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2. Taxation of Benefits Above Threshhold

Many low and moderate income retired taxpayers are
already taxed on their pensions, dividends, interest, and other
income. Basic fairness requires that individuals with
substantial amounts of other income should at least treat some of
their social security benefits as income subject to income tax.

One-half is an appropriate amount and should not cause undue
hardship.

Taxation of benefits above the threshhold should
only affect about 11 percent of all social security

beneficiaries, so the great majority of social security
recipients will not be affected by this change.

3. Payroll Tax Acceleration

The acceleration of the payroll tax increase will
only increase payroll tax revenues by S$9 billion between now and
1968. Healf of this amount--the employee portion--will be offset
by an income tax credit. The other half--the employer portion--
will be deductible on the employer's income tax return. The net
effect will only be to take about $3 billion out of the economy--
an insignificant factor in a 3 trillion dollar economy.

By removing the enormous amount of misinformation
and uncertainty which has scared the elderly people of the
country, the bill will improve confidence, both among the elderly
ané in the financial markets. These should have significant
positive economic effects.

F. Benefits ve. taxes

o} Of the $169 billion financing package, one can view
the largest component as being on the benefit side
through slowing the rate of future benefit growth

and partial taxation of benefits for the highest-
income beneficiaries.

o Benefit slowdown and recapture $70 billion - 41%

COLA adjustments (S40 billion)

Recapture of benefits through
tax systems ($30 billion)

o Expansiocn of coverage and
repayment of military service

obligation S41 billion - 24%

Coverage of Federal and

nonprofit employees ($23 billion)
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Military service debt (S18 billion)
o Tax speedup and resfructuring
of self-employment tax $58 billion - 34%
Tax speed up (S40 billion)
Self-employment restructuring ($S18 billion) i
$169 total

o Even though one-third ($58 billion) of the
package is comprised of payroll tax changes, the
real impact. on the economy will be less because
of the tax credit to employees, the
deductibility of employer payroll taxes and the
tax deduction provided for the self-employed
will reduce the total tax burden by about $18.5
pillion. Thus the real additional payroll tax
burden will be slightly below $40 billion over
the period 1983-1990.

IV. Revenue Sharing/Federalism/IDBs

. Ceneral revenue sharing, which provides $4.6 billion per
year in fiscal assistance to localities each vear, expires at the
end of September. The President has indicated that he will ask
for a continuation of revenue sharing consolidated with the

entitlement portion of the Community Development Block Grant
program.

B. 1Issues for Congress will be the funding level for such a
consolidated block grant; whether a two- or three-year, or
longer, extension of revenue sharing is appropriate; and what the
long-term future of the pnrogram may be in connection with any
revenue-turnback scheme the administration may propose. But
clearly there is strong support in both the administration and
Congress for continuing general-purpose assistance to localities

and increasing the discretion recipient governments have over the
use of Federal funds.

C. IDBs. 1In the 1982 tax equity bill Congress made
significant changes in the use of tax-exempt industrial
development bonds, including a sunset of the small-issue
exemption after 1986. There are no indications the
administration will propose additional restrictions on IDBs.

This is an area the tax-writing committees seem unlikely to get
involved with again this year--provided the common-sense
restrictions agreed to last year, such as the sunset, the anti-
cdouble dir rule with ACRS, the reguirement for greater input from
State and locel governments, are oreserved intact. 1If efforts
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EMERGENCY URBAN RECOVERY PROGRAM

Reauthorization of Existing Programs

e Community Development Block Grant
(increased for inflation)
e General Revenue Sharing

(increased for inflation and
restoration of state share)

e Countercyclical Fiscal Assistance
(restoration)

subtotal

New Programs

e Urban Infrastructure/Jobs Program

@ Reconstruction Finance Corporation

(capitalization of Corporation;
spent out on multi-year basis;
loans and interest subsidies)

e Emergency Assistance for Food and
Shelter

subtotal

$5 billion

$7.5 billion

$2 billion

$14.5 billion

$10 billion
$5 billion

$2 billion

$17 billion
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