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f u iay '2C ,  1975

Befcre  :a le l rd<1r  1975 Cra '^ " ' s  to  a  cLcse,  the  FederaL Gove i -nmeni . , ^ , ' i 1 .1  l iav :

ra i .seC 576-$85 b i l l i , c ,n  in  nc t  new rnor rey  in  t i rc -  I la i ion 's  c r :p i ta l  rnar i - :e - , ts .  C f  t i i i s

s taq '3er ing  an :our t t ,  $2B l  t r ' - l l i , , rn  I rcc j  bec : ,  f ;nance d  r rs  c f  l ,1ay  1 ,  an  a : id i+ . iona1

$7 i  b i l l :on  is ;  sc l :ec iu lec l  t r " - 'be  r . r i sec- l  L ry  ju ie  3C,  an ,J  t l r t - .  rc rna , inc le r  . . .  $ ,10-$ . {9

b i l i i o n . . .  i s  t o  b c  r . : : . s e c l : . n  t l i e  s e c o n , J  h a i f  o f  t h e  c a l c : i i e , r  v e a r .

The enor tn i  L 'u  o f  th r -sc  reqr - r l l c rncnL. :  l ,as  ge  r , i ' : -e icC r ,n ; iCcspro . rd  n : i s3 i r r i ; igs

a l iouc  thc  1n :1 .ac t  o [  the  Tre . -^ iL r11- 's  f inane ing  cn  t i :e  cc i i ' - i , i  na . lke  |  - - -  abc . . i i  thc

a"a j le ,b i l i t !  c rod  cos t  o f  f i r ranc iaJ  resources  tc  the ; - i i t ' . ' a ie  s€rc tc r .  There  has  been

ntuch d iscus- ; io i t  in  Lhc  1 ; t 'ess  and in  J , t rb , l i c  fc ru r : . :  a i ,ou i  "c t 'o ' . ' ;a1 '1 ,g  c r - l t r r  - - -  , . :3cu l

b u s i n c : ; s  b e i n q l  d i s p l a c c ' c  b 7 -  i h c ' f  r c a s u r y . i n  d r . : ' " ' , ' i i l E  o n  t h c  s L r o g r l y  o f  f u n C s  i r - :

f inanc ia l  i l a i -ke ts .  Regre t te i l y ,  muc i r  o f  th is  C iscuss :on  has  be . . , r t  in rempet 'a ic :

d i r O  n r c r r h o r r o q  t l : a t  . r _ h e  C C f . e t ' n n i C n t r S  r )  r - a : t ' n r , t i i r ; -  f . {  r , , - , 1 , -  , . . i + ! -  - ,  - . 6 , n q 6 r , 1 1 : p y r t
L t l u L  u ! L  ! r J ! 9 l  r r l I l ! : : r  - '  p i u L . r L l - u ! / r ^  , - L  ! \ , t 1 I u - ) ,  V V I ' , t 1  < f  L - . - ^ . v a v . v . -  _

escalation of interes;t r 'aies, v, ' i lJ. ,rbort eccnomic r.:  ccver,v' have been confi:cnted

with equaliy overblo'r ' / f l  i rssert i .cns that the Gor,errlment could f inance substanrial l l '

la rger  def ic l ts  than are actual ly  in  prospect  wi thcur  ser ious ly  impeding business

+ ^  { , .  - .  . ' l ^
d . U U g J J  L \ J  I ( l I 1 L T 5 .

The nat lers  at  issue are inpor tant  and deserve bet ter  than such hyperboLc,

adversc',r i  contenfi.cn. Fion the point of uj e'n' of f j . i -ra:rcj :1 r:,c'rkci Cevelcpr--r€-i ' : ' rs,

the issue is not rn;hether t ire Co';srnrnent's eficris io t ireei i ts f ina:lcial regu:.r 'ement



/

i ' l j J . i  p rc . . -cn t  ccor ,c r , . t .Lc  toc . - 'a r - - \ ' ;  i : t c ) -  i . ; : ' , i  n : : .  l : , . , -  i s  t l - .e  Ls ,sue ' , , , ' hc i le r  : te

f i .nancial  ntarkets v" ' i11 be ebi"e to aLk:cai . :  i l : iencai r :esou:ces anicnq t i ie ccrr lpet i : rg

c la jn ' ran ts ;  they  w i l l .  T 'he  issue,  re : l le r .  i s  v in : ,1 - ,e  r  * re .  u r . . ^ ' ' i rd  p ressure  on

interest rales and bond _viclds wi i i  inducr:  i l te rncnetar iz aurhori t ies tc prc. ; i r ie

an excessivel .y rapici  e: . :p. :nsion in the slock of n cn.-- ,y in a m:sguicleci  ef fcr l -  to

stabl l ize crecl i t  cci iCi t icrrs at i r r ierest rata le. .als noi mucir  abor, 'e those novr pr-e-

va i l i t ig .  T 'he  cons i .quencc  o f  a i l y  -cuch c : , : c :ss i r . 'e  c ; r ' :u , . , ' i i t  i l i  t i .e  mot jey  s tcc l :

v r i l l  bc  a  rusL ; t -gcr icc  o f  l r , f l - - i  ' . i on  a r td  c ; f  r r ) i . - - rc r : t  r3 :as ;  a  sc r ious ly  a ; . , ,e rsc  h ,y i ' t -o ,J ' . :  cL

of rei ieweci accclerat ion in the cl i rnb in t i re pr ice leve1 wi l i  be a return to the

disar^strous be ar nark-et cci :c i i t ions f ' l , r  equjty f . inai tc ing ivfr icn prevai icd thrcugcul

1 9 7 3  a n d  1 9 7 4 .

T 'h rec  Incn ihs  ago,  in  e r  ad ' , ' j so ry  l c iLer . .na l i -z ing  the  c f fec ' -s  o f  p ro jecred

Tre 'asury  e ,nc l  l r r i v , . i te  scc tor  { i i ranc i r rq  r -e  qu i re :nen i j ,  r i ' c  po in te r l  c r : t  tha t  un le  ss

there v/cI-e a rnassi ." 'e infLov; cf  ; ; r i r , .ate sector sa\, ' rng jnt i ;  the capj tal  markets,

there  wou id  be  seve ' re  uJ , r^ ro r -d  p ressures  on  money narke t  ra tes  1n  the  second

ha l f  o f  th is  ye . r r .  No suc i r  J rnve te  sav ing  sp i r - i rgc  i s  in  p rospcc t .  VJe a lso  caut ionr ,d

tha t  v jgcrous  suppor l i ve  ac t ion  by" thc  I 'edcra l  l l . : ser r , 'e ,  to  ho ld  back  the  ups ' r rge

irr  intcrest rates by l rronet iz irrg e" sr-rbst;nt iai  pot ' . Ion of t i :c Gcr. 'ernrr, .Jnt Ccf lc i t ,

would vcry f . ikely result  in so large an increase in the stock of money as to reverse

abrupt ly the slovrdown in the inf lat ion rate and to sl :yrocket the costs of credit

Since late February, the:-e have been mixed Cevelopme.nts in the r^roney

marke ts .  Cn the  one hand,  across  a  b roac l  spec t ru rn  o f  pub l i c  and pr iva te  i ssues ,

in te res t  ra te .s  a i " :d  bond y ie lds  ha . re  dec l ineC,  qu i te  c rema*- ica i l y  in  sone c r rs€s .

The equity market has bul leC airead, up about 100 poi i r ts on the I lo iv-Jones.
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' fhe re h a:: b (:en a s r-iL. sia: r'Ca.i a::r.-. i i irt c i ort the cr.e

n n  . ? h  r  r i l - r  o rh a n d ,  a n d  a  s i g n i i c - r t i  r ^ . r : : , h c r  c f  i ; l p . - i l c r : r tf i  -  -- ,
b i . L : : h l

The Fede ra i  Reserve  C. r r ing  the  1a^ :  i  nor^ i i :  r r : .1  3 n aij increase,. ' i  j , ts

h o l r l i  n r ' s  o f  G n r r o l  I t ; I 3 I l t r S  - - -  e t  a n  3 1 a . : i : L - en rj

Rescrve Ba;:ks crei, i t  has i ncreaseci alr lcst C  1  J . 3

',v hiLe

n o  f  f ' ' : , n  t
t s v  r  \ ? u r -  r

i n  t he  sa rn , - ,  no r i nd .  ' ] ' he  
i nc r -ea :e  j , n  i he

faster rcrte t iran in 1974 a:r a vvhoLe, hes

i +  - .  ^ , , t r - ^ + - * ! , :  "  1 1 . ,
C J L  C l  )  L L L , - , L C l ! J  L l ( :  U I

' ,  j . r , i  i . : . .  . - ' : , n ;ns io t ' i  o f  R r r se t : - , ' er i ?  !  l ! r

B ank c t-e Cit . Ove raiL , cle ',,r oulC Lin vs . i  r . F r '  - j ' . o  l l - :  o  ( l o v ; : n r n c l l l r c

, r ' r  t h a  r r r ,  r r ; r t n  q a . r ' i r r ? ' l q  - . r i . t i n r 'dcf i  c i t  has rrcrt  ; -rs yct thlc i 'car sc.. 'c- t-el l '

{ ,  ,  - , 1 ^r u t l u )  .

F'or  the  rc rna : r^drc r  o f  t i i c  ye3r ,  the  c ,u ' . l : c } : ; . s  r - : : s  cp t in ls t l c .  Chcc l . : i r -E  "nc

rcf ining ou: latc I 'c l . r  ruar"1'projcct iorrS, w€ eS'cj i . rc-,- . . r  i i -a--  ictai  fun'- ls raiscc by t i ic t -"c, t ' . -

f inanclal  sectcrs j ,n the. cr:edi t  r iar i . rets in 1975 vzr l l  ranoe frc)In a lc iv of 5238 bi lhor-r  Lrr

a  h igh  o f  $260 b i l l i r ,n ,  cor r rpdrc : i  r , v i t l l  $180 b i l i j cn  in  1974.  Therse  er : jL jm. r tc . j  in rp ly

l Q 7 (  r r r . - r ' i n , )  L l r ^ ; . - ! -  I  . -  ' - = l ; ,  h r n r i  r r i n l r l . :  r  i  l n  A  r , ^ y i , L \ n i  a n r i  Q  7 l  : r r ' r r - n , - r ' lL J t J  A  v U I C r ' : J t -  l ! - U \ - , / L l )  5  f r ( l e  L L I p \ r ^ C : L -  ! u : . u  l i L r v J  u r  r u , v  l . L ! u \ - l L L  u r . u  J . / a  f ) U I L L I I L

r e s n o c t i v c l v  T o  n r r i  i h c i p  r n l o s  i -  - - ' - ^ 6 r ^ + : '  - .  + i  -  1 r ^ ^ . i ' , ! ^  r ' ^ " ' . ^ f a t e  A a a  f a i CI L J l . / - . v L r \ l r J .  r v  } J u !  ! - l u . J u  , . ! L \ . ' j  r l l  l J - r : 1 r g ' g a V g ,  L r l C  ! r . U L r t r J /  J  V V T . V U

nar l ,o r l  a t  Q )  7 .e rcc l t  in  October  I974.  T l rc  l : j75  ye .ar -e r rd  ra tes  i r i .p le .d  by '  t i r r . ; c
P \ - w \ v g  

g L  J . ! ,  y

a n n t t a l  r - l \ , / F ) 1 . a f 1 p . i  ) r n  ^ . \ n c i r l a r r , r ' ! - r  h i r - h e f  q i - r  r - p  1 r r - r  l 4 r ' n A r ' l c  f - n r r r ' " a t e  A ( - l a  S t C A dg 1 l l q u I l L v v r ( l : J ! J u ! L ' v v l 1 J I ! . ! I u l a ] l l f \ r r . U I , J f l : ! U

a t  R  R 9  F r F \ r c r 1 i 1  t  i n  n  i d - l \ ' i a v  \ , { 6 - ; . . n v a r  t h r . c a  o c i i l a ' c g  a S s u r n e  t h a t  t | c  l { a r c h -P v r r ! r ^ L  r l i  r r r l  , -  r \ ' u I  r  v v r ,  L r r L

Apr i l  surEe in  the s iock of  rnoney is  no i  ccnt rnued' .hrough Lhe 1 'ear  and tha! .  thc

n'.ror: j l  lQTi nr^r^/th ratg in the money Stock ' 'vi l i  noi be material ly greater L13n tne

(  7  n a r n o n t  r : f a  n f  
' l : c f  

r r a : r
J .  /  l J g r u g t i L  l a l g  u r  I o J L  y g c r .

The overal l  thrust of this analysis is ihat u/e rnal/ expect an end in t i ' re

near  Iu ture to  thc s l iCe in  y ie lds dnd s l r - . r - :LC ce prs la : . r , - l  io  s€c 3 s t l "cng up ' . ' . 'a rC
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:noverrert  in mcnel-  rarkr: i  l -aies clur ' ; . : .9 t ; :e Ia:L::-  h.-Lf of  t l re ] , i : l i - .  l ja ' r , re. , ,cr

d is t ress ing  suc , r  dcve lcp . r^en ts  n : - igh t  p : -c ) ' . ' o ' io  a r1 : /  cor :pa i l )1  s r - 'e l - , i l ^ ,g  io  r ; . : se

funds ,  thcy  do  no t  spc l i  i i nanaa l  ca le :s t rophe. .  Fer  nc : -c  ser ioLrs  : i l  pc : - i l i , i l s

would be e::cessir 'a mr,neta.r i '  exp;rnsion v, 'hr:h lvculC tra.nsrntt te a iernporary

surge: .n  in te rcs t  ra :es  in tc  a  fa r  lo r rger - te rm escd: : ion ,  baseC o i t  f i i : :u - ! .ued

inf l .at ion ancl inf le, l jonary e>:pecat ions .

Largely iqnoreC in this concern over f i .nancrai  r .arkel  6lsrTcici-) i r rcnts is the

far  more  p( ' rs is ten t  anC scr ious  prob lem o f  rea l  c ro r ,vd ing  ou t .  \ ' i h i le  no i -

ni in im:zirrg the f in irncial  cr lpe . : ts of iargc governmcnt cicf jc i ts,  v. ,c rr lust rrot  lose

s igh t  o i  t l ,e  fcc t  t l i a i ,  whc lher  f i r re r rced b1 ' ta - . ies  c r  by  add i t ions  t l - , '+ . i re  dc l r t ,  thc r

d r ^ I " + h  i n  a n ' a r - I r ) l ) , l t  c > : o c n c l i t u r e s  i s  t h o  l r . r s i c  n l . r ; a g n 1 c n o n  w h i c l l  j n r : t  r ' ; , r i n o l . . '  r r r r - ' -Y t  v r Y  L r r  v  f J  L l t v  l / u - r j ' -  t . , r . u : : w l i i ! ' 1 1 \ J l l  v v l l , L u r !  f r . ! . r u a - r J t r g t 1  f  
' r g

emgt ts  anr l  r j i rec t i  the  use  i l  thc ,  eco t ro r : ry 's  t r ' r roduc ' " ion  ca ; :ah l l i t y .  I i  inc re  l r : cn ta l

gove rn rncnt  spend i r tg  i s  dc f l c i i  f i t rance d ,  i t  d i l ' ec l - l y  re ta rCs or  re ( - iuces  gross

nat rona l  sav inqr ,  i t c l l cc  g ross  invcs tmer r t .  ln  the  cur ren t  ca lc : rdar  r  1 'car ,  f c r  r - ' xanp lc ,

the Federal .  Governtrrcr-r t 's l - 'udgct def ic i t  is l ikeLy to result  in a r-eclr .rc i io l t  of  at  least

$19+ b i l l i on- - -and ncrhaps  as  nruch as  $50 b i lbon in  the  Nat ion 's  tc , ta l  sav ing ,

hence pr i .vate cepitai  foundat ion. I f  f inar.ced by acldj t ional tc1-x€s frcrn our pr incip:J

revenue sourccs ,  the  e f fec ts  on  pr iva te  sav i ; :g  i cad  to  very  muc l r  tho  sar ie  resu i 'Ls .

The concern about Federal budgetary poLicy transcends ooctrinai prefererrs€s

for l i t t le or big government. I t  goes to the very heart of a problem to vihich much

altention has been directed --- the problem of cap.ital shortage. In focusir ig on this

problem we should kee.p in mind the facts that
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fai lurc *.c r ; , , . ' t '  {p :r : ; - ,c r1-v Cei r , : . ; )  c; :3i ' r1 : 'e ci  uireir t . .nts i r i : : .csi
certainly ' ,v i l i  r : lc. l^ t l . :ceierat ic: ,  Ln t l - . i  qr r  orvtL c ' f  reaL-,^/c.gr l  r-at3s;
h e n c e .

r,vhi le al l  of  r-rs har, 'e a r . . i ta1 stai :e in hal ' ing these i :api tal  nee-J-"
n ic t ,  Ia ! : , -o r :h :u lc  be  nos t  ccnce: :neC : i . , c ' - i t  any  p t  o : ; r - rec : t i ' . ' e
s ircrtilii;

the n'rcst seric'rts limitation on m,.-retin,li tl l€'se c;.p:it.rl ne ecisr is
the  l i ke iy  inad: .qu . rcy  o f  bus iness  anc i  i rousehc lC sa . incJ ;

o  inc rees j : rq  t i , ' :  i ) r i va :e  scc io r ' s  l - :a r " i  ; ,1  r .= : to ' , ; l i 1  rcqr , t i r c  tax
rev is io i : : ;  to  l ' oc l  ucc  t i : i r  p  rescn t  t : x  1 ;c l r , l i i ( s  an  i r rc l l l - idua l
sav l  ng ,  no t  morcL ' " '  rc r r i s :ons  t : ,  I : c : 'n . ;  L  r . ,o t :c  l : t rs  i r .e  ss  sar ing ;

inc reas in . l  the  hcuseho ld  sa ' . i r rg  ra t r - l  v . ' i i l  r ' cqu i r  e  ra - ls ing
the sai ' i r i l j  raiL.  of  lo ' ,nr and rnicidle j rrccr lc incl i  i ' idr :als as
wel l  as ihat uf  r iore a. l - iLucnt i l : . : i r , :c luals;

ta> :  pc l iCy ,  ; rc ( 'u l 'C i r rq iy ,  s l lou l , j  p lacc  q .c . - . t c r  e rnph:s : i c  th . in  in
th r  pcs t  c rn  ro l i cv ing  t i rc  ex( rc : ;s iv r \  te : : :  i ' L r rC. : r r  c 'n  i r r i iudr la l  sc - , \ ' i n !

A  use fu l  v . /ay  to  apprcach thc ' i r l c . i  o f  c : r r i ta l  t i r : - ,ds  j s  1q)  | rg r ; in  v ; i th

t h r r  : q  e r r n , r r t i r r l i

the  inc reas  s .  in

that-  lerbor v ' ; i l l  not long tolerate a,ny r . ; , rkecl  s lcv; doyrn in

rea l 'ovaq:  r : r tes .  I f  a t  leas t  t l i c  pos t r , 'a r  t : :enc l  ra te  o f  inc rease

in real v/c-- igc ratc is to bc niarr i taineC o., ,er thc nc:<t c lecac<: or so, thero must

t - -  - . ^  ^ ^ , , - l . i - ^ f ^De dn  equa r  j . nc re  dse  1 t ]

r , n  r f  a n i  r l n f o - r ' i  n r ; 1 i 5  g f

l a l - ' c t ' ' s  m. rg i r :a l  p :c ,duc t i \ . . i t y .  Onc c f  thc  most  i r i ' l -

the  inc rc -esc  in  labor ' ' s  p rad l l c i i v i t y  i s  the  inc rease

in the ca5, i tal- labcr r . i t ic.  l lence, i f  rcal  w.rg. '  rate::  arc to cor iLinue to i rr-

crease at least at the postvrar trend rate, so too rr.ust the capital- labor ratic

increase at  least  a t

the labor force, the

r o : d i l r z  a c . | - i m : f a d

the posturar  t rcnd rate.  Given the pro jectec i  increase in

requrred increase in  capi ta l  anC in  invest rnent  may be

In aCdi t ion to  i i rese c :p i ia i  reoui renr .e. t ' -s ,  the b l :s in :ss secror  wi i l
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have to unCei iar:e si-rbstanl iai  addit ion;rL invi :str i rgi ' i t  t t ,  =;- , ' i r f 'y '  l i l l t l ic i rc l ior

manciates--- to niee i  enr, i ronnlentaL steniar ds ,  t ,c achic ' . ' - - i  erra -  r i i  st :1f-suf i i -

oency goals,  tc ccr irpl . , ,  vr i th occupai- : .onal heal ih- a-n: l  sc[- . i ; ;  : . ' -c:rca: 'Cs, to

expand and impror ,e  ness  t rans i t ,  e tc .  On t i re  bas is  c f  v "c i r /  cor rser r , 'a t i ve

est imates of this ; ioci i t icnal inr, 'estment,  aggr-cgate pr- ' ' . te ca,; ' i t . r i  fc:- tnat ion tc

meet ptrbl ic pclci '  rnandate-s and to sustain at least t f re trer; id r ;r te of increase in

l . i l ,or ' 's prodr:ctr-nty and t-eai ' ,^, 'aEe rates orrer the ne>:t  c ' i ' ,  cai l :  r , , , ' i11 Lravc to command

a  s u i . , r s t a n t i a J l y  l a r g e  r  i r o p c r l i c n - - - p c r h . a p s  1 2  t o  L r  l , c ; ( ,  f . i  r { : i - ' c , t e r - - - s h a r c  c r f

total  outpu'r .  thcin i i  h. . ls cn thc ar/e rage over thc pr-,sLvvai r  pcr ioi i  tc)  i i r to.

For every c. ic.r i lar of  gross pr ir , raie inr, 'estment,  t i r"rc r :rLlst  L;c a clol lar of

* ^ + : ^ - . - r  ^ ^ , - . - . -  a ' _ ^ _ ^  - ' ^ . i n t t a ]  c ; r . i  n r :  i . :  + i : n  c ; r , r ,  n f  r r . - r 1 , _ : . :  r i i - i r , ; l l n  q , a t r i n r rg I  U i r : ,  I l c l L a u l l ( l - t  5 O . v l l l L J .  \ j l u i , >  l l c l L l - . . - -  *  , .  r ,

p lL ls  governmcnt  surp iuses  or  minus  governr : re l i t  c ic i . c i t s .  ln  i t ros t  o f  the  pa ,s t i r ' ; i r r

year ' ,  t t re  Eo l ' c rn rnent  sec io r  has  been in  de f ic j t ,  hencr :  hes  l r - :c juced ro thcr  thar r

a u g m e n t c d  g r o s s  n a t i o n a i  s a v i n g .  i ' h e  b u r d c i i  c f  f i r i ' i c i n 3  t h e  N a i i o r r ' s  c a l ) i i a l

requ i re rncnLs ,  thore for -e ,  fa l l s  on  gross  pr iva tc '  sav inc t ,  v , 'h ic l r  . r l so  r r i l r s i  I i  ncnce

govcrn lnent  dc l i c ; t t s .  Gross  pr iva te .sav ing  re 'qu i  ] -en l i - . l t s ,  thc r ' : r [o re ,  Ccpenc]  i : c ' t

on ly  on  gross  pr iv r i le  inves tnrcn t  recyu j rcments  l t r - i t  a lso  on  l l r c  budgc t i i r y  r r - -su i i s

of the governr ient secior.  I f  i t  is assunred that go\,rernnier i t  de i ic i ts average r io

more  than $10 b i l i i on  per  yeor  over  t i re  nex t  decade- - -an  cx i rc ,me ly  conserva t ive

assumpt ion  in  v ievr  o f  recent  exper ience and near  te r -m p ! 'ospec is - - - the  gross

pr iva te  sav ing  ra te  (g ross  pr iva te  sau. ing  d iv ided b1 'g ross  na t iona l  p roduc t )

in the decade ahead wi l l  probably har;e to increase b1r something rnore than 15

percent above the posf i , . . 'ar a ' ;e rage rate.

There  is  no  assurance t l ^ :a t  g rcss  pn \ -o tc  sav l : i J 'o . iL1  cc : , t inuc  a t  the  pos t -

war trenC rate, let  alone that j t  v. ; i l i  increase b_v t i ie inci jc3. ie ( l  a: l rcurrt .  Ai though



sci*f) l  nr i l /ate s ' .1 ' / - in!  ts ' /ct- \ 'ncarl 'y '  a ' i i l r rnl t ic,  a \zer) '1arge oar-t  c lepencis on houte-

hold . : r iC busrness chcrces, corrst :-alrrcd by nrar l :et  conrj i t i .ons a. ' rd insi j . rurtrc:raL

arrcl lgements suci i  as ' :he tax La,,vs. I f  the oropo:rt ion of total .  i r rcorne which is

saved is to i f lcf€ 'al . ie,  ei ther or Ltoth rrar-ket conCiions or the tax iaws rnust also

change. so eJi to reducc tite c,,,:;t of savj r:g rclatj r,e to the cost  o f  ccnsumpt j .cr ) .

So long trs i l r f .at ion pe.rsists, ,  hor,vever,  market condi l l ior is r ,n" ' i I l  te- 'nc1 to i rrcr:ase

the rclai i r ,e cc).qt c, f  savirrg and ca1>ital  folmation. And i f  the recont trencl  oI  ta;<

"reforn]r '  cort t in lres, thc tax la, ,^" 's wi.11 .- :Lso incrcc,.se t i i i  r , . . 'e:ght of  the e: ist inE bias

a g a i n s t  s a v i n g .

What  hep l rens  i f  acLua l  sc .v j rg  f . r l -1s  shor l  o f  reqr - : i i ' oncn 'us?  The p i - i t r : j t r ra1

m n c r ' ' r r r / : h ^ s  r " i l 1  b e  i t  s ] o r , v e r  r c t e  ( ) f  i n c r r ' a s o  i n  n r , r c l t r c i i r ; e  r : ; . n i t . - l  i n r r t t t s  h r n c oy u v r r v ! .  y v r f , J  v v  \ r  J l V v v \ - . r  r q l c  v r  f l l \ . t u a D L  t ! l  | , I L _

a  s l o l v e r  r a t e :  c f  i n c t c c s e  i n  t l i c  c i p i t i r l - l a b o r  l a t i o ,  i n  t h o  a d v a n c e  o f  l a l o r r s  p r o -

r i t r c t i v i  t v  i n  l l r e  r i s o  i n  r p a l  \ , r ' ;  c r n  r F i r , :  a n d  i r r  t h o  r r r - r i n n n r \ - , r q  t r r f ; ,  
' l  

r - , r r l i r r r t  ' f  l - r nv  ( : J L  L ! , - l r v l i l t  , l  L J - J I  v L r L l J u l r  -  r r L

r a A q n .  i < :  c i m r r l ' ,  i l t a l  j i  t h e  t c r i o l  e l n o u n t  s a v c C  f . ; l j s  s i i , i r i  c l f  F . . l r l r c l r l ; 1 t a  r . ; . : ) i r a l  r o -\ / r r r !  u r r t  J L t v L u  f \ . r r \ )  ! .  L . . J t J r v , J - , ! \  u l . l / : r . - t a  t L .

qtdrcmenLs,  : ;on tc  in r , 'es l rnsn t  v , ' i l ]  be  fo regonc;  w i th  thc  1 : r -c js ( l t t  th rus t  o f  puL,J ic

po l i cy ,  i t  i s  l i i :e ly ' th r r t  the  cap i ta l  fo rn ,a t ion  wh ic i r  v ;o r : l c1  ber  s f ro r - t -c i ranqe 'd ' ,vcu id

b e : n v e s t t i . e r r t  i n  t l i e  m a c h i n c r y ,  e q u i p m c r ) i - ,  p l . r n t s ,  e t c .  ,  w h i c h  i n c r c a s e  t h c  r e a l

o t t t n t r t  o f  r r a r - l 1 n ' f  . : 1 1 1  l , - '  o o o r l c  a n d  s o r r r i r . o c  l i r r  r - l , r r ' ! r , d  i n  i h i q  n : i n . r . r r \ r  n F  n n r , r c o  i cl V v  f , - ,  u : r u  r u r  v r L . L r  \ r r t u l u q L - u  r r l  L . r l . r  u ( r L L . v , J l  !  r  v L  L U L r t J L . ,  I - \

the cepi ia l  reqt i i red for  increasing energy outpui )  .  The econorr ry  as a whoie vr i l l

lose,  o f  course,  but  the largest  group of  losers wi l l  b ,c  labor .

Tax rev is ions to  reduce the ev is t ing b ias against  sav inqt ,  that  is ,  to  cut

the cost  o f  sav ing re la t ive to  consumpt ion,  would exer t  a  powerfu l  in f luence on

increasing th t :  ra te of  gross pr iva ie sar inc,  1 'o  the e:<tc :nt  th ; .1  t l - :e  propot- t ion of

grcss p l - ivate scr \ : ing tc  GNP 1" 'ere tc  increasc,  the prcssure fo :  too rapid a: r
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a 1 ' r : l ' , c i - ) '  i e  ! h ^  - - r - r . r l -  . r :  n  / \ ' . n \ -  r . '  - ; i i d l - : c n  
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- , . ; : 1 , 2  
] . . . i o i d  . . r ! - - ) , . , r t .e / r a / \ . r 1 l r ! l r l  1 r l  l : i i :  r - L r . - ! h  - , -  t t . L i i t : r ,  L - ' ! l i c l l i u . " . ' ' _ l - a { - ' J ) - . , . , _ ,  

:  v , r L ! r  l f :  q t j \ , r ' j f : . -

I r i3nt spenri , r ; , ;  onC def i .c i t :  ?;or- i j . i  . lscl  bc re' t iuc€. j .  T 'o, :  rcvisi tns to provjcle

grea ter  ncu t :a l i t ! '  be twect i  sav ing  end cc : tsu i l tp t ia r :  ,  ihe^-e forc ,  ? /ou lc l  a f i c rC

greater  p ro l r : - l se  o f  n .Set i i tq  se t i rg -  ce f i ta l  :equ i i sn tcn ts  . . r ' , c l  ; ' . ' oL l  ld  e l -o ic  i r : f1 , . -

b.onary p rcs suI'L1s , ;:s t^" e.ll .

Tho u l t ina tc  go : i l  o f  ia> l  re r r i s jcnr ;  : r l :ou1c1 b i  t c  p rodus€ d  ta ) i  s t ruc tu rc

crs r lcar l-v n.-r- i i ral  c ls ;169sible in i ts in lpaC cn thc CC:rt  of  ! i ; . i - , , ' ing relai ive to thc

cost of con:urn;. , t lc i .  out of  cur-r-ent incc_rme .  The prcsent. l . . i : . :  st t -uctut-€j  is heavj ly

b i a s e d  d q ( . l n s t  s c r v i l g ;  i h c . t r ' r i : l c i l r a l  s o u r c e s  o f  t h i s  f , i a s  a l c

o the inciusion in the i . r ;di" ' i  dual inccrm€ t ;r ,x baser of bot i r  current
Savin{-t  and t i re reiur ns o;)  saving;

o the corporat i : , rr  inccine: tax, v,rhich is a hcar, .y ey.cise ol1 one
sct of r-cturn:; crrr p r.i ./al-e sav'irtq;

o  the  ta i ' :  on  ca t r i i t ( - i i  ga : r ts ,  an  arc ld i t iona l ,  subs tan l ia l  exc ise  on  the :
capit . r l - rzed ver ir  rc of air l l  a patr :d incy'cosc; in re. ' tur-ns on s. iv ing ,
whici t  ' " , ; i i l  in tur-n ber taxed a.s t i rc lr  . . -re re,al ized;

o  es ta to  a rnd  g i f t  taxos ,  add i t io r :a l  exc iscs  on  ca l r i ta l  on  t i re  occas ic rn
o f  the  t rans fc r  o f  thc  p rope i " t . /  r igh ts ;

o  p ropet  t1z  tc -> :es ,  thc  equ lv . r ie t i t  o f  h ig l r - ra te  income taxes  on  the
re tu i 'ns  to  sav jng  in r , ' cs ted  i r l  rea l  p r .opcr ty ;  and

o rrdsce' i laneous other taxes ( ior cxa:rple, the minirnum tax)
which intpose ai idi t ional taxes on the retui-ns on Dart icular
investments .

At the Federal  1evcl ,  the long-range focus of tax re.r is ions to achieve

glreater neutral i ty beiween the tax burdens on saving and consumption should

b e  o n

o t rans fc r -n" , inE t r - re  p resent  inC iv idua l  incone ia> :  i r i to  an  €xpend i -
tu res  tax ,  by  a l - low inq  the  ta : :payer  to  dec iuc t  h is  cur ren t  sar , rng
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and r, : . , : ju i  r- In. , ;  hi iLr tc in: i : : . ic t l t t  t l -c 's: i  i t l - ' i : " i is . - ' r -  l i is sa' , . ing,
inc: iuul ; . r :g t j te,  ful j  i l lo 'J: t t  of  t i :e Fror-- j . ;3i-s 

' . r ' , : r i :  i l ' r i :  sai le c, f  ass3ts,
in hi .s cui  re i t i  inc.--r : le '

o el . i rninat:r" .q Lhe crrpcrat i i i , : r  incolne t : ; ;  ancl  etr :rr l tu i ing corapora[e
e arnin93 t,r : l-_clj vj cli_r ii s i:arehcit:e rs .

o  e l i rn inn l rng  ih€ .  ta i :  o : i  cco i la l  g . tn3 ;  an i

o el ininat inqi  es;taic anci  gi l i -  +"a-.{cs .

Eo lc j i y  s ; tc r ie i ,  e r r  -v  s t tc l :  t i i ; r  rev is jon  prLrgrarn  a ! r )c i l r : s  tc r  be  rad jca l

anc l  F ro l i t i ca l i r , '  u t ra i ta i  l i ab le .  I t  nc r , 'e i ' rhc lc .ss  i s  use f r - i l  e i  a  c r i te r i cn  e3arns t

wh ic l i  to  as .sess  shcr t - to r rn  tax  re r , . i . s ions .

B i ' e n i l  l e i r g e ,  t h e r  p u b l i c  p c - . r l i c } ' I o c u c  o i L  t i , e  c a p i i . a l  s h c r t a , ; e  p r o b i e m

to d;: te ha:;  a, im', . 'd t iLnLost- exclusi .vcly i i t  tax nleasLir-c-rs to increase busirrcss in-

vesttncnt inccir t i  ves. Sr. 'c l i  n ie. tr tuics, cr;  the Ai)Fl  r ; rct . , ' ,s:ons ancl 1. i te inr, 'esl inent

c rec l j i  har ,e  a : - :s r - t rco ly  L ,cc i r  h ig i - iLv  cons t ruc t iv i ;  o i ^ rc  i , f  th : i i ' p i ^ rnc ipa l  v i r t r , res

{ ^  + :  - +  + 1 - - . .  L - ' - -  r . : 1 - i  i , r r r 4 , r l  i r . , n ^ r i . r n t l r r  f n  i r , r r n . - - . i r r r . } r t l : : i r ; r r c : , q r r . ,- t S  l l l r . l l  L i l e  f  I I c t i ' L  !  J r r i r r ! ,  u r c : \ r  r r . . t - ( J -  . .  , . . ,  .  J  n r J - - - d

rna jo r  ( jo r tpo l rcn t  o f  t t - ' ra l  p1 ' r \ ' . i t ( - ' scc lo r  sav inq t .  l r1orc ,o , , 'e  r ,  fn r the  r  l ibe  ra l i za-

t ion  o f  c lcprcc i  u t luo  o l l r - \ ' ; c .ncor ,  i r )c i ' c i rses  i r r  lhe  i l t ' , ' c l : t r t , ( i t t  c l ' cC i t ,  a " i ( j  gcn-

eral ly lcss burdcnstrnre ia,r :-- :s clr  busj .ness i rrccme v, 'ouic ' l  be Ces. irablc,  me.tsures

to  inc re . r -se  thc  p r iva i .e  sec tor ' s  sa i r ing  ra te .  But  ccn f in j .nc i  a  ca ;_ . , i ta1-consc ious

tax progrant to such nte. isures suffel-s trr ' , 'o l in i i tat ions:

o it  raises the false issues of "tar qi., 'e av;ays" to business at
the expcnse of  la l ror  and/or  ccnsursers,  end of  tax favors
for  the r ich at  the cxpense of  the poor ;  and

o feasible tax revisicns cf this sort r,ray faiJ short of prcvj.ding
the requi red increase in  to ia l  pr i r , . - , te  sav ing.

A.ccorcl i". .J! ' /  ,  t l ie inv', .nt.-- i ' , , '  of ta>: rcrr isions focr-r;ei on reducing the

^ . ; ^ ; i  -  :  i  - ^  - - - , : , - . ^ +  r , r i , - - r  ,  ^ : r r i l . r i l  a i r r , t t l r :  n r r t ; n i . r r  r : i - ' l - . , ,  i c , ; , 1  : t r c ,  n r n n n q : 1 cErx , rb  L r ; i9  L (1 . \  L rac^)  c , (_Jc1  l ib  L  f ) ^  t  \  c . l -u  5 -  -  - . .
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aimeC at lcrnr-and micdl:-  inccne inci iv iCuai ta>:: lye rs "  Indi ' , i id,"ra- l  incorne ra:, :

re tu r : :s  re -por t ing  aCjus ted  g t -ocs  i r : ccmes o f  less  tha ; r  $20,00 t  accounted  fc r

Ro no l -^Ant  n f  tn+-n l  r -e tu rns  on  sar . i : lg ,  in  one fo rm c , : 'dn) tne : ,  tn  1972.  in r i i -v v  F v

v idua ls  i n  t t r ese  b racke rs ,  i t  i s  ev iden t ,  p rov idc  a  subs ta ; r l i : 1  p ropo r t j cn  o f

t o t a r l  a r p r s o n a l  q A t r i  n t - t  T ' h p . , r  y ^ n n r p . r p n t  t h e r n f n " ' . r  e  h i n l r l r r  o l r  n i l - ' l a! v ! s r  r / e  J u  ! : - r y  .  4 , r v . r  +  t e r g e t

fcr  ietx rer, ' i .s ions to encourage inCi ' , r ic l r : t l  .ss,nngi.

One such tax rer, . is iort  t r , 'ould be to pro.r iCe a tax credit  fc-r i -  increases

i  n  + ' ^ a  {  r . - - , 1 - 1 - ,  . , - ,r . rr  Lrru Ld^c.r- , . ru ycar in the amount of the i rrc l iv idual tctxpaler 's sa,; ing. A

cred i t  o f  th i : ;  sor t  ccuLc l  ee i .s . i l y  bc  dcs i lned tc  bc  p roo i  aE ins t  r , - r r - '  charE:

tha t  i t  wou ld  favor  L rnpcr -b rac l :e t  as  comparcd ' ,v i th  louv-  and n ted ium-bracket

tc - rxpJ !er  s  .  l ven  on  \ /c t - : /  ccnsorva t ivc  assur ILp t ions  about  the  resoons iveness

of  inC i r r j c lua1 sar r ing  to  c i .anecs  jn  thc :  ccs t  o f  sav inE cumF,ared to  consumJr i io t - r ,

the  revenue loss  f ro rn  such a  c red i t 'wcu ld  be  reLa l i ' , r1 . , ' smal l - - - indeed,  the ic

mig l r t  bc  a  rc t ' c -nuc  garn ;  any  1 i1 :c ly  i css 'wou lC bc  subs ta : r t ia i l y  r r ro re  than o f i rc ' r

h v  t h n  i n r - r a . r . :  a ' t r t  n F r r s n n a l  q ; r \ r i n o  I t  r ^ r n r l l r l  n r o c r , n t  n o  q i r r n i l : i n - r r r t  n r r , l r 1 a m ' :  r , fp I  / v q l u  t / r v o L r . L  t . J  J L j r L t u v u r r L  i J r L , J r u l ; l - .  L / r -

compJ.ian ce or adrinistratj .on .

Fl igh on the l ist of constructive talr changes to meet the Nationrs capital

demands is some substantial amelioration of ta,res on capital qains. The revislons

proposcd by the \ i \ /ays and l, Ieans Cornmittee last year is to be commended as eviCer:cc

of  awareness of  the need for  reducing the tax burden on capi ta l  ga ins,  but  sure ly

th is  should be v iewed as a very modest  f i rs ts tep.  I f  the Congress deems a $2,000

tax credi t  to  be an appropr ia te inCucement  for  buy ing a ner .^r ly-bui l t  res idence,  i t

chn r ' l r r  cn r i  n r r c l r r  co ; r s i , i e r  t he  bene i . t s  tO  bC  Ob ta :ned  f rom o f fe r i ng  t he  taxpa ) ' e ; s

of about the sarne incorne status an equal credit aeiainst their tax l iabi l i ty on ca.oitai
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gains t i le l i  rniqlr t  rer l :  z.r ' f t r  cor.-pt i -al-e cquit i ' ; .s .

c . . i  l -nn  lo  rc l l r " r ' r  t fec . t . .C : t t  fOf  ; , . : l ]  c , r ' r i l ; .1  r r . i , r11eY " . . v . .  v r . L - : L U !  Y ! r r : i :

ihe salc r : f  a resi , : le i tce.

An ove r., lJ 5C-pct 'c{:nt effcctir;e rate

all  income and for- estete aird Eift  tax purr;cscs

S,i:r;a:i r.. l  att l i : ' : ion shc)1-1icl alsi-l ire

not  ) :noro ly  fcr  t tose rcaIz*d on

tas liei: j.1ii j' fc r

i . :s i rable i rr

rec luc ing  t ie  rcL i i j f  i :  i ; r - r ! r t  c f  sa ' ' " - in r_ .1  a i  t t - -osc  br r :c l :e . ts  r . ' i i i : r c  t l : t  p resent  ta .y :  b jas

aqait ls i  salrrrg i : ;  mc:; t  sovcre .  J ievenue. klsses frc in this Limltai jc- ' r r  r ,vould be

r ; r o i e s t ;  i n c c e i ,  r e \ c l l u { i  , j c t r s  l , i g i  . t  v c i l '  r , r e l l  b c  r c a l i z : c C

Sign l  l i  co t i t  s . tcps  shou ld  i rc '  takcr r  tou . 'a rc l  i ' e rCuc i l ' .q  ihc  ccr t ] '  j ; reC co t 'por . j t jon

anc l  ind i r " idua l  i r : comc ta> :  L rurc lcn  o l r  corpc ' r -a tc  incorL . : .  A  re .c luc i ion  in  the

statutury'cor l ;orat ion incornc trx rate r ,r , 'ould be clesir-rrble.  As a f l rst  step

tor,n;arcl  f r-r l ]  i r r tcr:grat iorr  of  corr,oiaie anC indivic lu. i l  ta: :es, incl i . " , iduals shor-r ld be

g ivcn  aL  ta> l  c rcc l i t  fo r  d rv ic iendr ,  rccc i ' " ' cc l ;  inc l  ; , , rdnr r l  t c r : . -p i l r€ ] ' s  r , . ,ou ld  g ross-u f )

the i r  d iv ic lcnc . l  rece ip t . r  by  the  a l i rcnn t  o i  the  cor i )o ra te  i r rconre  tax  to  be  c re  d i ted ,

compute  the t t ' t . , ; :11e ' i r j l i t i es  on  the i r  t c td  taxa l , l *  jncones  inc luc i ino  the  c r rc )ssed-

u1l dir ic l t --r ids, at td cl  airn a credit  against t i i : :  f r -rr  t l rc arLout ' l t  of  corporaie ta;<

inc ludec i  in  t i re ,  g rossrd-up  d i r , iCrnds .

A sho l t - raneo  t r t x  r cv i s io r r  p rog i :a rn  shou l r l  i nc lu t l r  conve r i i ng  the  ex rs t j ng

dcpredat ion system in i i ,a  co; i ta l  l -ecovery sTstem aiong the l ines recorr rmendecl

by President l i ixonrs Task Force cn Busj.ness To<ation. EliminaCon of the

part icuiaization of depreciai iorr to *.he taxpayer and to his part icular assets in

favor of convenllonalizj.ng capiial recover11 al lor,^;ances for broad classes of assets

in i tself wcuid represent a r:ajor advance. Shorter rocor, 'ery petfods would alsc

be h igh ly  des i rab ie .


