ . ·-···----- ---------------------
7-10 ___________________________ -------------------
10-15 ________ . ---------. _ .. --. _ -- ------------------
15-20 ____________________ ---·· .. ------------------
20-50 _____ -- _ . ---- ------ _ ---- ____ ---- _ -----------_
50-100 ______ . --- _ .. -----__ . --__ . -------------------
100 and over. _______ ----. _____ . -____ • --------______ _

Tot�----------------------------------------

Number of returns affected 
(thousands) 

Total number 
with tax 

decrease 

16,270 
8, 081 
3,947 

0 
0 
0 
0 
0 
0 

.:.8,298 

Number 
made 

nontaxable 

3, 719 
1,692 

96 
0 
0 
0 
0 
0 
0 

5,507 

Decrease in tax liabll:ty 1 

Amount 
(millions) 

$1,196 
1. 255

204
0 
0 
0 
0 
0 
0 

2,655 

Percent 
of total 

denease 

45.0 
47. 3
7.7

0 
0 
0 
0 
0 
0 

100.0 

1 Does not include an additional $600,000,000 to cover the credit on wage and salary and self-employment income
of earners wno are nonfilers under the 1970 filing requireme:nts. 

In brief, the idea of social security as a contributory social insurance 
program has come to mean to many people that because individual 
social security taxes lrn ve been paid, social security benefits are a right 
that has been bought and paid for. In addition, the fact that an in
dividual knows that he is paying a tax is seen as promoting a sense of 
fiscal responsibility in that increases in costs ,vill be reflected iu in
creased taxes. Thm·e has always been some concern that if vrnl'kers 
were not required to make some contribution toward financing their 
benefits, the general acceptance of their "earned right" to such benefits 
would decrease to the point that eventually benefits would be deter
mined on a "needs test ' basis. Although a tern porary tax relief pro
gram ,voulcl not necessarily do violence to the generally accepted con
cept of the program, temporary social actions tend to become perma
nent. Therefore, consideration should be given to requiring at least a 
minimum social security tax payment by low-paid workers in any tax 
relief provision. 

It is important to bear in mind that the social security program will 
require significant infusions of new money if the program is to be 
maintained on a financially sound basis. It will be important for the 
Committee to consider during the present session the long-range and 
short-range financing problems facing the program. Therefore, it 
seems important that if any social security tax relief proposal is 
adopted to accommodate the present economic situation, it be designed, 
as much as possible, so that it does not prejudge the shape of more 
basic changes which may be made in the near future. 
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Altc1·nath,e 7n·ovosals.-One method of decreasing the social se
e11rity taxes paid by low-income workers would be to provide a reduc
tion or exemption of social security taxes with respect to a certain por
tion of earnings and an increase in the tax rate so that employees whose 
earnings equal or exceed the maximum amount taxable would pay the 
same do1lar amount in social security taxes as under present law. The 
reduced receipts would be made np by a payment from· the general 
fnncl of the Treasury. The cost would be determined by the level of 
earnings exempt from social security taxes and by the change in tax 
rates . 

... \s stn trcl earl iPr, consicforation sho11 l d be> gi n,n to adopting a pro
posa 1 in the form of a rate red11ction in sorial spcnrity taxes on first 
cloll,u· earnings rather than by means of a total c>xemption of earnings 
from social secnrity taxPs. The tax on the first $3.000 of earnings ronkl 
hr rc>clurrd by 50 percrnt and the rnte on earnings above that ]c>vcl 
conlcl ht- increased to 6.71 percent, which wonkl gradually phasc> ont 
the reduction. Under this alternative, all workers with earnings below 
$1-1-.100 would get some tax l'Plic>f. This woulrl mean a revemw loss 
of $!-3.8 billion hasecl 011 1f)74 earnings. 

Tlw.ro could be a tax exemption for the first $1,200 of earnings 
eoupfod with a rate increase from 13.8:5 p<'rrPnt to 6.34!5 percent. ThiR 
won lcl ha VP the eft't>ct of reducing th<', tax 1'<'<1 nction graclna lly as 
rarnings rose, hnt some reduction "·onlcl be prcn-iclccl for all work<'l'H 
with Parnings below $14,100. The revenue cost would be $3.3 billion 
at 1fl74 income levels. 

Thn nltPrnatin1s coukl l><' aecomplislwcl c1ithn hy rrdncing thr 
amount of social seenl'ity taxPs withheld from current parnings 01· by 
proYicling a refund or a _cr�,clit of the prior year's social security _tnxes 
". hen the worker files lns rncornc tax return. Alt hough these and all 
otlwr nlt<'rnatiYe tax relirf plans present sornP technical administrative 
prol>lPms, the problPms arc> not consicl('red ins11rmonntab1e. 

They could be resolved by establishing a social security tax ·with
holcling schedule combined with income tax "·ithholding. Alterna
tively, the proposal could be adopted by providing for a refund of 
social seenrity taxes on 197+ earnings and such a proposal could lw 
externlrcl to later years. The present income tax system proYides a 
met hocl of making employee refunds in cases in which excess social 
St1cm·ity taxes have been paid . 

..:\s stated earlier, consideration should also he given to adopting 
a proposal in the form of a rate reduction in social security taxes on 
first clollar of earnings rather than by means of a total exemption of 
earnings from social security taxes. 

Tlw tnx on the first $:3,000 of earnings could be reduced by 50 percent 
ancl the rate on earnings above that level could be increased to an 
11rno1mt. that would gradually phase out the reduction. This would 
mean a 1,eYenue loss of $3.8 billion. 
E. Optional Tax Credit in Place of the Personal Exemption

f >N,sent law.-Taxpayers receive a $750 personal exemption for each
taxpayer and each dependent with an additional exemption for tax
payers who are age 65 or over or blind. 
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Ad m.i-nistrat ion JJroposal.-N one. 
Altf.rnative 1proposals.-The personal exemption has been criticized 

for being worth more to high-bracket taxpayers than to low-bra9Irnt 
ones. A $750 exemption is worth $525 to a taxpayer whose margmal 
iax rate is 70 P'-'rrrnt, hut only $105 to someone in the 14-percent brac
ket. To remedy this situation, it has been proposed that taxpayers 
be given the option of claiming a tax credit in place of their personal 
Pxemptions. A $225 optional credit ,vould mean a revenue loss of $9.6 
hi11ion, an<l a $250 optional eretlit would invoke a loss of $13.2 billion. 
The distribution of these reductions is shown in tables 26 and 27. 

The optional credit would concentrate a large fax reduction in the 
low- and middle-income groups. For a $225 optional credit, the credit 
option would be used only by taxpayers below the 30-percent bracket, 
who a.re generally families with income below $25,000 or single people 
,rith income below $16,000. 

There are, hmvcYer, several probl'-'ms with the optional credit. Un-
1 ike in<'rease.s in the stanrlard deduction, an alternative way to reduce 
fclxes for 10\v- and middle-income ta.xpayers, the optional credit does 
not simplify the tax system; rather, it adds a significant complication . 
. \lso, the optional credit creates ,vide disparities in income tax for 
fan1iliC'H with different numbers of dependents. Under present law, a 
t hrce-pC'rson family with income of $10,000, which uses the standard 
<lP<luction, pays a tax of $1,0-18, while a £our-person family in the same 
position pays $!JO,>, a difference of $143. "\Vith the optional credit, the 
three-person family would pay $815 while the four-person family 
"·onld pny $5VO, so that the difference in tI1eir taxes would widen from 
$143 to $225. 

Some of the benefits of the optional tax credit could be obtained if a 
tax credit for the taxpayer and his spouse were allowed in addition 
to the existing personal exemption. A $75 credit would involve a reve
mrn cost of $7.8 bi1lion. 
F. Rate Reduction

Pre8ent Zaw.-Uncler present law, there are separate rate schedulrs
for married couples who file joint retnrns, single people, married 
people who file 8Pparate returns ancl heads of householdR. The l'ates 
for joint and single returns are shown in tables 28 and 29. 

ArlmJ,ni8t1·atfon 7n•oposal.-As part of its energy package, the ad
ministration has proposed rate reductions in the ]ow-income brackets, 
offset by increases in the middle brackets that have the effect of al
most phasing out the reductions. The administration's proposed re
d nctions nr<' also shown in tables 28 and 29. For joint rrh1rns, the 
atlministration proposes to reduce the beginning rate from 14 percent 
to 7 percent, and there are other rednctions in the brackets below 
$G,OOO. (The a�lministration proposes splitting the current $4-,000-to
$8,000 bracket mto two separate brackets.) There are rate increases in 
the brackets betwren $16,000 and $24,000, so that families with taxable 
incomes above $24,000 receive only a $130 tax reduction regardless of 
their incon:i-e. For single people, the admini�tration proposes to re
duce rates m brackets below $8,000 and to raise them in brackets be
tween $20,000 and $2G,000 so that single people with taxable income 
over $26,000 also receh:e $130 tax reductions. 
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TABLE 28.- PRESENT LAW AND PROPOSED RATE TABLE FOR MARRIED INDIVIDUALS FILING JOINT RETU RNS 

AND CERTAIN SURVIVING SPOUSES l 

Taxable income Present law Proposal 
-·---- ---- ----- ·-- -- - - -- --- - ---·--- ---- . -----··-

Over Not over Pay + Tax rate (percent) Pay + Tax rate (percenl)
------

$1, ODO 14 7 
$1,000 2,000 $140 15 $70 10 
2,000 3,000 290 16 170 13 
3,000 4,000 450 17 300 15 
4,000 8.000 620 19 

(4,000) 2 (6,000) 450 17 
(6, ODD) 2 (8,000) 790 19 

8,000 12.000 1,380 22 1,170 22 
12,000 16,000 2,260 25 2,050 25 
16,000 20,000 3,260 28 3,050 29 
20,000 24,000 4,380 32 4,210 33 
24,000 28,000 5,660 36 5,530 36 
28,000 32,000 7,100 39 6,970 39 
32,000 36,000 8,660 42 8,530 42 
36,000 40,000 10,340 45 10,210 45 
40,000 44,000 12,140 48 12,010 48 
44,000 52,000 14,060 50 13,930 50 
52,000 6i,OOD 18,060 53 17,930 53 
64,000 76,000 24,420 55 24,290 55 
76,000 88,000 31,020 58 30,890 58 
88,000 100,000 37,980 60 37,850 60 

100,000 120,000 45,180 62 45,050 62 
120,000 140,000 57,580 64 57,450 64 
140,000 160,000 70,380 66 70,250 66 
160,000 180,000 8'.i, 580 68 83,450 68 
180,000 200,000 97,180 69 97,050 69 
200,000 300,000 110, 980 70 110,850 70 

-----·--·--------·-· 

1 Applies for a qualified surviving wi:low or widower in the first 2 years after the year in which the spouse died. 
2 Proposed new brackets; split of present law $4,000 to $8,000 bracket. 

TABLE 29.-PRESENT LAW AND PROPOSED RATE TABLE FOR UNMARRIED INDIVIDUALS (OTHER THAN CERTAIN 

SURVIVING SPOUSES AND HEADS OF HOUSEHOLDS) 

Taxable income Present law Proposal 

Over Not over Pay + Tax rate(%) Pay + Tax rate (o/,,)
-------------

$500 14 7 
$500 1,000 $70 15 $35 9 

1,000 1,500 145 16 80 11 
1,500 2,000 225 17 135 13 
2,000 4,000 310 19 

(2,000) I (3,000) 200 16 
(3,000) I (4,000) 360 18 

4,000 6,000 690 21 540 20 
6,000 8,000 1,110 24 940 23 
8,000 10,000 1,590 25 1,400 25 

10,000 12,000 2,090 27 1,900 27 
12,000 14,000 2,630 29 2,440 29 
14,000 16,000 3,210 31 3,020 31 
16,000 18,000 3,830 34 3,640 34 
18,000 20,000 4,510 36 4,320 36 
20,000 22,000 5,230 38 5,040 39 
22,000 26,000 5,990 40 5,820 41 
26,000 32,000 7,590 45 7,460 45 
32,000 38,000 10,290 50 10,160 50 
38,000 44,000 13,290 55 13,160 55 
44,000 50,000 16,590 '60 16,460 60 
50,000 60,000 20,190 62 20,060 62 
60,000 70, ODO 26,390 64 26,260 64 
70,000 80,000 32,790 66 32, 660 66 
80,000 90,000 39,390 68 39,260 68 
90,000 100,000 46, 190 69 46,060 69 

100, 000 53, 090 70 52, 960 70 

1 Proposed new brackets, split of present law $2,000 to $4,000 bracket. 

Re'lienue effect.-These rate reductions ,vill mean a revenue loss of 
$10.6 billim"\. The distribution of the reduction is shown in table 30. 

Alternative proposals.-A rate reduction such as the one proposed 
by the administration implies a degree of permanence. The committee, 
hmvevcr, could enact a rate, reduction that is more clearly labeled as 

---·-···------------------------------------



29 

temporary. For example, there could be H, temporary rate reduction of 
three percentage points in each tax bracket, which would cost $16.2
billion. This would be a proportional reduction with respect to taxable 
income and, therefore, vi70uld be more progressive than a propor
tional tax credit, as proposed by the administration for 1974, unless 
one of the progressive variants of the credit, as described above, is 
adopted. The distribution of this tax reduction is shown in table 31. If" 
applied to 1075 tax liability, the rate reduction could be reflected in 
withholding. The rate reduction, however, ,vonld be Jess progressive 
than increases in the standard deduction. 

G. Increases in the Personal Exemption
Present law.-Taxpayers receive a personal exemption of $750 for 

eaeh taxpayer and each dependent. In addition, taxpayers age 65 or 
over or blind receive an extra exemption. The exemption vrns last in
creased in 1972. 

A dniinistration p1·oposal .-None. 

TABLE 30.-ESTIMATED DEGRE.ASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM SUB

STITUTING NEW TAX RATE SCHEDULES t FOR THOSE UNDER PRESENT LAW, BY ADJUSTED GROSS INCOME CLASS, 

1974 INCOME LEVELS 

Number of returns affected 
(thousands) 

-------------

Total number 
with tax Number made 

Adjusted gross income class decrease nontaxable 

4,057 16 
7,579 31 
8,273 14 

11,428 21 
15,952 6 
9,856 6 
9,006 2 

655 (2) 
160 (!) 

0 to $3,000 __ ---------------___ . -- ---. ---_______ .. _ 
$3,000to$5,000 _____ ..... ___ . ----····---- __ __ _ 
$5,000 to $7,000 _____ ..... ____ . ___________________ .. _ 
$7,000 to $10,000.. ________ ... __ ..... __ .. ______ . __ ... 
$10,000 to $15,ooo__ ______________ . _____ . ______ . __ . _ 
$15,000 to $20,000 _________________ ------------------
$20,000 to $50,000 _______ ..... ______________ . __ .. __ . _ 
$50,000 to $100,000 _____ . __ .. . ..... __ .... __ . _. __ . _. _ 
$100,000 and over.._ .... _. . . . . . . . . ... _. . __ 

- ·----- ------- --

Decrease in tax liability 
----·------

Amount Percent of 
(millions) total decrease 

$121 1.1 
647 6.1 

1, 071 10.l
1,859 17.5 
3, 129 29.5 
2,033 19.2 
1,631 15.4 

85 . 8 
21 ('} 

- --------------·

TotaL ___________ . _ ..... _ .. ______ . ___ . _ . ____ _ 66, 966 96 

1 The new rate schedules are those proposed by the administration. See tables 28 and 29. 
2 Less than 500 returns , or 0.05 percent . 

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

10, 597 100.0 

TABLE 31.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM A DECREASE 

OF 3 PERCENTAGE POINTS IN EACH TAX BRACKET RATE , BY ADJUSTED GROSS INCOME CLASS , 1974 INCOME 

LEVELS 

Adjusted gross income class 

0 to $3,000 _________________ ··-- ____ --------·-----
$3,000 to $5,000. ___________ .. _______ .. ----____ . __ _ 
$5,000 to $7,000 _______ . _________ . __ . ___ .. _____ . _. __ . 
$7,000to$10,000 __________ ----·-·· ----------------
$10,000 to $15,000 ______ .. _. _. _________ . __________ . __ 
$15,000 to $20,000 _____________ ···-- ··---------·-··-
$20,000 to $50,000 _______ .. __ .. ___ ... __ . __ . _________ _ 
$50,000 to $100,000 ______ . _ ......... __ ....... _ _ _ .. . 
$100,000 and over_ __ .... __ ._ .. _ _  ........ ____ .. ___ . _ 

Total. ____ ........ . 

1 Less than 500 returns. 

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

Number of returns affected 
(thousands) 

Total number 
with tax 

decrease 

4, 057 
7, 579 
8, 273 

11, 428 
15, 952 
9,856 
9, 006 

655 
160 

66, 966 

Number 
made 

nontaxable 

16 
15 
14 
3 

6 

6 

4 

(1) 
(1) 

64 

Decrease in tax liability 

Amount 
(millions) 

Percent 
of total 

decre?-J 

$54 0.3 
349 2. 1 
749 4.6 

1, 620 10.0 
3, 548 21.9 
3, 288 20. 3 
5, 104 31.4 

976 6.0 
545 3.4 
·----

16, 235 100.0 
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Alternati1·e propo8abs.-Large tnx reductions could be achieved by 
"increasing the personal exemption. The extent of inflation since H.)72 
,vonld suggest a $150 increase to maintain the 1972 valne of the exemp
tion in real terms. The distribution of this reduction is shown in table 
:-32. The distribution of an increase to $850 is shown in table 33. 

TABLE 32.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM 

INCREASING THE PERSONAL EXEMPTION DEDUCTION FROM $750 TO $900, BY ADJUSTED GROSS INCOME 

CLASS, 1974 INCOME LEVELS 

Adjusted gross income class 

Number of returns affected 
(thousands) 

Total number 
with tax 

decrease 

Number 
made 

nontaxable 

Decrease in tax liability 

Amount 
(millions) 

Percent 
of total 

decrease 

·Oto $3,000. ________________ ··-·-·-····--···-····-·· 4,0 57 918 $81 1.4 
$3,000 to $5,00 0 .. _. ___ .. _. _. ___ .. _ . _____ . ___ . _. _. 7, 579 60 8 255 4. 3 
$5,00 0to$7,000 ..... ----·-···-·------ -----···---· 8,273 265 403 6.8 
$7,0 00 to $10 ,000 ____ -· _ .... -·-___ . ___ .. ___________ .. 11,428 212 795 13. 5 
$10,00 0 to $15,00 0 __ _ .. __ .... _ ... _ _ _ .. _. _ ... _. _ _ _ 15, 952 60 1, 509 25. 5 
$15,000 to $20,0 00 ______ .. -·-- .. _. .. . . . _ -·-·-_. __ _ 9,586 11 1, 182 20. 0 

$20,0 00 to $50 ,000 ............ _________ -·--·---···-· 9,0 06 4 1,436 24.3 
'$50,0 00to$100 ,0 00.................................. 655 (1) 192 3.3 
$100,000 and over................................... 160 (1) 54 . 9 

------------------

Total........................................ 66,966 2,0 77 5,90 6 10 0.0 

------- ·----

1 Less than 500 returns. 

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

TABLE 33.-ESTIMATED DECREASE IN FEDERAL INDIVIDUAL INCOME TAX LIABILITY RESULTING FROM GRANTING 

A $225 OPTIONAL TAX CREDIT IN LIEU OF THE PRESENT $750 PERSONAL EXEMPTION DEDUCTION, BY ADJUSTED 

GROSS INCOME CLASS , 1974 INCOME LEVELS 

Number of returns affected 
(thousands) Decrease in tax liability 

Total number 
with tax Number made Amount Percent of 

Adjusted gross income class decrease nontaxable (millions) total decrease 
·- ---- -

4,057 3,381 $240 2. 5 
7,579 2, 119 762 7.9
8,273 1,709 1, 10 7 11. 5 

11,428 1,337 2,0 45 21.3
15,858 524 3,282 34. 2

9,477 58 1,657 17.3
5,145 4 50 4 5.3 

5 1 1 (1) 
1 (1) (1) (1) 

, 0 to $3,000. __ . ___ . _ .. _. __ .. __ ... ___ . ______ ... _. __ .. 
$3,000 to $5,000. -·-. _ .... __ ...... ____ .... __ ... ____ .. 
$5,0 00 to $7,000 _ ·--______ .. __ -··--·---_ --·-··--·--·-
$7,0 00 to $10 ,000 ..... _. ____ ---·- ... ____ .. --·· __ ..... 
$10 ,0 00 to $15,0 00 ...... _. --·--__ .. __ . .  -·-_. _______ .. 
$15,000 to $20,000 _______ ---·--_. ____ ... ______ ·--. __ . 

$20,000 to $50 ,00 0. ___ .. _ _ .. __ ..... _ _ .. __ . __ . __ .. _. 
$50 ,000 to $100,0 00 ..... ___ .. --· __ . ____ . _ -·---. ___ ... 
$100 ,000 and over_ _____ ·-··---···-·-·-·---···-···-·-

Total ........ _ ... _ .. __ ...................... . 61,821 9,133 9,599 100 . 0 

----------··---

1 Less than 500 returns , $500 ,000 , or 0 .0 5 percent . 

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

The problem with lowering taxes in this way is that less of the reduc
tion ,-roukl be eoncenlraiPLl in the low- and midclle-inrorne braekets 
than is the case with increases in the stanclal'(l deduction or rate reduc
tions, such as those proposed by the administration. Also, increases in 
:the exemption would probably be pNmanent. 



31 

YU. ALTERNATIVE WAYS TO REDUCE CORPORATE 

TAXES 

.A. Increase In Investment Tax Credit 

Present law.-Present la,v provides a 7-percent i1ffestment tax 
,credit ( 4 percent with respect to certain public utility property). The 
invC'stment tax credit is available with respect to: (1) tangible per
sonal property; (2) other tangible property (not including a building 
and structural components) which is an integral part of manufactur
ing, production, c>tc., or which constitutes a research or storage facil
ity; and (3) elevators and escalators. Generally, the credit is not 

;available with respect to property used outside the United States. 
To be eligible for the credit, the property must be depreciable 

property ,vith a useful life of at least 3 y<'ars. Property with a nseful 
life of 3 or 4 years qualifies for the credit to the extent of one-third 
,of its cost; prop0rty with a useful life of 5 or 6 years qualifies with 
respect to two-thirds of its cost; and property with a useful life of 
·7 yem·R 01· more qualifies for the credit to the full extent of the prop
·erty's cost. (However, in the case of used property, not more than
$;')0,000 of cost may be taken into account by a taxpayer as qualified
i11YeRtment for pnrposes of the credit for a taxahle year.) Property
hecomf'R eligible for the cr<'clit wlwn it is placed in S<>rvic<?.

The am�mnt of the credit that. a taxpayer may take in any one year 
•cannot 0xc<?ecl the first $25,000 of tax lia hility ( as otherwise com
put0d) plus 50 percent of the tax liability in excess of $25,000. Invest
nwnt credits which brcause of this 1 imitntion cannot be nsed in the
cmTent year rnav be carried back 3 taxnb]e yPars and then carried
forwarcf 7 taxahle years and used in those yea'rs to the extent pel'lnis
siblc ,vithin the limitations applicable in those years.

Present la,v provides for a rPcaptnre of the inn>:strnent crer1it to
the extPnt property is disposed of before the end of the p0riocl ( that
is, 3-!\ 5-7, or 7 or more years) ,vhich was usPd in determining the
amount of the credit originally allowed. Thus, if property is dis
posPd of, or othcnvise ceasC's to be qualific>d, the tax for the cunent
year is increasc>cl (or nnnsed credit carryovers are reduced) by the
i·edn<'tions in invc�stment cr0clits ,vhich wonlcl have resnltPd if the
·Cl'Nlit were compnted on the basis of th<' actual uReful life of the
prnperty rather than its estimated use:fol ]ifo.

I'nlJlic utility property.-The definition of pnhlic ntilit)r p1·opPrty,
to which the 4-pPrC'c>nt investmrnt tax c1·pdit applies, is property nsed
JH'e<lominantly in thr tnufo 01· hnsi1wss of fnrni�hing 01· SPlling· (1)
-elc>('frical energy, water, or sewage dispoRal services, (2) gas throngh
a local distribution system, or (3) tc>1ephone serdcc>, folcgraph sc>rvice
through domestic telegraph operations, or other comm1mienJ-ions
servicPs ( other tlinn intcrnationaJ telegraph servic0s). In g<'1wml, the
r0chH'<'<1 credit applies only if the rates for these services or ifoms are
rRtahlished -or ap1woved by certain types of governmental regulatory
bodies.
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"'\Yith respect to the treatment of the investment credit of regulatetl 
companies :for ratemaking purposes, special limitations are impu�ed 
011 the allowance of the credit to prevent thC' tax benefits of the credit 
from automatically being passed on the consum01·s. These limitations 
are applica.Lle to property used prPdominantly in the trade or busin0ss 
of furnishing or selling (1) the products or senices described in the 
preceding paragraph and (2) steam through a local distribution 
system or the t rnnsportation of gas or steam by pipeline if the ratt's 
for those businesses are subject to government regulation. 

The special limitations gPnerally provide that the i1westment credit 
is not to be available to a company ,vi'th respect to any of its public 
utility property if any pa1·t of tlH' credit to which it would otherwise be 
c·ntitled is flowed through to income ( i.e., incr e.ases the utility's income 
for rn.temaking purposes) ; howPYC'l', in this rasC' the tax benefits clP
ri ved from the cre.ditH may (if thP regulatory conm1ission so requin•s) 
he use.cl to reduce the rate base, if this rednction is rt1stored over t lie 
useful life of the property. 

If within 90 days after enactment of the Revenue Act of 1971 the 
taxpayer is elected, then the investment credit is to be antilable to a 
company with respect to any of itR public utility property if the credit 
to ·which it would otherwise be Pntitlecl is flmwcl through to income 
ratably over the useful life of the property; howp,·er, in this case thPre 
must not be any adjustnwnt to reduce the rate baHe. 

I lowever, immediate flow-through woulcl be permittc1 cl with res1wd 
to property which is flow-through property mitler 1. lw aen1ler.!i.P<l 
depreciation rules enacted as part of the Tax Reform Aet of HHW if 
the taxpayer elected this treatment within HO clays aftp1· ('nactment of 
the RC'venue Act of 1971. Further, a special election is provided with 
rC'spect to local steam distribution systems and gas or steam pipelines 
where the regulatory body involved determined that the nat11rnl 
<lornC'Htic supply of gas or steam was insufficient to rn<.>et th<.> preRrnt 
and future requirements of the domestic economy. In this case, if the 
taxpayer elected (within 90 clays aftpr C'IHtctnwnt of tlw Revemw Art 
of H>71 ). the investment credit is not be avai1able unlC'ss ( 1) no part 
of the credit is tlmved through to inrome and also (�) no part of the 
<Tedit is used to reduce the rate base. 

AdmJnit?fJ'(ttion Jn'opo8a1.-The aclministi·ation has propos<.>cl thnt 
thP inwstment. tax credit lw inc•rpas<'d for om' _r Nll' to 12 1wrrP11t for 
all taxpnyPrs, including public utilities. 'I'lw t,:,mpomry higher credit 
is to apply to property placed in �(1 1-vire in H)7f> and to property 
or<lPn·<l during 1975, if p]acc�cl in SPITire brfore tllC' encl of Hl7H. I 11
addition, tlw crPdit would also he aYnilable to the extPnt of eon�trw·
t ion, 1·Pconstruction or erection of eligible property by or for a tnx
paym· during 1975, without regard to the date when the complPted 
property jg placed in service. 

Tn the case of utilities the 12 pcrc•pnt credit would continue to apply 
for two acltlitional years aft.e1· 1 H7f> with respect to qualifiPd inYC'Stnwnt 
in rleetrical pow<.>r plants other than oil- or gas-fired facilities. 

Also, ·with 1·<.>spert to utilities, tlw 50 percent limitation on the 
amount of rrPdit which may be clnimed in a year ::tboYe the first $2.:S,000, 
of a taxpayC'r's income tux liability would be tempora1·ily incrC'nsPd. 



l:Ttilities \Yonld be pennittPd to use the credit against up to 7;'°i percC'nt 
of their tax] iability above the first $2i>,OOO of liability for 1975. ThPre
after, the ]imitation would ckerC'aSP by five percentage points for each 
y<'ar aft.Pr In7;"i (that is, 70 percent in 1D76, 65 percent in 1977, fiO per
eent in 1 H78, ;"iii pPrrent in 197H) nnt i l the limitation is decreased to the 
,>0 percent limitation, gcuC'ra11y app]iraLle to other taxpayers, in Hl80 
and later years. 

Tlrn fo111porary increase in the credit wonld be effective rctroactin•.ly 
to ,1 anuary 1, Hl75. 

Rn:enzie effect.-Thc administration estimates that ta.x linhilit.ies 
\Yill he reclncc•d by $4- hillion annually ns a resnlt of the inr.reascs in 
the inv<'shnent tax creclit. This is an estimate of the direct effect and 
doPs not inclnclf'. an pstimate of seconclal'y effects that could resnlt from 
tiw initial impaet. 

S/11.ff Ana1yNi8.-.\s in<lieafocl in thP section on individual tax rcdnr
tions nhm·<'� tlH• Pc·nnomic· situation is bad and likely to get worse with
ont Rignifieant fiscn 1 stimulation. A. balanced program which encour
agrs both c·o11s1m1ption and im·C'stmPnt nrny well be a more effective 
lll<'thod of stimulating the economy 1 hnn attempting to focus all the 
tax stimulus on consumption. In adcli1 ion to providing short-run stim
n1at.ion to thC' ('conomv, an irn·n1asP in the amount of inn'stment is
desirable for other rras·ons. 

First, acklit iona 1 i1l\'Pst.111c.-mt whic·li inl'l'eases productivity is itself 
nnti-infiationn ry in tha.t it innrasrs tlw ammmt of ontpnt an1ilablr 
to mPC't conR11m<'I' dmrnrnds in tlw fnt11re ( although this obviously is 
not a prohlPm at the prrsPnt. tinw). �e<'ond, inrreasecl productivity 
rPsults in lmwr prndurtion C'osts which means that money wage 
increases wi1111ot have t.110 same degr<'e of H}T\Yarcl pressure on product 
pri<'es that they wonld in the ahs<'JH'P of growing proclnct.ivity. This 
nlso has i111plicntio11s for ou1· balan<'e of paymPnts and the exchange 
rate of the clollar. 

Third, it appears that unless in thr. future the stock of rapital is 
inrrpasPd sign ifi<'nntly t hPrn will Im sr.rious problems in 1n·o,·iding 
t'llrn1gh jobs for those Pntering the labor forrr. On�l' the past f0w 
yPnrs, tlw mtP of i1ff<'Stnwnt has Hot J,ern sufficient to provide t.he. ncw
rssary ill<'l'PasP i11 pmcluetivity m· to 1mwiclr tlw capital nPcPssary to 
employ the labor foree. The long-tPr1n outlook for 11w ability of onr 
Pt·onmny to p1·m·iclP tlw n<'resf-lary lt•,·pl of investment to c·1·c,ate needPcl 
eapi1 al is HllalyzPd in a papPi'. "C:tpital X eecls in the Sen�nties", hr 
Barry Bosworth and ,Tnm<'s 1hwsPnlH'l'l',Y (one of the p:uwlists who 
npprnred heforn tlw comrnitt<'e). Tlwir c·onclnsion was that it would 
lw possible for 11s to nwt Olll' <'apital 1wPcl:-:., lmt "just barely." Auel to 
ha,·e any rhanl'e of merting thC'se l'<'<jlli1·prnents it is llecessary to both 
inrrnasc saving nncl to return tlw <'<·onomy to full employmr.nt growth. 
The• inn•stmPnt l'l'Pclit should lH· m-iti ful i11 111eeting both of th0sP objce
tin1H. It pro,·idP.s an inn•stment stinmlm.; to move the country toward 
fo 11 Pmployment. 1 n addition, it sh.o�llcl help to �ncrease tot.al saving
in thr economy hr.cause a dollar o-f- mvPshncnt f1nanced through the 
in n>stm011t C'l'<'�dit rPp1·psents eorpornil' saving ,vhich is not maelH'd by 
a comparaLlc dPt'l'ense in saving elsc•whm·<' in the ecouomy. 

The short-tPrm ]aek of im·N;t111e11t is inclieated bv the fad that the 
amonnt of inn•stm(•11t for new plant a11d equipment"in fact is expeetecl 
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to inrrrasr hy only $!> billion from H>7 4 to 1975, an inrrc>ase from $112' 
bill ion to an PxprdC'<l $117 bill ion. GiYcn the expected incrnase in prires 
for plant nncl ecinipmC'nt, this is not krrping up with the higher price 
of plant and ecinipment and reprc>sents a clerline in the real level o-f 
inyestme11t. }'or mann fnchu·i ng the der line in the rate o-f growth 
is eYPn rnoi·p pronmmcPd. As shm..vn in Table 3LL invc,stmont for manu
facturing i11crPas0d 20.5 perrent from H)73 to 1!174 but is expected to 
incrC'ase. only H percent bC'tween H>74 and 1975. Part of the shortfall 
in investmrnt is hC'eanse of the tight financial position in which many 
corporations find thrrnsrlvC'S. This is a result not only of drclining 
salPs but of tight monrtnry policy and the impact of inflation on eor
porate. profits and rash flow. Corporate profits, in many instances, in
clude signifiC'ant amount of i1ffentor.v profit which results from the 
inr.rc'HSP in prices of goods corporations held in invrntory. But tlws<' 
profits nre gc>nera11y not a vnilnblc for the purpose of additional plant 
and equipment Pxpenditurc because, in many cases, thc>y are required 
to purehase new inv1:ntory at the currently prevailing higher prices. 

TABLE 34.-EXPENDITURES FOR NEW PLANT AND EQUIPMENT BY U.S. BUSINESS, 1 1973-75

[Dollar amounts in billions] 

Percent change 

1973 1974 2 1975 3 1973-74 1974-- 75 

All industries ___________ ------_____________________ _ 
Manufacturing __ . __________ ------_________________ . ______ _ 

Durable goods ____ . _______ . _____ . ____________________ _ 
Primary metals 4 _____________ -------------_______ _ 

Blast furnace, steel works _____________________ _ 
Nonferrous _________ . ________________________ _ 

Electrical machinery _________ . _______ . ____________ _ 
Machinery, except electrical. _______ ... ___ ._. ______ _ 
Transportation equipment 4 _______________________ _ 

Motor vehicles._. ___ ._. _______ ._ ... _ .. ______ ._ 
Aircraft. .... _ . .  ______ . ___ ------------------

Stone, clay, and glass.----------------------------
Other durables. __________ . __________________ _ 

Nondurable goods ___________ . ___________ . ____ . __ ------
Food including beverage ___ -----------------------
Textile __________ ------. ----- . --. --.. - -----------
Paper ..... _______ ---------- __ . _____ .... ____ . ____ _ 
Chemical. _____ . __ .. --------... --- -- .... _________ _ 
Petroleum ________________ -----------·------·-_____ _ 
Rubber. _____ ..... _ . __ . __ ..... _.. . . __ ..... _ .... _ 
Other nondurables __________ . _. __ . __ .... _________ _ 

Nonm�n�facturing . ________________ . __ ... __________ . _ 
Mm111g _____________ . ----------- --. __ .. _. --- _. ___ _ 
Railroad .. ____ ------------_______ . ______________ _ 
Air transportation ______ ... __ . _. _ .. __ .. _ .. _ _ _ .. ___ _ 
Other transportation. ____ .. _ .... ___ ........ __ .. ___ _ 
Public utilities _____________ . ______ ....... ____ ... __ _ 

Electric._ . _. _. _. ___ . __ -.... -. - - . . .... _ ... - --
Gas and other. __ ...... _. _ .... _ ..... __ .. _. ___ _ 

Communication, commercial and other 5 _____________ _ 

$99. 74 
38. 01 
19.25
3. 43
1. 38
1. 67
2.84
3.42
3. 12
2.28
. 53 

1. 49
4.96

18. 76
3. 11
. 77

1. 86
4.46
5.45
1. 56
1. 56 

61. 73
2. 74
1. 96
2.41
1. 66

18. 71 
15. 94
2. 76

34.26 

$111. 92 
45.80 
22.67 
4.80 
2.03 
2.29 
3.06 
4. 26 
3.83
2.81
.77

1. 48
5.23

23.13
3.21 
. 85 

2.55 
5. 63 
7.87 
1. 48
1. 55

66. 12 
3. 10 
2.48 
1. 97
2.03

20.60
17. 65
2.95

35. 94

$117.09 
49. 92
23.08 
5. 50
2.55
2. 41
2.88
4. 62
3.51 
2.57
.69 

1. 36 
5. 22

26.83
3.20

.70 
2. 90
7.16 

10. 07
1. 38 
1. 43 

67.17 
3.67 
3. 17
1.78
2. 34 

21. 46 
17. 87 
3.60 

34. 75 

12.2 
20. 5
17. 7
40.4
46.6
37.2 
7. 7

24.8
22.8
23. 1
43.4 
-.3 
5.5 

23.3 
3.1 

10.8 
37.0 
26.3 
44.3 

-5.4
-.4
7. 1

13.2
25.5

-18. 2 
22.5 
10. 1
10. 7
6.6
4.9

4.6 
9. 0 
1. 8

14.4
25.8
5. 3 

-6.0
8. 4

-8. 3 
-8. 5

-10. 3 
-8.1
-.3
16. 0 
-.3 

-17.1 
14. 1
27.2
28.0

-6.6
-8.2

1. 6 
18.6
27. 7

-9.6
14. 9
4.2
1. 2 

21. 9
-3. 3 

1 Data exclude expenditures of agricultural business; real estate operators; medical, legal, educational, and cultura 
services; and nonprofit organizations. 

2 Preliminary. 
a Estimates are based on expected capital expenditures reported by business in late November and December 1974. The· 

estimates for 1975 have been adjusted when necessary for systematic biases in expectations data. 
4 Includes data not shown separately. 
1 Includes trade, service, construction, finance, and insurance. 

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

Source: U.S. Department of Commerce, Bureau of Economic Analysis. 



Public Uti!Uies.-In addition to the probk,ms affecting industry 
generally, public utilities are ad ,·ersely affected for n number of rea
sons that are peculiar to the industry. These reasons led the commit
tee to provide an increase in the inve:-itnwnt credit for public nti]ities 
in hoth the comprehensive tux r('form bilJ the comrnittC'e considered 
fast yea.rand the E1H'rgy Tax and I ndi vidunl Helief Act of Hl74 (II.It 
17488) whirh the committee reported out Jast X ovember. 

The lower investment credit was given for public utilities because 
regnhttory agenci('S presumably ronsicler requir?mcntH when deciding 
on changes in rate levels. JHorrovcr, it was believed that the volume 
of investments made by regulated public utilities ,voulcl be deter
mined in large. part by the growth o-f other industries, rather than 
their mvn. In addition, much of the benefit to rc.gulatt'd utilities was 
vil'wed as like.ly to be passed on in lower rates to consmners, thus off
setting mueh of the stimulus to investment. 

In 'the past several years, a number of changes in the economic 
ern·ironment have in combination SC'riously reduced the ability of reg
ulated public utilities to obtain capital funds. Some utility regulatory 
commissions have been s]ow to increase rates to cover increased fuel 
costs and inflation induced increasPs in otlw1· operating costs. These 
factors taken togethe1· have reduc('d the internal cash flow available to 
utilities to self-finance expansion in productive capacity. 

External financing also has been restricted recently. The aggregate 
hook value of public utility common stock presently excl'eds by a sub
stantial margin its aggregate market value because of the severely de
}>l'essecl l C'VP 1 of stock nm rk0t prireR. I )ebt financing is a limited altPrna
ti vc hecanRe numy utilities have reached as high a. debt-equity ratio as is 
practicable in view of the level of fixed obligations rrached. In addi
tion, long-term interest rates applicable to public utility bonds are so 
high that fo,v public utilities dare to commit thems('lves to elevated 
fixPc1 c.lf,ht chargl\S for long periods of time. 

In considering this isRne previously, the conunittee was concerned 
that the economic growth of other industries would be restricted in 
RC\Teral years because more and niore public utility companies now are 
announcing deferrals of capital construction plnns. Tinwly growth by 
otlwr inclnstriPs requires that utilities have available sufficient capacity 
to meet additional demand. As a result, the reasons for providing only 
a partial investment tax credit no longer are viable. 

In addition, many public utilitiPs cm·1·ently have below normal net 
taxable earnings ancl, thus, do not recPfre the full benefit of the in
vestment credits lwcause of the applicable limitations. As a result, the· 
administration has rer.ommendecl an incrC'ase in the !>0-percent net 
income limitation (which applies to tax liability in exceRs of $2!>,000) 
for a tPmporary periocl to allow these ut.i]itiPs to nse mol'e of thC'fr 
investment tax creclit against tnxPs during· this period. 

The estimated revenue going- to public ntilities unclPr the admin
istration 1n·oposal is ahout $1 billion out of the $-1: billion total cost of 
increasing the credit to 12 percent on a temporary lmsis. 
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"TABLE 35.-INVESTMENT CREDIT CLAIMED IN 1972: BY SELECTED INDUSTRIES ON CORPORATION RETURNS AND 
TOTAL ON INDIVIDUAL RETURNS 

(Amounts in millions of dollars] 

Corporate: 
Total, all industries ______________ . _______ ------. _____ .•. _ 

Agric•il!ure, forestr� and fisheries _______________________ ---------------·-----·---
Mining, hard minerals ___ ._. _______ . ___ ___ --------·- .• ___________ -----. __ ----··- _ 
Crude petroleum, _naturnl gas and petroleum refining _______________________________ _ 
Contract construction _ .. ____ • __ .... __ .. _. _. ___________ --------____ . _________ ----
Manufacturi�g other than petroleum refining: 

Food and kindred products _____ -·---·-·-·- -···-·- -·--------- -··· ·--- __ _ 
Chemicals a�d allied products __________ -------------------------------------
Primary metal industrir.s ____ __ -·-----------------------·---------·--- ·--- -
Machinery except electrical__ __ . _. _. _. ___ . ___________ . _______ . ___ . __________ _ 
Electrical equipment and supplies _______ ---------________ . _. _____ .. --- --- . __ -
Motor�ehiclesanrl equipment. ··- ····-----·-·-·· ·--·----------··--······-
All other manufacturing _______ • ______ ... _·---------__ --------------.• __ .. ----

Transportation ________________________ -·-·-----··--·---·-·-----·-···· - -----
Co;nm11nication .. _ -···· . - ·-···· -·-·---·-·- ····---------------·-···- --
Electric, gas and sanitary services_ .. -------·-----·-·-·-----------------·-·-·-----
Trade. ____________________________________________________ - -------------------
Finance, insurance, and real estate_·-··-·-·-·-------------·-----------------··--·-
Smv1ces .. _ . _______________________________ . __ ...... ___ . _ ... _ . _____ ... _ . - .... . 

I n(!1v1dual: 
Total, individual.. .. _____ . __ .. ___ ·---------.. ------· _ ----·-----------. ·----
Grand total, corporate and individuai. _ ----------. ___________________ • ______ _ 

Investment credit claimed 

As percent of 
all corporate 

investment 
Amount credit 

$2.956 100.0 

22 . 7 
24 • B

151 5. 1 
74 2.5 

115 3.9 
173 5. 9

90 3.0 
96 3.2 

116 3.9 
125 4.2 
481 16. 3
211 7. l 
374 12. 7
372 12. 6 
258 8. 7
171 5.8 
103 3. 5---· - - - ·  -----··----- ---
700 -------- ··----

3, 655 --------------

Srl'ifce: Preliminary Statistics of Income, 1972: Corporation Income Tax Retl!rns; and lndivirlual lnconie Tax Returns, 
Department of the Treasury, Internal Revenue Service. 

The expected use of the higher investment credit by various indus
triPs is suggested by the nrnonnt of investment credit actnally claimed 
in tlw past. Table' !-3:1 shows the investment credit claimed in H)72, the 
lntPst. year a,·aila.bl<:. Obviously the expected results would differ some
what from tlw crrclits claimed in 1072. For example, motor vehicles 
,nJ11ld probn,h]y get less n11cl petroleum and gas more, bnt the genC'rnl 
path•rn wonlcl remai11 m1H·h the same . 

.. Uf( 1 1•1wfi.1�e P1·opo8rtl8.--ThC' Adm inistratio11 hns proposed a tPm
pomry incren.St\ to 12 pe1·(·e11t in the investment credit in order to pl'o
Yid<> immecliatP stimulus to additional i11vestme11t. There are seve1·nl 
aspp1·h:; of t.hiH that thr eonnnittee mn,v wish to ronsirler. In evaluating 
tlH· .\.tlministra.tion's reromme1Hlatio11 in the H>71 Act, the committee 
rPjt>dPll a. similar proposal to increase the investment credit to 10 per
<'Pllt. 011 a temporary basis. This was done 011 the gronmls that a tem
pornr.'· inC'reasp in the credit might be disruptive in that it wonlcl rnoYe 
additional investment into the year of the higher crerlit but at the rost 
of lrn\·inµ: a shn1'}) dropoff in i1westrnent the snbs(�quent yenr, and this 
wo11!(l be exc('SHin•ly (lestahilizing. On the other lrnnd, the Administra
tion 1night wc,]J rPpeat its 1·pc•ommendnt.ion fo1· a permanent increase in 
t lw inwstment e1wlit to 10 percent lntl'r this year whc11 the committee 
n.!.!.·ain considers tnx reform. 
· The committee might, as an altenrntive, wish to consider increasing

th<: inYestnwnt credit to 10 percent on a permanent basis at this time. 
The Administration also proposed a January 1 effective date for its 

i1ffrstment ct·Pdit increase. The committee has agreed that the effel'ti rn 
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elate is to be ,J arnmry 22, 1D7i> ( or possibly an earlicl' elate). That is, 
property placed in service after this elate is to be eligible £or the new 
rules. 

An inc1·Ntsc in the inwstment rreclit to 10 percent. wo11ld rNmlt in a 
rPvenue loss of $2.7 billion amrnully assuming a January 22 effPctive 
<late. 

A modification o:f the administration's proposal :for utilities, which 
the committee might consider in conjunct.ion with a 10-percent invPst
rnent credit, would focus on the pl'ofit squeeze of utilities by increasing 
1 he r>O percent of tax limit to 100 percent rather than to 75 percent as 
proposed by the administration. 'rI1is would increase the revenue cost 
of n, HJ-percent credit by $50 million, to a tofal of approximately $2.8 
billion, of which utiliti<'s would receiYe abont $900 million. 

Another aspect o:f the aclministration's proposal the rommittet' may 
wish to consider is the proposed availability of the credit :for construc
t ion, reconstruction or erection of eligible property during 1975 re
g-nl'dless of when the property is placed in service. This is a significant 
c-hange from present law which provides the credit only ·when propC'rty
is placed in service. This change ,voulcl make the credit more like
"progress payments 1

' on contracts. Snch a change in the credit would
remove one of the objections to a "two-tier'' credit, namely, that it dis
criminates against long lead time items which would not be completed
during the period the higher credit was in effect. Greater production
of these items would, therefore, not be encouraged by a temporary in
cr0ase in the credit unless some provision of the type proposed by the
admiliistration were adopted. TTo,n,,·<'r, if thP committet' c.loPs not
agrc>c to a two-tir1· c·1·e(lit ( as hy pro vi cling a pPrmanc>.nt increase to 10
}WI'('t'nt), thPn this ''progress pnyHwnts" approach is less si,2:i1ifi<·ant
in trrms of stimulm, pffcct.

..__ 

B. Corporate 1'ax Rate Reductions

Present law.-Uncler present law, corporate income is snbject to a 
normal tax at a rate of 22 percent and a surtax at a rate of 26 per
<'ent ( for a total tax rate of 48 percent). However, the first $25,000 
of corporate income is exempt from the surtax. In effect, then, the first 
$2f),000 of corporate income is taxed at the rate of 22 percent and the 
income in excess of $25,000 is taxed at a 48 percent rate. 

A dm,ini8t?"·ation JJJ'oposal.-Tho administration in ('011110ction with 
its Pnergy package (but not its temporary anti-1·pcession paelrnp:r has 
proposed to 1·p.duee the corporate tax rate from 4-8 percent to 42 percent 
cffoctivc fo1· 10715 all(l thereafter. It would accomplish this bv reduc
ing the Slll'tax rate :from �6 pereent to 20 p<11·cp.nt. Unde.r tlw l)l'Oposnl: 
the first $25,000 of eorporate income would cont.inne to he taxed at the 
rah' of 22 perc·t'nt, hut the income in Pxcess of $2;\000 wonkl he tnxc>d 
at. the reduced rate of 4-2 percent. 
Re1,enue effect 

The administration <'Stimates tbat this rate recluction represents an 
n11mrnl revenue loss of $6 billion. 
Staff analysis 

It has been argued that business needs a permanent form of tax 
relief to offset the rising cost of energy and to increase the amount of 
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capita.I available to business for reinvestment. Such investment, in 
turn, may increase produetiYity and reduce unemployment. It has also 
been arg1rncl that real rorporate profits have been declining in recent 
years, and that the inflated value of inventories on corporate books 
imcl the use of historical cost depreciation have produced paper profits 
whi<'h are taxed to rorporations without inrrC'asing the actual profits 
"·hich are anlilable for i1H"estmcnt or distribution to shareholders. On 
the other hand, the fact thnt corporations are net debtors means that 
the 1·eal value, and he.nee the real burden, of their outstanding debt de
creases during a period of inflation. This reduction of the real bnrc.lPn
of corpomte debt for corporation8 substantiall y offsets the "overstutC'
mc.mt'' of corporate profits resulting from historical cost depreciation
and the taxation of inventory profits.

If funds are availnble to· reduce corporate taxC'S: it might wr11 he 
thn.t. a better use of thrsc funds would be to begin the integration of 
the indiYiclnal and corporate rate structures. This could 1::>e done by 
allowing a deduction :for di,·idends paid, or by giving the shareholc1Pr 
a creclit. for the tax paicl on the diYiclend he receives by tho corporation 
( inrreasing tlw amount treated n,s a dividend for this purpose by the 
amount of this tax), or by extending t.he use of the partnership method 
,Yhich prpsently is a Ynilahle in the ease of subchapter S corporations 
"·ith 10 or fc>\\·Pr slmrehoklers to corporations more ,videly held. ;\n)' 
of these tPclwiquns eonlc.l br. implPmented to a limited degree dopo11<l
ing upon the revenue available for this purpose. European couutl'ies 
ha n• <lt>Yelopecl integrnt.ion plans along this line to rednre t.hc impn.ct 
of the tax at tlw corporate leYel arnl have nsed t.lwm nmch m01·p ex
tPnsin�ly than has the lTnitccl States. Such chn.ngC'.s, howevC'r, probably 
\Yonlcl re(Jnire conside.rnhly more time for consideration by the com
mittPc than is aYailnble for th is bill. 

AnotlH'l' pl'ohh\111 with tl1e ndn1i11istTation proposal is that n111rl1 of 
the ntlno of thP tax I'l1 rl11etion, which "·ill cost. a11 estimated $6 billion 
annually, will he eonrenfrat.Pd in the hands of large corporations. For 
Pxamplr, tlw administration proposal in this area wonlcl afford no 
l'PliPf at. all to small bnsincRses, especially those which have taxable in
come of $:2i>,OOO 01· loRs. J\Joreove1·, under tlw administration propos:11, 
thr rorporations which haw th8 largest profitH ·wonkl rereivo the mm;t 
relief. l\fony wonkl argm' that t-l1e neccl of small lrnsiness for tax rclief 
i� en-n mon' C'l'itica1, sinrP small lmsint'sses have little cont.ro1 OW'!' the 
ma l'ketplac<' and are hit m·en hardcr by such fn.rtors as inflation and a 
rednrtion in ronsmner <'onfidenco than are large hnsincssrn:;. 

A1ternnti1•f J)l'OJJ08a18.-01w method of reducing corporate tnx 
liability, whilP c·onrPntrating· nmch of the relief in t1w a.rea of small 
lmsi1wss. would he to inrrPase the surtax exemption. For example, the 
p1·C'sent. $2i>.OOO rxemption might he increased to $!15,000, which wonkl 
nwan that the fi1·st $!1!5,000 of corporate taxable income wonld he taxed 
at a rate of 22 11el're11t, while any ac1ditiona1 rorporntC' income won lcl 
ho taxed at a -!8 perrent rate, as under present law. This would result 
in an annnal tax sayings of $2,600 for a corporation having $3!5,000 or 
mo!'e of taxable., inrome. Under present la.w the ta.x on $35,000 of tnx
nble inromp is $10,300 (22 perront of the first $2!>,000 o-f income. plus 
48 perrent of the remaining $10,000); under this a1te-rnative proposal 
the tax would he $t700 (22 percent of $35,000). 

On the othcr hand. a rorporation with $35,000 of taxable income 
wonld rerC'i,·e only $fi00 of tax reliC'f under the administration pro-
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posal ( due to the clecrens<' of 6 p<'rrent in thP surtax). Of eonrse, a large 
eorporation whieh had Rnbstantia.1 profits would rerC'ive far more l'<'liPf 
ll)l(lrr the administration proposal, tlum 11nclp1· th<' alternatin' pro
posal, because the 6 percent rate rednction \YOnlcl apply to a n�ry large
lmsc of corporate income.

It is estimated that the revenue effect of inrr<'asing the surtax exemp
i ion by $10,000 would he an annual rm·enue loRs of $600 million. Of 
this approximately $4-00 million, or a.bout two-thirds of the 1·en'nne, 
"·onlcl go to smnll lm�inesses.1 In contrast, of the $6 billion revenue loss 
fl'Om the reduction in the corporate rate to -1-2 percent proposed by the 
H<lminiskation, 5 pet'l"Pnt would go to small lmsinesse,R. 

If the. snrtax exemptions were i11<TeasNl to $!50,000, this \Youlcl result 
in a revenue loss of $1.2 billion, of which $730 million, or about 60 
J>Prrent, would go to small business.

It Rhonld be rpcognil'.;P,d that an increase in the Rnrtax exemption
level from $25,000 to $::3:\000 wonl<l not afford any rPlief to very small 
businesses (those "·ith incomes of $�5,000 or less). I Iow(wer, these 
Rmnll lmsinesse1s arP nlrcady taxPd at tlw lower normal t.ax rat<' of 22 
}>('l'<"Pnt. The> above proposal cxt.c1Hls the 2:2-percent mtc, to a higher 
lPvcl of income. If the committee is interested in providing some rPlief 
f'or those srnal1 lmsi1wsses with income.s of $2:\000 or less, one mPtliod 
would ho to 1w1nce tlw normal tax rate, that is, the 22-perrc>nt rate. It 
is estimated, for Pxample, that to rechwe the normal tax ratr by one 
pt>rcentage point \Yonlcl rPsult in an annual rPn'nuc loss of about $800 
million; a reel net ion in the normn 1 tax rate of 2 pm·c·Pntagc points 
,rnnlfl approximately clonhle this loss to $1.8 billion. If tlw con1111ittee 
wp1·e inforestecl in this approach, the loss ronld be offset to a large 
<'XtPnt by a corresponding inrrrase in the surtax rate. 

C. Dividend Reinvestment Plans of Public Utilities
Prnsent law.-GeneraJly under present law a distrilmtion of a stock

dividend is a mere readjustment of the stockholders' interest in the 
corporation and is not income to the stockholder. No corporate nssets 
arn pnid out, and the <lisfrib11tion merely gives Parl1 stoC"kholdC'r more 
pit>ees of pnper to represent the same interest in the rorporntion. On 
the other hand, if a corporation declares a dividend payable at the 
C'ledion of earh stockholder, either in additional common stork or in 
c·ash, the st.ockhol<ler who rer<:'iws a stock diviclend is in tlw snm<> posi
tion ns if he received a taxable caRh dividend and purchased additional 
stock with thP proreC'fls and thus is tuxed Clll'l'C'ntly on the value of the 
stork rPcei ved. 

A rhnini8t1·ation JJro7wsal.-N one. 
A lte1•na.tirve JJropo8al.-Pnb1ic utility stork is qnite commonly held 

hy storkholclPrs who ar<> looking for a relatively safo and large retnrn 
011 imrpshnPnt. Ftilit iC'R ge1wrally have. hc�en able to pay anmrnl <li,·i
(lPnds chm to tlw 1'<'1 m·n on invcstmP.nt. which is gPn<>rully pennittc•cl 
l>y thP Stat<> or FedPral rate-making agency. At the presrnt time,
11mwvP1\ nt.ilities have been fared with the dilemma. of obtaining
<":tpitnl for modrrnization and yet paying the rash dividends \Yhieh
many of its stoC'khoklrrs have come to e.xpef't. One way for a utility
i o ohtnin 1ww rapitnl is to issue new stock. l\Iany potential inv0stors,
howe,·e1-. will not snhscrilie to such an issnr bC'rnuse of np"· donhts ron-

1 Small businN,Sl'S are clefinPcl for this purpose nf: l111�i11Psses hn�ing $100,000 or less of
i 11<'0111(', 
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r<>rning Htilit.iPs· ability to pay dividends. A second way to obtn.in 
C'a pita 1 is to <:ncom·age those <.-'xi sting investors ·who do not need cnsh 
diYicknds to take additional slmrPs of stock in liPn of cash bv means of 
a stock reinvt>stment plan. llowPvc�r, the current taxa.tio11 of those 
shareholders who elect to take stock rather thnn cash tends to dis
courage shareholders from exereising their election to take stock in l1en 
of C'flRh. 

One means of facilitating stock reinvestment plans for public util
ities is to provide that a distribution of stock of a regulated public 
ntilitv pursuant to a dividend r<:.investment plan is not to be subject to 
tax ui1t.il the stock is disposed of. Under a qnalifi<>cl n1.invcstmcmt plan, 
the stockholders of the public utility ·who so elect would receive a dis
tribution of stock of the public utility specifically designated as stock 
issnf'.d under a qualified reinvestmPnt plan. This clistrilrntion of stork 
would not be faxed to the stockholder until the tinw that the stoc·k is 
clisposC'cl of. At that tinw the st-o('kholde1· would have cliviclend income 
<:qual to the amount which was cfoforred (i.e., the fair market value 
of tlw stock at the time it was I'l'C'Pivccl). Any proceeds from the dis
position in excess of that n.mo1111t woulcl he capital gain. 
D. Net Operating Loss Carrybacks and Carryovers

Present law.-Present law, in gC11wra1, provides that a taxpayC'r
is allowed to carry a net operating loss back as n, cle-cluction against 
income for the 3 years preceding- t.he year in which the loss occUITPd 
and to carry any remaining unused losses over to the 5 years follo,v
ing the loss year. This general rule C'nables tn.xpayers to balance ont 
income and loss years over a moving H year cycle, to the extent of tax
able income in the 3 years preceding and the 5 years following any loss 
vear. 
· Present law also provides exceptions to the gmwrnl three year carry
back-five year <'arryover rule in the case of certain ind11stries or cate
gories of taxpayers, as indicated in chart 1. One exception al1ows
certain reg:ulatecl transportation corporations to carry back and ckduct
net opcratmg losses for the 11s1.rnl 3 years and to carry ov<:r such lossN;
for 7 years. Another exception prohibits the carryback of a net opPr
ating 'loss to the extent the net operating loss was attributable to n
foreign expropriation loss. However, a 10-year carryov<:r period is
a 1lowed for the foreign expropriation loss (15 years in the casr of
a Cuban expropriation loss). A third exception, applicable to firnrncinl
institutions for taxable years beginning after December 31, 1975,
will lengthen the carryback period for net operating losses to 10 years
and allow the usual 5-year c·.arryovcr period. Similarly, a hank for <'O
operat.ives is presently allmYed to carry net operating losses back for
10 years and forward for 5 years. A fourth exception is provided for
tax'payers which have incurred net operating losses resnHing fr.om in
creased imports of competing prod11cts undC'r trade concessions made
pm·sua.nt to t.li<' Trndf' Expansion Ad· of 1 H<i:2. "'h<:1·p a taxpayt>T 11ns
elected to obtain certification ns provided by this Art, it is nllO"\Wd
a 5-year carryback period anll the usual 5-year carryover peri0tl.
Firnt.lly. p1·esn11t law n.lso C'Ontnins a pl'Ovision dt>Hig1wcl for Amnrican
l\{otors Corporation pe.rrnitting a 5-yen,r carryback period and a carry-
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oyer period of 3 years for losses incurred for taxable years ending 
after December 31, 1966, and prior to January 1, 1969. 

Adminisfration 1n·oposal.-N one . 
. Altm·nati-ve 7n·opo8als.-In addition to p1·oyicli11g Pxceptiorn; to the 

general rule concerning the cnrryback and carryover of neit ope.rating 
losses, the Congress has from time to time altered the general rule itself 
to reflect. circumstances which apply to all taxpayers. The curre.nt eco
nomic situation raises the possibility that a. considerable numl.>er of 
taxpayers subject to the general rule will have net operating losses so 
large as to exceed not only total income from the 3 years preceding the 
Joss year but also income anticipated for the 5 years following the loss. 
These taxpayers, unlike others which have had more success in resist
ing the effects of the present economic downturn, are placed in the dis
advantageous position of being unable to obtain the full benefit of their 
cnITent losses by application against income earned during other years 
in the 9-year cycle. A lengthening of the general cu.rryba.ck period will 
provide many of thc>se taxpayers with needed near-term funds through 
income tax refm1ds generated by the carryback o:f current losses. Even 
in the case of those taxpayers who can anticipate profit years in the 
near :future, a lengthening of the general carryback would generate 
near-term funds through such refunds, which may be expected to be 
of greater valne than the prospect of funds generated by deductions 
of carryovers to future years. In such cases, a current revenue loss may 
be expected to be offset by increased future revenues, because the net 
operating losses deducted as current carrybacks would not be avail
able for derlur.tions as carryovers in the future years. 

Two proposals are outlined which would allow taxpayers to use 
lengthened carryback or carryover periods: 

(1) One proposal would permit each taxpayer to elect a 10-year
carry back period ·instead of the present general rule of 8 years ea:rry
back and 5 years carryover. In the case of a taxpayer which has been 
in husiness for less than 10 years, this proposal would provide for a 
mo\'ing 11-year cycle during the taxpayer's first 10 years so that during 
the first year of operations, the taxpayer would be entitled to carry its 
loss forward for 10 years; in its second year, it would have a one-year 
cnrryback and 9-year carryover; and so forth until, after it has con
cluded its tenth year of operations, the taxpayer would have a 10-y<'ar 
loss carryback and no carryover. 

The taxpayer would be permitted to <'lect the 10-year carryback. 
lmt con kl return to the general rule (3 years back and 5 years forward) 
only upon cornplianre with appropriate req11i1·rments of the Internal 
H<'Yenue Rcrvic<' to prevent abuse and to facilitate administration of 
the provision. If this approach is to be made generally available, then 
it mav be necessary to strengthen existing provisions of law which are 
intPnrled to prevent trafficking in net operating losses. Assuming that 
1!)74- is the first year losses from which are affected by this provision, 
the increase in refnnds by the Treasury in 1975 is estimated at 500 
rn ill ion or more. If losses incurred since 1970 are affected by the pro
ds ion, thr incr<'ase in refunds by the Treasury during 1975 is esti
mnte<l at $1 billion or more. 
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(2) Anotlwr possibl<.' means of 11sing the net operating loss carry
back and l'arryover provisions to address the r.nrrent economic .diffi
cnlties is to provide additional exceptions to the general rule. to nicl 
spec·ific <"lm-,sPs or groups of taxpayers for whirh cnl'l'ent economic 
hardships are partirnlar1y sevPre. (Se<.' chart L which presents Yari
ous rnlPs alrPacl:v in the c·ocle. -for eertain types of taxpayers.) Sevel'al 
statntorv rc'mN1i<>s have bC'Pll sngge:,.;tecl in this nrl'n: 

(a) ()np proposnl is to provide for n 10-year loss ea1·1·.dmck with no
rarryforwa 1'cl fol' losses inc111·1wl in years beginning after Deeem
ber :'.n. l!HiD, arnl Pnding lwforp ,fannary L H>7:2. This proposed nmcnd
ment wouhl apply only to domestic corporations ,vhich are regnlnfrtl 
air transportation companies engagecl in providing both domestic aml 
intPrnational air transportation ancl whirh mePt CC'rtain other criteria. 
The e:-;timaterl r<.'vemw effoct of this proposal is n loss of $40 million. 

(b) One taxpayer has proopsed that it be allowed a special 10-yeai·
carryback of the net opel'ating loss it incurred in 1973. This proposal 
would lengthen the carrybar.k period solely for this one loss yeal' nrnl 
would not affect future years. The revenue cost of this proposal is $Ci5 
million. 

( c) Another suggested exception to the general rule would provide
1:or a 10-year carryback only for those taxpayers which are in ex
treme present financial distress. It would be necessary in this situation 
to formulate some type of objective standards so that the qualification: 
of a taxpayer for this exception could be readily ascertained. 
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