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I. INTRODUCTION

The material in this pamphlet is a brief suminary of the provisions
of the Administration’s economic stimulus program for fiscal years
1977 and 1978. The Administration’s program is discussed under two
headings: (1) tax proposals and (2) expenditure proposals.

In addition, this pamphlet gives a brief summary of the tax reduec-
tion provisions enacted in 1975 and 1976, and shows the revenue im-
pact of these provisions on fiscal years 1975-1977.
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II. SUMMARY OF ADMINISTRATION’S ECONOMIC
STIMULUS PROGRAM

A. Tax Provisions

ne-time refunds and payments

1. Refund of 1976 taxes to individuals.—The Administration is
oposing a general $50 per person refund of 1976 tax liabilities. For
ch taxpayer, spouse, child or other dependent, there would be a
fund of $50. (For example, a family of four would receive a refund
$200.) The refund may exceed income tax liability for recipients
the earned income credit (described below in the summary of 1975
d 1976 tax reductions) and certain other people who would have
en eligible for that credit were it not for the income phaseout. In
aer cases, the refund would be restricted to 1976 income tax liability.
1e revenue loss would be $9.6 billion for fiscal year 1977.
2. Payment to Social Security, SSI, and Railroad Retirement bene-
taries.—In addition, the Administration is proposing a $50 per per-
1 payment to Social Security, Supplemental Security Income (SSI),
d Railroad Retirement beneficiaries. This is identical to the provi-
n in the Tax Reduction Act of 1975. The increase in outlays would
$1.8 billion for fiscal 1977:

wision of standard deduction and tax tables

I'he Administration is proposing a flat standard deduction of $2,400
* single persons and $2,800 for married couples. Currently, the
ndard deduction for single persons is 16 percent of adjusted gross -
;ome, but not less than a minimum standard deduction of $1,700 or
re than a maximum standard deduction of $2,400. The standard
luction for married couples is currently 16 percent of adjusted
)ss income, but not less than a minimum of $2,100 or more than a
ximum of $2,800. Under the proposal, the standard deduction is
be built into the tax tables. In addition, the proposal would allow
mizers (up to a certain income level) to utilize the “optional” tax
les. In addition, using these flat dollar amounts for the standard
luction would reduce taxes in the lower and middle income brackets
p to $15,000 for single persons and $17,500 for married couples).
Jnder the proposed flat standard deduction, taxpayers would
mize if their deductions exceeded the $2,400 floor in the case of
gle taxpayers and the $2,800 floor in the case of married taxpayers
ng &oint returns. The tax tables for itemizers would incorporate
se floors. Itemizers would deduct only to amounts in excess of the
s to determine the income which they would look up on the
rtional” tax table to find the amount of their tax.

1 addition, the $750 personal exemption would, under the proposal, .
built into the tax tables, as well as the general tax credit (which
als either $35 per capita or 2 percent of the initial $9,000 of taxable
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income, whichever is greater). The new tables would have different
columns for different numbers of exenptions.

The Administration proposal also would extend the $35 part of the
general tax credit to exemptions for age and blindness, as well as
dependenq exemptions.

These changes would reduce tax hablhty at an annual rate of $4
bllhon The revenue loss would be $1.5 billion in fiscal year 1977 and

$5.5 billion in fiscal year 1978.

Tax reduction for business

The Administration is proposing a program of alternative business
tax reductions. Each firm or self-employed person would be able to
choose between an additional 2 percentage points of investment tax
credit an increase in the present 10 percent credit to 12 percent, plus
the additional investment credit for (ESOP’s) or a refundable in-
come tax credit based on a fraction of Social Security payroll taxes.
(A refundable tax credit is one that may exceed tax liability.) For

“each emplox er, the payroll credit would be equal to 4 percent of the
employer’s <hare of payroll taxes (currently 5.85 percent of taxable
payrolls). For the self-employed, the payroll credit would be equal to 2
percent of the self-employed payroll tax (currently 7.9 percent). The
credit for payroll taxes would be available to nonpmﬁt institutions
and State and local governments.

The effective date for both the additional investment tax credit and
the payroll tax credit would be January 1, 1977. The additional invest-
ment fax credit alternative would be available through-1980, but the
credit for Social Security taxes would be permanent. (The alternative
selected by each taxpayer would be binding for each year through
1980.)

The reduction in business tax liability would be at an annual rate
of $2.6 billion. The reductlon m budget 1ece1pts would be $0.9 billion
in fiscal year 1977 and $2.7 billion in fiscal year 1978.

Revenue effect of tax and social security payment proposals

The Administration estimates that the $50 per person tax refund
would reduce receipts by $9.6 billion in fiscal year 1977, and that the
$50 payment to Social Security, SSI, and Railroad Retirement bene-
ficlaries would increase outlays by $1. '8 billion in fiscal year 1977. The
revision of the standard deduction would reduce receipts by $1.5 bil-
lion in fiscal year 1977 and $5.5 billion in fiscal year 1978. The business
tax credit program w ou]d reduce receipts by $0.9 billion in fiscal year
1977 and $2.7 “hillion in fiscal year 1978.

The overall tax cut would be $12 billion in ﬁscal year 1977 and $8.2
billion in fiscal year 1978. The permanent tax reductions—the in-
creased standard deduction and the payroll credit—would amount to
an annual rate of approxunately $6 billion. : :

" B. Expenditure Proposals‘ .

In addition to the individual and business tax proposals, the Ad-
ministration is proposing increases in several expenditure programs
(in addition to the one-time pay ment to Socml Security recipients
discussed above).
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Countercyclical revenue sharing

The Administration proposes to add $0.5 billion to countercyclical
revenue sharing in fiscal year 1977 and $0.6 billion in fiscal year 1978.
Countercyclical payments are currently triggered in the aggregate
when the national unemployment rate exceeds 6 percent; localities
receive payments if their unemployment rate is then in excess of 4.5
percent. This program, which is designed to compensate State and
Jocal governments for shortfalls in revenues due to slow or declining
economic growth, provides quarterly payments of $125 million plus
$62.5 million per half-percentage point of unemployment in excess of
6.0 percent. The program has a current authorization of $1.250 bil-
lion and is scheduled to expire at the end of fiscal year 1977.

The Administration recommends extension of the program through
1980, an increase in the aggregate authorization to $2.250 billion, and
quarterly payments on the basis of tenths of percentage points of
excess unemployment rather than the current half percentage points.
The increment would be $30 million per tenth of a percentage point
rather than the current $62.5 million per half percentage point.

Public works, jobs, and related programs

Additional public works, public service employment, and expanded
job training programs are also proposed. It is estimated that these
programs would involve $1.2 billion of increased outlays in fiscal year
1977 and $7.0 billion in fiscal year 1978.

Total increased outlays

Under the Administration’s program, outlays would increase by
an estimated, $3.5 billion in fiscal 1977 and $7.6 billion in fiscal 1978.

C. Budget Impact of Administration’s Program

Table 1 gives the budget impact of the Administration’s economic

stimulus program (described above).






TABLE 14—-ESTIMATED BUDGET COSTS OF THE ADMIN-
' ISTRATION’S TAX AND SPENDING PROPOSALS

' (In billions of dollars)

Fiscal year
1977 1978
Refund and social security payment program
Fifty dollar per capita tax refunds:
Reduction of income ftax__________________ 8.2 ——-
Refunds in excess of income tax liability_.___ 1.4 ———
: Total . 9.6 ——-
Fifty dollar payment to social security, SSI, and
rallroad retirement beneficiaries._______.._.___. 1.8 S
Total refund program____________________ 11. 4 —
Revision of standard deduction and tax tables:
Replace the current law standard deduction with
a flat deduction of $2,400 for single returns and
$2,800 for joint returns® ___________________ 1.5 5.5
" Business tax reduction program: | i
Optional inerease in the investment tax credit-
from 10 percent to 12 percent or an income tax
credit equal to 4 percent of employers’ social
security tax payments_______________________ 0.9 2.7
Other expenditure programs:
Increased countercyclical revenue sharing______ 0.5 0.6
Increased public service employment___________ 0.7 3.4
Increased public works_______________________ 0.2 2.0
Expanded youth and other job programs._.____ 0.3 1.6
 Total other expenditure programs_; _________ 1.7 7.6
Total Administration proposals_ _____________ 5.5 15.7

*Includes extension of the $35 general tax credit to exemptidns for age and
Nlindness.

Note: Details may not add to totals due to rounding.
Source : Office of the Secretary of the Treasury.
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III. SUMMARY OF TAX REDUCTIONS ENACTED IN
1975 AND 1976 ,

A. Tax Reduction Act of 1975
One-time refunds and payments

1. Refund of 1974 taxes to individuals—The 1975 Act contained a
refund of 1974 income taxes to individuals. The refund equaled 10
percent of 1974 tax liability, with a maximum refund of $200 per
return and a minimum refund of $100. (The refund, however, could
not exceed actual income tax liability.) The refund was phased down
from $200 to $100 as adjusted gross income (AGI) rose from $20,000
to $30,000. (For example, if an individual had AGI of $25.000 the
maximum refund was $150.) The aggregate amount of the refund was
$8.4 billion, and the Treasury paid this amount in one installment
beginning in May 1975. (The bill was enacted on March 29, 1975.)
2. Payment to social security beneficiaries—The Act also provided
a one-time payment of $50 for each beneficiary of Social Security,
SSI, or Railroad Retirement programs. The cost was $1.7 billion.

Individual income tax reduction for 1975 :

1. Inerease in standard deduction—Prior to 1975, the standard-de-
duction equaled 15 percent of adjusted gross income up to a maximum
of $2,000, and there was a minimum standard deduction (or low-
income allowance) of $1,300. The Act raised the minimum standard
deduction from $1,300 to $1,600 for single people and to $1,900 for
married couples. It raised the percentage standard deduction from 15
percent to 16 percent. Also, it raised the maximum standard deduction
from $2,000 to $2,300 for single people and to $2,600 ‘for married
couples. These standard deduction changes were only for 1975. The
revenue loss was $2.5 billion. :

2. General tax credit—The Act provided an income tax credit of -
830 for each taxpayer and dependent. This credit was only for 1975.
The cost was $5.3 billion. '

3. Earned income credit.—The Act included an income tax credit
'qual to 10 percent of the initial $4,000 of earned income. This earned
ncome credit was limited to families with dependent children and
vas phased out as adjusted gross income rose from $4,000 to $8,000.
‘For example, if an individual had earned income of $6,000, the credit
amounted to $200.) The credit was refundable; that is, it could exceed
1 individual’s income tax liability. This credit was also only for 1975.
The revenue cost was $1.3 billion. - : : e ;

4. Tax credit for home purchase—There was a 5-percent credit for
he purchase of a new principal residence, with a maximum credit of

2,000. The credit was limited to the inventory of unsold new homes as
f March 1975, and was available for homes purchased under a bind-
ng contract entered into before 1976. The cost was $650 million.

5. Changes in withholding rates.—The increases in the standard de-
uction and the general tax credit, which amounted to almost $8 bil-
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lion for calendar 1975, were reflected in lower withheld income taxes
over the last eight months of 1975 (that is, at a rate of $1 billion per
month). ‘

Business tax reductions

1. Investment tazx credit—The Act increased the rate of the invest-
ment credit from 7 percent to 10 percent (from 4 percent for public
utilities) for 1975 and 1976. It provided an additional one percentage
point of credit if that amount were placed in an employee stock own-
ership plan. The limit on the amount of used property eligible for the
credit was raised from §50,000 to $100,000. Also, there was a perma-
nent change in the credit permitting businesses to claim the credit as
progress payments are made, rather than when equipment is placed in
service, in the case of equipment with long lead times. (The progress
payment change is being phased in between 1975 and 1979.) The over-
all cost of these changes for 1975 was $3.3 billion. .

2. Corporate tax rates—Under prior law, the initial $25,000 of cor-
porate taxable income was taxed at a 22-percent rate, while income in
excess of that amount (the surtax exemption) was taxed at a 48-per-
cent rate. The Act increased the surtax exemption to $50,000 for 1975
and reduced the tax rate on the initial $25,000 of corporate income
from 22 percent to 20 percent. Thus, the new corporate rate structure
was 20 percent on the first $25,000 of corporate taxable income, 22
percent on the next $25,000, and 48 percent on taxable income above
$50,000. These changes were only for 1975. The revenue cost was $1.5
billion. , S » S
Other provisions L Rl

The Act contained several other provisions. These included (1)
repeal of percentage depletion for major oil and gas companies and
limitations on percentage depletion for smaller oil and gas com-
panies; (2) changes in the taxation of foreign source income of oil
- and gas companies and other multinational corporations; (3) increase
in the income levels for the childcare deduction; (4) an increase in
the minimum accumulated earnings credit for corporations from
$100,000 to $150,000; (5) a tax credit for employment of welfare re-
cipients; (6) a lengthening of the period for reinvestment of proceeds
from sale of a residence (in determining whether the gain on the sale
is deferred or taxed) ; and (7) extension of emergency unemployment
compensation. ‘ 4 ,

B. Revenue Adjustment Act of 1975

This Act extended many of the tax cuts from the Tax Reduction Act
through the first six months of 1976. The earned income credit and the
corporate rate changes were extended without modification. However,
in order to permit extension of the lower withholding rates ($1 billion
per month), it was necessary to enlarge the tax cuts to an annual rate
of approximately $12 billion, rather than the almost $8 billion reduc-
tion in the Tax Reduction Act. Thus the Revenue Adjustment Act
provided a larger increase in the standard deduction and a larger
general tax credit than the Tax Reduction Act. ,

The minimum standard deduction was increased to $1,700 for single
people and $2,100 for married couples. The percentage standard de-
duction was increased to 16 percent (as in the Tax Reduction Act).
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The maximum standard deduction was increased to $2,400 for single
people and $2,800 for joint returns. The cost of these ctandard dcduc-
tion changes was $4.1 billion at annual rates.

The general tax credit was increased from $30 per person to either
$35 per taxpayer and dependent or 2 percent of the 1nitial $9,000 of
taxable income, Whlchever is greater, The cost was $9.6 billion at an-

nual rates.
C Tax Reform Act of 1976

The Ta\: Reform Act of 1976 made permanent the increases in the
standard deduction from the Revenue Adjustment Act. It extended the
general tax credit and corporate rate changes through 1977. The 10-
pmcent investment credit was extended throu(rh 1980. Also, the Act
extended and expanded the employee stock ownershlp p1ov1s1on
(through 1980)

D. Revenue Impact of 1975 and 1976 Tax Reductlons

bTable 2 summarizes the revenue eﬁects of the three Acts (described
above)

TABLE 2——REVENUE EFFECTS OF 1975—19(6
TAX REDUCTIONS

(In billions of dollars)

) Fiscal year Transi-  piceal
- tion 4977
1975 1976 quarter
TFax Reduction Act of 1975
[ndividual:- - -
Refund of 1974 income taxes___ —82 —-02 —— @ @ —
Increase in standard deduction_. -05 -20 —  —
General tax credit.____________ —-10 —43 — @ —
Earned income credit__________ o —  ~12 -0 ——
Home purchase credit_________ —  —0.6 —0.1
Other ________________________ —_— - 0.4 ’ (2) —0.4
Subtotal, individual . ________ 1—97 —87 —01 —05
Jorporation : ' o
Investment eredit_____________. ~0.8 . —28 —0.5 —1.8
Corporate rate reductions______. -04 —-11 — -~
Percentage depletion__________. . +05 +17 403 +22
Other_ _________ . - +02 —— 406
Subtotal, corporation________ —08 —20 —02 +1.0

Total ________ . _. 1—-105 —107 —02 +0.5
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TABLE 2.—REVENUE EFFECTS OF 1975-1976
TAX REDUCTIONS—Continued

(In billions of dollars)

Fiscal y'e'ar

Transi-

tion Fiscal
1975 1976 quarter 1977
Revenue Adjustment Act of 1975
Individual:
Increase in standard deduction_. — —15 —02 —0.1
“General tax credit_____________ — —41 —-06 —03
Earned income credit-_________ —0.7
Subtotal, individual _________ — =55 —08 -11
Corporate rate reductions_.___._ — —06 — —04
Total ___________________. — 261 —08 —15
Tax Reform Act of 1976
Individual:
Increase in standard deduction_ — — =08 41
General tax eredit_____________ —_— — =17 —95
Earned income credit__________ —_— —— —  —=0X
Subtotal, individual _________ — —— —925 —144
Corporation:
Investment credit_ . __________. —1.3
Corporate rate reduction_______ —-1.7
Subtotal, corporation________ -3.0
Total ___ __ . —_— —— —25 %173
Grand Total __________ . ____ 1105 ~168 —35 —183

'In addition, the Tax Reduction Act of 1975 included a one-time payment of
$50 to each social security, SSI or railroad retirement beneficiary (at a cost
of $1.7 billion) and a temporary extension of emergency unemployment com-

pensatlon payments (at a cost of $200 million).

* Less than $50 million.

*The Tax Reform Act of 1976 also included revenue increases from tax reform

of $1.6 billion in fiscal year 1977.

Notk: Details may not add to totals due to rounding.
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