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FOR IMMEDIATE RELEASE February 3, 1976

DAVID F. BRADFORD
APPOINTED DEPUTY ASSISTANT SECRETARY FOR TAX POLICY

Treasury Secretary William E. Simon today announced
the appointment of Dr. David F. Bradford to the position
of Assistant Secretary for Tax Policy.

In this position, Dr. Bradford is the chief economic
advisor to the Treasury Assistant Secretary for Tax Policy
and also is head of the Treasury's Office of Tax Analysis.
Dr. Bradford assumed the position on October 20, 1975; he
succeeds George S. Tolley.

To fill the position with the Treasury Department,
Dr. Bradford has taken leave as Professor of Economics and
Public Affairs at Princeton University, where he was
involved in research centering on public finance and urban
problems.

Dr. Bradford is a 1960 Phi Beta Kappa graduate of
Amherst College (B.A., economics) and he holds advanced
degrees from Harvard University (M.S., applied mathematics,
1962) and Stanford University (Ph.D., economics, 1966).

In 1963-64 he attended Churchill College of Cambridge
University, England.

In 1965-66, Dr. Bradford served as a consultant to the
Assistant Secretary of Defense. For the academic year
1965-66, he was an acting Instructor in Economics and a
Research Associate at Stanford University.

' Dr. Bradford joined the Princeton University faculty
in 1966 as an Assistant Professor of Economics, advancing to
Associate Professor of Economics and Public Affairs (1971)
and Professor of Economics and Public Affairs (1975) -- a
joint appointment with the Woodrow Wilson School of Public
and International Affairs. During 1975, he served as
Associate Dean of the Woodrow Wilson School.
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Dr. Bradford is a member of the American Economic
Association and the Econometric Society. He has served
as a consultant to the National Advisory Commission on
Selective Service, the U.S. Bureau of the Budget, the
Office of Economic Opportunity, the National Science
Foundation and the National Aeronautics and Space Agency.

Dr. Bradford is published widely in the areas of
public finance and urban economics.

Dr. Bradford was born January 8, 1939, in Cambridge,
Massachusetts, is married to the former Gunthild Klarchen

Huober and resides in Washington, D.C. with his wife and
two children.
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FOR IMMEDTATE RELEASE

February 2, 1976

RESULTS OF TRFASURY'S WEEKLY BILL AUCTTONS

Tenders for $ 3.1billion of 13-week Treasury bills and for $3,8 billion
of 26-week Treasury bills, both series to be issued on February 5, 1976,
were opened at the Federal Reserve Banks today. The details are as follows:

RANGE OF ACCEPTED 13-week bills : 26-week bills
COMPETITIVE BIDS: maturing May 6, 1976 : maturing August 5, 1976

Discount Investment Discount Investment
Price Rate Rate 1/ Price Rate Rate 1/
High 98.799 4.751% 4.897 97.457 5.030% 5.25%
Low 98.778 4.8347 4.987% 97.430 5.0847 5.307%
Average 98.784 4.8117% 4.9 97.439 5.066% 5.297%
Tenders at the low price for the 13-week bills were allotted 98%.
Tenders at the low price for the 26-week bills were allotted 597.
TOTAL TENDERS RECEIVED AND ACCEPTED BY FEDERAL RESERVE DISTRICTS:
District Received Accepted Received | Accepted
Boston S 75,185,000 S 74,685,000 :S 34,100,000 33,100,000
New York 3,541,835,000  2,347,435,000 : 5,147,380,000 2,893,970,000
Philadelphia 32,710,000 31,710,000 38,490,000 4,490,000
Cleveland 43,395,000 43,395,000 212,385,000 172,385,000
Richmond 21,620,000 21,620,000 32,530,000 16,030,000
Atlanta 47,450,000 46,450,000 57,390,000 43,790,000
Chicago 343,320,000 257,620,000 429,295,000 266,885,000
St. Louis 54,970,000 34,970,000 40,885,000 14,385,000
Minneapolis 37,200,000 32,200,000 40,000,000 20,950,000
Kansas City 37,075,000 27,800,000 22,145,000 20,145,000
Dallas 43,260,000 39,240,000 29,790,000 25,970,000
San Francisco 220,215,000 145,015,000 469,985,000 287,935,000 -

ToTALS%4,498,235,000 $3,102,140,000 a/$6,554,375,000 $3,800,035,000 b/

Includes $353,295,000 noncompetitive tenders from the public.
b/ Includes $155,300,000 noncompetitive tenders from the public.
1/ Equivalent coupon-issue yield.
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FOR IMMEDIATE RELEASE

STATEMENT BY THE HONORABLE WILLIAM M. GOLDSTEIN
DEPUTY ASSISTANT SECRETARY FOR TAX POLICY
U.S. DEPARTMENT OF TREASURY
BEFORE THE
NEW YORK STATE BAR ASSOCIATON
NEW YORK CITY, JANUARY 29, 1976

Two hundred years ago England imposed on the American
Colonies a tax on newspapers, tea and liquor, and this was a
sufficient irritant to provoke a revolution. I wonder how
much more violent that revolution would have been if England
had imposed on the Colonies the Internal Revenue Code of
1954, as amended?

This is not idle speculation. Former Treasury Secretary
Barr first observed almost 10 years ago, and Secretary Simon
observed only last month, that we may be faced with an
incipient taxpayers' revolt. While I would not push the
parallel too far, I think it is clear that sufficiently
serious criticisms of the Internal Revenue Code have been
voiced by a sufficiently broad cross-section of the taxpaying
population for it to be appropriate to consider whether the
time is ripe for a ''revolution'" in the field of tax law.
Should we cease our frantic efforts to patch up the Code
and, instead, step back and attempt to restructure the
system entirely? This restructuring is what I have in mind
when I speak of ''real" tax reform. This afternoon I would
like to discuss with you whether real tax reform is needed,
some of the options for real tax reform, the mechanics of
achieving such reform and the role of the Bar in the consideration
of these issues.

Is real tax reform needed?

To find the answer we should consider three additional
inter-related questions.
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What are the ultimate goals of our system of
taxation?

Is the system attaining these goals?

And, most importantly, are the failures of the
system attributable to causes which can be avoided
through real tax reform?

Commentators generally have suggested three goals
toward which a system of taxation should strive: simplicity,
equity and neutrality. Let me briefly explain these concepts
as I understand them:

Simplicity The system should be as simple as possible
and, in any event, the level of complexity of each of its
provisions should not exceed the comprehension of the group
of taxpayers directly affected by any such provision. It is
thus not inappropriate for corporate reorganization provisions
to be more complex than provisions dealing with standard
deductions for individuals.

Equit The tax burden should be distributed on the
basis of a rational theoretical framework within which
similarly situated taxpayers bear equal tax burdens and
principles of progressivity are uniformly implemented.

Neutrality The classic explanation of this concept is
that tax laws should not be utilized by Congress to influence
the business and personal decisions of taxpayers, nor should
such influence result inadvertently. Put another way,
individuals and businesses should conduct their affairs
without regard to taxes and the tax law should impact upon
the resultant transactions as it finds them. In the real
world, however, it is clear that no tax system which imposes
taxes at other than very low rates can be completely neutral.
Probably the most that can be hoped for is to limit the
utilization of the tax system to influence nontax decisions
to situations involving very significant national policy and
to avoid inadvertent influence of this type. I will refer
to this goal as limited neutrality.
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I am certain we can all agree that our tax system
should strive to achieve simplicity and equity. With respect
to the third goal, limited neutrality, we can also agree
that the system should not unintentionally influence decisions.
The extent to which the tax system should be utilized to
forward national policy is open to debate, however; it
should be clear that the system should not be utilized to
foster so many divergent national policies that incentives
become seriously distorted. For example, the substantial
tax benefits accorded to certain low-income housing projects
led directly to many bad projects. In short, the question
"what are the goals of our system of taxation'" is not difficult
to answer.

The second question, '"'is our present system achieving
these goals'" is also easily answered. The answer is, 'mo".
The Code and Regulations are unbelievably lengthy, complicated
and confusing; what's more, they are growing at a prodigious
rate. In many cases the provisions are actually inequitable;
even worse, and more important, the average individual
taxpayer perceives the system as so inequitable that voluntary
compliance may be in jeopardy. Finally, the tax laws have
been utilized to advance such a wide range of divergent
national policies that the incentives sought to be provided
are distorted and frequently do not operate as intended.

The third question is much more difficult to answer.
Are the failures of our tax system attributable to causes
which can be avoided through real tax reform?

I can identify four causes of such failures.

First, the Code provisions are sometimes not drafted in
the simplest and shortest form; the alternative tax on
capital gains comes to mind as an example. Moreover, such
provisions occasionally produce unforeseen inequities or
inadvertent influences. Finally, new provisions sometimes
make old provisions irrelevant without physically removing
them from the Code. In general, however, the Code is very
well drafted and the incidence of unforeseen inequities and
inadvertent influence is not high. Although this type of
problem should not be difficult to remedy once identified;
it is very difficult to develop momemtum for technical
amendment acts as indicated by the tortured path of the so-
called "Deadwood Bill" through Congress.
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Second, the goals of our tax system frequently conflict
with one another. Everyone agrees that simplicity is a .
desirable goal, but simplicity is almost always abandoned in
the face of the other goals. The concept of recapture of
depreciation on the sale of an asset is not complicated.
Sections 1245 and 1250 are, however, very complicated and
take up approximately 10 pages of the Code; this is because
the goals of equity and national policy have prevailed over
simplicity. Section 34l(e), a monument to the triumph of
intended equity over simplicity, may soon be overshadowed in
complexity if the LAL provisions in the Tax Reform Act of
1975 are enacted. The recent history of tax exemption of
the interest on municipal bonds illustrates the dominance of
changing national policies over both equity and simplicity.
Congress has desired to support the financing of these
governmental entities even at the cost of permitting very
rich people to pay no tax - but only where such financing is
for "proper'" purposes -but pollution control may be an
important, if not wholly proper, purpose - but the whole
municipal bond market may be adversely affected by too much
pollution control financing - and so on.

The question of what priorities we should assign to our
tax goals deserves careful attention. Are we willing to say
that, in certain cases, we will endure inequity or ignore
national policy in order to achieve a simple Code? Are we
willing to say that in some cases national policy should be
sacrificed to equity? I would hope so, in both cases, since
the national policy in question can almost always be implemented
outside of the tax Code.

Third, different parties have different views as to how
each of the tax goals should be achieved, and even the views
of the same party may differ over time. A Code provision
often represents a less than perfect compromise of the views
of different parties. Also, over time, different parties
will be successful in their efforts to influence legislation
so that provisions will reflect contrasting views of how a
particular goal should be achieved. For example, the investment
tax credit provisions are designed to support a very significant
national policy -- thé encouragement of capital formation by
industry -- and are theoretically consistent with the goal
of limited neutrality. As drafted, however, the provisions



reflect a series of less than successful compromises and
changes of view on how that policy should be implemented.
Should the credit be available without regard to where
property is used or only if property is used within the
United States? Should the credit be available to all taxpayers,
or only to corporate taxpayers, or only to certain types of
corporate taxpayers? What rate of credit should be available
and how long should a taxpayer be required to retain the
property in order to receive various levels of credit? The
resulting provisions clearly do not satisfy the goal of
limited neutrality and are complex and perhaps inequitable

as well. It may be that this cause of failure is a natural
by-product of our democratic process and that no system of
taxation can completely avoid these influences.

The fourth cause of failure in our system of taxation
is an inherent conflict within the system itself. Our
system is premised on the so-called "accretion' concept of
income which means that the tax is based on the sum of
consumption and change in net worth during the accounting
period. Taxes levied on this base are not neutral with
respect to the decision of whether to save or consume; the
system discourages savings and encourages current consumption.
The yield which an individual can receive by putting money
in the bank is reduced by the income tax, thus diminishing
the individual's incentive to forego current consumption.
Many of the most complicated Code provisions are designed to
overcome this anti-savings bias. For example, the deductions
for contributions to qualified pension plans, special treatment
of capital gains, investment tax credit, and depreciation in
excess of '"economic depreciation' all have the same practical
effect as exempting or deferring the tax upon the income
from the investments involved, and they thereby make the tax
system more neutral with respect to savings. So long as we
retain both a tax system based on the accretion concept and
the policy of encouraging capital formation, we may have to
tolerate the complexity, inequity and lack of limited neutrality
occasioned by provisions designed to overcome this anti-
savings bias.

This examination indicates that the answer to the third
of our initial questions is far from clear. Perhaps the
causes of failure in our current system of taxation would,



to a considerable degree, be inherent in any system we could
devise and we will just have to live with our system's
shortcomings. The implications of this conclusion would be
profound, and rather sad; the question deserves very careful
consideration.

I would like to turn now to a description of some of
the options available if real tax reform is pursued.

The Federal Government derives its tax revenues from
five major sources: individual income tax, corporate income
tax, payroll and self-employment taxes, estate and gift
taxes, and excise taxes. Which of these should be brought
within the purview of real tax reform?

Approximately two-thirds of tax revenues are derived
from the income tax, corporate and individual. As Secretary
Simon indicated in Congressional testimony last year, the
integration of individual and corporate income taxes is
extremely important in order to encourage capital formation
by avoiding the double taxation of the income from corporate
capital. 1In view of this inter-relationship, I believe that
these two taxes certainly should be included in any real tax
reform proposal.

Approximately 30 percent of Federal tax revenues are
derived from payroll taxes and the tax on self-employment
income. These taxes and the benefits they provide, of
course, have a very significant social and economic impact.
For example, although current payroll taxes fall far short
of adequately funding social security retirement benefits,
workers tend to regard future social security benefits as a
substitute for private retirement savings and they reduce
their own retirement savings accordingly. Recent estimates
by Professor Martin Feldstein of Harvard suggest that the
rate of private savings and hence, in the long run, our
nation's capital stock is reduced by 30 to 40 percent by
this single phenomenon.

I believe that the decision whether to include payroll
and self-employment taxes in real tax reform depends largely
on the direction in which these taxes are heading. 1If, as
the present Administration believes, the programs funded by
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these and perhaps new taxes are regarded as compulsory
insurance and such taxes can be assessed on a basis designed
to assure full funding, a good case can be made for excluding
them from real tax reform. That is, the ''trust fund" concept
would be a fact rather than a theory. If, on the other

hand, we continue the past practice of not adequately funding
these programs, then the payroll and self-employment taxes
may have to be regarded as just another revenue source which
should be included in the reform effort.

Approximately two percent of Federal tax revenue is
derived from estate and gift taxes. The major function of
these taxes is to redistribute accumulated wealth as it
passes from one generation to the next. Since a basic
change in the personal income tax is likely to have certain
implications for the accumulation of family wealth, it would
probably be appropriate to include estate and gift taxation
within the purview of real tax reform.

Excise taxes account for approximately 7 percent of
Federal tax revenue. These taxes probably can be excluded
from reform since the interaction of excise and income taxes
is not substantial.

Having considered the types of taxes to be included in
real tax reform, let us turn to what is generally regarded
as the most significant, and certainly the most controversial,
aspect of any such reform program - namely, determining the
base of the personal income tax . Indeed, this type of tax
reform is frequently referred to as base broadening tax
reform. Broadening the base of the tax will, in general,
contribute to simplicity by eliminating Code provisions
which exclude certain income and allow most of the deductions
and credits. It will also contribute to equity by treating
most taxpayers generally the same. Finally, it will contribute
to neutrality by removing many of the special incentives
from the law and, most significantly, by permitting sharply
reduced tax rates.

In discussing base broadening, the first class of items
to be considered consists of items presently excluded from
income. Some of these are quite easy to identify while
others may appear to the tax practitioner as merely a gleam
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in some economist's eye. Among the more obvious exclusions
provided for by the Code are one-half of long term capital
gains, gains on property held until death, social security
benefits and interest on municipal bonds. Moving from the
obvious towards the exotic, a second grouping might include
fellowships and scholarships received; welfare payments of
all types, including food stamps, school meals, medicaid

and, medicare, unemployment compensation, and employer
contributions to pension and profit sharing plans. A third
grouping might include fringe benefits associated with
employment such as group life insurance, cafeterias, parking,
travel, business lunches and military cash and kind allowances.
Next, we must consider disability compensation, workmen's
compensation, veterans' compensation, gifts and bequests and
attributed earnings on pension funds and the investment
element of life insurance policies. Finally, we come to the
economists' favorite -- the fair rental value of owner-
occupied dwellings.

Turning to the deduction side, any serious study must
commence with an evaluation of personal exemptions and the
standard deduction. It would then go on to consider such
items as state and local taxes, medical expenses, medical
insurance premiums, interest paid on mortgage and personal
loans, expenses for child care, uniforms and tools, charitable
contributions of money and property, alimony, and, in general,
every type of cost or expense for which a deduction is
presently allowed under the Code. Finally, the credits
allowed on personal income tax returns would have to be
considered; this would include not only such items as the
retirement income credit but also such pending "public-
policy" proposals as the credits for garden tools and home
insulation.

I have not produced the foregoing list to bore you,
even though I know that you have reviewed such lists in the
past. The purpose of the listing is to demonstrate the vast
complexity of any study of real tax reform. 1In addition, it
should be clear that the result of any such study would
depend upon the totality of the items considered and the
treatment accorded thereto, rather than the treatment of any
single item.

Real tax reform would also have to give serious consideration
to many tax issues faced by business. Even if the integration
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of the personal and corporate income tax is assumed, the

income of corporations would still have to be measured. In
addition, business and investment income other than corporate
would have to be measured and appropriately taxed. Thus,

such items as permissible methods of accounting, depreciation,
investment credit, deferral of foreign source income, depletion,
and the special treatment of such industries as timber would
all come under review.

In my view, consideration of each of the above items
should be undertaken with a strong bias in favor of simplicity
and equity and a strong motivation to achieve limited neutrality.
Even where significant public policies are involved, every
effort should be made to implement such policies outside of
the tax system.

As if the task already described were not sufficiently
onerous, we really should return to one of the problems I
noted earlier - the fact that even a broadly based income
tax would perpetuate the present anti-savings bias of our
system of taxation. Since, as noted above, many of the more
complex and inequitable provisions of the Code are presently
designed to counteract this bias, broadening the base of an
accretion-type income tax by eliminating such countermeasures
would serve to exaggerate such bias rather than ameliorate
it. Hence, a major decision in proceeding with real tax
reform is whether an effort should simultaneously be made to
remove the anti-savings bias of an accretion-type tax.

Let me offer a brief example to illustrate what we mean
by the anti-savings bias. Since money can be used to make
more money, one dollar today is worth more than one dollar a
year from today. Speaking very generally, prevailing money
market rates at any given time reflect the discount factor
one must use to determine the present value of money to be
received in the future. For example, if the highest grade
corporate bonds are yielding 9 percent, that indicates that
$109 a year from today is worth $100 today. To state this
in a slightly different way, the decision of whether to
spend $100 today or to invest it at 9 percent and spend $109
a year from today is neutral. Our present system of taxation
does not, however, give a taxpayer that choice. We tax both
the wages which produced the $100 of capital as well as the
earnings on that capital. Assuming a 50 percent incremental
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bracket, the $100 invested at 9 percent will produce, after
taxes, $104.50 a year from today. Since the present value of
$104.50 in one year is less than $100, there is a strong
incentive to consume the $100 currently; i.e., there is an
anti-savings bias.

Expanding the tax base would increase the impact of
that bias since there would certainly be fewer investments
one could make, directly or indirectly, on which the income
would be either untaxed or taxed at reduced rates. Integration
of corporate taxes would help alleviate the present bias,
but it might still be desirable to provide incentives to
encourage savings, thus reintroducing some complexity and
inequity.

The suggestion has been made that the anti-savings bias
can be eliminated by abandoning accretion as the basic
concept of ascertaining income, and substituting ''consumption'.
Speaking very generally the consumption concept involves a
cash flow calculation of how much an individual has consumed
during the accounting period. Put another way, consumption
income is accretion income with increases in savings deducted
(or decreases in savings added). For example, if an individual
earned $10,000 and at the end of the year had increased his
savings by $3,000, he would receive a deduction of $3,000
and pay tax on the $7,000 which he had consumed.

A system based on the consumption concept of income
does not bias a taxpayer in his decision of whether to
consume currently or save. Let us say I am taxed at an
over-all rate of 50 percent and I am about to earn another
$200. I have a choice, I can consume these earnings or I
can save them. If I consume them I will have no deduction
from income and I will pay a tax of $100 and consume $100.
If, however, I save the $200, I receive a $200 deduction and
pay no tax. Assuming I have invested these savings at 9
percent, I will have $218 at the end of the next year. 1If,
at that time, I make the decision to consume, my savings
will go down by $218, thereby producing $218 of taxable
income. I will pay a tax of 5109 and consume $109. 1In
summary, my decision at the time of earning the $200 is
between consuming $100 immediately or $109 one year later.
Since the current value of the $109 is $100, the tax impact
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on such decision is neutral; there is no anti-savings bias.
It should be noted that although the payment of tax on the
earnings in question was delayed by one year the Treasury

gigonot been harmed since it received $109 of tax instead of

Implementing an income tax based upon consumption
involves other theoretical benefits and some drawbacks as
well, the discussion of which is well beyond the scope of my
remarks today. And, of course, the theoretical and practical
problems of effectuating a transition from our present
system would be vast to say the least.

My purpose in mentioning the consumption-type tax, as
well as in outlining the directions in which reform might
proceed if the accretion concept is retained, is to give you
some feeling for the broad range of options open to us if we
undertake real tax reform. Obviously changes of this magnitude
require very careful study and we at the Treasury are presently
exploring alternative ways in which we might move toward
this goal. We are also considering whether this is an
appropriate time to move full steam ahead. I personally
think it is.

Assuming that the study should proceed, there are
various proposals as to the most efficient and effective
modus operandi. Several groups, including the Bar Association
of the City of New York, have recommended a special commission.
Others have suggested, or are about to suggest, that the
staff of the Joint Committee on Internal Revenue Taxation
assign the requisite personnel solely to this task for a
period of years. Finally, the Treasury Department itself,
with a strong, independent group of expert advisors, might
undertake to develop an initial legislative proposal after
intensive study and economic and statistical analysis. 1If
the latter route were chosen, this would obviously require a
major allocation of human and financial resources within our
offices of tax policy and tax analysis. Regardless of
whether the study of real tax reform is headed by a special
Commission, Congress or the Treasury Department, input from
the organized Bar, and especially the Tax Bar, will be
extremely important. We hope that the major Bar Associations,
including particularly your own Tax Section, will support
this project with enthusiasm and will provide the benefit of
your accumulated wisdom and experience.
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To date, I must confess some disappointment in the
reaction of many leaders of the Tax Bar to the study of real
tax reform. I should hasten to add that certain of their
brothers in the accounting profession appear equally unenthusiastic.
As a group, of course, lawyers are conservative and tend to
resist change. More particularly, we tax lawyers have
become attached to the present Code and regulations which we
have studied and to some extent mastered. Limited tax reform
bills introducing even more complexity, such as the Reform
Act of 1969 and the House passed Tax Reform Act of 1975,
have proved quite unsettling to the Tax Bar and, at first
glance, the prospect of the type of real tax reform I have

been discussing today may strike terror in our collective
hearts.

But, upon reflection, I would hope that you would agree
with the following points. We tax lawyers can only function
effectively when giving advice with respect to, and acting
within, a system of taxation which is itself functional. Our
system of taxation today is rapidly approaching the point at
which it will cease to work. Right now it does not work very
well; many taxpayers who lack access to expert advice simply
cannot cope with the complexity of the Code and they fall
back upon the hope of either not getting caught or working
out some kind of rough justice compromise if they are in
fact audited. 1If this attitude spreads even to those taxpayers
who have expert advice, or if significant numbers of taxpayers
simply abandon voluntary compliance, we will have arrived at
the chaotic and potentially corrupt system of negotiated tax
liabilities found elsewhere in the world, and the Internal
Revenue Code will be of interest primarily to philosophers.

In the highest view of our profession, we owe it to our
clients in general, and even to ourselves, to carefully
study any proposal which affects such a wide cross-section
of our citizens and which would constitute such a fundamental
element of our economic and political structure. 1In this
context, I ask that if this study proczeds, we all use
restraint in evaluating the project before it is completed
and suggest that our clients do likewise. The impact of the
possibility (and I emphasize the word possibility) of the
implementation of such emotion-arousing concepts as the
repeal of the charitable and home mortgage interest deductions,
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the elimination of capital gains and the taxation of municipal
bond interest must not be viewed in isolation. Rather, we

must be patient and reflect upon the entire proposal to see

if it creates a system which is simple, fair and relatively
neutral. If the great majority of citizens will benefitd

from such a system, we should enthusiastically support it.

If significant groups or important incentives are, nevertheless,
damaged by the proposal, and such injuries cannot be remedied
outside the tax system, then and only then, should appropriate
modifications be suggested and adopted.

- 13 -

In summary, there are many of us, including myself,
who feel that real tax reform is an idea whose time has
come. We may be wrong, but that judgment can only be made
after a careful and detailed study of the type which I have
briefly described today. If such study is to provide satisfactory
answers to these difficult questions, we will need your
help, support, patience and restraint.

Thank you.
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FOR A.M. RELEASE, TUESDAY, FEB. 3, 1976

SOCIAL SECURITY PAYMENTS DEPOSIT BY COMPUTER
BEGINS IN GEORGIA, EXTENDS NATIONWIDE IN 1976

The second phase of a long-range program to eliminate a
large part of government check-writing and mailing -- cutting
costs and reducing risk of lost or stolen checks -- begins
today in Georgia.

There nearly 50,000 social security beneficiaries will
have their February payments directly deposited by electronic
funds transfer (EFT) to their checking or savings accounts.

The system in April will be expanded to include 350,000
social security beneficiaries in Florida. By year's end it
will become nationwide with an estimated 6 million social
security participants.

Plans are underway for bringing civil service and
railroad retirement annuitants into the system later this year.
Payments to veterans and their dependents and salary payments
to Federal employees will follow.

At the end of 1979, according to Treasury Department pro-
jections, 18 million, or 40 percent of the total volume of
recurring monthly payments by the Federal government will be made
by electronic transfer.

This new and improved system of making recurring monthly
benefit payments will be unparalleled for reliability and
convenience to the individual.

It will, in addition, save Treasury Department and other
government agencies involved, and ultimately the taxpayer,
millions of dollars. Treasury estimates it alone will save
in excess of $25 million annually when the system becomes

fully operational in five years.
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The individual, however, is the big gainer, particularly
the elderly and infirm. These beneficiaries will be spared the
repetitiously nagging concern each montp over whether their
checks will arrive on time or at all, since thousands are

lost, stolen or forged each year.

The first phase of the program was started in November 1974
in Georgia, with the mailing of checks to banks and savings
institutions rather than to the homes of beneficiaries. This
part of the program was completed nationwide last fall with
more than 3.5 million participants.

Conversion to electronic funds transfer was first tested
last November in Georgia, and again in January. Similar tests
are being made in Florida in advance of the new system becoming
operational there in April.

The testing in advance of implementation will be
followed across the country as EFT goes nationwide. The
testing facilitates coordination by Treasury, Social Security,
Federal Reserve and the cooperating financial organizations on
all aspects of the system prior to actual computerized

transfer of payments. For further information call
Les Plumly, (202) 964-2525.
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Mr. Chairman and members of this distinguished committee:

I am pleased to be with you this morning to discuss the
President's economic program. Your Committee plays a key
role in the budget process and in bringing an organized and
responsible approach to Congressional legislation. Because
Federal expenditures now have such an important impact 'on
the allocation of resources in our society and on the stability
of our economic system, the decisions reached will have
significant implications for our future economy.

As Mr. Lynn was with you earlier this week to discuss
the details of the President's budget and Mr. Greenspan is
with me this morning, I will focus my remarks on Federal
revenue estimates and on certain concepts which underlie a
durable, orderly and sustained economic recovery. It is
obvious that we all share such basic goals as achieving
greater economic growth, reducing the unacceptable rate of
unemployment and of moderating the rate of inflation.
However, there can be disagreement about what tradeoffs will
be required to achieve simultaneous progress toward all of
these goals, about the best mix and timing of economic
policies and about the proper time horizon for planning
purposes. In our discussion today, I hope that we can come
to a better understanding of these issues and of the need
for responsible budgetary policies.

We begin this important budget planning session with
significant and solid improvement in the U.S. economy
during 1975. As we know, the turning point in the economy
came around April ending the most severe recession since
World War II. Final sales, real gross national product and
industrial production have shown solid gains and give us
all considerable optimism for further progress in output
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growth. Significant improvement also has been made in
reducing the rate of inflation and expanding employment
opportunities. This is an impressive turnaround from the
situation which prevailed one year ago.

Despite this progress, we must not become complacent.
Inflation and unemployment remain serious problems. Embedded
in the present recovery are risks which must be watched
closely. 1If inflation should escalate, it will bring on
severe problems that ultimately could halt the recovery. We
then would repeat the pattern of inflation-recession-unemployment
of the last several years, but with even more serious consequences,

Throughout much of the past fifteen years, the concept
that the U.S. Government must continually intervene to
stabilize the economy has come to dominate policy decisions.
However, because of the lagged impact of fiscal and to a
lesser extent, monetary stimulus, such actions have often
been counter-productive and have accentuated rather than
stabilized fluctuations in the business cycle.

The proper role of government is to c¢create an environment
for sustained, orderly and durable economic growth through
its fiscal, monetary, and regulatory policies. With respect
to fiscal policy, the beginning is the budget. As you know,
proposed Federal expenditures total $394.2 billion under the
Administration's plan, and Mr. Lynn already has discussed
the details with you. The other side of the picture, of
course, is Federal revenues which I wish to take a few
minutes to discuss.

Federal Revenue Estimates

The Department of the Treasury is responsible for
estimating Federal revenues as a basis for planning fiscal
policies. The beginning point for our estimates is the
preparation of detailed GNP forecasts by a trio of the
Treasury, the Council of Economic Advisers and the Office of
Management and Budget. Using these general forecasts and
specific revenue information obtained from a variety of
sources, the Treasury prepares monthly collection estimates.
I might add that in my testimony of September 29, 1975,
before the House Budget Committee, the detailed estimating
procedures for revenues were described. Attached is a copy
of that testimony.

The estimating process obviously depends upon several
factors:. (1) the accuracy of the GNP forecasts; (2) changes
in the mix of economic results which cause adjustments in
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estimates of personal income and expenditures, business
spending and profits, unemployment, government transfer
payments, etc.; (3) the refinement of statistical estimating
procedures; and (4) the frequent revision of tax legislation
which can be anticipated only in part. As a result, actual
receipts always vary from those which are forecast. However,
the discrepancy usually is relatively small. In fact, it is
amazing to me that with all the uncertainty involved our
revenue estimates are as accurate as they are. Budget
estimating errors over the past six years together with 1950
and 1960 are summarized in Table 1.

As shown in Table 2, Federal Budget receipts are
estimated at $351.3 billion for FY 1977. These estimates
take into account the Tax Reduction Act, enacted on March 29,
1975, and the Revenue Adjustment Act, enacted on December 23,
1975. The President has proposed additional tax reductions
to become effective July 1, 1976, if spending is properly
controlled. His recommendation would make permanent the
six-month extension of the Revenue Adjustment Act of 1975 and
add about $10 billion of additional tax relief. He also has
asked for some special tax incentives in order: (1) to
stimulate construction in areas of particularly high unemployment;
(2) to encourage broader ownership of common stock; (3) to
ease the burden of estate and gift taxes on farms and small
businesses; (4) to take initial steps to integrate individual °
and corporate taxes so as to stimulate investment; (5) to
bring about more investment in the hard pressed utility
area; and (6) to encourage residential construction. Recommended
also is an increase in social security and unemployment
trust fund taxes, and these would increase revenues in
FY 1977. The details of these proposals and their impact on
Federal revenues for FY 1977 are summarized in Table 3.

Looking five years into the future, receipts are
projected to increase from $351.3 billion in FY 1977 to
$585.4 billion in FY 1981. These projections, shown in
Table 4, are based on the legislative initiatives recommended
by the President and they also are based on the integration
of individual and corporate income taxes, as outlined in my
testimony before the House Ways and Means Committee last
July. The assumption embodied in the projections is that
such integration will begin January 1, 1978. The revenue
projections are consistent with the economic assumptions and
legislative initiatives proposed by the President in his
budget message. Those assumptions should not be interpreted
as forecasts for years beyond 1976, since they do not include
the potential impact of policy decisions made between now
and the end of the 5-year period, 198l. Nor are the projections
to be considered recommendations for policy actions. The
figures merely represent extrapolations of conditions beyond
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next year. Nevertheless, the projections indicate that a
balance in the Federal budget will be achieved by Fy 1979 if
current assumptions are correct and the recommendations in
the President's budget message are adopted.

The Need for Responsible Accounting

The balance of the Federal budget by FY 1979 would have
a favorable impact on the future development of the U.S.
economy. Because of the cumulative nature of government
spending programs over the years, decisions made during this
budget-planning period will largely determine whether or
not we will achieve responsible fiscal policy goals in the
future. Thus, the long-term impact of current policy
decisions should be the basis for all of our economic
planning.

There can be confusion about what is necessary to deal
with a current problem and the effect of that action on
future fiscal flexibility. Too often we in government are
prone to make decisions without proper consideration of the
cumulative impact of those decisions on the future. To deal
with this problem, I am proposing that government accounting
be placed on an accrual basis where unfunded liabilities are
fully recognized. This would thwart the natural tendency
for those at all levels of government to want to claim
revenues too early and expenditures too late, thereby postponing
the day of reckoning. We have had recent examples of the
sharp and painful adjustments that must occur to a local
government when things are continually swept under the rug
until eventually the rug will cover no more. With each
sweeping, future fiscal flexibility is curtailed one more
notch. Eventually a government has no flexibility to deal
with current problems. The same thing occurs for the Federal
government, except the rug can be stretched for a while
because, after all, the Federal government prints the money.

The Treasury has been publishing accrual statements for
certain individual agencies since 1956 and we now plan to do
this on a consolidated basis for the Federal government as
a whole. Our target date for the first of these publications --
for the Fiscal Year ending September 30, 1977 -- is early
in 1978. I would emphasize that the initial publication
will focus on significant accruals that have a major impact
on the overall financial condition and operating results of
the Federal government. The first set of statements are
likely to be accompanied by extensive qualifications. As
the reporting process and statement preparation procedures
are improved, however, these qualifications will diminish.
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Not only will the reader obtain a consolidated financial
view of the Federal government but an idea of the magnitude
of all liabilities, whether they be funded or unfunded and
whether they be due for payment in the near future or the
distant future. In these consolidated statements, revenues
will be recognized only when they are earned and sure to be
collected and expenditures will be recognized no later than
the time the liability to pay them is firmly established.
We believe that this will bring more responsible accounting
to government. Financial problems will surface long before
a crisis is imminent, thereby reducing unpleasant surprises.
I believe this will permit more reasoned judgments on decisions
which impact the future fiscal flexibility of our nation.
Our children should not bear the albatross of paying for the
excesses of this generation, while their government is
unable to cope with problems because it lacks fiscal flexibility.

I realize that there has been concern with the cost of
installing elaborate accrual accounting systems in agencies
where the need is not clearly established. I want to assure
you that I am not advocating a slavish application of textbook
accounting to every agency and appropriation without regard
to benefits. All Federal agencies have accrual accounting
of some sort. What we intend to do is to supplement the
data we already have with some missing pieces of major
proportions, and by major I mean in terms of governmentwide
magnitudes, not individual appropriations.

I also want to say that I am not proposing a change in
the basis for calculating the official budget surplus or
deficit, or in the manner of justifying appropriations.
There are some who advocate accrual accounting for both of
those purposes, but I do not want to let the controversy
over those applications interfere with my objective of
giving the American people a clear business-1like disclosure
of the overall financial condition of their Government.

Longer-Term Policy Issues

Looking at some longer-term policy issues, I am disturbed
by the fact that government spending which has been proved
to be a cumbersome tool for short-term economic stabilization
continues to be used for such purposes. The reason it is so
cumbersome is because of the various lags involved. First
of all, there usually is a considerable lag between the time
a need is identified, or a claim is made by some special
interest group, and the time there is a specific response by
Congress to the proposal. Then there is another time lag
before the expenditures actually occur and begin to spread
throughout the economic system. Whereas at the time when
the proposal was initially considered there may have been
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underutilization of resources in the economy, by the time
the program actually comes on stream resources are oftgn
fully employed so that the additional government spending
leads to greater inflation. Furthermore, such initiatives
take on a life of their own.

If there were some way that old programs could be
phased down or eliminated during a period of rapid economic
expansion, fiscal policy might be more effective as a tool
for stabilization purposes. However, experience has shown
that this is not the case. Even programs started in a
period of economic slack to stimulate the economy most often
become a permanent part of the budget.

We must avoid abrupt and excessive changes in government
expenditures. No matter how well intentioned, such sharp
swings in spending tend to accentuate rather than stabilize
the business cycle and serve to increase the uncertainty of
developing policies to meet future needs. In turn, this
uncertainty is felt in the consumer markets, in the markets
for capital goods, and in financial markets.

In addition to government expenditures, I am concerned
with the size of the chronic Federal deficits, particularly
the negative impact on financial markets and capital formation.
The traditional view of the government's role in the business
cycle was that deficits would be recorded in periods of
economic slack, but that surpluses would occur in periods of
above-average economic activity. As a result, savings would
be available to the private sector for the capital formation
necessary to sustain the economic advance in real terms.
Obviously this has not occurred in recent years where we
have had deficits in periods when there is less than full
utilization of our resources.

These deficits, of course, need to be financed and such
financings in periods of prosperity hurt the economy. They
place the U.S. Treasury in a position of preempting private
investors. The recent avalanche of Treasury securities has
created distortions in the traditional patterns of funds
being raised and, in my judgment, this has contributed to
making our financial markets less efficient in recent years
in channeling the savings of society to investment opportunities.
As a result, capital formation is impeded.

Furthermore, deficits cumulate over time. Total
Federal debt has increased from $329.5 billion at the end
of FY 1966 to an estimated $633.9 billion at the end of
FY 1976 -- a rise of 92 percent in only 10 years time. Over
the past ten years the average maturity of the debt has
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declined from 5 years, 3 months to 2 years, 5 months. What
this means is that the U.S. Treasury must be a more frequent
visitor in financial markets simply to roll over outstanding
securities let alone to raise funds for current deficits.

In this fiscal year (1976) the U.S. Treasury will absorb
over 70% of all moneys in the securities markets; government
at all levels will absorb over 80%. This percent must be
sharply reduced as the economic advance continues or else
some private areas will have to go without.

This problem of "crowding out" becomes far more critical
of course as the recovery progresses and the financing needs
of the private sector intensify. If deficits remain large,
the Treasury, by being first in the credit line, will always
get its needs financed but in so doing may make it difficult
for companies with less than a prime financial rating to
obtain the financial resources they need at acceptable
interest rates.

Moreover, as annual interest payments grow with increases
in the total debt, fiscal flexibility is eroded further.
This "uncontrollable" outlay of over $45 billion in FY 1977
is the third largest item in the budget. It puts pressure
on the total budget, which in turn means that programs must
be displaced or tax reductions foregone. (A more extensive
discussion of crowding out is found in Appendix A.)

The size of the deficit also affects the rate of
capital formation in the private sector, and this is a
matter of great concern. As the recovery progresses,
private capital investment needs to increase to sustain the
recovery. In the next decade, the need for increased
capital formation is extremely large. This need has been
carefully documented by the Treasury, by numerous outside
studies, and, most recently, in Chapter 1 of the Economic
Report of the President. If we are to meet our goals for
increased employment and productivity in a non-inflationary
environment as well as our environmental, safety and energy
goals, we must have an increase in the rate of national
savings and private direct investment relative to the total
GNP.

The achievement of our capital formation goals depends
on the necessary expenditures being financed in the private
sector. In turn, the adequacy of capital flows depends on
the savings of society being less and less used to finance
Federal expenditures and more and more focused on capital
formation. This is the only way we can sustain a durable
recovery over the long run and bring down the level of
inflation. If the private sector is unable to finance
capital formation because of the huge demands on savings by
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the Federal Government and because of the resulting strains
and distortions introduced in financial markets, the boom-
and-recession sequence of the last decade may be repeated.
Therefore, it is imperative that we reduce the Federal
deficit and work toward budget surpluses as the recovery
progresses.

Another aspect of the crowding out problem is the
secular deterioration I see in the financial structure of
U.S. businesses. Over the past decade there has been a
strong trend towards a much more leveraged corporate balance
sheet. Debt has roughly tripled; liquid assets have declined
relative to liabilities; the debt-equity ratio has about
doubled; and the average maturity of debt has shrunk. Just
as the Treasury is a more frequent visitor to credit markets,
so too will many companies, and if there is an intense
competition for funds, it is quite clear that the less than
prime rated company will be the loser. Continuing heavy
Treasury borrowings will eventually cause difficulties for
these companies, small businesses and potential home owners.

For both fiscal and monetary policies, the problem of
instability is compounded by the present inflation psychology
that permeates our society. All too readily the economy
will move to a higher level of prices, but only grudgingly
will it move to lower prices despite slack demand. This
inflation psychology has been building for a decade and its
unwinding will not be easy. The achievement of economic
growth without accelerating inflation could be upset by
fiscal and monetary policies that are, or even appear to be,
overly stimulative.

In addition, such excesses will lead to bottlenecks
developing in certain key industries well before the economy
as a whole reaches full employment. This occurred in 1973
in such industries as steel, paper, chemicals and fertilizers.
The dislocations caused by bottlenecks send inflationary
tremors throughout the economy and lead to inefficiencies
which ultimately can curtail a recovery in real terms.

We must act wisely and responsibly in bringing stability -
to our economy. The excesses of the past are not easily
undone. Excessive spending, excessive credit creation,
excessive stimulation all may provide a short-term palliative,
but before long additional inflation and production bottlenecks
set in and economic performance declines. The stop-and-go
policies of the past fifteen years have led to an instability
which now is deeply rooted in our society. To come to grips
with this issue we have designed a responsible mix of
economic policies that will bring about durable lasting

economic prosperity which benefits our nation with sustainable
and increasing employment.

Thank you.
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TABLE 1

Budget Estimating Errors

n——

——————

———

Overestimate (+) or Underestimate (-)

as a Percent of the Actual Figure

Es;imates made 18 months Estimates made 6 months

prior to the end of the prior to the end of the
' , fiscal year fiscal year
Fiscal !
year i Outlays Receipts Outlays Receipts
1950 1/ +4.1 +10.3 +7.8 +1.9
1960 1/ -0.3 -1.7 +1.6 +0.2
1970 2/ -0.7 +2.6 +0.7 +2.9
1971 2/ -5.0 +7.3 " +0.6 +3.1
1972 2/ -1.1 +4.3 ° +2.0 -5.2
1973 2/ -0.1 -4.9 +1.3 -3.1
1974 2/ +0.1 -3.4 +2.3 +1.9
1975 2/ -6.2 +5.0 -3.4 -0.8
Yffice of the Secretary of the Treasury 1/23/76

Office of Tax Analysis
./ Administrative budget.

'/ Unified budget.
prepared in January 1968.

.

The first estimate on a unified budget basis was



TABLE 2

BUDGET RECEIPTS BY SOURCE
(In billions of dollars)

1975 1976 TQ 1977
actual estimate estimate estimate

Individual income taxes----- 122.4 130.8 40.0 153.6

Corporation income taxes=--- 40.6 40.1 8.4 49.5
Social insurance taxes and |

contributions-—====m—mm=- 86.4 92.6 25.2 113.1

Excise taxes-----——-—-=====-- - 16.6 16.9 4.4 17.8

Estate and gift taxes=-==-=--- 4.6 5.1 1.4 5.8

Customs duties-------====w-- 3.7 3.8 1.0 4.3

Miscellaneous receipts—===-- 6.7 8.3 1.5 7.2

Total budget receipts: 281.0 297.5 81.9  351.3

1/23/76



TABLE 3

CHANGES IN BUDGET RECEIPTS
(In billions of dollars)

Y

1975 1976 TQ 1977
estimate estimate estimate estimate
eipts under tax rates and
structure in effect Jan.1,1974--- 290.8 310.2 87.2 371.3
rease in import fee on
petroleum products by admin-
istrative action--—=-——cccmmmccao_ +0.4 +1.7 - eme——-
‘cted legislative changes:
wSocial security taxable earnings
base increases:
$13,200 to $14,100
effective Jan.1,1975---==-- +.1 +1.6 +.4 +2.1
i $14,100 to $15,300
effective Jan.1,1976~====== ———-o +.2 +.6 +2.4
$15,300 to $16,500 1/
) effective Jan.1,1977=5---== o ceeo -——- . +.8
fax Reduction Act of 1975--————-- -10.2 -9.8 -.2 +.4
 kevenue Adjustment Act of 1975--- ----- -6.0 -.5 -1.3
“siberalized deduction for
individual contributions to
pension plans-===r-remccccrae—- -0.2 ~.3 -.1 ~-.5
teduction in telephone excise tax -.1 ~-.4 .1 -9
“ncrease in SMI (medicare)premium +.1 +.1 +.1 +.3
. Total receipts under existing
| legislation---—-—=————cecw-o 281.0 297.3 87.4 374.6
‘ges due to tax proposals:
“ndividual and corporation
. income tax reductions,
- effective July 1, 1976---====== cccec  cce-- -5.4 -28.1
inancial Institutions Act--===== —cce- = oo -—— -.3
_tock ownership incentives------- ===-= ——o__ _———— -.3
.c¢celerated depreciation on
investment in high unem-
ployment areas----------=-----== —---- -* -* -.3
ocial security tax rate increase
from 11.7% to 12.3%
effective January 1, 1977 1/ -- ===== —ce-—- _———— +3.3
x rate and
B PR ES g i - & S ——- 2.1
ther---=---=c-eccrcccmmmcmrmrmee - +0.2 -% +.1
Total receipts under existing
and proposed legislation--- 281.0 297.5 81.9 351.3

ss than $50 million.

-

tax rate of 11.7%.

calculated using a taxable earnings base of $16,500.

/76

> effect of the taxable earnings base increase is calculated using a
The effect of the tax rate increase is



THE FISCAL OUTLOOK,
(In billions of dollars)

TABLE 4

1975-81

1975 1976 TQ 1977 1978 1979 1980 1981
Outlays under current programs--- 324.6 373.7 98.2 391.9 420.4 441.8 465.0 489.2
Outlays under proposed programs—- =—-——==—-= -.2 -.2 2.3 9.1 13.9 17.5 20.7
Total projected outlays----- 324.6 373.5 98.0 394.2 429.5 455.7 482.5 509.9
Receipts under current law------- 281.0 297.3 87.3 374.1 430.1 491.7 555.1 623.9
Effects of proposed tax changes-=- ----- .2 -5.5. =22.8 -23.4 -26.4 -32.0 38.4
Total projected receipts---- 281.0 297.5 81.9 351.3 406.7 465.3 523.1 585.4
Budget margin or deficit (-)-=---- -43.6 -76.0 -16.1 -43.0 -22.8 9.6 40.6 75.5

1/23/76
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:Gov't
:sector as

of total :% of total 5/

: Federal & :Total :Corp. & : : Federal
U.S.Treas. : sponsored :Federal : State & :foreign :Total : sector as
1/ : _agencies 2/:sector. : local 3/:bonds 4/ :securities : a %

12‘60 .8 1.6 2.4 5.7 4.9 13.0 18.6
1y6l 2.0 -.2 1.8 4.9 6.3 13.0 14.0
/k962 8.8 2.2 10.9 6.0 5.7 22.6 48.4
1963 6.4 1.0 7.4 5.5 6.2 19.2 38.7
1964 2.7 1.5 4.2 5.2 6.4 15.8 26.5
1965 3.1 2.2 5.3 6.9 7.9 20.1 26.3
1966 -1.0 6.8 5.8 ° 7.3 10.9 24.0 24.1
1967 -.6 2.7 2.1 6.0 -13.0 21.1 9.8
1968 18.2 5.6 23.8 7.2 16.4 47.4 50.3
1969 -1.9 5.8 3.9 12.0 15.9 31.8 12.2
1970 6.8 8.2 15.0 9.7 16.8 41.5 36.2
1971 20.5 2.8 23.3 15.0 27.5 65.8 35.3
1972 19.6 8.7 28.3 15.6 21.7 65.6 43.1
1973 18.5 14.4 32.9 12.6 15.4 60.9 53.9
1974 2.1 21.3 23.4 17.0 17.4 57.7 40.5
1975 51.9 15.8 67.7 16.8 33.5 117.9 57.4
1976 87,5 (est.) 1l4.3 101.8- 14.0 25.1 140.9 72,2

62.4
51.8
74.7
67.5
59.6
60.6
54.5
38.5
65.5
50.0

59.14
58.2
66.9
74.7
69.9
71.06
82,2

Office of the Secretary of the Treasury
Office of Debt Analysis

Source: FY 1960-1975 data based on Federal Reserve Flow-of Funds accounts (which show net changes

in outstandings).

~January 8, 1976

1/ Net increase in marketable and nonmarketable bills, notes and bonds. (Includes Federal

~ rinancing Bank.)

2/ Increase in bills, notes and bonds of budget and sponsored agencies. Includes GNMA pass=-throughs.
3/ Increase in notes, bonds and Government loans. .

Z/ 1Increase in bonds and notes with original maturities of more than 1l year.

5/ Includes State and local as part of government sector.

R



TABLE 6

Unified Federal Budget Surplus or Deficit in Relation to GNP
1954-1977 :

Budget Surplus (+)
or Deficit (-) as % of GNP
Three-Year

Budget Surplus (+) Moving Average
Fiscal Year - or Deficit (-) Annual (Centered)
(S billions)
1954 - 1.2 -0.3 -
1955 - 3.0 -0.8 - .0
1956 + 4.1 1.0 0.3
1957 + 3.2 0.7 0.3
1958 - 2.9 -0.7 -0.9
1959 -12.9 -2.7 -1.1
1960 + 0.3 0.1 -1.1
1961 - 3.4 -0.7 -0.6
1962 - 7.1 -1.3 -0.9
1963 - 4.8 -0.8 -1.0
1964 - 5.9 -1.0 -0.7
1965 - 1.6 -0.2 -0.6
1966 - 3.8 -0.5 -0.6
1967 - 8.7 -1.1 -1.5
1968 -25.2 -3.0 -1.2
1969 + 3.2 0.4 -1.0
1970 - 2.8 -0.3 -0.7
1971 -23.0 -2.3 -1.6
1972 -23.2 -2.1 -1.9
1973 -14.3 -1.2 -1.2
1974 - 3.5 -0.3 -1.5
1975 -43.6 -3.0 -2.7
1976e -76.0 -4.8 -3.4

1977e -43.0 -2.3 -



3

January 16, 1976
APPENDIX A

CROWDING OUT--SETTING THE RECORD STRAIGHT

There clearly exists some misunderstanding about the
meaning and significance of the so-called phenomenon of
"ecrowding out." In essence, there is the idea that since
financial collapse has not yet occurred, then the whole
issue is misleading. This is wrong. What has occurred is
a focussing of attention on short-run improvements in finan-
cial markets (associated primarily with the worse recession
since the 1930's) and an ignoring of what happens longer-term
as the economy moves back toward fuller capacity under condi-
tions of repeated huge sized government budget deficits.

No matter how viewed, the inescapable fact is that with
reasonably full use of capacity, more resources claimed by
the government must mean less for the private sector. Huge
deficits which take the lion share of credit flows will
eventually push out the weaker private areas--specifically
potential home owners, small businesses and even larger
companies who do not have a superior credit rating. This in
turn will hurt real growth, deprive our workers of adequate
productive tools, frustrate the achievement of our longer-
term economic needs, and further misallocate our scarce
resources. (This was pointed out repeatedly in prior testimony,
e.g., January 25, 1975, before the House Ways and Means Committee.)

1. Interest Rates. Interest rates have declined over the past
year or so as would be expected during a recession. High-grade
bond rates have fallen from a peak of about 10.5% in mid-1974%

to around 8.5% today. Yet this drop cannot be taken as sufficient
evidence that credit is ample and more importantly that credit
will remain ample to support a lasting business recovery. This
cost of long-term funds is still very high historically. ( Such
interest rates ranged between 2%-6% from 1865-1965--a period
containing serious wars, depressions, financial panics, business
booms and other assorted economic extremes.) The combination of
sustained high Federal government financing, of a growing demand
for private financing as the expansion proceeds and of a Federal
Reserve policy which must eventually moderate in generosity (to
avoid rekindling inflation) points to a level of interest rates
and availability of funds for private areas which are not consis-
tent with our long-run needs. Total government borrowings this
fiscal year will absorb a record 82% of funds available in the
securities market; this percent eventually must be sharply reduced
or else some private areas will have to go without.

2. Availability of Credit. Funds are more readily available

to more sectors of the economy today, but again this too reflects
the cyclical slack in the economy and not the longer-run secular
forces at work here. In the first quarter of 1975 about 5% of

all new bond issues were Baa-rated or less. By the fourth quarter,
it was almost 10%. (This is still below rates close to 20% at
times in 1971 and 1972 however.) More lesser-rated companies are

.
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able to finance today. Unfortunately, a lot of these bonds are
for shorter duration--5-7 year maturity as opposed to 20-30 year
maturity which was the norm not too long ago. This will raise
problems in the future since the companies will have to refinance
more frequently (referred to as the "rollover" problem in point 4
below). The most important issue immediately ahead is whether such
lesser rated companies will continue to find the necessary funds
to sustain the economic advance. When credit markets eventually
tighten (as is inevitable), problems of credit availability will
occur and their severity will be directly proportional to the
relative borrowings of the government.

3. Financing of Deficit. The relative "ease'" with which the
Federal government financed the deficit in 1975 should not be
viewed as a normal state of affairs. The fact is that private
needs for credit were low because of the recession but as the
recovery gains momentum this year, private credit needs will
rise. For example, total short-run business borrowing declined
in 1975 by about $14 billion; this year it is expected to rise
by about $20 billion which is a swing of almost $35 billion.
What this means is that there will be a much higher need for
total credit in 1976 than in 1975 and eventually some private
areas will be squeezed. This is why it is imperative to take
steps now to limit the rise in Federal government spending (up
almost 40% in just two years time). Not only is future flexibility
lost if this cannot be accomplished but the deficit will remain
huge and some private areas will not be financed.

4. Financial Structure. Over the past decade there has been a
strong trend towards a much more leveraged and brittle structure
of corporate balance sheets. Debt has roughly tripled, liquid
assets have declined relative to liabilities, and the debt-equity
ratio has about doubled. Sustained high Federal budget deficits
will eventually create pressures in financial markets that will
cause difficulties for lesser-rated companies (in terms of debt
rollover) let alone leave sufficient credit for expansion needs.

5. Capltal Formation. SeVveral studies clearly point to a much
heavier need for investment over the next several years if there
are to be enough jobs for a growing labor force, a healthier
environment for our people and a higher degree of energy self
sufficiency in the United States. (The share of business invest-
ment in GNP must increase from an average of 10.4% over the past
10 years to 12.0% for the rest of this decade--an historically
unprecedented change.) Sustained high Federal budget deficits
will automatically frustrate the fulfillment of those capital
needs by depriving many, many private areas of needed financing
to build the new factories and buy the advanced machinery. The
real dimension of crowding out becomes much more persuasive and
severe the further ahead we look.

Conclusion: Crowding out is a genuine problem whose major
economic impacts will occur ahead if something is not done
about excessive Federal budget deficits caused by too rapid
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& rise in government spending. The serious nature of this
issue should not be masked because of the impacts of a recession.

If steps are not taken to exercise better fiscal control, some
areas in the private sector will go without needed financing;
capital formation will be less than desired; and our serious
unemployment and inflation problems will be that much further

from a satisfactory resolution. The following excerpts from
Professor Paul McCracken's article on the January 8 editorial page .
of the Wall Street Journal is a well articulated discussion

of budget deficits and the phenomenon of "crowding out'":

"There is here, however, a more substantive problem. It is
the failure of conventional fiscal policy wisdom to face the
full implications of the fact that an increase in the federal
deficit, from accelerated spending or more tax reduction, must
be financed. And the added funds that the Treasury must then
borrow are funds not then available to others in the market
for financing. .

"Markets have, of course, substantial capacity for accommodating
to changes in demands, and effects on other borrowers of swings
in budget deficits of modest proportions will not be large.
When, however, the U.S. government had to raise funds at the
rate of $81 billion per year in the first half of 1975, after

a $5 billion pace a year earlier, the 22% decline in money for
home and commercial mortgages during that period camn hardly be
assumed to have been an entirely unrelated development.

"The question was never whether a large deficit would cause a
disintegration of financial markets, or a collapse of capitalism,
or some other catastrophe of draconian proportions, though some
have pointed to the absence of such cosmic disaster as evidence
that the '"crowding out" theory was wrong. The point is the

quite common sense one that in financial markets where demands
for funds are active, and this is apt to characterize 1976,

other claimants for funds will get less than if the large
Treasury requirements were not present in the market. The
financing "loop" of fiscal policy must be closed.

"This all carries with it some implicztions for budget strategy
in 1976. Within the limits of fiscal discipline that the
political process can muster in a quadrennial year, the Congress
and the President can continue efforts toward regaining better
control of spending without hiaving to worry abocut the net adverse
effect of this fiscal restraint on the economy. Dollars not
borrowed by the Treasury will be put to work by other claimants
in the money and capital markets. And housing would be a major
bereficiary of the easier financiai markets that would result.
The basic 1976 trend for interesi rates, in fact, is more in

the hands of those who manage the budget than of the Federal
Reserve."

# # #
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Mr. Chairman and members of this distinguished Committee:

I am pleased to appear before you this morning to
review current economic conditions and to discuss the Federal
budget revenue estimates prepared by the Department of the
Treasury. My analysis of economic dévelopments and prospects
will hopefully contribute to a broader understanding of the
economic recovery now underway and the importance of sustaining
responsible policies required for achieving both our near-
term goals regarding inflation, unemployment and national
output as well as our long-term objective of creating a more
stable economy. The discussion of projected Federal budget
revenues and the related ‘testimony. of James T. Lynn, Director
of the Office of Management and Budget, concerning anticipated
Federal outlays will provide necessary background for
decisions about the future course of fiscal policies.

This Committee has a vital role in developing national
economic policies. The past- decade has been an unusually
difficult period as our policy flexibility has been increasingly
restricted by the lagged impact of past decisions. 1In
particular, great concern has developed about the impact of
Federal spending and tax policies as outlays have accelerated
more rapidly than the overall growth of the economy and
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chronic Federal deficits have occurred. Your Committee was
created to help correct these serious problems. While I do
not agree with some of your policy recommendations, I am
impressed by your efforts to create a more organized and
disciplined approach to making Congressional fiscal decisions.
The First Concurrent Resolution to Congress was a constructive
step in providing general economic and spending guidelines.
However, the real test for the Congressional Budget Committees
is yet to come as the specific actions of individual appropria-
tion committees must be adjusted to conform to the targets

to be established by your Second Concurrent Resolution to
Congress. I look forward to working with you in preparing
these important fiscal policy recommendations which will

directly affect the current recovery and the future of the
U.S. economy.

I. ECONOMIC OVERVIEW

The United States has developed the most productive and
creative economic system in the world. Americans have
traditionally experienced rising standards of living as real
output has increased, inflation pressures have been

relatively moderate and employment opportunities have
expanded. However, the performance of the U.S. economy
during the past decade has been disrupted by recurring booms
and recessions caused by inappropriate fiscal and monetary
policies. The resulting excessive rates of inflation and
unemployment created serious domestic economic distortions
and eventually disrupted the balance of the international
system. No matter how well-intentioned the original fiscal
and monetary actions may have been, the resulting sequence
of overheating and accelerating inflation, followed by
periods of recession and unemployment, has been a heavy
price to pay for temporary economic benefits.

In planning economic policies for ]975 the Administration
believed that recovery would begin by midyear if three
fundamental adjustments could be accomplished: (1) the
unwanted accumulation of inventories could be liquidated



and new orders increased; (2) "real incomes" of consumers
could be restored by reducing the double-digit level of
inflation and initiating tax reductions and rebates which
would stimulate personal consumption; and (3) employment
would begin to increase rapidly enough to reduce the unemploy-
ment rate and strengthen consumer confidence. Fortunately,
these adjustments have occurred.

During the first three months of 1975 the real output
of goods and services continued to decline at a seasonally
adjusted annual rate of 11.4 percent but economic performance
was already beginning to shift as personal consumption
increased. Most of the recession weakness was concentrated
in the private investment sector where residential construction
and business investment declined and a large liquidation of
inventories occurred. During the last three months of 1974
business inventories accumulated at a seasonally adjusted
annual rate of $18 billion. 1In the first quarter ol 1975
the situation was reversed as business inventorics were
liquidated at a seasonally adjusted annual rate of $19
billion. In the second quarter the pace of liquidation
accelerated to a level of $31.0 billion.

As spring progressed other significant economic 1mprove-
ments occurred. The annual rate of consumer price increases
dropped from the double-digit level of 1974 to a 6 to 7
percent zone and the Tax Reduction Act of 1975 was pascsed in
March. As a result, real disposable personal income increased
during the second quarter following five consecutive quarterly
declines. The turnaround of consumer purchasing powaer
further strengthened personal spending and enabled people to
improve their financial situations as the savings rate
jumped from 7.5 percent during the first quarter to 10.6
percent in the second guarter. As these favorable developments
pushed final sales above current levels of prouduction, a
runoff of inventories occurred beginning at the retail level
and then spreading back through the system into the manufacturing
sectors. New orders turned upward in April and inventories
have started to rise once again at the retail level.



As economic conditions improved employment began toO
rise again in April. The "lay-off" rate has declined
steadily each month through 1975 and the average number of
hours worked and the amount of overtime have increased. The
general measure of industrial production finally bqttomed
out in April and four consecutive months of expansion have
been reported. Exports continued at a strong pace throughout
this period and rising government spending has occurred.at
all levels. The long declines in residential construction
and new car sales stopped in the spring and these two basic
sectors are no longer dragging the economy down. The seasonally
adjusted annual rate of new housing starts rose to 1260
thousand units in August, up from the low annual rate of 980
thousand units in April, and domestic automobile sales have
steadily improved for several months. The rate of recovery
in these two basic sectors has been sluggish but at least |

the negative results reported in 1974 and early in 1975
have been reversed.

It is now recognized that the turning point for the
U.S. economy was reached sooner than expected -- probably by
April or May -- and that the initial pattern of recovery has
been somewhat stronger than anticipated. The public's
general perception of the improving developments will
continue to lag far behind actual events -- by as much as
nine months or more according to some public opinion experts --
but "the economic recovery does appear to be well underway.
Perhaps the best overall measure of the recovery is the
swing in "real" GNP -- the total output of goods and services
with the effects of price changes removed -- from a sharp
decline in the first quarter at an annual rate of 11.4
percent to a positive performance in the second quarter when
output increased at an annual rate of 1.9 percent (both
figures are seasonally adjusted).

The conclusion that the U.S. economy has started to
recover does not mean that our fundamental economic problems
have suddenly been solved or that we will not continue to
suffer specific economic disappointments during the coming
months. The present level of economic activity is still
inadequate and we can never be satisfied until the current
excessive levels of inflation and unemployment are substan-
tially reduced. Even though some acceleration is likely to
occur over the coming months if consumer spending remains
strong, corporate profits improve and the stimulative
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effects of the investment tax credit are felt in 1976,
business capital spending remains sluggish. Therefore, the
outlook for residential construction and business capital
investment suggests that the recovery pattern for the entire
economy is likely to be moderate. But I also believe that
improvement will be more sustainable if responsible fiscal
and monetary policies are supported.

Unfortunately, the hoped-for recovery of residential
construction and business investment will be hampered by the
disruptive impact of massive Federal debt financing require-
ments. Although some analysts assume that the financial
needs of an economic recovery can be automatically filled,
the reality is that mortgages, consumer debt and business
spending for fixed investment and inventories must compete
against unprecedented Treasury borrowing requirements which
will continue throughout this year and into the future. Two
weeks ago the Treasury announced that it would need to
borrow new money totaling $44 to $47 billion during the
second half of Calendar Year 1975. When these anticipated
needs are added to the $36.1 billion actually raised during
the first half of Calendar Year 1975 the annual total rises
to $80 to $83 billion. This excludes new money raised by
the issuance of guaranteed securities and Government-sponsored
agencies which we estimate at $6.0 billion and $3.0 billion
respectively in the current calendar year.

We have substantial refunding requirements this year.
Apart from the rollover of the $77 billion of privately-held
regular weekly and monthly bills, $23.0 billion of privately-
held U. S. Treasury coupon issues will be refunded this year.

The heavy Treasury borrowing requirements have become
the dominant factor in the financial markets at the same
time that private sector needs are expected to increase.

The severity of the recession, particularly the rapid runoff
of inventories, has moderated the private demand for credit.
enabling the Treasury needs to be met, but there is already
clear evidence that some firms have been unable to obtain
desired financing and even successful borrowers have had to
pay historically-high interest rates. The future pace of
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the economic recovery will depend upon the availability of
credit across the broad spectrum of economic activity. If
specific sectors, such as residential construction, or large
numbers of businesses who do not have top-level credit
ratings, are unable to obtain necessary financing both the
strength and sustainability of the recovery will be disappointing.
The impact of such large Treasury borrowing needs resulting
from the deficits must receive greater attention in preparing
general economic forecasts since we can have only as much
economic expansion as available financing will support.

This was the basis of our warnings about the financial
disturbances of restricted access to funds and rising interest
rates that would result when private borrowing needs generated
by the recovery have to compete against Treasury borrowing.
Unfortunately, financial market developments already indicate
that these problems are occurring.

We must also be concerned about renewed inflation
pressures. The slowdown in the rate of price increases
during the first half of 1975 was reversed by the disappointing
statistics reported for June and July. While those specific
monthly statistics were not an accurate representation of
the underlying rate of inflation -- just as the 0.2 percent
increase in the CPI for August was an aberration on the low
side -- most analysts now anticipate that inflation will
persist in the 6 to 8 percent zone. That level of inflation
is clearly inconsistent with our Nation's other basic economic
goals. Because these inflation pressures have been accumulating

for many years actions to correct them will require a sustained
effort.

A third problem involves the unacceptable level of
current unemployment which is the direct result of the
recession. Although large employment gains have occurred
since April, the unemployment rate is still in the 8-1/2
percent zone. Further progress in reducing the level of
unemployment is expected as the economic recovery moves back
to full activity. For several quarters real output will
actually exceed the long-term target growth rates.
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During the transition period, it has been necessary to
sharply increase the funds allocated to manpower programs,
public service employment, unemployment compensation benefits
and other social programs to alleviate the recession's
impact. But I hope that we will avoid the traditional
errors of overheating the entire economy by adopting policies
of excessive fiscal and monetary stimulus. That approach
might temporarily contribute to the reduction of the unemploy-
ment rate but the "stop-go" patterns of the past indicate
that excessive stimulus eventually tends to create more
problems than solutions.

Considering all of the pluses and minuses, it is clear
that we are well into an economic recovery which should
accelerate as we move into 1976. However, the strength and
durability of this recovery is not certain -- particularly
if a renewed surge of price increases or the expectations of
inflation disrupt the pattern of economic activity. The
amount of actual slack in the economy is uncertain and
policy makers should not underestimate the strength of the-
economic recovery. Extensive stimulus has already been
provided by the widespread increase in Federal outlays, the
recent tax cut and monetary actions. Monetary policies have
been responsive as the money supply (Ml) has increased at an
annual rate of 8.6 percent over the paSt seven months since
mid-February. A broader money supply measure, which includes
net time deposits (M), increased at an annual rate of 11.3
percent over the same time period. Specific money supply
growth rates tend to fluctuate widely from week to week but
the Federal Reserve System does appear to be following
policies which will support the economic recovery. As to
fiscal policies, the large tax cut passed in March provided
tax relief of $22.8 billion and Federal outlays increased
from $268.4 billion in FY 1974 to $324.6 billion in FY
1975, a gain of 21 percent. 1If outlays in FY 1976 actually
rise to the level of $368.2 billion recommended by your
Committee in its report of April 14, 1975, that would mean
that Federal spending would have increased $100 billion in
just two fiscal years, a two-year percentage jump of 37.2
percent. This surge of spending created a huge Federal
budget deficit of $43.6 billion in FY 1975 and the shortfall
for the current fiscal year will be even larger. In February
1975 the President submitted a budget which called for a FY
1976 Federal deficit of $51.9 billion. The Mid-Session
Review of the 1976 Budget published May 30 raised the anticipated
deficit to $59.9 billion. In the First Concurrent Resolution
on the Budget-Fiscal Year 1976 submitted as a Conference
Report to the Congress on May 9, a deficit of $68.8 billion
was recommended. Unless the Executive Office and the Congress
cooperate in tough and responsible action to control Federal
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spending the prospective deficit could even escalate to $90
billion and the outlook for future years is for more Federal
budget deficits. The challenge is clear.

In addition to the substantial increases in the size of
our budget deficits I am particularly concerned about the
rapid increase in expenditures. As summarized in Table 1,
Federal outlays increased from $97.8 billion in FY 1961
to $324.6 billion in FY 1975, an increase of 232 percent.
From 1961 to mid-1975 the entire GNP increased from $520.1
billion to $1440.9 billion, a gain of 177 percent (the mid-
1975 figure is the GNP figure reported for the second quarter
at a seasonally adjusted annual rate). The Federal budget
has clearly grown more rapidly than the total U.S. economy.
These budget outlay increases -- including the changes
in FY 1976 -- are spread throughout the Government and tend
to become permanent. If we are to have the necessary fiscal
flexibility to meet our current and future priorities, we
must regain control over Federal outlays.

II. FEDERAL REVENUE ESTIMATES

Turning next to the important topic of Federal revenues,
I would first like to describe the analytical techniques
used by the Department of the Treasury and then discuss our
most recent estimates. Within the Treasury the estimating
functions are assigned to an Assistant Director of the
Office of Tax Analysis and a staff of five professionals
whose duties are divided between the preparation of general
receipts estimates and the analysis of specific revenue
changes that might result from proposed tax legislation
initiatives.

The beginning point for our estimates is the preparation
of detailed GNP forecasts by the professional staffs of the
Treasury, Council of Economic Advisers and Office of Manage-
ment and Budget. Using these general forecasts of national
output and information obtained from various sources the
Treasury then prepares monthly collection estimates for
several major categories. We also revise the estimates at
the beginning of each month to reflect current collection
experiences. Finally, the potential impact of any proposed
or recently enacted tax legislation is added or subtracted
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from the basic estimates. Legislative changes are handled
directly because the time series information used in the
calculations would not include the effects of new tax
initiatives.

The tax collection experience of the past five years is
summarized in Table 2. Over the five-year period, Fiscal
Years 1971 through 1975, individual income taxes accounted
for 45 percent of all unified budget revenues, corporate
income taxes for 15 percent, social insurance taxes and
contributions (consisting of "employment taxes and contributions,”
"unemployment insurance" and "contributions for other insurance
and retirement") accounted for 28 percent and all other
sources combined represented the remaining 12 percent. It
is also interesting to note the relative stability of each
source of revenue as a share of the total even though economic
conditions and specific tax legislation change over time.

The methods used for estimating each major source of
revenues are as follows:

Individual income taxes -- The individual tax receipts
model includes: (1) an equation which estimates current
calendar year liabilities, other than capital gains taxes,
as a function of personal incomes adjusted to eliminate
transfer payments and other labor income and to add. the
employee payments for social insurance; (2) an equation
which estimates current realized capital gains subject to
taxation; and (3) an equation which estimates the withheld
tax liabilities as a function of quarterly wage and salary
figures. The amount of withholding collections must be
estimated on a current monthly basis and the income tax
withholding must be separated from the social security
withholding. There are significant time differences between
the tax liability period and the payment date for different
payment methods. The model also develops estimates by
source of individual tax payments, including refunds, and
converts the figures into a monthly and fiscal year collection
pattern.

The income tax liability for a given calendar year is
estimated by benchmarking on the last actual year. On the
basis of past experience, the change from the benchmark year
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liability is then estimated by correlation with the Qrojected
change in personal income (adjusted to a concept of income
subject to tax). This gives an estimate of the tax liability
excluding the tax on capital gain income. Capital gains,
which are not included in the concept of personal ipcome are
volatile and often change in opposition to changes in personal
income. They are, therefore, treated separately. Even so,
estimated capital gains are only approximations for the
calendar years in which stock prices and market vo}ume are
known. For future years the estimates are subjective.

The estimated total individual income tax liability for
the calendar year is then broken down by major method of
payment, including refunds, on the basis of historical
relationships. Withheld taxes are estimated by means of
relationship to salaries and wages by quarters. Refunds are
estimated as a percentage of withheld taxes. Payments other
than withheld taxes are estimated as a residual after sub-
tracting withheld taxes less refunds from the total liability
estimate. This residual is then broken down into estimated
tax payments, payments on final tax returns and back taxes,
again on the basis of past relationships. All of the past
data have to be further adjusted for changes in tax law in
order to obtain meaningful relationship. Considerable
uncertainty in the relative proportionalities has been
introduced in recent years. In the past decade, rarely have
there been two years, back to back, in which the methods of
payments have not been affected by legislative and admin-
istrative changes.

Corporation income taxes -- This model begins with an
estimate of calendar year corporate profits before taxes as
measured in the national income accounts. The next step is
to determine the overall tax rate percentage to apply to the
profit estimates. The actual percentage collected will vary
according to the mix of economic activity, accounting policies
and differences between gross and net tax liabilities. The
third step is to determine the "collections lag" which will
determine which fiscal year the estimated gross liability
will apply to. Finally, the size of corporate income tax
refunds must be estimated based on an analysis of the
expected tax liabilities and the timing of economic recessions

v
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and recoveries. Greater percentage errors occur in preparing
corporate income tax collection estimates because the basic
variables are more volatile and the availability of information
is not as good. Unfortunately, there have been only two or
three years in the past twenty-five in which there was no
statutory change in the coverage or timing of current
estimated payments. 1In addition, corporations are allowed
three methods of computation in determining whether they
complied: (1) a current estimate for the year if within 80
percent, (2) annualization as the year progresses if within
80 percent, and (3) the preceding year's tax. This mix
results in variations in the pattern apart from the statutory
changes and increases in forecasting difficulty. In any
event, past collection patterns modified by recent collection
experience and expected pattern alterations form the basis
for collection forecasts, monthly and for the fiscal year or
years. There is a good deal of intuition and judgment in-
the final result.

Employment taxes and contributions -- This category
includes FICA, SECA (for self-employed), deposits by states
of their employee-paid portion of social security taxes for
covered state employees, Federal employer deposits of
employees share of social security taxes for Federal employees
not covered by the retirement system, railroad retirement
taxes, and premiums for uninsured participants enrolled in
the Federal hospital insurance trust fund. The annual
estimates of liabilities and receipts, except for railroad
retirement taxes, are made by the Social Security Administration
and then Treasury produces quarterly and monthly collection
estimates.

Unemployment insurance premiums -- The Department of
Labor normally prepares estimates of collections although
Treasury may occasionally prepare internal revisions based
on employment data and historical experience.

Contributions for other insurance and retirement programs --
Various government agencies are responsible for preparing
estimates of collections related to- programs under their
jurisdiction and these figures are collected by the Office
of Management and Budget and then given to the Treasury. We
then prepare monthly collection estimates based on historical
experience.
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Excise taxes -- Historical experience is used to fore-
cast excise tax collections with some effort to anticipate
future income levels. Annual estimates of the various trust
fund excise taxes are jointly prepared by the Treasury and
the responsible government agency.

Estate and gift taxes -- Estimates are based on stock
prices and historical experience.

Customs duties -- Estimates are based on current levels
of GNP results.

Miscellaneous receipts -- Deposited earnings of the
Federal Reserve System accounted for nearly 90 percent of
the miscellaneous receipts in FY 1975. The only other major
source of miscellaneous revenue in FY 1976 is the import fee
and tariff on crude oil and petroleum products. This figure
is based on estimates of future imports, prices and demand
assumptions.

In general, the Treasury is responsible for the overall
estimates of revenues but it must obtain necessary economic
forecasts and information from a variety of outside sources.
This procedure obviously creates the possibility that
revenue estimates may turn out to be inaccurate because of
errors: (1) in preparing the forecast of GNP; (2) in
estimating the mix of economic activity as a basis for pre-
dicting personal incomes and expenditures, business spending
and profits, unemployment, government transfer payments,
etc.; and (3) in applying the equations developed within the
Treasury for estimating probable revenues. Unfortunately,
the underlying economic conditions constantly change and tax
legislation is modified rather frequently. For example, the
FY 1975 budget estimated that personal incomes would total
$1,135 billion in 1974. The latest figure, which is still
subject to further revision, is reported to be $1,150
billion. The $15 billion underestimate would create an
error in estimating individual income tax receipts of at
least $2 billion. Similarly, the FY 1975 budget forecast
for 1974 corporate profits was underestimated by $17 billion,
according to the current figures. That underestimate would
generate an error of roughly $5 billion in estimating receipts.
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Public and private economic forecasters have experienced
great difficulty in predicting both the total GNP and major
sectors. No matter how sophisticated our forecasts become,
they will still be distorted by unexpected economic and
political developments. 1In the final analysis we must
recognize that complex mathematical models and careful human
judgments must be combined to estimate future results which
will ultimately be influenced by many unforseen developments.

It is also true that the tax law is constantly chanagina.
The econometric models used for preparing the estimates
attempt to apply equations to a time series of .information
in order to project future revenues. Unfortunately, it is
difficult to develop these historical relationships because
the tax law is changed so often and the specific collection
and reporting procedures are frequently adjusted. To the
extent that proposals in the President's budget prepared
each January are modified, rejected or replaced by other
actions, the revenue estimates will be disrupted.

The actual historical record for estimating errors in
forecasting Federal receipts and outlays is summarized in
Table 3. That record indicates that both under- and over-
estimates have occurred over the years and that estimating
errors persist even as the time horizon of the forecast
shortens. For FY 1975 the Federal Budget revenues were
overestimated by 5.0 percent in the original publication in
January 1974 ard outlays were underestimated by 6.2 percent
(estimates prepared eighteen months prior to end of FY 1975
on June 30, 1975). In January 1975, at the mid-point of the
forecast year, receipts were underestimated by 0.8 percent
while outlays were underestimated by 3.5 percent. These
errors are attributable to at least three major factors:

(1) large changes in the underlying economic forecasts; (2)
legislative acticns; and (3) in*ernal reestimates of the
outlays and receipts as the year progressed. 1In summary, it
is clear that economic forecasting -- including the estimating
of Federal Budget revenues -- is far from qualifying as an
exact science. The Treasury will continue to work with the
best technical methods knrnown to us and we will strive to



-14 -

refine our judgments as much as possible but the blunt fact
that Federal budget revenue forecasts will continue to be
subject to errors should be recognized by everyone.

In the Mid-session review of the 1976 Budget published
May 30, revenues for FY 1976 were estimated to be $299.0
billion. Our latest estimates of expected FY 1976 revenues
fall within a range of $297.6 to $305.6 billion. In preparing
these estimates several key assumptions must be made as to
future decisions concerning the Tax Reduction Act of 1975,
tax withholding rates and various energy policy issues,
including the status of the $2.00 oil import fee and the
$0.60 fee applied to products. If the $2.00 oil import fee
is continued (but not the product levy) and the tax relief
provided by the 1975 Tax Reduction Act is discontinued, the
revenue estimates would be at the high end of the range
indicated. If the tax relief is extended, along with adjustments
to the withholding rates to maintain the amounts of taxes
withheld (at current levels), and the $2.00 oil import fee
is not continued, then the revenues collected would probably
be at the low end of the range. Since the final decisions
may combine different variations of several different policies

we believe that it is more realistic to estimate a range of
possible collection figures. .

It should be emphasized that these revenue estimates
are still very tentative and contingent upon the basic
decisions about tax and energy policies referred to above.
In addition to the legislative uncertainties, a number of

forecasting problems have complicated our FY 1976 revenue
estimates:

1. The underlying forecasts for total GNP, personal
income corporate profits, personal consumption,
business investment, foreign trade and other
important economic sectors are still uncertain
at this early stage of the economic recovery.
Even a small percentage change in these basic

figures has a major impact on the actual taxes
collected.

2. Possible inaccuracies in estimating individual

capital gains (1974 figures will not be available
until late 1975).
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3. The potential effects of corporate net losses in
calculating refunds is uncertain. It should also
be emphasized that corporate accounting practices
have frequently changed. For example, many
companies have changed their accounting for inven-
tories from a FIFO to a LIFO basis and such
adjustments have had a major impact on the timing
of tax collection.

4. Uncertainties about the receipts lag in collecting

+ corporate tax liabilities given the flexibility
corporations have in paying their taxes and the
sharp drop in profits in calendar year 1975 measured
on a National Income Accounts basis.

5. Uncertainties about the probable behavior of individuals
in adjusting their personal claims for exemptions
in order to adjust the amount of taxes currently
withheld.

IIT. SUMMARY

Although the U.S. economy appears to be well into a
period of economic recovery a very large Federal deficit
will occur in FY 1976 and FY 1977 following the deficit of
$43.6 billion in FY 1975. These unusual deficits result
from: (1) an erosion of current tax revenues caused by the
severe economic recession; (2) a temporary increase in
Federal outlays intended to moderate the impact of the
recession; (3) a permanent type increase in Federal outlays
resulting from past legislative decisions and the initiation
of new spending programs; and {4) the tax relief provided by
the temporary Tax Reduction Act of 1975. The return to
strong economic activity will restore the tax collections to
a more normal level and reduce the temporary outlays directly
related to the recession but this will not solve the fundamental
erosion of fiscal stability caused by the rapid escalation
of Federal spending and periodic permanent tax cuts.

Some analysts have claimed that the budget deficits of
FY 1975 and FY 1976 are merely aberrations which will
disappear once the economy returns to a normal pace. Unfor-
tunately, the historical pattern of Federal budget deficits
and the outlook for future fiscal years does not support
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this optimistic conclusion. At the end_of F¥ 1976 we will
record the fifteenth Federal Budget deficit in the last
sixteen years. Furthermore, the pattern of increased Federal
spending is not concentrated in the "temporary" automatic
stabilizers associated with the recession. As summarized in
Table 4, large spending increases have occurred throughout
the permanent programs of the entire government. Even the
emergency programs created for temporary relief tend to
become part of the permanent activities of government.

The rapid increase in Federal outlays is not necessarily
wrong if one agrees that more functions should be transferred
from the private sector to the government. My strong
preference is to maximize the role of the private sector
because I believe that it is more efficient and responsive -
to the interests of our people and because I believe this
approach provides for more individual freedom. This debate
will continue and we cannot hope to resolve it during these
hearings. However, one basic consideration is indisputable:
When the combination of private and public sector demands
exceeds the productive capacity of our economy an inflationary
overheating of the economic system occurs. The total productive
capability of the entire economy must be identified as a
beginning point for ranking and selecting claims against the
potential national output. Estimating the total economic
capacity of the system and the existing private and public
claims would help us avoid the simplistic arguments that
additional government programs can be continuously created
to meet every claim by simply shifting resources from the
private to the public sector. Adding new government commitments
is not feasible if the productive capacity of the economy is
exceeded. This basic guideline has been frequently violated
as total demand has increased too rapidly for the economic
system to absorb. When this happens the economy begins a
boom and bust sequence with severe inflation and unemployment
distortions, such as occurred in the mid-1960's and again
during the early 1970's.

Some analysts have claimed that adding new government
spending programs is no threat because of the amount of
slack created in the economic system by the severe recession.
Beyond the fact that our measures of capacity and excess
resources are very uncertain, I believe that this recommendation
misses the basic point: The fiscal decision of the past
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have already eroded our fiscal flexibility in responding to
the problems of the present and the future. If we accept

the recommendations to expand Federal spending even more we
will create permanent claims that will further disrupt the
allocation of resources in the future. Many government
programs now involve an "entitlement authority" which makes
the actual outlays open-ended depending upon the eligibility
rules and benefits established. There has been a tendency

to liberalize both guidelines and many government programs

are now indexed so that they rise automatically as inflation
occurs. Other outlays are required by specific legislative
and contractual agreements. In the future, there should be

no such thing as an "uncontrollable" Federal budget commitment
because the Congressional Budget Committee discipline will
require careful consideration of priorities and the elimination
of ineffective programs during the annual appropriations,
process. We must correct the historical approach of merely
continuing existing programs so that any new claims were
typically "added on" to current outlays.

I believe that by concentrating on short-term stabilization
goals rather than the long-term allocation of resources our
fiscal policies have actually become a disruptive force.

Too often fiscal policies have lagged economic developments
so that the desired stimulus or restraint typically arrives
long after the economic situaticn has changed. The "emergency"
spending programs created to pull the economy out of a
recession often exaggerate the subsequent overheating of the
economy and create additional commitments that last far into
the future. A corresponding reducticn of such programs
during periods of economic expansion 1s unusual because the
Executive Office and the Congress have been unwilling to
shift their attention to longer-term goals or to face up to
the agonizing experience of saying no.

This country now faces tne reality of a strong challenge
to our basic fiscal stability. Your Committee is a key
factcr in determining whether or not this challenge will be
met. In preparing your Second Concurrent Resolution to
Congress I hope that you will consider the future course of

fiscal policies -- particularly the escalating pattern of
Federal spending and "off-budget" commitments -- as well as
the need tc develop guidelines for FY 1976. We need to

consider longer-term gcals by relating the future impact of
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current government spending actions. When we consider the
total impact of our fiscal decisions we will recognize that
individual pieces of legislation cannot simply be added to
existing commitments without considering what current claims
need to be eliminated or curtailed. Too often we have
ignored the economic discipline of allocating scarce resources
to different claims according to national priorities which
are responsive to the interests of the American public. The
economic distortions of the past decade indicate that this
was a costly decision. Your Committee has a major opportunity
to help correct these distortions and I look forward to
working with you as you attempt to achieve that goal. Thank
you.
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TABLE 1
FEDERAL BUDGETS
CHANGES IN THE UNIFIED BUDGET OUTLAYS
BY FISCAL YEAR, 1961-1976

(dollars in billions)

Fiscal Year over Federal Dollar Percentage - Surplus

Preceding Year Outlays Increase Increase or Deficit
1961 $ 97.8 $ 5.6 6.1 -3.4
1962 106.8 9.0 9.2 -7.1
1963 111.3 4.5 4.2 -4.8
1964 118.6 7.3 6.1 -5.9
1965 118.4 -0.2 - "=1.6
1966 134.7 16.3 - 13.8 -3.8
1967 158.3 23.6 17.5 -8.7
1968 178.8 20.5 13.0 -25.2
1969 184.5 5.7 3.2 +3.2
1970 196.6 12.1 6.6 -2.8
1971 211.4 14.8 7.5 -23.0
1972 231.9 20.5 9.7 -23.2
1973 246.5 14.6 6.3 -14.3
1974 268.4 21.9 8.8 -3.5
1975 324.6 56.2 20.9 -43.6

Source: Economic Report of the President, February 1975,
Table C-64, p.324, for years 1561 through 1974;
1975 figure from Final Monthly Treasury Statement
of Receipts and Outlays of the United States
Government, for period from July 1, 1974 through
June 30, 1975.




TABLE 2

Net Unified Budget Receipts, by Source, Percent of Total, and Five-year Average
Fiscal Years 1971-1975

: 5-year

1971 ; 1972 ; 1973 ; 1974 ; 1975 . average

Fiscal Year ($ billions)

Individual income taX ...ceccececeecoosascoisssscssssossasscsoccens 86.2 94,7 103.2 119,0 122.4 105.1
Corporation income £a@X .e.cececeersorcocacssssssosoasscsacssssnnss 26.8 32.2 36.2 38.6 40.6 34.9
Employment taxes and contributions ............. cresesecacecsnsnese 41.7 46.1 54.9 65.9 75.2 56.8
Unemployment insSurance ......ceccoeeosescesoscssecarsccsncoscs oo 3.7 4.4 6.1 6.8 6.8 5.5
Contributions for other insurance and retirement .....ccccccceceee 3.2 3.4 3.6 4.1 4.5 3.8
Excise taXes e.cecocevcocosccon A 16.6 15.5 16.3 16.8 16.6 . 16,3
Estate and gift taxes ..cceceecovass ceeeee cerececsas P 3.7 5.4 4.9 5.0 4.6 4,7
Customs duties ...ccecescoccoccocasnns ceeceescssscsssesennas - 2.6 3.3 3.2 3.3 3.7 3.2
Miscellaneous receipts ........ cececenne Ceeieceeseesesassges st 3.9 3.6 3.9 5.4 6.7 4.7
Total budget receipts ...... ceeecenoens ceecseessenns R ces 188.4 208.6 232.2 264.9 281.0 235.0
Fiscal Year -~ Percent
Individual income taxX ...c.coectecccsecscsons secasecstosesassnacnnes 45 .8% 45 ,47% 44 ,5% 44, 9% 43.,6% 44..7%
Corporation income tax ......... cecesesiannes cetessessesss creesse 14.2 15.4 15.6 14.6 14.5 14.8
Employment taxes and contrlbutlons Ceeecesecseessasasrasessesaaases 22,1 22.1 23.6 24.9 26.8 24,1
Unemployment inSUTANCE ...oseeceossvosccscnssoccanscans cesesassves 2.0 2.1 2,6 2.6 2.4 2.4
Contributions for other insurance and retirement .....c.ccecoeeces 1.7 1.6 1.6 1.5 1.6 1.6
Excise taxes ...... tecescsecscsscensns o Ceeceseusccsssscansosanse 8.8 7.4 7.0 6.4 5.9 7.0
Estate and gift taXesS ....cocecceseoracnccossscosscaratcacoscoccne 2.0 2.6 2.1 1.9 1.6 2.0
CUSELOMS AUELES eoeveoesecosososaosososcsssassosasoscotoscsasncoscss 1.4 1.6 1.4 1.3 1.3 1.4
Miscellaneous receipts c.eeeecses Ceescecanns teeeeecscsessssnennans 2.0 1.7 1.7 2.0 2.4 2.0
Total budget receipts «...ceeecesccerascaccsveccoraccvecsnnccoes 100.0 100.0 100.0 100.0 100.0 100.0
Office of the Secretary of the Treasury September 18, 1975

Office of Tax Analysis

Note: Figures are rounded and may not add to totals.



TABLE 3

Budget Estimating Errors

! Overestimate (+) or Underestimate (-)

as a Percent of the Actual Figure
Estimates made 18 months Estimates made 6 months
prior to the end of the prior to the end of the
fiscal year fiscal year
Fiscal
year Outlays Receipts Outlays Receipts
1950 1/ +4.1 +10.3 +7.8 +1.9
1960 1/ -0.3 -1.7 +1.6 " 40.2
1970 2/ -0.7 +2.6 +0.7 +2.9
1971 2/ -5.0 +7.3 +0.6 +3.1
1972 2/ -1.1 +4.3 +2.0 -5.2
1973 2/ -0.1 -4.9 +1.3 -3.1
1974 2/ +0.1 -3.4 +2.3 +1.9
1975 2/ -6.2 +5.0 -3.4 -0.8

. Office of the Secretary of the Treasury September 19, 1975
. Office of Tax Analysis

: l/ Administrative budget.

2/ Unified budget. The first estimate on a unified budget basis was
prepared in January 1968. ‘



TABLE 4

CHANGES IN BUDGET OUTLAYS BY FUNCTION; FY 1976 over FY 1975

(millions of dollars)

Change over House Budget Committee
Function EY 1975 | FY 1976 FY 1975 Resolution (3) _
(1) (2) FY 1976 Change over FY 1975
National defense -~=--—cmmmm e 87.4 94.1 +6,7 89.7 +2.3
International affairs--=---—c-cmmmcmmmm e 5.0 5.5 +0.5 4.9 -0.1
General science, space, and technology----=-=-e-ceccecccaccaa 4.3 4.6 +0.3 4.6 +0.3
Natural resources, environment and energy------—==ececeececaac 9.7 10.3 +0.6 11.5 +1.8
Agriculture-===--e-cec e e e 1.8 2.0 +0.2 1.8 -
Commerce and transportation==----ccecmccmcmmcccccccccccao 12.6 15.7 +3.1 19.8 +7.2
Community and regional development-==---cccccccccccccacca- 4.6 6.1 +1.5 9.5 +4.9
Education, manpower and social services---=-=--cecccccaaaa 15.0 16.8 +1.8 20.4 +5.4
Health--===--cccca-a intateinteteiainbbiedebe b bl e Ll D D D L b e 27.6 29.0 +1.4 30.7 +3.1
Income security----- et D L et L L L LT 109.1 122.8 +13.7 123.9 +14.8
Veterans benefits and services-------cccmcccmmccmcccccceea 16.7 17.1 +0.4 17.4 +0.7
Law enforcement and justice----=-cmccmcceccc e 3.0 3.3 +0.3 3.4 +0.4
General government-=----=----~eccccccc e cccmec e 2.7 3.2 +0.5 3.4 +0.7
Revenue sharing and general purpose fiscal assistance----- 7.0 7.3 +0.3 7.2 +0.2
Interest--—-=-=c-crcmmmc e e 31.2 34.4 +3,2 35.0 +3.8
Allowances-—-==—=----emeece e cc e e e e - e -— -- 6.8 +6.8 1.1 +1.1
Undistributed offsetting receipt§ ------------------------- ~14.1 -20.0 +5.9 -16.2 +2.1
Total -=-ce--—mc-cccacana D L e L 323.6 358.9 +35.3 368.2 +44.6

(1) Mid-Session Review of the 1976 Budget, May 30, 1975, Table 9, p.15.

(2) FY 1976 Administration estimates as published in Mid-Session Review of the 1976 Budget.

(3) First Concurrent Resolution on the Budget-Fiscal Year 1976, Report of the Budget, House of Representatives,

Appendix A-2, p.49.
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STATEMENT BY THE HONORABLE WILLIAM E. SIMON
SECRETARY OF THE TREASURY
BEFORE

THE HOUSE SUBCOMMITTEE ON APPROPRIATIONS
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Mr. Chairman and members of the subcommittee:

I am pleased to be here with you today to consider the
Department of the Treasury budget requests for operating
appropriations during fiscal year 1977.

Let me introduce my associates - Mr. Donald Alexander,
Commissioner of IRS; Mr. David Macdonald, Assistant Secretary
for Enforcement, Operations, and Tariff Affairs; Mr. Warren
Brecht, Assistant Secretary for Administration; Mr. David
Bradford, Deputy Assistant Secretary for Tax Policy; and
Mr. Arthur Kallen, Director of my Office of Budget and
Finance. .

Mr. Chairman, .the members of this subcommittee have always
worked with the Department in a highly cooperative spirit. I
fully intend that I and officials of the Department will con-
tinue the same effective and harmonious relationship that has
characterized our joint efforts in the past.

As your schedule indicates, the Treasury bureau heads
have already appeared before this Committee to justify their
individual requests in detail. As a summary of their testimony,
I would like to insert for.the record a more detailed Treasury

bureau addenda. At the conclusion of my statement, I will be

pleased to discuss any matters relating to the bureaus which

the Committee may wish to review with me.

WS-622
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With your permission, Mr. Chairman, I would like to make
a short general statement on the overall economic situation
and the Administration's total budget, before discussing the
Treasury Department's FY 1977 budget. Much more was said
earlier on this topic when I testified before the full House
Appropriations Committee last week.

Since 1962, Federal Government outlays have roughly
quadrupled from $106 billion to the $394 billion proposed for
1977. In fiscal year 1965, outlays in the federal budget
accounted for about 18 percent of a $658 billion Gross National
Product. For fiscal year 1977, outlays will be over 22 percent
of a $1.8 trillion GNP. Government spending has been growing
at a faster rate than the underlying economy which supports it.
More and more, economic decision-making is being taken out of
private hands, where we believe it is most efficiently and
responsively handled, and placed in the hands of government.
Believing that the path to a truly durable economic recovery
lies in the private sector, we hope to redress this trend in
fiscal year 1977.

The rise in Federal Government spending not only has
outstripped the growth in the economy, but has also surpassed
the growth in revenues, thereby causing record budget deficits.
In fiscal year 1975 the budget deficit was $43.6 billion, and
in FY 1976 it will be almost $76 billion. By FY 1977, we

hope to reduce this deficit to $43 billion, and begin the
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long road back to fiscal responsibility with a budget surplus
by FY 1979. These deficits require Treasury financing, which
in turn places significant strains on our financial markets
and nudges aside many a would-be borrower from the private
sector. Over the past 10 years, the Federal Government
(including the off-budget agencies) has borrowed over a third
of a trillion dollars. In the current fiscal year, over 80
percent of all funds in the securities market will be
absorbed by the Federal Government.

The most pressing goal of fiscal policy must be to bring
the spiraling growth of government spending under control and
to move toward budget balance as the economic recovery gains
further momentum. The President's budget, which calls for
limiting fiscal year 1977 spending to $394 billion instead of
the $423 billion projected, is a positive step toward this
goal. Even with this program, outlays will rise by about
$21 billion from fiscal year 1976--an increase of 5.5 percent.
Thus, the President's program is not a massive or indiscriminate
slash in spending, as some allege, but is rather a necessary
step in restraining the rapid growth in outlays and bringing
about responsible fiscal policy so as to sustain a solid
economic recovery in a non-inflationary environment.

I would now like to turn from the broad overall budget

environment to the specifics of the Department's request.
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Treasury Department Fiscal Year 1977 Overview

The operating accounts budget before you reflects our
continuing efforts to strike a reasonable balance between the
needs of the Nation's economy and the needs of our Department.
In keeping with the President's efforts to prevent a runaway
growth of government, minimize inflation, and produce a
balanced budget within three years, we have tightened our
belts and requested additional resources only where the workload
clearly dictates. On the other hand, while we are trying to
set an example of efficiency and economy, we have not sought
to reduce spending below levels that are essential if the
Department is to carry out its responsibilities relating to
the financial and economic affairs of the Nation. We have
attempted to protect our revenue production capacity and carry
out effectively our law enforcement duties. I am sure the
testimony of the bureau officials made these points very clear
to the Committee.

Our estimates as contained in the President's budget for
the new October 1, 1976 to September 30, 1977 fiscal year
indicate that Treasury will require a total of $2.6 billion
for operating accounts as compared to almost the same amount
in FY 1976. (This figure is broken down in detail in Table 1,
which I would like to insert for the record.) You will note
that this request represents an increase of $14.2 million and

a decrease of 2,172 average positions compared to our 1976
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levels. The real program level for the Department has been
reduced somewhat, partially offset by productivity gains, as
part of the tough budgetary decision process. This result is
masked, however, by the effects of the October 1975 pay increase,
which added costs of $62.7 million to the 1976 budget and a
corresponding cost of $90.1 million for a full year in FY 1977.
Thus, comparing 1976 with 1977, it is clear that the increase

in total proposed outlays is only'nominal, and we have reduced
our average positions some 2 percent.

Highlights of Expected Program Accomplishments for FY 1977

These funds will enable us to meet the workload generated
in our many programs. Here are some brief highlights of the
Department's budget for fiscal year 1977:

In the Internal Revenue Service, for example, the funds

we are asking for are adequate to permit us to assist 40 million
taxpayers, which represents roughly about 47 percent of the
individuals filing tax returns. This is 4 percent lower than
1976. In our Collection activities we anticipate being able

to collect, in a timely fashion, about $230 million of delinquent
returns, although our inventory of unprocessed returns is
expected to increase slightly. In the Audit of tax returns,

we will be examining approximately 2.39 million returns, which

is not far different from last year's program of 2.42 million
examinations. The rate of coverage of full examinations will

decline from 2.5 percent to 2.4 percent because of a growth in



tax return filer population. We are also making in our Service
Centers 1.8 million adjustments for items on tax returns, up
from 1.4 million in 1976. This increase is due mainly to a
higher level of activity in the Information Returns Matching
Program. We expect to process 600,000 more tax returns, with

211 less average positions, in the IRS data processing operations,

In our Fiscal Service we anticipate a volume of 666 million

checks issued, 777 million paid, and 1.2 million check claims,
Savings bonds issues and retirements in 1977 are expected to
reach an estimated 289.6 million pieces, an increase of
6 million over 1976. Transactions in other Treasury securities
are expected to reach 12.5 million in 1977, which is .5 million
above the 1976 level.

We expect a total production of almost 16 billion coins

at the Mint, which is an increase of over 1.9 billion from the

prior year.
We expect to increase our level of Compliance enforcement

in the Office of Revenue Sharing by a modest amount.

In the Bureau of Alcohol, Tobacco and Firearms, we are

proposing no new program initiatives, but we do expect to

carry out fully the President's Concentrated Urban Enforcement
Program which was approved for three cities by the Congress in
the 1976 supplemental. This program is a four-pronged approach
to significantly reduce the criminal misuse of firearms in all

of the Nation's major metropolitan areas.
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The Secret Service will receive and investigate 237,000

cases involving counterfeiting, check and bond forgeries,
protective intelligence, and other criminal and non-criminal
matters, a 9.8 percent increase over the 215,852 cases in
fiscal year 1976.

And, finally, we anticipate that the Customs Service will

be handling an increased number of persons entering the country--
267 million, up 4 percent from FY11976——as well as starting
their new responsibilities under the generalized system of
preference, as provided by the Trade Act of 1974. With 319

less positions, we will need to be vigilant to prevent a
denigration in the level of inspection quality or interdiction

capability.

1977 Budget Summary

Overall, the President's budget for the Department of the
Treasury requests budget authority of $56,335,284,000 for
FY 1977--an increase of $5,842,918,000 over 1976. Of this

increase, $7,300,000,000 is for interest on the public debt.

Incidentally, I might note that the FY 1977 interest payment
on the public debt is estimated at $45 billion--a compelling
reason to make every effort to stem the rising cost of the
Federal Government. $187,500,000 of the increase is for

Revenue Sharing, $14,172,000 for operating accounts, with an

offsetting reduction of $1,658,754,000 in all other accounts.

Funds for the Department's operating programs have been held



essentially level at $2,575,797,000, an increase of only

$14,172,000 over 1976. As I noted earlier, this apparent

increase largely reflects the effect of the October pay raise.
Our net outlays for the Department are estimated at

$56,309,963,000, of which $45,000,000,000 is for interest on

the public debt; $6,548,504,000 is for Revenue Sharing; and

$2,575,356,000 is for the Department's operating programs; and

$2,186,103,000 is for all other accounts, such as interest on

IRS refunds, Customs collections in Puerto Rico and Virgin

Islands, IRS collections in Puerto Rico, Claims, Judgments

and Relief Acts, and the expenses for administering the New
York City Seasonal Financing Fund.

The budget provides for a reduction of 2,172 average position
for the operating accounts for a FY 1977 total of 110,668 compared
with 112,840 in 1976. We have made every effort to economize, in
keeping with the need to reduce Federal Government spending; we
are convinced that we can increase our productivity, so as to
continue to carry out our responsibilities. We expect a minimal
reduction in the quality of our service or level of enforcement
as compared to FY 1976.

One reason for confidence in our ability to meet the
1977 budget challenge has been the fine support given the
Department by this Committee over the past several years.

While we are reducing our average positions this year, in the
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longer run context, I believe the Department has fared well in
obtaining the resources needed to meet its workload. For
example, the five-year period 1971-1976, Treasury increased
average employment from 87,384 to 112,840. With this solid
base, I believe this year's budget, combined with careful
management attention, will enable us to do our job.

FY 1977 Budget Changes

I would like to insert Table 2 into the record to show
the relationship between our average position and dollar require-
ments, as well as Table 3, which providgs the detailed derivation
of Treasury's "Proposed Authorized Level for 1976." Also attached
is a chart depicting the relative size of the Treasury bureaus
for 1977. Following is an outline of the significant increases
and decreases for our 1977 request.

Budget Authority - Net +$14,172,000

+$19,884,000 -- to meet workload increases, including such

major items as:

- $5.4 million for IRS for processing tax returns
and employee plans workload;

- $7.4 million for the Fiscal Service for
issuing and paying checks;

- $5.5 million for the Bureau of the Public
Debt for costs related to the redemption

of public debt securities;
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+$24,

+S17,

+$22,

273,000

000,000

327,000

500,000

068,000

568,000

379,000
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- $.6 million for the Secret Service for
protection related to Bicentennial foreign
dignitary travel;

— ¢.2 million for additional coins; and

- ¢.8 million for all other related workload.

to provide for full funding by AT&F of the

Concentrated Urban Enforcement program.

for payments to sﬁate and local governments for

protection of permanent foreign diplomatic missions

under extraordinary circumstances.

for equipment replacement in Bureaus of the Mint

and Alcohol, Tobacco and Firearms.

for repairs and improvements to Treasury

buildings.

for full-year costs of civilian pay increases

authorized by Executive Order 11881.

to provide full-year cost in 1977 for programs

authorized for part of 1976.

is the remaining cost to maintain current levels

of operation offset by nonrecurring costs and

savings--within-grade promotions, grade to grade
promotions, and annualization of space costs.

Included also are the severe effects of inflation

reflected in greatly increased prices for such

things as printing, communications, utilities, and

operating supplies.
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These increases are offset by significant decreases:

-$77,142,000 -- a decrease reflecting program reductions in

FY 1977 includes such items as:
- Equipment

- Premium Pay

- Audit of Tax Returns

- Taxpayer Service

= Illicit Liquor Program

-$ 9,685,000 -- for productivity savings for most Treasury bureaus.

Employment - Net Decrease of 2,172 Average Positions

+

443 average positions of new employees to meet workload
increases, including such major items as: 172 average
positions for workload related to Employee Plans; 129
average positions for issuing and paying checks; 102
average positions related to the redemption of Public
Debt securities; 11 average positions for additional
coins; 16 average positions for staff support in Office
of the Secretary; and 13 average positions for Office of
Revenue Sharing.

504 average positions to provide for full funding of the
Concentrated Urban Enforcement Program (AT&F).

390 average positions to provide full-year cost in 1977

for programs authorized for part of 1976.



These increases are offset by the following decreases:
-2,119 average positions for program reductions in FY 1977,
reflecting the program decreases mentioned previously.
- 720 average positions resulting from lower inventories in
the IRS Collection activity.
- 670 average positions for productivity savings.
Mr. Chairman, the budget before you is a lean request.
The minor program increases have been\substantially offset by
program reductions and other cost-saving actions. We have
reduced employment by 2,172 average positions and held=the line
on resource requirements while at the same time providing for
the accomplishment of the projected FY 1977 workload increases.

I shall, of course, welcome the opportunity to answer any

questions you may have. Thank you.
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THE DEPARTMENT OF THE TREASURY
Annual Appropriations for Treasury Department for 1976
and Estimated Requirements for 1977
(In Millions of Dollars)

1976
Proposed 1977 Change
Authorized Budget over

Level 1/ Estimate 1976

Regular Operating Appropriations:

Office of the Secretary 27.7 27.0 -7
Office of Revenue Sharing 3.0 3.8 .8
Federal Law Enforecement Training
Center (Salaries and Expenses) 12.0 8.5 -3.5
Bureau of Government Financial
Operations:
Salaries and Expenses 131.7 147.2 15.5
Government Losses in Shipment o7 ) -.2
Eisenhower College Grants 1.0 - -1.0
Hoover Memorial Fund 7.0 - -7.0
Bureau of Alcohol, Tobacco and
Firearms 109.7 125.3 15.6
U. S. Customs Service 319.1 324,1 5.0
Bureau of the Mint:
Salaries and Expenses 1.2 43,2 2.0
Construction of Mint Facilities 3.4 - 3.4
Bureau of the Public Debt 105.6 11k.5 8.9
Internal Revenue Service:
Salaries and Expenses 45,8 u6 .7 .9
Accounts, Collection and
Taxpayer Service 791.7 789.9 -1.8
Compliance 854,0 834.9 -19.1
Tota-]-, IRS 1369105 l, 7105 -20.0
U.S. Secret Service 108.0 110.3 2.3
TOTAL, Regular Operating Appro-
priations $2,561.6 $2,575.8 4.2

NOTE: Amounts are rounded and do not add to total.

1/ Includes pay increases authorized by Executive Order 11881 effective
October 1, 1975, and program supplementals for the Bureau of the
Public Debt and the Bureau of Government Finanical Operations.

760089
Januvary 13, %??5
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THE DEPARTMENT OF THE TREASURY
Comparative gtatement of Average Positions
Fiscal Years 1976 and 1977
(Direct Appropriations Oonly)

1976
Authorized 1977 Change
Level Estimate over 1976
Regular Annual Operating Appropriations:
Office of the Secretary 816 839 +23
Office of Revenue Sharing 10k 123 +19
Tederal Law Enforcement Training
Center 256 240 -16
Bureau of Government Financial
Operations 2,518 2,557 +39
Bureau of Alcohol, Tobacco and
Firearms 4,062 4,573 +511
U. S. Customs Service 13,255 12,936 -319
Bureau of the Mint 1,934 1,925 -9
Bureau of the Public Debt 2,499 2,539 +40
Internal Revenue Service:
Salaries and Expenses 1,874 1,771 -103
Accounts, Collection and Taxpayer
Service Ll ,2L8 L2567 -1,681
Compliance 38,042 37,221 -821
21oc0—
Total, IRS 8Ly, 16L% 81,559 2,605
U. S. Secret Service 3,232 3,377 +1h5
TOTAL, Regular Annual Operating
Appropriations 112,840 110,668 -2,172
760090

January 13, 1976
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THE DEPARTMENT OF THE TREASURY

Derivation of "Proposed Authorized Level for 1976"
(in thousands of dollars)

1976 Appropriation 1/ $2,465,859
Supplemental Appropriation (P. L. 94-157) = 16,000

Proposed Supplementals:
l. Pay Increase:

a. Classified $62,248
b. Wage Board Y52
62,700

2. Program:

a. Public Debt - Provides for increased
reimbursement to the Federal Reserve Banks
(3,746), increased reimbursement to paying
agents for redemption of savings type
securities (276), reimbursement to U. S.

Postal Service for increased mailings of
securities (1,348), increased cost of
space and services (1,123).

....................... 6,493

b. Government Financial Operations - to
provide for reimbursement to the U. S.
Postal Service resulting from the postal
rate increase -—-—=-—----- 10,573 17,066

Proposed Authorized Level for 1976=-----=cmmmmmmoomo . 2,561,625

1/ Includes $5.5 million for the Bureau of Alcohol,

" Tobacco and Firearms (Concentrated Urban Enforcement)
and $10.5 million for Secret Service (Protection of
Foreign Dignitaries).

760091 B
January 13, 1975
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Department of the Treasury

Operating Appropriation Levels
Total $2,575,797 (thousands)

OFFICE OF REVENUE SHARING
$3.810 0.2%
FED. LAW ENFORCEMENT TNG CTR
0.4%

$8,450
OFFICE OF THE SECRETOA%RY
1.

$26,972
i

INTERNAL REVENUE SERVICE
$1,671,500 64.9%
S&E $46,700-1.8%

ACTS 789,900-30.7%
COMP 834,900-32.4%

Fiscal Year 1977
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ADDENDUM
BUREAU STATEMENTS

Office of the Secretary

The Office of the Secretary provides for functions that are
directly attributable to the Secretary of thé Treasury as a major
policy advisor to the President and for executive direction of
the Department. The Office assumes primary responsibility for
the direction and coordination of all Treasury activities, and
direct responsibility for formulating and recommending domestic
and international economic, tax, fiscal and monetary policies.

The appropriation also funds general maintenance, and major repairs
and improvements to the Main Treasury and Annex Buildings.

The appropriation request for fiscal year 1977 is $27 million
and 839 average positions. The estimate is $.7 million less and
23 average positions more than the authorized level for fiscal year
1976. The major elements which comprise this change are $.5 million
for repair and improvements to the Main Teasury and Annex Buildings,
S.4 million and 16 average positions for new and increased program
responsibilities, 7 average positions and $1.9 million for increases
to maintain the 1976 level of operations in 1977, offset by a re-
duction in the repairs and improvements program and other nonrecurring
equipment costs and savings of $3.6 million.

A total of 21 new positions is being requested for the staffs
in the various supporting organizations of the Office of the
Secretary. These include six positions in the Office of Debt

Analysis, one position in the Office of Tax Analysis, two positions
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in the Office of the Assistant Secretary (EO&TA) , eight positions
in the Office of Equal Opportunity Program, one position in the
Office of the General Counsel, one position in the Office of
Personnel, and two positions in the Office of Administrative
Programs. This request represents the minimum needs necessary

to accomplish our mission of providing guidance, direction, and

overall supervision for the many functions of the Department.

7
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Office of Revenue Sharing

The Office of Revenue Sharing was established to implement
the General Revenue Sharing Program as authorized by Title I of
the State and Local Fiscal Assistance Act of 1972 (P.L. 92-512).
Through General Revenue Sharing, $30.2 billion from federally -
collected individual income tax receipts is being returned over

a five-year period to nearly 39,000 recipient governments. The

77

Office of Revenue Sharing assumes responsibility for the distribution

of revenue sharing monies, maintaining detailed accounting records,
insuring compliance with the requirements and provisions of the
law, and reporting at regular intervals to Congress, recipient
governments, and the general public on the revenue sharing
program.
The appropriation request for fiscal year 1977 is $3.8
million and 123 average positions. The estimate for fiscal year
1977 is $.8 million and 19 average positions higher than the
authorized level for fiscal year 1976. The major elements that
comprise this increase are $.4 million and 13 average positions
for increased program responsibilities, and $.4 million and six
average positions to maintain the 1976 level of operations in 1977.
A total of 21 new positions is being requested for the
Compliance Division, and will improve the civil rights and financial

compliance programs as required by the General Revenue Sharing Act.
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Federal Law Enforcement Training Center

Salaries and Expenses

The request for the Federal Law Enforcement Training Center
for Fy 1977 is $8.5 million, a decrease of $3.5 million and 16
average positions from the FY 1976 appropriation. This is net
of the following items: an increase of $115 thousand for plant
operations; an increase of $1.0 million for increases to
maintain the current level (within-grades, annualization of pay
costs, etc.); and a decrease of $uy.7 million for one-time costs
related to the move to Glynco, Georgia; decreases in training
projections; and other nonrecurring costs.

The eight-week Criminal Investigator School (C.I.S.) will
continue to provide basic training for new agents of the 24
participating agencies and, on a space-available basis, to
personnel from other Federal organizations. It is estimated that
the C.I.S. will train 659 students in FY 1977.

The Police School (PS) will continue to provide basic
training in police techniques and enforcement law for recruits from
ten Federal law enforcement agencies. The full course for recruits
attending the Police School is a l2-week program. In addition,
the staff of the Police School conducts some special 8-week and 5-week
classes.

The Center conducts full-time driver training on a temporary

course which will be used until the permanent course is constructed.
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Advanced, In-Service, Refresher and Specialized (AIRS) driving
training is also conducted for requesting agencies, and the
Center is moving further into this area. The curriculum
includes training in high-speed driving, defensive driving, and
skid recovery techniques. In addition, firearms training is
also conducted on behalf of the Center with 1,562 students to be
trained in FY 1977.

Construction

No appropriation is requested for this account. The Center
has been authorized to spend $28 million for permanent construction
at Glynco, Georgia. These funds will come from amounts previously
appropriated by the Congress.

The Master Plan for the Glynco facility is currently being
finalized. It will call for utilizing some or all of the permanent
buildings and facilities now in use at Glynco, as well as
construction of new facilities. The first priorities for
additional construction under the Master Plan are the completion
of dormitories begun, but not completed, by the Navy; and the
construction of a modern, up-to-date, indoor firing range. New
construction to house additional classrooms and training support
activities is also planned as part of the Master Plan -- as well
as a permanent driving range facility for our Driver Training
program. In addition, other renovation, demolition and upgrading
of the facility will be undertaken consistent with our approved

Master Plan.
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Bureau of Government Financial Operations

Salaries and Expenses

The 1977 estimate for the Bureau of Government Financial
Operations is $147.2 million -- a net increase of $15.5 million
above the 1976 level. Of this increment, $9.2 million is for
the annualization of the recent postal rate increase. Outlays
for equipment which will provide service and benefits in future
years total $2.8 million -- $1.6 million for the purchase of
equipment and $1.2 million for the rental of equipment with a
purchase option.

Other increases totaling $6.2 million are necessary for
financing incremental workloads, additional functions and those
increases necessary to maintain in 1977 the current levels of
employment and operations. Offsetting reductions for nonrecurring
equipment purchases, compensation for one less workday, and
management savings other than those reflected in the workload
areas, amount to $2.7 million.

An increase of 18 million brings the total volume of
issuances, primarily checks, to 666 million for 1977. The Bureau
expects to pay 777 million Government checks and to reconcile such
payments against issues reported by disbursing officers. 1In
addition, an increase of 107 thousand check claims over the 1976
level will bring total claims for lost, stolen and forged checks
to 1.2 million. Productivity increases of over 2% are anticipated

in all work volume areas.
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Government losses in shipment

This self insurance account covers losses in shipment of
government property such as coins, currency, securities and
losses in connection with the redemption of savings bonds. An
appropriation of $500 thousand is requested in 1977 to cover

these losses,



Bureau of Alcohol, Tobacco and Firearms

The appropriation request for the Bureau of Alcohol, Tobacco
and Firearms for fiscal year 1977 totals $125.3 million, an
increase of $15.6 million over the proposed authorized level for
fiscal 1976. Of this increase, $13.3 million is for program
increases, $9.7 million is for maintenance of current operating
levels with a $7.4 million offset for nonrecurring costs.

The program increase of $13.3 million is requested to fund
the balance of the Concentrated Urban Enforcement (CUE) program
to combat illegal traffic in firearms and explosives. This
program was requested by the President in his June 1975 message
on crime and was authorized by Congress in Public Law 94-157,
which provided funds to implement the program in three of the
eleven cities contemplated. This program has four basic objectives.
The first is to trace guns seized in crimes to determine the
channel of illegal gun commerce. Second is the investigation
and elimination of major illegal sources of weapons. Third, is

the use of concentrated enforcement techniques to perfect cases

against persons using firearms and expiosives in criminal activities.

Four, expanded dealer compliance efforts will be made to assure
stricter conformity to rederal firearms and explosives laws.

An intensive effort will also be undertaken to deny terrorists
and organized criminals access to explosives through a nine point

enforcement program.

§d

The bureau regulation of the legal alcohol and tcobacco industries

will assure collection of proper taxes which are projected at

nearly $8.2 billion in fiscal 1977.
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U. S. Customs Service

The budget request for the Customs Service is $324.1 million.
This level reflects a net increase of $5.0 million over the FY 1976
proposed authorized level. No program increases have been requested;
however, the Service is requesting $16.0 million to maintain current
levels, offset by a reduction of $11.0 million for nonrecurring one-
time costs, equipment, and program reductions.

The Customs Service is continuing their intensified efforts in
all areas of their enforcement responsibility. In fiscal year 1975,
Customs expended 240 more work-years on special enforcement than the
previous year. This includes the areas of general enforcement,
smuggling, fraud, cargo surveillance, added inspections of vessels,
cargo and persons, and a wide range of laws and regulations of other
Government agencies.

In the area of drugs, Customs is facing the worst smuggling problem
since the days of prohibition. We are in the midst of a resurgence in
drug usage, espccially heroin abuse, Reflecting this increase is an
increase of 416 percent in heroin sezied to date in fiscal year 1976.
The President in his statement of December 26, 1975, said, "Drug
abuse is =z tragic national problem which saps our Nation's vitality.
it is also a major contributcr to our growing crime rate. All of us
mist redcuble our efforts to combat this problem”., The Customs Service
is the interdiction force at our borders, and, as such, will play a
major role in this new Presidential initiative. The Customs Service

is meeting the challenge of processing on-going workload, increasing
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responsibilities and limited resources, with many improved procedures:
selectivity in inspection of passengers, and in technological assists
through the use of X-ray equipment, communications systems, computers,
aircraft, helicopters, boats and other devices.

The economic downturn begimning in fiscal year 1974 has caused
reductions in the traditional workload indices of the Customs Service.
However, in fiscal year 1976 Customs workloads are again on the rise,
reflecting improved economic factors.

The Customs Service continues to experience increases in workload
that are not captured by traditional workload measures. Tasks mandated
by Congress through recent legislation, such as the Trade Act, and
by the President through the Executive Order process, have placed
additional burdens on the Customs Service. The tasks I refer to
include the Trade Act, the Freedom of Information and Privacy Acts,
and the Executive Orders dealing with labor management relations and oil
importations.

In line with the Administration's policy of reducing Federal
employment and expenditures, some Customs programs in fiscal year 1977
will decrease. However, the Service will make every effort to hold

the program effect to a minimum,
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Bureau of Engraving and Printing

The Bureau of Engraving and Printing designs and produces United
States currency, postage stamps, Public Debt securities, and
miscellaneous financial and security documents.

Operations of the Bureau are financed by mecans of a
revolving fund established in accordance with the provisions of
Public Law 656, approved August 4, 1950. This fund is reimbursed
by customer agencies for the direct and indirect costs of the
Bureau incidental to work and services performed, including
administrative expenses.

For fiscal year 1977 the bureau estimated a delivery require-
ment of approximately 2.9 billion Federal Reserve Notes. Actual
production for the current fiscal year will approximatc 3.1
billion notes, as compared with 2.8 billion notes declivered in
fiscal year 1975. Savings to the Federal Reserve System, estimated
at $27 million in the next 5 years, led to thc announcement by the
Secretary of the Treasury on November 3, 1975, that the Bureau of
Engraving and Printing would commence production of $2 Federal
Reserve Notes and that the first day of issuc would be April 13, 1976,

the anniversary of Thomas Jefferson's birth.
Accordingly, the Bureau started production of a new 52 T'ederal
Reserve Note on November 18, 1975. The design of the s2 note

features a portrait ol Thomas Jefferson on its face and a rendition



- 12 =

of the painting, "The Signing of the Declaration of Independence”,
by John Trumbull, on its back.

Ccurrent plans call for production of 400 million notes by

June 30, 1976, with 225 million available for issuance On April 13,

1976. It is anticipated that 400 million notes will approximate

annual requirements.
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Burcau of the Mint

Salaries and Expenscs

The appropriation request of the Bureau of the Mint for
fiscal year 1977 is $43.2 million, an increasc of $2 million
over the authorized level lor fiscal year 1970. This increase
will provide additional production of 1.9 billion coins raising
the total annual produection to 15.8 billion. Included in our
1977 coin production is a reserve inventory to prevent recurrence
of the just ended one-cent shortage which has becen with us for
the last two years.

In fiscal year 1977 the Philadelphia Mint will producc
coinage strip. The Denver Mint has been converted to a coining
operation only. Denver's strip fabrication cquipment was removed
and replaced by coining equipment, enabling us to increase coin
production.

Construction of.Mint Facilitics

To assure the coinage capability nceded to meet the increasing
coin needs of the Nation, it is essential that we rcplace the Mint
at Denver with a new and modern facility. Thec new Mint will be
needed by no later than 1980 if we are to mecet anticipated demand
of the future.

Under the terms of the Act of Congress of August 20, 1963,
authority for the appropriation of Mint construction funds expired

June 30, 1973, 1In the 93rd Congress, the Department proposed
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legislation authorizing the appropriation of the funds needed for
the new Mint and extendihg the time during which funds could be
appropriated to September 30, 1983. However, the legislation had
to be resubmitted to the 94th Congress.
Requests for additional funds to begin construction of a new

Mint has been postponed until authorizing legislation is enacted.

2
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Bureau of the Public Debt

The request for the appropriation "Administering the
Public Debt" for fiscal year 1977 is $114.5 million, an increase
of $8.9 million above the authorized level proposed for fiscal
year 1976. This appropriation finances operations of the Bureau
of the Public Debt, estimated at $102.3 million, and the U. S.
Savings Bonds Division, estimated at $12.2 million.

The workload of the Bureau of the Public Debt is expected
to remain at a high level in 1977 . Savings bond issues and
retirements are expected to reach 289.6 million pieces, an
increase of 6 million over projected 1976 totals. Transactions
in other Treasury securities have continued to rise and are
expected to increase in 1977.

The major program increases requested for the Bureau relate
to these projected workload increases and would provide for
additional personnel, supplies, and security stock, and for
increased reimbursements to the Federal Reserve Banks, the Postal
Service, and paying agents. It is also necessary to further
automate the registered accounts operation in order to keep pace
with increases in registered security activity. Other program
increases are requested to enable the Bureau to increase productivity

in future years.
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Internal Revenue Service

The Internal Revenue Service budget request for fiscal year 1977
totals about 81,500 average positions and $1.671 billion. These are
decreases of approximately 2,600 average positions and $20 million from
the adjusted fiscal year 1976 levels. The total decreases are net of
program and cost increases offset by program reductions.

The proposed decreases are a direct response to the President’s
program to reduce federal expenditures, and does not signal a decrease in
workload or responsibilities for the tax administration system.

Taxpayer Service

The fiscal year 1977 request for Taxpayer Service totals over
4,000 average positions and $122.8 million, a decrease of some 150
average positions and $1 million. This funding will permit assistance
to over U0 million taxpayers.

Collection

The fiscal year 1977 budget for Collection proposes a level of
.some 11,400 average positions and about $230 million, a decrease of
over 1,200 average positions and $13.2 million. Prior experience
indicates application of these resources should permit the collection
of approximately $2.9 billion in overdue taxes.
Audit

The proposed FY 1977 Audit program totals about 27,600 average
positions and some $591 million, a reduction of some 520 average positions
and some $13 million. This level of funding should permit a total Audit

1/
program of some 4.2 million returns, with a coverage rate under current

2.4 million is used in calculating audit coverage and 1.8 million is
additional Service Center contacts for the unallowable deduction program.
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plans of about 2.4 percent, a decrease from the 2.5 percent expected
for fiscal 1976. Experience suggests that approximately $5.3 billion
in additional tax should be recommended and some $4.5 billion in
additional tax and interest should be assessed.

Employee Plans

The Employee Plans activity, created as a result of the Employee
Retirement Income Security Act (ERISA) of 1974, is budgeted for more
than 1,350 average positions and almost $30.5 million, an increase
of about 170 average positions and $2.7 million. These resources
should enable the Service to process approximately 160,000 of an esti-
mated 350,000 determination requests expected to be filed under ERISA
in FY 1977 as well as operate a small examination program and a delinquent
returns program. The issuance of standard plans and paragraphs and

model plans should help applicants in securing plan approvals.
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U.'S. Secret Service

The appropriation request for the U. S. Secret Service for fiscal
year 1977 is $110.3 million, a $2.3 million increase over the proposed
authorized level for fiscal 1976. Essentially, the request maintains
fiscal 1976 level of activities, but does provide for two program increases,
One is for travel associated with expanded foreign dignitary protection
during the Bicente<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>